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For the financial services industry, including Merrill Lynch,
2007 was a sobering year. The good news is that most of our
businesses continue to perform at record levels and we have
moved quickly to strengthen our balance sheet, capital position
and risk management.

Most importantly, we never lost sight of where we stand or
who we are. We remain squarely by the side of our clients as
an essential partner, navigating a dynamic global economy
and creating value across asset classes and geographies.
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To our shareholders: When Charlie Merrill pioneered the investment business that defined

his life’s work, he set forth principles that guided this firm and established the standards for investing
throughout America and the world. For nearly a century, the dedication of Merrill Lynch to the principles
of client service, integrity, excellence and teamwork built a company whose culture and leadership
stood strongly and resolutely through years of prosperity and adversity. | am honored to be the CEO

of this great global franchise. | am excited by the challenge to serve our clients and lead our company
forward through these turbulent times.

In my first letter to you, our shareholders, | would like to address three topics, starting with our results
in 2007 and my priorities during my early months. Then | will review the performance of each of our
businesses. | will close by looking ahead at goals and opportunities for our clients and our company.
While U.S. economic prospects are uncertain, we anticipate growth in our businesses in 2008, at home
and across the world.

2007 RESULTS

Let me begin with 2007. While many of our businesses produced
excellent, some even record-breaking results, we suffered the
worst performance in the history of Merrill Lynch. We reported a net
loss from continuing operations for the full year of $8.6 billion, or
$10.73 per fully diluted share, following write-downs resulting from
our exposures to the U.S. mortgage market in U.S. ABS CDOs and
sub-prime residential mortgages and securities.

FOUR IMMEDIATE PRIORITIES

That must never happen again. Since my arrival, we have moved to
restructure risk management and to reposition the firm for growth
by meeting four priorities.

First, anticipating the possibility of a liquidity squeeze at year end, we reduced the size of our balance
sheet and freed up additional liquidity and more than $2 billion of capital through the sale of non-core
assets. We ended the year with the holding company’s excess liquidity of nearly $80 billion.

Our second priority was to bolster our capital base. We raised $12.8 billion, which exceeded what we lost,
and we could have raised substantially more. | am happy to report that the rating agencies affirmed our
credit ratings, and we are well capitalized. We can now set our sights on growing our businesses and
leveraging global opportunities. Let me also note that our new shareholders represent a diverse group of
long-term, passive, strategic investors who can help us in key markets.

Our third priority is to strengthen our management and organizational structure. We want the best
people leading Merrill Lynch and we want to create a flatter, more horizontal structure to strengthen
accountability, performance and teamwork. Toward that end, | have increased the number of my direct
reports and ensured that experienced veterans are filling key leadership roles. | have also bolstered
our risk management process to include a committee of senior executives, combining credit and risk
management functions, which now reports directly to me every week. Risk-taking is intrinsic to the
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A RECORD PERFORMANCE WE ENTER 2008 WITH A STRONG
in Global Wealth Management, CAPITAL POSITION and nearly
Mergers & Acquisitions, Equities, $80 billion of excess liquidity on our
and Rates and Currencies. balance sheet.

mission and success of Merrill Lynch, and we will strive to assure that it is appropriately sized to each
business. Prudence in trading goes hand-in-hand with management of our balance sheet, including
reducing illiquid assets.

Finally, we want to break down any silos and to build up teamwork, cross-selling and a one-firm mindset
across the company. As a first step, we are changing our compensation philosophy. Just as we put our
clients’ interests first in our businesses, we want to put the firm’s collective financial results first when it
comes to determining compensation. Teamwork is a core value of Merrill Lynch and will be an essential
element as we serve our clients in today’s volatile markets. We want to leverage to the fullest the talent,
innovation and resources across our franchise.

OUR BUSINESS RESULTS
Turning to our businesses, their performance highlights the earnings power and potential of Merrill Lynch.

Global Wealth Management is the face of our franchise in communities across America and the world.
We consider our relationships with our clients our most valued resource. During 2007, GWM reported
revenue growth of 18%, pretax earnings growth of 59%, and record assets of $1.75 trillion. GWM also
generated $30 billion in net new money in the fourth quarter of 2007, the biggest increase since 2000, an
inspiring performance in very challenging markets.

Global Markets & Investment Banking results suffered as a result of our exposure to U.S. ABS CDOs

and sub-prime mortgages and securities; however we did see revenue growth in certain key businesses
including a record year from both Equity Markets and Investment Banking (IBK). IBK growth was
balanced, coming from both Advisory and Equity Origination. We placed in the top five league table
rankings globally and are well-positioned with a balanced and growing presence in Europe, the Pacific
Rim and emerging markets. Our goal is to rise into the top three in league table rankings globally in 2008.

Our Equity Markets business also had a record year, with revenue growth of 23%. Equity Markets is a
strong business with a balanced mix between our cash and derivative businesses. We are driving robust
growth in equities globally, in the U.S., EMEA and the Pacific Rim.

Finally, in Fixed Income, Currencies and Commaodities (FICC), strong revenues in global rates and global
currencies were more than offset by negative revenues from U.S. ABS CDOs and sub-prime mortgages
and securities. Within FICC, a number of individual businesses generated record revenues, including our
interest rate and currencies businesses, which we expect to remain robust in 2008. Our presence in the
U.S. and internationally is strong in interest rates, currencies and commodities.
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OUR BUSINESS OUTSIDE THE U.S. A WORLD-CLASS INVESTMENT

has become an important driver of BANK COMBINED WITH A WORLD-
firm revenues and we are continuing to CLASS WEALTH MANAGEMENT
expand our presence in key markets. BUSINESS differentiates Merrill Lynch

in the marketplace and with our clients.

Our Global Research group continues to create profitable investment ideas for clients, and, among other
awards, was named by The Wall Street Journal as “Best on the Street” for stock picking. The group is well
positioned to identify global growth opportunities, while maintaining a leading U.S. presence.

LOOKING TO THE FUTURE

Merrill Lynch has strong businesses that are growing rapidly, expanding their global footprints, and
offering superior products, services and solutions. | believe that Merrill Lynch has the best wealth
management business in the world. In the U.S., where the economic outlook is uncertain, we can help
our clients turn volatility into opportunity to reach their personal goals. Outside the U.S., where economic
growth is stronger, we will compete to manage financial assets of millions of upwardly mobile individuals.
As for our Global Markets and Investment Banking businesses that already generate more than half of
their revenues outside the U.S., we will continue to invest in growth opportunities. In January, | traveled
to Moscow to open our new Russian office, symbolizing our commitment to expanding our presence in
international markets and to the enduring promise that the success of global capitalism has instilled

in people around the world. Finally, while we will always be a client-driven business, we will grow our
principal investing businesses through third-party funds, in which we will be a significant participant.

In closing, | want to express my gratitude to our shareholders and clients for your trust. | am confident
that your loyalty will be rewarded. We have faced adversity, tackled tough decisions and moved the
company to a position of renewed strength. My pledge to our clients is to do our utmost, every day, to
provide you the best of Merrill Lynch. My goal for our shareholders is to transform Merrill Lynch into the
premier financial services franchise in the world. My message to our people is, let’s get started.

Thank you,

John A. Thain

Chairman and Chief Executive Officer
February 22, 2008
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At Merrill Lynch, our greatest strength has always
been a powerful focus on our clients. With compre-
hensive capabilities, global reach, market intelligence
and innovative ideas, we meet all of their needs —
iIdentifying and capitalizing on opportunities to help
them achieve their goals.

We stand at the center of our clients’ financial

universe...

FIRST REPUBLIC

In our largest acquisition in more than a decade,
Merrill Lynch joined forces with First Republic
Bank, one of America’s premier ultra-high-net-
worth private banks. The transaction was almost a
perfect meeting of the minds. The firms share an
unwavering focus on client service and comple-
ment each other’s businesses, with Merrill Lynch
gaining banking and lending capabilities, and
clients of both firms benefiting from more options.

The new structure allows the companies to retain
their distinct identities and cultures, while also
allowing the firms to work together to strengthen
and standardize their industry-best practices.
Over the years, the relationship should become
even more integrated and seamless to clients.

Whether through organic investments, acquisi-
tions, joint ventures or partnerships, we are
always on the lookout for ways to improve the
client experience. At Merrill Lynch, we are
heirs to an incredible legacy in Global Wealth
Management, but we make sure our clients are
the real beneficiaries.
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AECOM

At AECOM Technology Corp., a provider of pro-
fessional technical and management support
services, people are considered the greatest
asset —a philosophy shared by Merrill Lynch. So
when AECOM’s management team decided to take
the company public, their top priority was ensur-
ing that the 10,000 employee shareholders around
the globe were comfortable with the process.

Based on a long-standing business relationship
with Merrill Lynch private wealth advisor John
McNamee, AECOM’s Chief Financial Officer,
Michael Burke, requested we join the process,
because “Merrill Lynch understands that human
capital is as important as monetary capital.”

While our Investment Banking group worked

to move the IPO forward, our Global Corporate
& Institutional Advisory Services group helped
educate AECOM’s workforce through electronic
mailings, manning a 24/7 call center and even
hosting an executive planning meeting on Super
Bowl Sunday.

In the end, Merrill Lynch’s work paved the way
for a very successful transaction. More than 1,000
employees sold shares during AECOM’s IPO, the
third largest of an employee-owned company ever,
and many employees now actively use Merrill
Lynch accounts.
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“With Joni’s guidance, I'm living my dream.
| may not be her wealthiest client, but | just
might be the happiest.”

Karen Sullivan

washington =

planet is the-most-basic-human need She belleves that if the environment wins, the pubtlc also wms So in pre-
paring for her financial future, she wanted a portfolio that both-reflected her values, such as a reluctance to invest
in certain oil companies, and supported her dream of adventure on the high seas. Teaming with Financial Advisor
Joni Whitmore, the two created a retirement plan that achieved all of Karen’s objectives. This is an example

of “socially responsible investing,” and is just one way that Merrill Lynch advisors create customized solutions to
fit individual client needs. Now, with Joni’s help, Karen has retired early to a cottage in the Puget Sound area and
spends her days kayaking and sailing her 24-foot sloop. With a clear conscience and the wind at her back, she is
enjoying the environment she spent a lifetime preserving.

Inset photo: Joni Whitmore, Financial Advisor, West Anchorage, Alaska; Full-bleed photo: Karen Sullivan, Washington.
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We stand at the center of many of the world’s
largest and most innovative transactions...

At $100 billion, the largest financial
institution transaction ever and one of
the most complex M&A transactions ever

8- i
~
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Amid a turbulent market, set a record,
at $75 billion, as the largest financing ever
committed and raised by Merrill Lynch

LARGEST AMOUNT OF CASH EVER
IN AN M&A TRANSACTION GLOBALLY

RECORD EQUITY OFFERING
AND RECORD HYBRID CAPITAL
RAISING

“Even though many said it couldn’t
$2 7 . 0 B wanted RBS, Fortis and Santand
Equity and equity-linked portion their vision, and we had the

for Fortis totaled $27.0 billion, including and courage to help them see
the largest Rights Issue ever - i
Andrea Orcel R |

Head of Global Origination and Relationsk
Manager for Fortis and Santander
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Inset photo (left to right):
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...transactions that transcend borders
and impact business around the world.

$2.93B

$2.93 billion Convertible Preference
Share issue, the largest-ever Convertible
Preference Share issuance globally

Merrill Lynch 2007 Annual Report

RESONA Having revitalized and refocused its business, Resona
Holdings, Japan’s fourth-largest banking group, was ready to begin
repaying the government funds it had received during the Japanese
banking crisis of 2003. The goal was to raise the necessary capital
without diluting existing shares. Merrill Lynch, with insight gained
over the course of a long relationship, was able to bring a deep
understanding of our client’s equity position and business strategy.

Together, we developed a plan for Merrill Lynch to purchase $3 billion
in Resona perpetual convertible preference shares — fixed-interest
investments with no maturity dates that can be converted into shares
only after a specified period of time. This was the largest-ever
convertible preference share issuance and the largest equity-linked
issuance in Japanese history.

Merrill Lynch’s investment helped recapitalize Resona, while protecting
its shareholders.
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“This acquisition transformed Freeport-McMoRan
into a dynamic company with geographically diverse,
long-lived reserves and significant growth opportuni-
ties. Our special relationship with Merrill Lynch was
key in executing this highly successful transaction.”

Richard C. Adkerson

President and Chief Executive Officer,

“We brought together a long-term relationship

with an incredible team and unparalleled resources.
The result is a transaction that redefined Freeport
by giving it a truly global presence.”

MD Fred Fiddle

Investment Banking Origination
Head of Equity Linked Capital Markets

Freeport-McMoRan Copper & Gold Inc.

FREEPORT-MCMORAN Mining and metals industry leader
Freeport-McMoRan, led by Chairman James R. Moffett and CEO
Richard C. Adkerson, saw a golden opportunity to acquire Phelps
Dodge Corporation, a competitor twice its size. Merrill Lynch,
Freeport’s long-time financial advisor, was the right partner to lead
the execution of the complex transaction. Merrill provided a wide
array of services and expertise, including Mergers and Acquisitions,
Leveraged Finance, Equity and Equity-linked financing, and committed
$8.75 billion of capital.

At $26 billion, Freeport’s buyout was, at the time, the single largest
acquisition in mining history, creating the world’s preeminent
copper company and the leading metals and mining company in
North America. Funded with a combination of cash and stock, the
transaction spurred a record high-yield offering of $6 billion.

Freeport was able to expand beyond Indonesia and into the Americas
and Africa, where Phelps Dodge operated mines and development
projects. With its increased scale and trading liquidity, the combined
company is now an industry leader. Merrill Lynch had the relationship
and the expertise to help make Freeport’s strategic vision a reality.

SELER
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$38.2B

At the time, the single largest acquisi-
tion in mining history, creating the
largest publicly traded copper company,
worth $38.2 billion, and the largest metals/
mining company in North America

= At $6 billion, the acquisition generated
the largest high-yield-notes offering
in history and $11.5 billion in senior
secured-credit facilities

= Largest-ever equity financing and
U.S. mandatory convertible financing
for a U.S. public company. Aggregate
amount of capital raised between the
mandatory convertible financing and
equity financing totaled $5.75 billion

= Largest-ever equity financing in the
global metals and mining industry

= Named International Financing Review’s
U.S. Structured Equity Issue of the Year
and U.S. High-Yield Bond of the Year.
Freeport CEO Richard C. Adkerson was
named mining industry CEO of the Year
by Institutional Investor
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We stand at the center of a changing global economy,
from Brazil to Dubai...

AMERICAS

MARFRIG In 2005, Marfrig
was the seventh-largest beef
processing company in Brazil.
Since then, working in partner-
ship with Merrill Lynch and
other banks, Marfrig has been
able to capitalize on several
rare opportunities. Merrill
Lynch originated and invested
in a convertible security, and
co-led a team that underwrote
a $530 million IPO in June
2007. Supporting the new
publicly traded company, our
Latin American M&A group
helped Marfrig acquire eight
new plants. Today, Marfrig

is the fourth-largest beef
processing company in the
world and primed for success.

Throughout Latin America,
local companies are trans-
forming into international
corporations. Merrill Lynch
is there to provide the advice,
access to capital and expertise
they need to compete at a
global level.

Merrill Lynch 2007 Annual Report

|
MIDDLE EAST

DUBAI Merrill Lynch has oper-

ated in the Middle East for 45
years, but 2007 was pivotal in

expanding our presence in what

rapidly has become a world-
class capital market.

In the beginning of the year,
the Dubai Financial Services
Authority issued Merrill Lynch
an investment banking license.
With our wealth management
license already in place, we
now can serve the needs of
institutional and individual
clients from our recently
opened Merrill Lynch regional
headquarters in the Dubai
International Financial
Centre — a vital global hub.

To cap off a banner year, we led
DP World’s $4.22 billion IPO,
the first offering by Dubai’s
government. This was also the
largest-ever global ports IPO
and the largest IPO in Middle
East history.

EUROPE

PORSCHE By strengthening
the long-standing cooperation
with Volkswagen AG, Porsche
knew it could better meet the
global challenges of its indus-
try. In its effort to acquire a
stake in VW, Porsche wanted to
engineer a business transaction
as innovative as their sporty
premium cars. Merrill Lynch
was chosen as one of the banks
to help launch a €35 billion
mandatory takeover offer,

as well as organize Europe’s
largest non-rated acquisition
financing. The transaction

is the largest offer for an
automotive original equipment
manufacturer and the largest
German domestic tender

offer ever.

At Merrill Lynch, we understand
the industries that drive the
markets we serve. Throughout
Europe, our local knowledge
and global perspective help our
clients meet the challenges of
today, while preparing for the
road ahead.
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ASIA-PACIFIC

GIANT INTERACTIVE Giant
Interactive Group Inc., one of
China’s leading online game
developers and operators,
made a big play in the U.S.
markets with a $1.05 billion
initial public offering. Merrill
Lynch acted as a bookrunner
and global coordinator for

the largest-ever U.S. listing
by a private Chinese company,
and the largest sole NYSE
listing by a non-Japanese
Asian company.

The rapidly emerging markets
of Asia and the Pacific Rim are
an increasingly important piece
of our growth strategy. We

are getting out in front of this
unprecedented opportunity
with significant investments in
talent and capabilities. All of
our clients may not be in the
massively multiplayer online
game business, but we’re defi-
nitely helping them play to win.



ICICI During a period of market volati[ity, ICICI Bank, India’s largest private sector bank, appointed Merrill
Lynch as a joint bookrunner to raise funding for its overseas branches. The result was a $2 billion single tranche
bond offering, the largest ever from Asia. '

!

In order to gauge investor interest, Merrill Lynch and the other mandated banks organized a two-team, five-
day program of investor meetings, covering major cities across Asia, Europe and the U.S. The strategy paid off.
Despite the large size of the issue, the order book opened and closed in a single day, spanning time zones from
Mumbai to Malibu.

As the first significant benchmark deal from Asia after the liquidity crisis hit the credit markets in July, the ICICI
offering helped revitalize the regional bond market.

Inset photo (left to right): Merrill Lynch Investment Banking and Debt Syndication Team, Asia: Raj Kataria, Ashish Malhotra, Jon Pratt.

Full-bleed photo: Mumbai, India.
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“Our clients are verysatisfied with our comprehensive -

offering, tailored to meet their indivi
satisfaction grows into expectationf
of service that only we can provide.”

eds. This

Tomoyuki Noguchi

Wealth Manager
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MUMVL-PB Merrill Lynch is known the world over for a wealth management offering that is second to none.

The Bank of Tokyo-Mitsubishi UFJ, Ltd. (BTMU), Japan’s largest retail and commercial bank, is deeply entrenched
in the fabric of Japanese society. Many prominent families have banked there for generations. Now, these two
banking icons have formed a joint venture, Mitsubishi UFJ Merrill Lynch PB Securities Co., Ltd. (MUML-PB), that
combines the global resources and expertise of Merrill Lynch with the nationwide network and client knowledge of BTMU.

Throughout Japan, home to the world’s second largest high-net-worth population, the response has been tremen-
dous, with the number of clients increasing more than 60% since the joint venture’s launch in May 2006.

An important key to our success is continual collaboration between the BTMU salespeople and wealth managers,
who refer appropriate clients to the joint venture’s financial advisors. Working together, the team provides custom-
ized products and personalized services to high-net-worth individuals, as well as to small and mid-size institutions.
Itis a true private banking experience that is new to Japan, but rapidly gaining in popularity.

Whatever side of the Pacific you call home, a world-class banking experience is never lost in translation.

Inset photo (left to right): Mr. Tomoyuki Noguchi, Wealth Manager; Mr. Yuji Okamoto, Wealth Manager; Mr. Masahide Umeda (BTMU);
Mr. Tomohiro Mori (BTMU). Full-bleed photo: Kyoto, Japan.
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e and Sesame
-~ Wo are a vision on
helping give children the tools
prove their communities,
appreciating differences and
similarities — all with the goal
of positively shaping our world.”

L Gary E. Knell

’ ‘ President and CEO of Sesame Workshop

ployees and offices in 40 coun
1 to philanthropy and a deep ap-preuatlon of the value of education as

Lynch worked wnth Sesame Workshop the nonprofit orgamzatlon behlnd Sesame St(eet to crea the concept of
ar of the planet.

Through the citizens of Panwapa Island, children gain awareness of the wider world and learn to take
their own behavior, to be active in building local and global communities, and to be responsive to economic

In the Tshiluba language, Panwapa means “here on this earth.” At Merrill Lynch we believe “good neighber” is the
same in any language.
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...and a more sustainable world.

AS A PROVIDER OF CAPITAL

= Lead arranger of the
European Investment
Bank’s “Climate Awareness
Bond,” the proceeds of
which are earmarked for
renewable energy and
energy-efficiency projects

* Global coordinator and RRB, one of
joint bookrunner for the wind-energy-gen
$5.9 billion IPO of Iberdrola manufacturers in In
Renovables, the largest-
ever clean energy IPO

and climate c

GREENER OPPORTUNITIES At Merri Lynch, we récognize the imj

ecosystem, reducing the use of natural resources and encouraging investme
and sustainable development. As a company with a longstanding commitment
corporate social responsibility, it would be untenable for us not to take a strong s
environmental excellence. '

As a truly global investment bank, we believe that we can make a significant impat
of capital; as an investor looking into new opportunities such as green tech and a
manager whose clients want to use their capital not just to build wealth but also
market maker and advocate; and as an employer of smart, concerned people who
ment. We recognize our responsibility to make, wherever possible and practical, a
ecological health while, at the same time, minimizing our business activities’ adve

3 trader,

on Eh'e environment.

This year, we launched our,n.ev’v"(;nvironmental framework, governance structure and s ainap‘l‘lity website.

And because environm_enfél responsibility begins at home, we are implementing cost-efficient initiatives aimed

at further reducing our operational impact. We have committed to reducing energy consumption and

emissions firm-wide, on a per occupant basis, by an average of 2% annually. gg
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We stand together as one company, able to deliver an extraordinary
scope of capabilities to each client relationship.

We enter 2008 from a position of strength and optimism, as the

premier client service, client-centered and client-focused firm
in our industry.

Merrill Lynch 2007 Annual Report page 16



Financial Management

Merrill Lynch 2007 Annual Report



Table of Contents

Selected Financial Data
Management’s Discussion and Analysis of Financial Condition and Results of Operations
Introduction
Executive Overview
Risk Factors that Could Affect Our Business
Critical Accounting Policies and Estimates
Business Environment
Results of Operations
Consolidated Results of Operations
Business Segments
Geographic Information
Consolidated Balance Sheets
Off-Balance Sheet Exposures
Contractual Obligations and Commitments
Capital and Funding
Risk Management
Recent Accounting Developments
Activities of Principal Subsidiaries
Management’s Discussion of Financial Responsibility, Disclosure Controls and
Procedures, and Report on Internal Control Over Financial Reporting
Report of Independent Registered Public Accounting Firm
Consolidated Financial Statements
Consolidated Statements of (Loss)/Earnings
Consolidated Balance Sheets
Consolidated Statements of Changes in Stockholders’ Equity
Consolidated Statements of Comprehensive (Loss)/Income
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
Note 1. Summary of Significant Accounting Policies
Note 2. Segment and Geographic Information
Note 3. Fair Value and Trading Risk Management
Note 4. Securities Financing Transactions
Note 5. Investment Securities
Note 6. Securitization Transactions and Transactions with Special Purpose Entities
Note 7. Loans, Notes, and Mortgages and Related Commitments to Extend Credit
Note 8. Goodwill and Intangibles
Note 9. Borrowings and Deposits
Note 10. Stockholders’ Equity and Earnings Per Share
Note 11. Commitments, Contingencies and Guarantees
Note 12. Employee Benefit Plans
Note 13. Employee Incentive Plans
Note 14. Income Taxes
Note 15. Regulatory Requirements
Note 16. Acquisitions
Note 17. Discontinued Operations
Note 18. BlackRock Merger
Note 19. Subsequent Events
Note 20. Cash Flow Restatement
Supplemental Financial Information (Unaudited)
Quarterly Information
Dividends Per Common Share
Stockholder Information
Stock Performance Graph
Other Information (Unaudited)
Corporate Information
Board of Directors
Executive and Operating Management

Merrill Lynch 2007 Annual Report page 18

19
20
20
22
24
27
31
32
33
39
48
49
50
52
53
60
71
75

77

79

81

81

82

84

85

86

87

87
102
104
112
113
117
122
125
126
130
133
140
145
150
152
153
154
154
155
155
156
156
157
158
158
159
168
169
170




Selected Financial Data

YEAR ENDED LAST FRIDAY IN DECEMBER

2007 2006 2005 2004 2003
(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) (52 WEEKS) (52 WEEKS) (52 WEEKS) (53 WEEKS) (52 WEEKS)
Results of Operations
Total Revenues $ 62,675 $ 69,352 $ 46,848 $ 31,916 $ 27,392
Less Interest Expense 51,425 35,571 21,571 10,416 7,844
Revenues, Net of Interest Expense 11,250 33,781 25,277 21,500 19,548
Non-Interest Expenses 24,081 23,971 18,516 15,992 14,474
Pre-Tax (Loss)/Earnings from Continuing Operations (12,831) 9,810 6,761 5,508 5,074
Income Tax (Benefit)/Expense (4,194) 2,713 1,946 1,244 1,341
Net (Loss)/Earnings from Continuing Operations $ (8,637) $ 7,097 $ 4,815 $ 4,264 $ 3,733
Pre-Tax Earnings from Discontinued Operations $ 1,397 $ 616 $ 470 $ 327 $ 146
Income Tax Expense $ 537 $ 214 $ 169 $ 155 $ 43
Net Earnings from Discontinued Operations $ 860 $ 402 $ 301 $ 172 $ 103
Net (Loss)/Earnings Applicable to
Common Stockholders!” $ (8,047) $ 7,311 $ 5,046 $ 4,395 $ 3,797
Financial Position
Total Assets $ 1,020,050 $ 841,299 $ 681,015 $ 628,098 $ 480,233
Short-Term Borrowings®? 316,545 284,226 221,389 180,058 111,727
Deposits 103,987 84,124 80,016 79,746 79,457
Long-Term Borrowings 260,973 181,400 132,409 119,513 85,178
Junior Subordinated Notes
(related to trust preferred securities) 5,154 3,813 3,092 3,092 3,203
Total Stockholders’ Equity $ 31,932 $ 39,038 $ 35,600 $ 31,370 $ 28,884
Common Share Data
(in thousands, except per share amounts)
(Loss)/Earnings Per Share:
Basic (Loss)/Earnings Per Common Share from
Continuing Operations $ (10.73) $  7.96 $ 532 $ 4.62 $ 410
Basic Earnings Per Common Share from
Discontinued Operations 1.04 0.46 0.34 0.19 0.12
Basic (Loss)/Earnings Per Common Share $ (9.69) $ 842 $  5.66 $ 4.81 $ 422
Diluted (Loss)/Earnings Per Common Share from
Continuing Operations $ (10.73) $ 7.17 $ 4.85 $ 4.21 $ 3.77
Diluted Earnings Per Common Share from
Discontinued Operations 1.04 0.42 0.31 0.17 0.10
Diluted (Loss)/Earnings Per Common Share $ (9.69) $ 7.59 $ 5.16 $ 4.38 $ 3.87
Weighted-Average Shares Outstanding:
Basic 830,415 868,095 890,744 912,935 900,711
Diluted 830,415 962,962 977,736 1,003,779 980,947
Shares Outstanding at Year-End 939,112 867,972 919,201 931,826 949,907
Book Value Per Share $ 29.34 $ 41.35 $ 35.82 $ 32.99 $  29.96
Dividends Paid Per Share $ 1.40 $ 1.00 $ 076 $ 0.64 $ 0.4
Financial Ratios
Pre-Tax Profit Margin from Continuing Operations N/M 29.0% 26.7% 25.6% 26.0%
Common Dividend Payout Ratio N/M 11.9% 13.4% 13.3% 15.2%
Return on Average Assets N/M 0.9% 0.7% 0.8% 0.8%
Return on Average Common Stockholders’ Equity from
Continuing Operations N/M 20.1% 15.0% 13.8% 14.4%
Other Statistics
Full-Time Employees:
u.s. 48,700 43,700 43,200 40,200 38,200
Non-U.S. 15,500 12,500 11,400 10,400 9,900
Total® 64,200 56,200 54,600 50,600 48,100
Financial Advisors 16,740 15,880 15,160 14,140 13,530
Client Assets (dollars in billions) $ 1,751 $ 1,619 $ 1,458 $ 1,359 $ 1,267

Note: Certain prior period amounts have been reclassified to conform to current period presentation.

N/M = Not Meaningful
(1) Net (loss)/earnings less preferred stock dividends.

(2) Consists of payables under repurchase agreements and securities loaned transactions and short-term borrowings.

(3) Excludes 700, 100, 200, 100 and 200 full-time employees on salary continuation severance at year-end 2007, 2006, 2005, 2004 and 2003 respectively.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Forward-Looking Statements and Non-GAAP Financial Measures

We have included certain statements in this report which may be considered forward-looking, including those about management
expectations, strategic objectives, growth opportunities, business prospects, anticipated financial results, the impact of off-balance
sheet exposures, significant contractual obligations, anticipated results of litigation and regulatory investigations and proceedings, risk
management policiesandother similar matters. These forward-looking statements representonly MerrillLynch & Co., Inc.’s (“ML & Co.”
and, together with its subsidiaries, “Merrill Lynch”, the “company”, “we”, “our” or “us”) beliefs regarding future performance, which is
inherently uncertain. There are a variety of factors, many of which are beyond our control, which affect our operations, performance,
business strategy and resultsand could cause ouractual results and experience to differ materially from the expectations and objectives
expressed in any forward-looking statements. These factors include, but are not limited to, actions and initiatives taken by both current
and potential competitors and counterparties, general economic conditions, market conditions, the effects of current, pending and
future legislation, regulation and regulatory actions, the actions of rating agencies and the other risks and uncertainties detailed in this
report. See “Risk Factors that Could Affect Our Business”. Accordingly, readers are cautioned not to place undue reliance on forward-
looking statements, which speak only as of the dates onwhich they are made. We do not undertake to update forward-looking statements
to reflect the impact of circumstances or events that arise after the dates they are made. The reader should, however, consult further
disclosures we may make in future filings of our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports
on Form 8-K.

From time to time, we may also disclose financial information on a non-GAAP basis where management uses this information and
believesthisinformation will be valuable to investorsin gauging the quality of our financial performance, identifying trends in our results
and providing more meaningful period-to-period comparisons. For a reconciliation of non-GAAP measures presented throughout this
report see Exhibit 99.1 filed with our 2007 Form 10-K.

Available Information
We file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange Commission
(“SEC”). You may read and copy any document we file with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Room 1580,
Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for information on the Public Reference Room. The SEC maintains an
internet site that contains annual, quarterly and current reports, proxy and information statements and other information that we file
electronically with the SEC. The SEC’s internet site is www.sec.gov.

Our internet address is www.ml.com, and the investor relations section of our website can be accessed directly at www.irml.com. We
make available, free of charge, our proxy statements, Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports
on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934. These reports are available through our website as soon as reasonably practicable after such reports are electronically filed with,
or furnished to, the SEC. We have also posted on our website corporate governance materials including our Guidelines for Business
Conduct, Code of Ethics for Financial Professionals, Director Independence Standards, Corporate Governance Guidelines, Related Party
Transactions Policy and charters for the committees of our Board of Directors. In addition, our website (through a link to the SEC’s
website) includes information on purchases and sales of our equity securities by our executive officers and directors, as well as
disclosures relating to certain non-GAAP financial measures (as defined in the SEC’s Regulation G) that we may make public orally,
telephonically, by webcast, by broadcast or by similar means from time to time.

We will post on our website amendments to our Guidelines for Business Conduct and Code of Ethics for Financial Professionals and any
waivers that are required to be disclosed by the rules of either the SEC or the New York Stock Exchange. You can obtain printed copies of
these documents, free of charge, upon written request to Judith A. Witterschein, Corporate Secretary, Merrill Lynch & Co., Inc.,
222 Broadway, 17th Floor, New York, NY 10038 or by email at corporate_secretary@ml.com. The information on our website is not
incorporated by reference into this Report.

Introduction

MerrillLynchwas formedin 1914 and became apublicly traded companyonJune 23,1971.1n 1973, we created the holding company, ML &
Co., a Delaware corporation that, through its subsidiaries, is one of the world’s leading capital markets, advisory and wealth
management companies with offices in 40 countries and territories and total client assets of almost $2 trillion at December 28,
2007. As an investment bank, we are a leading global trader and underwriter of securities and derivatives across a broad range of asset
classes, and we serve as a strategic advisor to corporations, governments, institutions and individuals worldwide. In addition, we own a
45% voting interest and approximately half of the economic interest of BlackRock, Inc. (“BlackRock”), one of the world’s largest publicly
traded investment management companies with approximately $1.4 trillion in assets under management at December 28, 2007.

Since the fourth quarter of 2006, our business segment reporting reflects the management reporting lines established after the merger
of our Merrill Lynch Investment Managers (“MLIM”) business with BlackRock on September 29, 2006 (the “BlackRock merger”).

Merrill Lynch 2007 Annual Report page 20



Prior to the fourth quarter of 2006, we reported our business activities in three business segments: Global Markets and Investment
Banking (“GMI”), Global Private Client (“GPC”), and MLIM. Effective with the BlackRock merger, MLIM ceased to exist as a separate
business segment. As a result, a new business segment, Global Wealth Management (“GWM?”), was created, consisting of GPC and
Global Investment Management (“GIM”). GWM and GMI are now our business segments. We have restated prior period segment
information to conformto the current period presentation and, asaresult, are presenting GWM as if it had existed for these prior periods.
See Note 2to the Consolidated Financial Statements for furtherinformation on segments, and see Note 18to the Consolidated Financial

Statements for additional information on the BlackRock merger.

The following is a description of our current business segments:

GMI GWM
Clients Corporations, financial institutions, institutional Individuals, small- to mid-size businesses, and
investors, and governments employee benefit plans
Products and | Global Markets Global Private Client
businesses = Facilitates client transactions and makes markets in = Most of our services are delivered by our Financial
securities, derivatives, currencies, commodities and Advisors (“FAs”)
other financial instruments to Satisfy client demands = Commission and fee-based investment accounts
= Provides clients with financing, securities clearing, » Banking, cash management, and credit services,
settlement, and custody services including consumer and small business lending and
= Engages in principal and private equity investing and Visa® cards
certain proprietary trading activities » Trust and generational planning
Investment Banking = Retirement services
= Provides a wide range of securities origination = Insurance products
Sfrwcesf2r|?suebr'[Fl|ean, mclt:dlng q;\dzrvxl/)r;ltm%and Global Investment Management
acement of public and private equity, debt an
P P P quty = Creates and manages hedge funds and other
related securities, as well as lending and other o .
. . o . alternative investment products for GPC clients
financing activities for clients globally ) ) T
. . . . = Includes netearnings from our ownership positionsin
= Advises clients on strategic issues, valuation, . S .
- . other investment management companies, including
mergers, acquisitions and restructurings . .
our investment in BlackRock
Strategic = Disciplined expansion globally = Continued growth in client assets
priorities = Optimize amount of capital allocated to businesses = Hiring of additional FAs
= Continue to invest in technology to enhance = Focus on client segmentation and increased
productivity and efficiency annuitization of revenues through fee-based products
= Strengthen linkages with our GWM business = Diversify revenues through adding products and
= Enhance risk management capabilities services
= Continue to invest in technology to enhance
productivity and efficiency
= Disciplined expansion globally

We also provide a variety of research services on a global basis through Global Research. These services are at the core of the value
proposition we offer to institutional and individual investor clients and are an integral component of the product offerings to GMI and
GWM. This group distributes research focusing on four main disciplines globally: fundamental equity research, fixed income and equity-
linked research, economics and foreign exchange research and investment strategy research. We consistently rank among the leading
research providers in the industry, and our analysts and other professionals cover approximately 3,600 companies.

We are a Consolidated Supervised Entity (“CSE”) and subject to group-wide supervision by the SEC. As a CSE, we compute allowable
capitaland allowances and permit the SEC to examine the books and records of the holding company and of any subsidiary that does not
have a principal regulator. We have also adopted SEC reporting, record-keeping, and notification requirements. We were in compliance
with applicable CSE standards as of December 28, 2007. In respect of the European Union (“EU”) Financial Conglomerates (or “Financial
Groups”) Directive, the U.K. Financial Services Authority (“FSA”) has determined that the SEC undertakes equivalent consolidated
supervision for Merrill Lynch.
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Executive Overview

Company Results
We reported a netloss from continuing operations for 2007 of $8.6 billion, or $10.73 loss perdiluted share, compared to netearnings from
continuing operations of $7.1 billion, or $7.17 per diluted share for 2006. Net revenues for 2007 were $11.3 billion, down 67% from
$33.8 billion in 2006, while the 2007 pre-tax loss from continuing operations was $12.8 billion compared to pre-tax earnings from
continuing operations of $9.8 billion for 2006.

Our substantially reduced performance during the year was primarily driven by significant declines in Fixed Income, Currencies &
Commodities (“FICC”) netrevenues for the second half of the year, which more than offset record fullyear net revenues in Equity Markets,
Investment Banking and GPC, and record first half net revenues from FICC. During the second half of 2007, FICC net revenues were
materially impacted by a weaker business environment which resulted in full year net write-downs that included approximately
$23.2 billion related to U.S. collateralized debt obligations (“CD0Os”) comprised of asset-backed securities (“ABS CD0s"), U.S. sub-prime
residential mortgages and securities, and credit valuation adjustments related to hedges with financial guarantors on U.S. ABS CDOs.

Global Markets and Investment Banking (GMI)
GMIl recorded negative net revenues of $2.7 billion and a pre-tax loss of $16.3 billion for 2007, primarily due to net losses in FICC, partially
offset by record net revenues from Equity Markets and Investment Banking. GMI’s net revenues also included gains of approximately
$1.9 billion (approximately $1.2 billion in FICC and $700 million in Equity Markets) due to the impact of the widening of Merrill Lynch’s
credit spreads on the carrying value of certain of our long-term debt liabilities. Net revenues from GMI’s three major business lines were
as follows:

FICC net revenues were negative $15.9 billion for 2007, impacted primarily by net write-downs of $16.7 billion related to U.S. ABS CDOs,
write-downs of $3.2 billion related to U.S. sub-prime residential mortgage exposures, credit valuation adjustments of $2.6 billion related
to our hedges with financial guarantors on U.S. ABS CDOs and write-downs of approximately $700 million related to sub-prime related
securities in our U.S. banks investment securities portfolio. To a lesser extent, FICC was impacted by write-downs related to other
residential mortgage and commercial real estate exposures and liabilities recorded for probable losses of non-investment grade lending
commitments. In addition, the business environment for FICC became more challenging towards the end of 2007, and resulted in
substantially reduced client flows and decreased trading opportunities.

Equity Markets net revenues for 2007 were a record $8.3 billion, up 23% from 2006, driven by strong trading volumes in our cash equities
platform where we achieved a market leading position in U.S. and London Stock Exchange listed stocks. Full year results were also
driven by strength in equity-linked trading and the financing and services businesses. These increases in net revenues for the year more
than offset a year-over-year decline in net revenues from our private equity business.

Investment Banking net revenues for 2007 were a record $4.9 billion, up 22% from the prior year. This reflects substantial growth in net
revenues for both our equity origination and strategic advisory businesses, which increased 34% and 58% respectively, and the
momentum in our global origination franchise, as evidenced by our role as sole advisor to the consortium including Royal Bank of
Scotland, Fortisand Banco Santanderontheirlandmark acquisition of ABNAMRO. These increasesin netrevenues forequity origination
and strategic advisory services were partially offset by a decline of 9% in debt origination revenues which were impacted by the difficult
credit markets.

Global Wealth Management (GWM)
GWM continued to generate robust net revenues and pre-tax earnings in 2007, reflecting continued strong growth in GPC, which set
numerous records, and GIM, which includes earnings from our investment in BlackRock. For 2007, GWM’s net revenues increased 18%
to $14.0 billion, driven by both GPC and GIM. Pre-tax earnings increased 59% from the prioryear to $3.6 billion, and GWM'’s 2007 pre-tax
profit margin was 25.9%, up 6.6 percentage points from 19.3% in the prior-year. Net revenues from GWM’s major business lines were
as follows:

GPC net revenues for 2007 were a record $12.9 billion, up 14% year-over-year, with revenue growth across all major product lines. Fee-
based revenues rose significantly reflecting higher market values and strong flows into fee-based products, and transaction and
origination revenues grew strongly driven by higher client transaction volumes, particularly outside the United States, and growth in
origination activity across all products. Net interest profit rose as well, reflecting increased revenues from U.S. bank deposits and the
results of First Republic Bank (“First Republic”), which we acquired on September 21, 2007.

GIM net revenues for 2007 were $1.1 billion, up 107% from 2006, driven by the inclusion of a full year’s revenue from the investment in
BlackRock, as well as strong growth in GIM’s alternative investments business and strategic holdings in investment manage-
ment companies.
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GWM Key Metrics
2007 was a particularly strong year for GWM in terms of financial performance, growth in client assets including net new money, and the
recruitment, training and retention of FAs. Key statistics related to client assets, net new money and FAs are as follows:

FOR THE YEAR FOR THE YEAR
ENDED DEC. 28, ENDED DEC. 29,
(DOLLARS IN BILLIONS) 2007 2006
Client Assets
u.s. $ 1,586 $ 1,483
Non-U.S. 165 136
Total Client Assets 1,751 1,619
Assets in Annuitized-Revenue Products 655 611
Net New Money
All Client Accounts™ $ 80 $ 60
Annuitized-Revenue Products"? 38 48
Financial Advisors 16,740 15,880

Note: Certain prior period amounts have been reclassified to conform to the current period presentation.

(1) Net new money excludes flows associated with the Institutional Advisory Division which serves certain small- and middle-market companies, as well as net inflows at BlackRock from
distribution channels other than Merrill Lynch.

(2) Includes both net new client assets into annuitized-revenue products, as well as existing client assets transferred into annuitized-revenue products.

Capital Transactions
Asaresult of the decrease in ourequity capital due to the large write-downs we incurred in 2007, one of our key priorities towards the end
of the year and continuing into the start of 2008 has been to focus on capital management which has led to the following stock issuances:

= Issuance of 80 million shares of common stock for $3.8 billion during the fourth quarter of 2007 in connection with equity investments
from Temasek Capital (Private) Limited (“Temasek”) and Davis Selected Advisors LP (“Davis”);

= Issuance of 49.2 million shares of common stock for $2.4 billion during the first quarter of 2008 in connection with equity investments
from Temasek and assignees; and

= Issuance of $6.6 billion of mandatory convertible preferred stock (convertible into a maximum of 126 million shares of common stock)
during the first quarter of 2008 to long-term investors including the Korea Investment Corporation, Kuwait Investment Authority and
Mizuho Corporate Bank.

Strategic Transactions
During 2007 we executed the following strategic transactions:

Merrill Lynch Insurance Group

On August 13, 2007, we announced a strategic business relationship with AEGON, N.V. (“AEGON”) in the areas of insurance and
investment products. As part of this relationship, we agreed to sell Merrill Lynch Life Insurance Company and ML Life Insurance
Company of New York (together “Merrill Lynch Insurance Group” or “MLIG”) to AEGON for $1.3 billion. We will continue to serve the
insurance needs of our clients through our core distribution and advisory capabilities. The sale of MLIG was completed in the fourth
quarter of 2007 and resulted in an after-tax gain of $316 million. The gain along with the results of MLIG have been reported within
discontinued operations for all periods presented. We previously reported the results of MLIG in the GWM business segment. Refer to
Note 17 to the Consolidated Financial Statements for additional information.

First Republic Bank

On September 21, 2007, we acquired all of the outstanding common shares of First Republic in exchange for a combination of cash and
stock for a total transaction value of $1.8 billion. First Republic provides personalized, relationship-based banking services, including
private banking, private business banking, real estate lending, trust, brokerage and investment management. The results of operations
of First Republic have beenincluded in GWM since the transaction closed. Refer to Note 16 to the Consolidated Financial Statements for
additional information.

Merrill Lynch Capital

On December 24, 2007, we announced that we had reached an agreement with GE Capital to sell Merrill Lynch Capital, a wholly-owned
middle-market commercial finance business. The sale includes substantially all of Merrill Lynch Capital’s operations, including its
commercial realestate division. This transaction closed on February 4, 2008. We have included the results of Merrill Lynch Capital within
discontinued operations for all periods presented. We previously reported results of Merrill Lynch Capitalin the GMI business segment.
Refer to Note 17 to the Consolidated Financial Statements for additional information.

Asaresultofthe MLIG and Merrill Lynch Capitaltransactions we will be able to more effectively reallocate capitalamong ourbusinesses.
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Outlook

The challenging market conditions at the end of 2007 have continued into 2008, driven largely by significant weakness in the U.S. and
European credit markets, which we expect to persist in the near term with continued asset repricing and valuation pressures across
multiple asset classes. This continued weakness may negatively impact the valuation of our net exposures to U.S. super senior ABS
CDOs, sub-prime related assets and other residential and commercial real estate related loans and securities, which would result in
additional write-downs. Certain of these assets are held by our U.S. banks in their investment portfolio and are classified as available-
for-sale securities. Current market conditions may also result in additional write-downs to the carrying amount of our investment
portfolio. Additionally, negative economic conditions have begun to adversely impact other consumer lending asset classes.

Specifically, we ended 2007 with sizeable long and short exposures to U.S. ABS CDOs as well as exposure to various residential real
estate assets including U.S. sub-prime, U.S. Alt A, U.S. prime and non-U.S. residential loans and securities. See the U.S. ABS CDO and
Other Mortgage-Related Activities section on pages 34 to 38 for descriptions and additional information on these net exposures.

To economically hedge certain of our ABS CDO and U.S. sub-prime mortgage exposures, we entered into credit default swaps with
various counterparties, including financial guarantors. At December 28, 2007, our short exposure from credit default swaps with
financial guarantors to economically hedge certain U.S. super senior ABS CDOs was $13.8 billion, which represented credit default
swaps with a notional amount of $19.9 billion that have been adjusted for mark-to-market gains of $6.1 billion. The fair value of these
credit default swaps at December 28, 2007 was $3.5 billion, after taking into account a $2.6 billion credit valuation adjustment related to
certain financial guarantors. We also have credit derivatives with financial guarantors across other referenced assets. The fair value of
these credit derivatives at December 28, 2007 was $2.0 billion, after taking into account a $0.5 billion credit valuation adjustment.

Subsequent toyear-end, market conditions deteriorated and have led to negative rating agency actions for certain financial guarantors.
We continue to monitor industry and company specific developments. Further credit deterioration of the underlying assets hedged with
the financial guarantors and/or the financial guarantors themselves could have an adverse impact on our future financial performance.

Conditions in both the Leveraged Finance and Commercial Real Estate markets, which began to deteriorate in the middle of 2007, have
continued to experience significant spread widening and price declines since the beginning of 2008. While difficult to predict, future
market conditions will likely remain challenged due to increased volatility, uncertain economic conditions, overhang of the supply of
certain large transactions that have not yet been successfully syndicated, and reduced demand from some market participants. Merrill
Lynch continues to aggressively focus on reducing its aggregate exposures, monitoring the underlying fundamentals of these positions
and exercising prudent underwriting discipline with respect to any new financing commitments.

Overall, with these challenging credit conditions and declines in most global equity indices in 2008, volatility in the financial markets
remains high, and capital markets uncertainty has increased. While these factors may negatively impact investment banking activity and
GWM asset values in the near term, we expect certain FICC and Equity Markets businesses to benefit from increased client trading
activity and proprietary trading opportunities. In addition, despite this near-term uncertainty, client interest in various strategic and
financial transactions remains active globally, and investment banking pipelines continue to be at healthy levels.

For the long-term, we continue to be optimistic about the outlook for our businesses. We expect global GDP growth to remain strong,
particularly inemerging markets such as Brazil, China, India and the Middle East, which we expect to offset potentially slowing growth in
the U.S. and certain other mature economies. Given our regional and product diversification, we expect continued growth of the global
capital markets and ongoing wealth creation around the world to provide a favorable environment forour businesses over the long-term.

Risk Factors that Could Affect Our Business
In the course of conducting our business operations, we are exposed to a variety of risks that are inherent to the financial services
industry. A summary of some of the significant risks that could affect our financial condition and results of operations is included below.
Some of theserisks are managedinaccordance with established risk management policies and procedures, most of which are described
in the Risk Management section of Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”).

Market Risk
Our business may be adversely impacted by global market and economic conditions that may cause fluctuations in interest
rates, exchange rates, equity and commodity prices and credit spreads. We are exposed to potential changes in the value of
financial instruments caused by fluctuations in interest rates, currency exchange rates, equity and commodity prices, credit spreads,
and/orotherrisks. These fluctuations mayresult from changes in economic conditions, investor sentiment, monetary and fiscal policies,
the liquidity of global markets, availability and cost of capital, the actions of credit rating agencies, international and regional political
events,and acts of warorterrorism. We have large proprietarytrading and investment positions, which include positionsin fixed income,
currency, commodities and equity securities, aswell as inreal estate, private equityand other investments. We have incurred losses and
may incur additional losses as a result of increased market volatility or decreased market liquidity, as these fluctuations may adversely
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impact the valuation of ourtrading and investment positions. Conversely, a decline in volatility may adversely affect resultsin our trading
businesses, which depend on market volatility to create client and proprietary trading opportunities.

We may incur additional material losses in future periods due to write-downs in the value of financial instruments. We
recorded significant net write-downs in the 2007 fiscal year, primarily related to U.S. ABS CDOs, sub-prime residential mortgages, and
credit valuation adjustments related to hedging transactions with financial guarantors on U.S. ABS CDOs. The markets for U.S. ABS
CDOs and other sub-prime residential mortgage exposures remain extremely illiquid in early 2008 and as a result, valuation of these
exposures is complex and involves a comprehensive process including the use of quantitative modeling and management judgment.
Valuation of these exposures will also continue to be impacted by external market factorsincluding default rates, adecline in the value of
the underlying property, such as residential or commercial real estate, rating agency actions, the prices at which observable market
transactions occur and the financial strength of counterparties, such as financial guarantors, with whom we have economically hedged
some of our exposure to these assets. Our ability to mitigate our risk by selling or hedging our exposures is also limited by the
market environment.

Our business has been and may be adversely impacted by significant holdings of financial assets or significant loans or
commitments to extend loans. In the course of our business, we often commit substantial amounts of capital to certain types of
businesses or asset classes, including our trading, structured credit, residential and commercial real estate-related activities,
investment banking, private equity and leveraged finance businesses. This commitment of capital exposes us to a number of risks,
including market risk, in the case of our holdings of concentrated or illiquid positions in a particular asset class as part of our trading,
structured credit, residential and commercial real estate-related activities, and credit risk, in the case of our leveraged lending
businesses. Any decline in the value of such assets may reduce our revenues or result in losses.

Credit Risk

Our business may be adversely impacted by anincrease in our credit exposure related to trading, lending, and other business
activities. We are exposed to potential credit-related losses that can occur as a result of an individual, counterparty or issuer being
unable orunwillingto honorits contractual obligations. These credit exposures exist within lending relationships, commitments, letters
of credit, derivatives, including transactions we may enter into to hedge our exposure to various assets, foreign exchange and other
transactions. These exposures mayarise, forexample, fromadeclineinthe financial condition of a counterparty, from entering into swap
or other derivative contracts under which counterparties have obligations to make payments to us, from a decrease in the value of
securities of third parties that we hold as collateral, or from extending credit to clients through loans or other arrangements. As our
credit exposure increases, it could have an adverse effect on our business and profitability if material unexpected credit losses occur.

Risks Related to our Commodities Business

We are exposed to environmental, reputational and regulatory risk as a result of our commodities related activities. Through
ourcommodities business, we enterinto exchange-traded contracts, financially settled over-the-counter (“OTC”) derivatives, contracts
for physical delivery and contracts providing for the transportation, transmission and/or storage rights on or in vessels, barges,
pipelines, transmission lines or storage facilities. Contracts relating to physical ownership, delivery and/or related activities can expose
us to numerous risks, including performance, environmental and reputational risks. For example, we may incur civil or criminal liability
under certain environmental laws and our business and reputation may be adversely affected. In addition, regulatory authorities have
recently intensified scrutiny of certain energy markets, which has resulted in increased regulatory and legal enforcement, litigation and
remedial proceedings involving companies engaged in the activities in which we are engaged.

International Risk

We have an increasing international presence and as a result, we are increasingly subject to a number of risks in various
jurisdictions. In the past years, we have expanded our international operations and expect to continue to do so in the future. This
expansion, however, gives us agreaterexposure toanumberofrisks, including economic, market, reputational, litigationand regulatory
risks. For example, in many emerging markets, the regulatory regime governing financial services firms is still developing, and the
regulatory authorities mayadopt restrictive regulation or policies, such as exchange, price or capital controls, that could have an adverse
effect on our businesses. In addition, in virtually all markets, we are competing with a number of established competitors that in some
cases may have significant competitive advantages over us in those markets.

Liquidity Risk
Our business and financial condition may be adversely impacted by an inability to borrow funds or sell assets to meet our
obligations. We are exposed to liquidity risk, which is the potential inability to repay short-term borrowings with new borrowings or
liquid assets that can be quickly converted into cash while meeting other obligations and continuing to operate as a going concern. Our
liquidity may be impaired due to circumstances that we may be unable to control, such as general market disruptions, disruptions in the
markets for any specific class of assets, including any disruption that would require us to honor commitments to provide liquidity to
certain off-balance sheet vehicles, or an operational problem that affects our trading clients or ourselves. Our ability to sell assets may
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also be impaired if other market participants are seeking to sell similar assets at the same time. Our inability to borrow funds or sell
assets to meet obligations, a negative change in our credit ratings that would have an adverse effect on our ability to borrow funds,
increases in the amount of collateral required by counterparties, or regulatory capital restrictions imposed on the free flows of funds
between us and our subsidiaries may have a negative effect on our business and financial condition.

Operational Risk
We may incur losses due to the failure of people, internal processes and systems or from external events. Ourbusiness maybe
adverselyimpacted by operational failures or from unfavorable external events. Such operational risks mayinclude exposure to theftand
fraud, improper business practices, client suitability and servicing risks, unauthorized transactions, product complexity and pricing risk
or from improper recording, evaluating or accounting for transactions. We could suffer financial loss, disruption of our business, liability
to clients, regulatory intervention or reputational damage from such events, which would affect our business and financial condition.

We may incur losses as a result of an inability to effectively evaluate or mitigate the risks in our businesses. Our businesses
expose us to a wide and increasing number of risks, including market risk, credit risk, liquidity risk, operational risk and litigation risk.
Foreach of these and otherrisks that we face, we attempt to formulate and refine aframework to identifyand address such risk. We have
in the past and may in the future incur losses as a result of a failure to correctly evaluate or effectively address the risks in our
business activities.

Litigation Risk

Legal proceedings could adversely affect our operating results for a particular period and impact our credit ratings. We have
been named as a defendant in various legal actions, including arbitrations, class actions, and other litigation arising in connection with
our activities as a global diversified financial services institution. Some of the legal actions against us include claims for substantial
compensatory and/or punitive damages or claims for indeterminate amounts of damages. Any prolonged decline in securities prices
may lead to increased actions against many firms, including Merrill Lynch, and may lead to increased legal expenses and potential
liability. Insome cases, the issuers who would otherwise be the primary defendants are bankrupt orotherwise in financial distress. Given
the number of these matters, some are likely to result in adverse judgments, penalties, injunctions, fines, or other relief. We are also
involved in investigations and/or proceedings by governmental and self-regulatory agencies.

We may explore potential settlements before a case is taken through trial because of uncertainty, risks, and costs inherent in the
litigation process. In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 5, Accounting for Contingencies
(“SFAS No.5”), we willaccrue 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, arbitrations and investigations, including almost all of the class action lawsuits disclosed in “Other
Information (Unaudited) — Legal Proceedings”, 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 matteris 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 matters in which claimants seek substantial or
indeterminate damages, we cannot predict what the eventual loss or range of loss related to such matters will be. Potential losses may
be material to our operating results for any particular period and may impact our credit ratings.

Regulatory and Legislative Risks

Many of our businesses are highly regulated and could be impacted, and in some instances adversely impacted, by regulatory
and legislative initiatives around the world. Our businesses may be affected by various U.S. and non-U.S. legislative bodies and
regulatory and exchange authorities, such as federal and state securities and bank regulators including the SEC, the Federal Deposit
Insurance Corporation (“FDIC”), the Office of Thrift Supervision (“OTS”), and the Utah Department of Financial Institutions; self-
regulatory organizations including the Financial Industry Regulatory Authority (“FINRA”), the Commodity Futures Trading Commission
(“CFTC"), the United Kingdom Financial Services Authority (“FSA”), the Japan Financial Services Agency (“JFSA”), and the Irish Financial
Regulator (“IFR”); and industry participants that continue to review and, in many cases, adopt changes to their established rules and
policies. New laws or regulations or changes in the enforcement of existing laws and regulations may also adversely affect our
businesses. As we expand globally we will encounter new laws, regulations and requirements that could impact our ability to operate in
new local markets.

Competitive Environment
Competitive pressures in the financial services industry could adversely affect our business and results of operations. We
compete globally for clients on the basis of price, the range of products that we offer, the quality of our services, our financial resources,
and product and service innovation. The financial services industry continues to be affected by an intensely competitive environment, as
demonstrated by the introduction of new technology platforms, consolidation through mergers, increased competition from new and
established industry participants and diminishing margins in many mature products and services. We compete with U.S. and
non-U.S. commercial banks and other broker-dealers in brokerage, underwriting, trading, financing and advisory businesses. For
example, the financial servicesindustryin general, including us, has experienced intense price competition in brokerage, as the ability to
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execute trades electronically, through the internet and through other alternative trading systems, has pressured trading commissions
and spreads. Many of our non-U.S. competitors may have competitive advantages in their home markets. In addition, our business is
substantially dependent on our continuing ability to compete effectively to attract and retain qualified employees, including successful
FAs, investment bankers, trading and risk management professionals and other revenue-producing or support personnel.

For further information on trading risks refer to Note 3 to the Consolidated Financial Statements.

Critical Accounting Policies and Estimates

Use of Estimates
In presenting the Consolidated Financial Statements, management makes estimates regarding:

= Valuations of assets and liabilities requiring fair value estimates;

= The outcome of litigation;

= The realization of deferred taxes and the recognition and measurement of uncertain tax positions;

= Assumptions and cash flow projections used in determining whether variable interest entities (“VIEs”) should be consolidated
and the determination of the qualifying status of qualified special purpose entities (“QSPEs”);

= The carrying amount of goodwill and other intangible assets;

= The amortization period of intangible assets with definite lives;

= Valuation of share-based payment compensation arrangements; and

= Other matters that affect the reported amounts and disclosure of contingencies in the financial statements.

Estimates, by their nature, are based onjudgment and available information. Therefore, actual results could differ from those estimates
and could have a material impact on the Consolidated Financial Statements, and it is possible that such changes could occurin the near
term.Formore information regarding the specific methodologies usedin determining estimates, referto Use of Estimatesin Note 1to the
Consolidated Financial Statements.

Valuation of Financial Instruments
Proper valuation of financial instruments is a critical component of our financial statement preparation. We account for a significant
portion of our financial instruments at fair value or consider fair value in our measurement. We account for certain financial assets and
liabilities at fair value under various accounting literature, including SFAS No. 115, Accounting for Certain Investments in Debt and Equity
Securities, SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities and SFAS No. 159, Fair Value Option for Certain
Financial Assets and Liabilities (“SFAS No. 159”). We also account for certain assets at fair value under applicable industry guidance,
namely broker-dealer and investment company accounting guidance.

In presenting the Consolidated Financial Statements, management makes estimates regarding valuations of assets and liabilities
requiring fair value measurements. These assets and liabilities include:

= Trading inventory and investment securities;

= Private equity and principal investments;

= Certain receivables under resale agreements and payables under repurchase agreements;

= Loans and allowance for loan losses and liabilities recorded for unrealized losses on unfunded commitments; and

= Certain long-term borrowings, primarily structured debt.
See further discussion in Note 1 to the Consolidated Financial Statements.

We early adopted the provisions of SFAS No. 157 Fair Value Measurements (“SFAS No. 157") in the first quarter of 2007. SFAS No. 157
defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
marketplace participants at the measurement date (i.e., the exit price). An exit price notion does not assume that the transaction price is
the same as the exit price and thus permits the recognition of inception gains and losses on a transaction in certain circumstances. An
exit price notion requires the valuation to consider what a marketplace participant would pay to buy an asset or receive to assume a
liability. Therefore, we must rely upon observable market data before we can utilize internally derived valuations.

Fairvalues for exchange-traded securities and certain exchange-traded derivatives, principally certain options contracts, are based on
quoted market prices. Fair values for OTC derivatives, principally forwards, options, and swaps, represent amounts estimated to be
received from or paid to a market participant in settlement of these instruments. These derivatives are valued using pricing models
based on the net present value of estimated future cash flows and directly observed prices from exchange-traded derivatives, other OTC
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trades, or external pricing services and other inputs such as quoted interest and currency indices, while taking into account the
counterparty’s credit rating, or our own credit rating as appropriate.

New and/or complex instruments may have immature or limited markets. As a result, the pricing models used for valuation often
incorporate significant estimates and assumptions that market participants would use in pricing the instrument, which may impact the
results of operations reported in the Consolidated Financial Statements. For example, on long-dated and illiquid contracts we apply
extrapolation methods to observed market data in order to estimate inputs and assumptions that are not directly observable. This
enables us to mark to fair value all positions consistently when only a subset of prices is directly observable. Values for OTC derivatives
are verified using observed information about the costs of hedging the risk and other trades in the market. As the markets for these
products develop, we continually refine our pricing models to correlate more closely to the market price of these instruments. Obtaining
the fairvalue for OTC derivative contracts requires the use of managementjudgmentand estimates. Inaddition, during periods of market
illiquidity, the valuation of certain cash products can also require significant judgment and the use of estimates by management.
Examples of specific instruments and inputs that require significant judgment include:

Asset-Backed Securities Valuation

Inthe most liquid markets, readily available orobservable prices are used invaluing asset backed securities. In less liquid markets, such
as those that we have encountered in the second half of 2007, the lack of these prices necessitates the use of otheravailable information
and modeling techniques to approximate the fair value for some of these securities.

For certain classes of asset-backed securities where lack of observable prices is most severe, we employ a fundamental cashflow
valuation approach. To determine fair value for these instruments, we employ various econometric techniques, coupled with collateral
performance analysis, and review of market comparables, if any. We then project collateral expected losses, leading to deal-specific
discounting of cash flows at market levels. More specifically, the valuation forour U.S. ABS CDO super senior securities is based on cash
flow analysis including cumulative loss assumptions. These assumptions are derived from multiple inputs including mortgage
remittance reports, housing prices and other market data. Relevant ABX indices are also analyzed as part of the overall valua-
tion process.

Correlation

We enterinto a numberof transactions where the performance is wholly or partly dependent on the relative performance of two or more
assets. Inthese transactions, referred to as correlation trades, correlation between the assets canbe asignificantfactorinthe valuation.
Examples of this type of transactioninclude: equity or foreign exchange baskets, constant maturity swap spreads (i.e., options where the
performance is determined based upon the fluctuations between two benchmark interest rates), and commodity spread trades. Many
correlations are available through external pricing services. Where external pricing information is not available, management uses
estimates based on historical data, calibrated to more liquid market information. Unobservable credit correlation, such as that
influencing the valuation of complex structured CDOs, is calibrated using a proxy approach (e.g., using implied correlation from traded
credit index tranches as a proxy for calibrating correlation for a basket of single-name corporate investment grade credits that are
infrequently traded).

Volatility

We hold derivative positions whose values are dependent on volatilities for which market observable values are not available. These
volatilities correspond to options with long-dated expiration dates, strikes significantly in or out of the money, and/or in the case of
interest rate underlyings, a large tenor (i.e., an underlying interest rate reference that itself is long-dated). We use model-based
extrapolation, proxy techniques, or historical analysis, to derive the unobservable volatility. These methods are selected based on
available market information and are used across all asset classes. Volatility estimation can have a significant impact on valuations.

Prior to adoption of SFAS No. 157, we followed the provisions of EITF 02-3, Issues Involved in Accounting for Derivative Contracts Held for
Trading Purposes and Contracts Involved in Energy Trading and Risk Management Activities (“EITF 02-3"). Under EITF 02-3, recognition of
day one gains and losses on derivative transactions was prohibited when model inputs that significantly impacted valuation were not
observable. Day one gains and losses deferred atinception under EITF 02-3 were recognized at the earlier of when the valuation of such
derivative became observable or at the termination of the contract. SFAS No. 157 nullifies this guidance in EITF 02-3. Although this
guidance in EITF 02-3 has been nullified, the recognition of significant inception gains and losses that incorporate unobservable inputs
are reviewed by management to ensure such gains and losses are derived from observable inputs and/or incorporate reasonable
assumptions about the unobservable component, such as implied bid-offer adjustments.

Valuation Adjustments
Certainfinancialinstruments recorded at fair value are initially measured using mid-market prices which results in gross longand short
positions marked-to-market at the same pricing level prior to the application of position netting. The resulting net positions are then
adjusted to fair value representing the exit price as defined in SFAS No. 157. The significant adjustments include liquidity and
counterparty credit risk.
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Liquidity

We make adjustments to bring a position from a mid-market to a bid or offer price, depending upon the net open position. We value net
long positions at bid prices and net short positions at offer prices. These adjustments are based upon either observable or implied bid-
offer prices.

Counterparty Credit Risk

In determining fair value, we consider both the credit risk of our counterparties, as well as our own creditworthiness. We attempt to
mitigate credit risk to third parties by entering into netting and collateral arrangements. Net exposure is then measured with
consideration of a counterparty’s creditworthiness and is incorporated into the fair value of the respective instruments. We generally
base the calculation of the credit risk adjustment for derivatives upon observable market credit spreads.

SFAS No. 157 also requires that we considerourown creditworthiness when determining the fairvalue of aninstrument. The approach to
measuring the impact of ourcreditrisk onaninstrumentis done inthe same manneras for third party credit risk. The impact of our credit
risk is incorporated into the fair valuation, even when credit risk is not readily observable in the pricing of aninstrument, such asin OTC
derivatives contracts.

In accordance with SFAS No. 157, we have categorized our financial instruments, based on the priority of the inputs to the valuation
technique, into a three level fairvalue hierarchy. The fair value hierarchy gives the highest priority to quoted prices in active markets for
identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). If the inputs used to measure the financial
instruments fall within different levels of the hierarchy, the categorization is based on the lowest level input that is significant to the fair
value measurement of the instrument.

Financial assets and liabilities recorded on the Consolidated Balance Sheets are categorized based on the inputs to the valuation
techniques as follows:

Level 1

Financial assets and liabilities whose values are based on unadjusted quoted prices for identical assets or liabilities in an active market
that we have the ability to access (examples include active exchange-traded equity securities, exchange traded derivatives, most
U.S. Government and agency securities, and certain other sovereign government obligations).

Level 2
Financial assets and liabilities whose values are based on quoted prices in markets that are not active or model inputs that are
observable either directly or indirectly for substantially the full term of the asset or liability. Level 2 inputs include the following:

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

b) Quoted prices foridenticalor similarassets or liabilities in non-active markets (examples include corporate and municipal bonds,
which trade infrequently);

c) Pricing models whose inputs are observable for substantially the full term of the asset or liability (examples include most over-
the-counter derivatives including interest rate and currency swaps); and

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

Level 3

Financial assets and liabilities whose values are based on prices or valuation techniques that require inputs that are both unobservable
and significant to the overall fair value measurement. These inputs reflect management’s own assumptions about the assumptions a
market participantwould use in pricing the asset or liability (examples include certain private equity investments, certain residential and
commercial mortgage related assets (including loans, securities and derivatives), and long-dated or complex derivatives including
certain equity derivatives and long-dated options on gas and power).

See Note 3 to the Consolidated Financial Statements for additional information.

Valuation controls

Given the prevalence of fairvalue measurementin ourfinancial statements, the control functions related to the fairvaluation process are
a criticalcomponent of our business operations. Prices and modelinputs provided by our trading units are verified with external pricing
sources to ensure that the use of observable market data is used whenever possible. Similarly, valuation models created by our trading
units are independently verified and tested. These control functions are independent of the trading units and include Business Unit
Finance, the Product Valuation Group and Global Risk Management.
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Litigation

We have been named as a defendant in various legal actions, including arbitrations, class actions, and other litigation arising in
connection with our activities as a global diversified financial services institution. We are also involved in investigations and/or
proceedings by governmental and self-regulatory agencies. In accordance with SFAS No. 5, we will accrue a liability when it is probable
that a liability has been incurred, and the amount of the loss can be reasonably estimated. In many lawsuits and arbitrations, including
classaction lawsuits, itis not possible to determine whethera 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 orindeterminate damages, we cannot
predict or estimate what the eventual loss or range of loss related to such matters will be. See Note 11 to the Consolidated Financial
Statements and Other Information — Legal Proceedings for further information.

Variable Interest Entities and Qualified Special Purpose Entities

In the normal course of business, we enter into a variety of transactions with VIEs. The applicable accounting guidance requires us to
perform a qualitative and/or quantitative analysis of each new VIE at inception to determine whether we must consolidate the VIE. In
performing this analysis, we make assumptions regarding future performance of assets held by the VIE, taking into account estimates of
credit risk, estimates of the fair value of assets, timing of cash flows, and other significant factors. Although a VIE’s actual results may
differ from projected outcomes, a revised consolidation analysis is not required subsequent to the initial assessment unless a
reconsideration eventoccurs. Ifa VIE meets the conditions to be considered a QSPE, itis typically not required to be consolidated by us. A
QSPE is a passive entity whose activities must be significantly limited. A servicer of the assets held by a QSPE may have discretion in
restructuring or working out assets held by the QSPE, as long as that discretion is significantly limited and the parameters of that
discretion are fully described in the legal documents that established the QSPE. Determining whether the activities of a QSPE and its
servicer meet these conditions requires management judgment.

Income Taxes
Tax laws are complex and subject to different interpretations by us and various taxing authorities. We regularly assess the likelihood of
assessmentsineach of the taxingjurisdictions by making judgments and interpretations about the application of these complex tax laws
and estimating the impact to our financial statements.

We are under examination by the Internal Revenue Service (“IRS”) and other tax authorities in countries including Japan and the United
Kingdom, and states in which we have significant business operations, such as New York. The tax years under examination vary by
jurisdiction. The IRS audits are in progress for the taxyears 2004-2006. Japan tax authorities have recently commenced the audit for the
fiscaltaxyearsMarch 31,2004 through March 31,2007. In the United Kingdom, the audit for the taxyear2005isin progress. The Canadian
tax authorities have commenced the audit of the tax years 2004-2005. New York State and New York City audits are in progress for the
years 2002-2006. Also, we paid an assessment to Japan in 2005 for the fiscal tax years April 1, 1998 through March 31, 2003, in relation to
the taxation of income that was originally reported in other jurisdictions. During the third quarter of 2005, we started the process of
obtaining clarification from international tax authorities on the appropriate allocation of income among multiple jurisdictions to prevent
double taxation.See Note 14tothe Consolidated Financial Statements fora description of taxyears that remain subject to examination by
major tax jurisdiction.

We filed briefs with the U.S. Tax Court in 2005 with respect to a tax case, which had been remanded for further proceedings in accordance
with a 2004 opinion of the U.S. Court of Appeals for the Second Circuit. The U.S. Court of Appeals affirmed the initial adverse opinion that
the U.S. Tax Courtrendered in 2003 against us, with respecttoa 1987 transaction, but remanded the case to the U.S. Tax Court to consider
anewargumentraised. The amountin dispute has been fully paid, and no benefit has been recognized. The U.S. Tax Court has notissued
a decision on this remanded matter, and it is uncertain as to when a decision will be rendered.

At December 28, 2007, we had a United Kingdom net operating loss carryforward of approximately $13.5 billion. This loss has an
unlimited carryforward period and a tax benefit has been recognized for the deferred tax asset with no valuation allowance.

During 2007, we adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
No. 109 (“FIN 48”). We believe that the estimate of the level of unrecognized tax benefits is in accordance with FIN 48 and is appropriate in
relation to the potential for additional assessments. We adjust the level of unrecognized tax benefits when there is more information
available, or when an event occurs requiring a change. The reassessment of unrecognized tax benefits could have a material impact on
our effective tax rate in the period in which it occurs.
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Business Environment!"

Global financial markets experienced significant stress during 2007, primarily driven by challenging conditions in the credit markets
during the second half of the year related to U.S. sub-prime residential mortgages and related assets (including CDOs collateralized by
sub-prime residential mortgages), and the markets for loans and bonds related to leveraged finance transactions. For example, during
the second half of the year ABXindices experienced significant widening, with the Aand AAA classes moving substantially off par for the
first time in 2007. This adverse market environment began to intensify in the beginning of the third quarter and was characterized by
significant credit spread widening, prolonged illiquidity, reduced price transparency and increased volatility. As conditions in these
markets deteriorated, other areas such as the asset-backed commercial paper market also experienced decreased liquidity, and the
equity markets experienced short-term weakness and increased volatility. In response to these conditions, the Federal Reserve, the
European Central Bank and other central banks injected significant liquidity into the markets during the second half of the year and the
Federal Reserve System’s Federal Open Market Committee (“FOMC”) lowered benchmark interest rates by 100 basis points to 4.25% at
year-end. In addition, the FOMC reduced benchmark interest rates by 125 basis points in January 2008. Long-term interest rates, as
measured by the 10-year U.S. Treasury bond, ended the year at 4.03%, down from 4.71% at the end of 2006. In the equity markets, major
U.S. equity indices increased moderately during 2007 with the Dow Jones Industrial Average, the NASDAQ Composite Index and the
Standard & Poor’s 500 Index up by 6%, 10% and 4%, respectively. Oil prices hita record high and the U.S. dollar hit a low against the euro
during the year. Overall the global economy continued to grow during 2007, albeit slower than in 2006.

Global fixed income trading volumes increased during the year in asset classes such as U.S. government and agency securities with
average daily trading volumes up approximately 8% and 11%, respectively. Trading volumes across mortgage-backed securities also
increased compared to 2006, up approximately 27% during the year despite the reduction in liquidity for certain instruments.

Globalequityindices generally ended the year with mixed results. In Europe, the Dow Jones STOXX 50 Index was flat from 2006 while the
FTSE 100 Index increased 4%. Asian equity markets were mixed as Japan’s Nikkei 225 Stock Average fell 11% while Hong Kong’s Hang
Seng Index surged 37%. India’s Sensex Index rose 47%. In Latin America, Brazil's Bovespa Index was up 44% from 2006.

U.S. equity trading volumes increased during the year as both the dollar volume and number of shares traded on the New York Stock
Exchange and on the Nasdaq increased compared to 2006. Equity market volatility increased significantly for both the S&P 500 and the
Nasdaq 100 during the year, as indicated by higher average levels for the Chicago Board Options Exchange SPX Volatility Index and the
American Stock Exchange QQQ Volatility Index, respectively.

Global debt and equity underwriting volumes for the full year of 2007 were $7.0 trillion, down 5% from 2006 impacted by decreased
volumes during the second half of the year which were down 27%. Global debt underwriting volumes for the full year of 2007 were
$5.9 trillion, down 11% from 2006 and were down 39% during the second half of the year compared to the prior-year period. Global equity
underwriting volumes of $1.1 trillion were up 50% compared to 2006.

Mergerandacquisition (“M&A”) activity increased during 2007 as the value of globalannounced deals was $4.9 trillion, up 24% from 2006.
Global completed M&A activity was $4.6 trillion, up 28% from 2006.

While our results may vary based on global economic and market trends, we believe that the outlook for growth in most of our global
businesses, including Equity Markets, Investment Banking, Global Wealth Management and certain FICC businesses remains favorable
due to positive underlying fundamentals, high market volumes, and the resiliency of these markets. This remains especially true for
markets outside of the United States, such as the Pacific Rim. However, the challenging conditions in certain credit markets, such as the
sub-prime mortgage market, have continued into early 2008. Since year-end, these markets have shown renewed signs of volatility and
weakness as evidenced by recent rating agency downgrades of residential mortgage-backed securities and U.S. ABS CDOs, increased
expectations of future rating agency actions, and increased default and delinquency rates.

During 2007, FICC revenues were adversely affected by the substantial deteriorationinthe value of many of these exposures, particularly
during the second half of 2007. Atthe end of 2007, we maintained exposures to these markets through securities, derivatives, loans and
loan commitments. See U.S. ABS CDO and Other Mortgage-Related Activities on page 34 for further detail.

The markets for these U.S. ABS CDO exposures remain extremely illiquid and as a result, valuation of these exposures is complex and
involves a comprehensive process including the use of quantitative modeling and management judgment. Valuation of these exposures
will also continue to be impacted by external market factors including default rates, rating agency actions, and the prices at which
observable market transactions occur. Our ability to mitigate our risk by selling or hedging our exposures is also limited by the market
environment. Our future results may continue to be materially impacted by these positions.

(1) Debt and equity underwriting and merger and acquisition volumes were obtained from Dealogic.

page 31 gg



Results of Operations

% CHANGE
2007 VS. 2006 VS.
(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2007 2006 2005 2006 2005
Revenues
Principal transactions $(12,067) $ 7,248 $ 3,647 N/M 99%
Commissions 7,284 5,985 5,277 22% 13
Investment banking 5,582 4,648 3,777 20 23
Managed accounts and other fee-based revenues 5,465 6,273 5,701 (13) 10
Earnings from equity method investments 1,627 556 567 193 (2)
Other (2,190) 2,883 1,848 N/M 56
Subtotal 5,701 27,593 20,817 (79) 33
Interest and dividend revenues 56,974 39,790 26,031 43 53
Less interest expense 51,425 35,571 21,571 45 65
Net interest profit 5,549 4,219 4,460 32 (5)
Gain on merger - 1,969 - N/M N/M
Revenues, net of interest expense 11,250 33,781 25,277 (67) 34
Non-interest expenses:
Compensation and benefits 15,903 16,867 12,314 (6) 37
Communications and technology 2,057 1,838 1,599 12 15
Brokerage, clearing, and exchange fees 1,415 1,096 855 29 28
Occupancy and related depreciation 1,139 991 931 15 6
Professional fees 1,027 885 729 16 21
Advertising and market development 785 686 593 14 16
Office supplies and postage 233 225 209 4 8
Other 1,522 1,383 1,286 10 8
Total non-interest expenses 24,081 23,971 18,516 0 29
Pre-tax (loss)/earnings from continuing operations $ (12,831) $ 9,810 $ 6,761 N/M 45
Income tax (benefit)/expense (4,194) 2,713 1,946 N/M 39
Net (loss)/earnings from continuing operations  $ (8,637) $ 7,097 $ 4,815 N/M 47
Discontinued operations:
Pre-tax earnings from discontinued operations $ 1,397 $ 616 $ 470 127 31
Income tax expense 537 214 169 151 27
Net earnings from discontinued operations $ 860 $ 402 $ 301 14 34
Net (loss)/earnings $ (7,777) $ 7,499 $ 5116 N/M 47
Basic (loss)/earnings per common share from
continuing operations $ (10.73) $ 7.96 $ 532 N/M 50
Basic earnings per common share from discontinued
operations 1.04 0.46 0.34 126 35
Basic (loss)/earnings per common share $  (9.69) $ 8.42 $ 5.6 N/M 49
Diluted (loss)/earnings per common share from
continuing operations $ (10.73) $ 717 $ 4.85 N/M 48
Diluted earnings per common share from
discontinued operations 1.04 0.42 0.31 148 35
Diluted (loss)/earnings per common share $  (9.69) $  7.59 $ 5.16 N/M 47
Return on average common stockholders’ equity
from continuing operations N/M 20.1% 15.0% N/M 5.1 pts
Return on average common stockholders’ equity N/M 21.3% 16.0% N/M 5.3 pts
Book value per common share $ 29.34 $ 41.35 $ 35.82 (29) 15

N/M = Not Meaningful

(1) 2006 results include the one-time compensation expenses associated with the adoption of SFAS No. 123 as revised in 2004, Share-Based Payment, a revision of SFAS No. 123, Accounting for Stock-
Based Compensation (“SFAS No. 123R”) and the positive netimpact from the closing of the BlackRock merger. For more information on SFAS No. 123R or the BlackRock merger, refer to Notes 1and

18, respectively, to the Consolidated Financial Statements.
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Consolidated Results of Operations

Our net loss from continuing operations was $8.6 billion for 2007 compared to net earnings from continuing operations of $7.1 billion in
2006 as net revenues in 2007 declined 67% from the prior year. The decrease in net revenues was primarily driven by our credit and
structured finance and investment businesses which were impacted by deterioration in the credit markets, resultingin net losses on our
U.S.ABSCDO and sub-prime residential mortgage positions and non-investment grade lending commitments. Losses perdiluted share
from continuing operations were $10.73 for 2007, compared to net earnings per diluted share of $7.17 in 2006. Net earnings from
discontinued operations were $860 million up from $402 million in 2006, driven by a net gain of $316 million recognized on the sale of
MLIG. Refer to Note 17 to the Consolidated Financial Statements for additional information on discontinued operations.

2007 Compared to 2006

Principal transactions revenues include both realized and unrealized gains and losses on trading assets and trading liabilities and
investment securities classified as trading investments. Principal transactions revenues were negative $12.1 billion compared to
$7.2 billion a year-ago driven primarily by losses in our credit and structured finance and investment businesses, which includes our
U.S. ABS CDO and residential mortgage-related businesses. Deterioration in the credit markets, prolonged illiquidity, reduced price
transparency, increased volatility and a weaker U.S. housing market all contributed to the decline in these businesses and the difficult
environment experienced, particularly in the third and fourth quarters of 2007. These decreases were partially offset by increases in
revenues generated fromourratesand currencies, equity-linked, cash equities trading and financing and services businesses aswell as
gains arising from the widening of Merrill Lynch credit spreads on certain of our long-term debt liabilities. Principal transactions
revenues are primarily reported in our GMI business segment. Please refer to the FICC and Equity Markets discussions within the GMI
business segment results for additional details on the key drivers.

Netinterest profitisafunction of (i) the leveland mix of total assets and liabilities, including trading assets owned, deposits, financing and
lending transactions, and trading strategies associated with our businesses, and (i) the prevailing level, term structure and volatility of
interest rates. Net interest profit is an integral component of trading activity. In assessing the profitability of our client facilitation and
trading activities, we view principal transactions and net interest profit in the aggregate as net trading revenues. Changes in the
compositionoftrading inventories and hedge positions can cause the mixof principal transactions and netinterest profit to fluctuate. Net
interest profit was $5.5 billion, up 32% from 2006 due primarily to higher net interest revenue from deposit spreads earned and higher
returns from interest-bearing assets reflecting higher average asset balances in 2007, partially offset by increased interest expense
driven by increased average long and short-term borrowings in 2007. Net interest profit is reported in both our GMI and GWM
business segments.

Commissions revenues primarily arise from agency transactions in listed and OTC equity securities and commodities, insurance
products and options. Commission revenues alsoinclude distribution fees for promotingand distributing mutual funds and hedge funds.
Commission revenues were $7.3 billion, up 22% from 2006, due primarily to an increase in global transaction volumes, particularly in
listed equities and mutual funds as a result of increased market volatility. Commissions revenues are primarily reported in our GMI
business segment, and a portion is also reported in GWM.

Investment banking revenues include (i) origination revenues representing fees earned from the underwriting of debt, equity and equity-
linked securities, as well as loan syndication and commitment fees and (i) strategic advisory services revenues including merger and
acquisition and other investment banking advisory fees. Investment banking revenues were $5.6 billion, up 20% from 2006, driven by
increased revenues in equity origination and strategic advisory services, which were partially offset by a decline in revenues from debt
origination primarily related to the leveraged finance business. Investment banking revenues are primarily reported in our GMI business
segment but also include origination revenues in GWM. Please refer to the Investment Banking discussion within the GMI business
segment results for additional detail on the key drivers.

Managedaccountsandotherfee-based revenues primarily consist of asset-priced portfolio service fees earned from the administration
of separately managed and other investment accounts for retail investors, annual account fees, and certain other account-related fees.
In addition, until the BlackRock merger at the end of the third quarter of 2006, managed accounts and other fee-based revenues also
included fees earned from the management and administration of retail mutual funds and institutional funds such as pension assets,
and performance fees earned on certain separately managed accounts and institutional money management arrangements. Managed
accounts and other fee-based revenues were $5.5 billion, down 13% from 2006, driven primarily by the absence of MLIM’s asset
management revenues in 2007 as a result of the BlackRock merger at the end of the third quarter of 2006. This decrease was partially
offset by higher asset-based fees in GWM reflecting the impact of net inflows into fee-based accounts and higher average equity market
values. Managed accounts and other fee-based revenues are primarily driven by our GWM business segment. Please refer to the GWM
business segment discussion for additional detail on the key drivers.

Earnings from equity method investments include our pro rata share of income and losses associated with investments accounted for
under the equity method of accounting. Earnings from equity method investments were $1.6 billion, up 193% from 2006 primarily driven
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by increased earnings from our investments in BlackRock and certain partnerships. Refer to Note 5 to the Consolidated Financial
Statements for further information on equity method investments.

Other revenues include gains/(losses) on investment securities, including unrealized losses on certain available-for-sale securities,
gains/(losses) on private equity investments thatare held for capital appreciation and/or currentincome, and gains/(losses) on loans and
other miscellaneous items. Other revenues were negative $2.2 billion, compared to $2.9 billion in 2006. The decrease primarily reflects
loan-related losses of $1.7 billion, a year-over-year decrease in the value of our private equity investments of $1.2 billion, due primarily
to the decline invalue of our publicly traded investments, other than temporary impairment charges on available-for-sale securities of
approximately $900 million and write-downs of approximately $600 million on leveraged finance commitments.

The gain on the merger with BlackRock was $2.0 billion in 2006. This non-recurring gain entirely related to the merger of Merrill Lynch’s
MLIM business with BlackRock that was completed in the third quarter of 2006. For more information on this merger, refer to Note 18to
the Consolidated Financial Statements.

Compensation and benefits expenses were $15.9 billion for 2007, compared to $16.9 billion in 2006, which included a one-time charge of
approximately $1.8 billion related to the adoption of SFAS No. 123R Share Based Payment (“SFAS No. 123R”). Excluding this one-time
charge in 2006, compensation expenses were up approximately 6%, reflecting higher staffing levels and increased productivity from
financial advisors, partially offset by the absence of compensation expenses related to MLIM in 2007. While compensation expenses
increased, average compensation per employee was down in 2007 from 2006 levels. See Exhibit 99.1, filed with our 2007 10-K, for a
reconciliation of non-GAAP measures.

Non-compensation expenses were $8.2 billion in 2007, up 15% from 2006. Communication and technology costs were $2.1 billion, up
12% from 2006 primarily due to increased costs related to a significant numberof system development projects. Brokerage, clearingand
exchange fees were $1.4 billion, up 29% from 2006, primarily due to higher transaction volumes, higher equity brokerage fees and
exchange fees. Occupancy costs and related depreciation were $1.1 billion, up 15% from a year-ago principally due to higher office rental
expenses and office space added via acquisitions. Professional fees were $1.0 billion, up 16% from 2006 driven by higher legal and other
professional costs. Advertising and market development costs were $785 million, up 14% from 2006 primarily due to increased costs
associated with increased business activity and higher deal-related expenses. Otherexpenses were $1.5 billion, up 10% from a year ago
due primarily to the write-off of $160 million of identifiable intangible assets related to our acquisition of the First Franklin mortgage
origination franchise and related servicing platform acquired from National City Corporation (collectively “First Franklin”). For further
information on First Franklin, refer to Note 16 to the Consolidated Financial Statements.

U.S. ABS CDO and Other Mortgage-Related Activities

The challenging market conditions that existed during the second half of 2007, particularly those relating to ABS CDOs and sub-prime
residential mortgages, remained atyearend. Despite the significant reduction of our net exposures to these markets during the thirdand
fourth quarters, at year end we maintained exposures to these markets through securities, derivatives, loans and loan commitments.
The following discussion details our activities and net exposures at the end of 2007.

U.S. Sub-Prime Residential Mortgage-Related Activities

We view sub-prime mortgages as single-family residential mortgages displaying more than one high risk characteristic, such as: (i) the
borrower has a low FICO score (generally below 660); (i) a high loan-to-value (“LTV”) ratio (LTV greater than 80% without borrower paid
mortgage insurance); (iii) the borrower has a high debt-to-income ratio (greater than 45%); or (iv) stated/limited income documentation.
Sub-prime mortgage-related securities are those securities that derive more than 50% of their value from sub-prime mortgages.

As partofour U.S. sub-prime residential mortgage-related activities, sub-prime mortgage loans were originated through First Franklin
or purchased in pools from third-party originators for subsequent sale or securitization. Mortgage-backed securities are structured
based on the characteristics of the underlying mortgage collateral, sold to investors and subsequently traded in the secondary capital
markets. As a result of the significant deterioration in the sub-prime mortgage market in 2007, we have substantially reduced our
U.S. sub-prime residential mortgage origination, mortgage purchase, and securitization activities, as well as warehouse lending
facilities. As of December 28, 2007 we have ceased originating sub-prime mortgages and are evaluating our continued involvement in
this market.

At December 28, 2007, our U.S. sub-prime residential mortgage net exposure (excluding Merrill Lynch’s bank sub-prime residential
mortgage-related securities portfolio which is described in U.S. Banks Investment Securities Portfolio) consisted of the following:

= Sub-prime whole loans: First Franklin originated mortgage loans through its retail and wholesale channels. Additionally, we
purchased pools of whole loans from third-party mortgage originators. As a result of the significant deterioration in the sub-prime
mortgage market in 2007, we currently are not originating or purchasing sub-prime residential mortgages. Prior to their sale or
securitization, whole loans are predominantly reported on our consolidated balance sheets in loans, notes and mortgages and we
account for such loans as held for sale.
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We value securitizable whole loans on an “as-if” securitized basis based on estimated performance of the underlying mortgage pool
collateral, rating agency credit structure assumptions and market pricing for similar securitizations. Key characteristics include
underlying borrower credit quality and collateral performance, mortgage terms and conditions, assumptions on prepayments,
delinquencies and defaults. Non-securitizable loans are valued using a combination of discounted liquidation value and re-
performing value.

= Residuals: We retain and purchase mortgage residual interests, which represent the subordinated classes and equity/first-loss
tranche from our residential mortgage-backed securitization activity. We have retained residuals from the securitizations of third-
party whole loans we have purchased as well as from our First Franklin loan originations.

We value residuals by modeling the present value of projected cash flows that we expect to receive, based on actual and projected
performance of the mortgages underlying a particular securitization. Key determinants affecting our estimates of future cash flows
include estimates for borrower prepayments, delinquencies, defaults and loss severities. Modeled performance and loan level loss
projections are adjusted monthly to reflect actual borrower performance information that we receive from trustees and
loan servicers.

= Residential mortgage-backed securities (“RMBS”): We retain and purchase securities from the securitizations of loans,
including sub-prime residential mortgages. We value RMBS securities based on observable prices and securitization cash flow
model analysis.

= Warehouse lending: Warehouse loans represent collateralized revolving loan facilities to originators of financial assets, such as
sub-prime residential mortgages. These mortgages typically serve as collateral for the facility. We generally value these loans at
amortized cost with an allowance for loan losses established for credit losses estimated to exist in the portfolio unless deemed to be
permanently impaired. In the case of an impairment, the loan receivable value is adjusted to reflect the valuation of the whole loan
collateral underlying the facility if the value is less than amortized cost.

The following table provides a summary of our residential mortgage-related net exposures and losses, excluding net exposures to
residential mortgage-backed securities held in our U.S. banks forinvestment purposes which is described in the U.S. Banks Investments
Securities Portfolio section below.

NET EXPOSURES NET LOSSES FOR THE

AS OF YEAR ENDED
(DOLLARS IN MILLIONS) DEC. 28, 2007 DEC. 28, 2007
Residential Mortgage-Related Net Exposures and Losses
(excluding U.S. Banks Investment Securities Portfolio):
U.S. Sub-prime:
Warehouse lending $ 137 $  (31)
Whole loans 994 (1,243)
Residuals 855 (1,582)
Residential mortgage-backed securities 723 (332)
Total U.S. sub-prime $ 2,709 $(3,188)
U.S. Alt-A 2,687 (542)
U.S. Prime 28,189 N/A
Non-U.S. 9,582 (465)
Mortgage servicing rights 389 N/A
Total $ 43,556 $ (4,195)

(N/A) Not applicable as these areas did not generate net losses for the year ended December 28, 2007.
(1) Primarily represents unrealized losses on net exposures.

During 2007, our U.S. sub-prime residential mortgage-related net exposures declined significantly as a result of unrealized losses
incurred, securitizations, sales, hedges and changes in loan commitments and related funding.

Other Residential Mortgage-Related Activities
In addition to our U.S. sub-prime related net exposures, we also had net exposures related to other residential mortgage-related
activities. These activities consist of the following:

= U.S. Alt-A: We had net exposures of $2.7 billion at the end of 2007, which consisted primarily of residential mortgage-backed
securities collateralized by Alt-A residential mortgages. These net exposures resulted from secondary market trading activity or
were retained from our securitizations of Alt-Aresidential mortgages, which were purchased from third-party mortgage originators.
We do not originate Alt-A mortgages.
We view Alt-A mortgages as single-family residential mortgages that are generally higher credit quality than sub-prime loans but
have characteristics that would disqualify the borrower from a traditional prime loan. Alt-A lending characteristics may include one
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ormore of the following: (i) limited documentation; (i) high combined-loan-to-value (“CLTV”) ratio (CLTV greater than 80%); (iii) loans
secured by non-owner occupied properties; or (iv) debt-to-income ratio above normal limits.

= U.S. Prime: We had net exposures of $28.2 billion at the end of 2007, which consisted primarily of prime mortgage whole loans,
including approximately $12 billion of prime loans originated with GWM clients and $9.7 billion of prime loans originated by First
Republic, an operating division of Merrill Lynch Bank & Trust Co., FSB (“MLBT-FSB”). We also purchase prime whole loans from
third-party originators for securitization and for the investment portfolios of Merrill Lynch Bank USA (“MLBUSA”) and MLBT-FSB.

= Non-U.S.: We had net exposures of $9.6 billion at the end of 2007 which consisted primarily of residential mortgage whole loans
originated in the United Kingdom, as well as through mortgage originators in the Pacific Rim.

= Mortgage Servicing Rights: We own approximately $400 million of mortgage servicing rights which represent the right to current
and future cash flows based on contractual servicing fees for mortgage loans. In connection with our residential mortgage
businesses, we may retain or acquire mortgage servicing rights. See Note 6 to the Consolidated Financial Statements for
further information.

U.S. ABS CDO Activities

In addition to our U.S. sub-prime residential mortgage-related exposures, we have exposure to U.S. ABS CDOs, which are securities
collateralized by a pool of asset-backed securities (“ABS”), for which the underlying collateral is primarily sub-prime residential
mortgage loans.

We engaged in the underwriting and sale of U.S. ABS CDOs, which involved the following steps: (i) determining investor interest or
responding to inquiries or mandates received; (ii) engaging a CDO collateral manager who is responsible for selection of the ABS
securities thatwill become the underlying collateral forthe U.S. ABS CDO securities; (iii) obtaining credit ratings from one or more rating
agencies for U.S. ABS CDO securities; (iv) securitizing and pricing the various tranches of the U.S. ABS CDO at representative market
rates; and (v) distributing the U.S. ABS CDO securities to investors or retaining them for Merrill Lynch. As a result of the significant
deterioration in the sub-prime mortgage market in 2007, we currently are not underwriting U.S. ABS CDOs.

OurU.S.ABSCDO netexposure primarily consists of our super senior ABS CDO portfolio,aswellas secondarytrading exposures related
to our ABS CDO business.

U.S. Super Senior ABS CDO Portfolio

Super senior positions represent our exposure to the senior most tranche inan ABS CDO’s capital structure. This tranche’s claims have
priority to the proceeds from liquidated cash ABS CDO assets. Ourexposure to super senior ABS CDOs includes the following securities,
which are primarily held as derivative positions in the form of total return swaps:

= High-grade super senior positions, which are ABS CDOs with underlying collateral having an average credit rating of Aa3/A1 at
inception of the underwriting by Moody’s Investor Services;

= Mezzanine super senior positions, which are ABS CDOs with underlying collateral having an average credit rating of Baa2/Baa3 at
inception of the underwriting by Moody’s Investor Services; and

= CDO-squared super senior positions, which are ABS CDOs with underlying collateral consisting of other ABS CDO securities which
have collateral attributes typically similar to high-grade and mezzanine super senior positions.

Despite the creditrating of these ABSCDO securities (typically AAAatinception of the underwriting), their fairvalue at December 28,2007
reflected unprecedented market illiquidity and the deterioration in the value of the underlying sub-prime mortgage collateral.
Additionally, rating agencies have been actively reviewing, and in some cases downgrading, these assets and we expect that they will
continue to be subject to ongoing rating agency review in the near term.

Secondary Trading Related to the ABS CDO Business
We have secondary trading exposures related to our ABS CDO business, which consists of RMBS and CDO positions previously held in
CDO warehouses awaiting securitization, retained securities from CDO securitizations, and related hedges.

For total U.S. super senior ABS CDOs, long exposures were $30.4 billion and short exposures were $23.6 billion at December 28, 2007.
Short exposures primarily consist of purchases of credit default swap protection from various third parties, including financial
guarantors, insurers and other market participants.
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The following table provides a summary of our U.S. super senior ABS CDO net exposures and our secondary trading exposures related to
our ABSCDObusiness as of December 28,2007. Derivative exposures are represented by their notionalamounts as opposed to fairvalue.

NET EXPOSURES NET LOSSES FOR THE

AS OF YEAR ENDED
(DOLLARS IN MILLIONS) DEC. 28, 2007 DEC. 28, 2007
U.S. ABS CDO net exposures and losses:
U.S. super senior ABS CDO net exposures:
High-grade $ 4,380 $ (7,362)
Mezzanine 2,184 (6,066)
CDO-squared 271 (1,163)
Total super senior ABS CDO net exposures and losses 6,835 (14,591)
Secondary trading (1,997) (2,104)
Total U.S. ABS CDO-related net exposures and losses $ 4,838 $ (16,695)

(1) Represents long and short exposure of hedges. These hedges are affected by a variety of factors that impact the degree of their effectiveness, including differences in attachment point, timing of
cash flows, control rights, litigation, the creditworthiness of the counterparty, limited recourse to counterparties and other basis risks.

(2) Primarily represents unrealized losses on net exposures. Amounts exclude credit valuation adjustments of negative $2.6 billion related to financial guarantor exposures on U.S. super senior ABS
CDOs. See table regarding financial guarantor exposures.

Financial Guarantors

We hedge a portion of our gross exposures to U.S. super senior ABS CDOs with various market participants, including financial
guarantors. Financial guarantors are generally highly rated monoline insurance companies that provide credit support for a security
either through a financial guaranty insurance policy on a particular security or through an instrument such as a credit default swap
(“CDS”). Under a CDS, the financial guarantor generally agrees to compensate the counterparty to the swap for the deterioration in the
value of the underlying security upon an occurrence of a credit event, such as a failure by the underlying obligor on the security to pay
principal or interest.

We hedged a portion of our gross exposures on U.S. super senior ABS CDOs with certain financial guarantors through the execution of
CDS that are structured to replicate standard financial guaranty insurance policies, which provide for timely payment of interest and
ultimate payment of principal at their scheduled maturity date. CDS gains and losses are based on the fair value of the referenced ABS
CDOs. Depending upon the creditworthiness of the financial guarantor hedge counterparty, we may record credit valuation adjustments
in estimating the fair value of the CDS.

At December 28,2007 our short exposures from credit default swaps with financial guarantors to economically hedge certain U.S. super
senior ABS CDOs was $13.8 billion, which represented credit default swaps with a notional amount of $19.9 billion that have been
adjusted for mark-to-market gains of $6.1 billion. The fairvalue of these credit default swaps at December 28, 2007 was $3.5 billion, after
taking into account a $2.6 billion credit valuation adjustment related to certain financial guarantors. Subsequent to year-end, market
conditions have deteriorated resultingin negative ratingagencyactions for certain financial guarantors. We continue to monitorindustry
and company specific developments. Further credit deterioration of the financial guarantors who are counterparties to our credit
derivatives could have an adverse effect on our future financial performance.

The following table provides a summary of our total financial guarantor exposures for U.S. super senior ABS CDOs as of Decem-
ber 28, 2007.

NOTIONAL
OF CDS,
NET OF GAINS  MARK-TO-MARKET
PRIOR TO CREDIT GAINS PRIOR TO CREDIT
NOTIONAL VALUATION  CREDIT VALUATION VALUATION  MARK-TO-MARKET
(DOLLARS IN MILLIONS) OF CDS™ ADJUSTMENT ADJUSTMENTS ADJUSTMENTS VALUE OF CDS
Credit Default Swaps with Financial
Guarantors'?:
By counterparty credit quality®:
AAA $(13,237) $ (9,104) $ 4,133 $ (679) $ 3,454
AA - - - - -
A - - - - -
BBB - - - - -
Non-investment grade or unrated (6,664) (4,735) 1,929 (1,929) -
Total $(19,901) $(13,839) $ 6,062 $(2,608) $ 3,454

(1) Represents gross notional amount of credit default swaps purchased as protection for U.S. super senior ABS CDOs. Amounts do not include counterparty exposure with financial guaran-
tors for other asset classes.
(2) Excludes the benefit of $2.0 billion (notional) of credit default swaps purchased from unrelated third parties as protection for exposure to financial guarantors, as well as the related pos-

itive mark-to-market adjustments.
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U.S. Banks Investment Securities Portfolio

The investment securities portfolio of MLBUSA and MLBT-FSB includes investment securities comprising various asset classes. The
investment portfolio includes sub-prime mortgage-related securities, as well as ABS CDOs whose underlying collateral includes
certain sub-prime residential mortgage-backed securities. See Note 5 to the Consolidated Financial Statements for realized and
unrealized gains and losses associated with Merrill Lynch’s investment securities.

AtDecember 28,2007, our net exposures to sub-prime mortgage related securitiesand ABS CDOs whose underlying collateralincludes
sub-prime residential mortgage-backed securities in the U.S. banks investment portfolio was $4.2 billion. The amount of losses related
to these securities recognized in our 2007 Consolidated Statement of (Loss)/Earnings was approximately $700 million.

Other Exposures in the U.S. Banks Investment Securities Portfolio

In addition to the U.S. sub-prime residential mortgage-related securities, our U.S. banks investment securities portfolio also includes
other securities at December 28, 2007 consisting of Alt-A residential mortgage-backed securities (net exposure $7.1 billion),
commercial mortgage-backed securities (net exposure $5.8 billion), prime residential mortgage-backed securities (net exposure
$4.2 billion), non-residential asset-backed securities (net exposure $1.2 billion) and non-residential CDOs (net exposure $0.9 billion).
These securities are included as part of our overall available-for-sale investment portfolio and recorded in mortgage and asset-
backed securities.

MLBUSA acts as administrator to a Merrill Lynch established asset-backed commercial paper conduit (“Conduit”) vehicle and previously
acted as administrator for another Merrill Lynch established Conduit. MLBUSA also either provides or provided liquidity facilities to
these Conduits and to a third Conduit, not established by Merrill Lynch, that protect commercial paper holders against short term
changes inthe fairvalue of the assets held by the Conduits in the event of a disruption in the commercial paper market, as well as credit
facilities to the Conduits that protect commercial paper investors against credit losses for up to a certain percentage of the portfolio of
assets held by the respective Conduits. The assets owned by these Conduitsincluded sub-prime residential mortgage-backed securities
and ABS CDO securities whose underlying collateral included certain sub-prime residential mortgage-backed securities. During the
fourth quarter of 2007, Merrill Lynch purchased the remaining assets of one of the Merrill Lynch established Conduits through the
exercise of its liquidity facility and as a result the facility is no longer outstanding. Merrill Lynch does not have any remaining exposure to
this Conduitasitisinactive. The assets remainingin the other Merrill Lynch established Conduit are primarily auto and equipment loans
and lease receivables. In the fourth quarter of 2007, Merrill Lynch became the primary beneficiary for the remaining Conduit, which was
notestablished by Merrill Lynch, asaresultofareconsideration eventunder FIN 46R. This Conduit was consolidated by Merrill Lynch and
the facility is not considered outstanding. Refer to Notes 6 and 11 to the Consolidated Financial Statements for more information
on Conduits.

2006 Compared to 2005

Net revenues in 2006 were $33.8 billion, 34% higher than in 2005. Principal transactions revenues in 2006 increased 99%, to $7.2 billion,
due primarily to increased revenues from trading of fixed income, currency, commodity and equity products with the strongestincreases
coming from credit products, commodities and proprietary trading. Net interest profitin 2006 was $4.2 billion, down 5% due primarily to
the impact of rising rates on municipal and equity derivatives and increased interest expense from higher long-term borrowings and
funding charges, partially offset by higher short- terminterest rates on deposit spreads earned. Managed accounts and other fee-based
revenues in 2006 were $6.3 billion, up 10%, reflecting the impact of netinflows into annuitized-revenue products as well as higherequity
market values, partially offset by lower revenues from MLIM resulting from the BlackRock merger. Commission revenues in 2006 were
$6.0 billion, up 13% due primarily to a global increase in client transaction volumes, particularly in listed equities and mutual funds.
Investment banking revenues of $4.6 billion in 2006 increased 23% from 2005 reflecting increases in both debt and equity origination
revenues as well as increased strategic advisory revenues. Other revenues were $2.9 billion, up from $1.8 billion due primarily to higher
revenues from our private equity investments.

Compensation and benefits expenses were $16.9 billion in 2006, up 37% from 2005, reflecting higher incentive compensation associated
with increased net revenues, as well as higher staffing levels. Our 2006 compensation and benefit expenses also reflect the non-cash
compensation expenses incurred in 2006 of $1.8 billion related to the adoption of SFAS No. 123R. Compensation and benefits expenses
were 49.9% of net revenues for 2006, as compared to 48.7% in 2005. Excluding the one-time impacts related to the adoption of
SFAS No. 123R and the BlackRock merger, compensation and benefits were 47.0% of net revenues for 2006. See Exhibit 99.1, filed with
our 2007 10-K, for a reconciliation of non-GAAP measures.

Non-compensation expenses were $7.1 billion in 2006, up 15% from 2005. Communications and technology costs were $1.8 billion, up
15% from 2005, due primarily to costs related to technology investments for growth, including acquisitions, and higher market
information and communications costs. Brokerage, clearing and exchange fees were $1.1 billion, up 28% from 2005, mainly due to
increased transaction volumes. Professional fees were $885 million, up 21% from 2005, reflecting higher legal and consulting fees
primarily associated with increased business activity levels. Advertising and market development expenses were $686 million, up 16%
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from 2005, due primarily to higher travel expenses associated with increased business activity levels and increased sales promotion and
advertising costs.

Income Taxes

Income taxes from continuing operations for 2007 were a net credit of $4.2 billion, reflecting a tax benefit associated with the Company’s
pre-tax losses. Our 2007 effective tax rate from continuing operations was 32.7%, compared with an effective rate of 27.7% in 2006. The
change inthe effective tax rate reflected a tax benefit from carry-back claims that reduced the 2006 tax rate and the mix of business. Our
2006 effective tax rate of 27.7% compared with 28.8%in 2005 and reflected a $296 million reductionin the tax provision arising from carry-
back claims covering the years 2001 and 2002. Our 2005 tax provision of $1.9 billion reflected the net impact of the business mix, tax
settlements, and $97 million of tax associated with the repatriation of $1.8 billion of foreign earnings.

Business Segments
Our operations are currently organized into two business segments: GMI and GWM. GMI provides full service global markets and
origination products and services to corporate, institutional, and government clients around the world. GWM creates and distributes
investment products and services for individuals, small- and mid-size businesses, and employee benefit plans. For information on the
principal methodologies used in preparing the segment results, refer to Note 2 of the Consolidated Financial Statements.

The following segment results represent the information that is relied upon by management in its decision-making processes. These
results exclude corporate items. Prioryear business segment results are restated to reflect reallocations of revenues and expenses that
result from changes in our business strategy and organizational structure. Revenues and expenses associated with inter-segment
activities are recognized in each segment. In addition, revenue and expense sharing agreements for joint activities between segments
arein place, and the results of each segment reflect their agreed-upon apportionment of revenues and expenses associated with these
activities. See Note 2 to the Consolidated Financial Statements for further information. Segment results are presented from continuing
operations and exclude results from discontinued operations. Refer to Note 17 to the Consolidated Financial Statements for additional
information on discontinued operations.

Results for the year ended December 29, 2006 include one-time compensation expenses, as follows: $1.4 billion in GMI, $281 million in
GWM and $109 million in MLIM; refer to Note 1 of the Consolidated Financial Statements for further information on one-time
compensation expenses.

Global Markets and Investment Banking

GMI provides trading, capital markets services, and investment banking services to issuer and investor clients around the world. The
Global Markets division consists of the fixed income, currencies, commodities, and equity sales and trading activities for investorclients
and on a proprietary basis, while the Investment Banking division provides a wide range of origination and strategic advisory services for
issuer clients. Global Markets makes a market in securities, derivatives, currencies, and other financial instruments to satisfy client
demands. In addition, Global Markets engages in certain proprietary trading activities. Global Markets is a leader in the global
distribution of fixed income, currency and energy commodity products and derivatives. Global Markets also has one of the largest equity
trading operations in the world and is a leader in the origination and distribution of equity and equity-related products. Further, Global
Markets provides clients with financing, securities clearing, settlement, and custody services and also engages in principalinvestingina
variety of asset classes and private equity investing. The Investment Banking division raises capital forits clients through underwritings
and private placements of equity, debt and related securities, and loan syndications. Investment Banking also offers advisory services to
clients on strategic issues, valuation, mergers, acquisitions and restructurings.

Global Markets
Global Markets revenues are reported in two major categories based on asset class: FICC and Equity Markets. These categories include
the following businesses:

Fixed Income, Currencies and Commodities (FICC)
= Global Commercial Real Estate — responsible for secured commercial real estate lending, securitizations related to these trans-
actions, as well as principal and equity investments in real estate;

= Global Commodities — responsible for marketing, trading, storage, transportation and all associated activities with respect to
physicaland financially-settled commodities, including natural gas and natural gas liquids, power, crude oiland petroleum products,
coal, metals, emissions, soft commodities and weather and commodity indices on a global basis, as well as energy and weather
risk management;

= GlobalCredit — responsible for sales and trading activities for money market instruments, investment grade debt, credit derivatives,
structured credit products, syndicated loans, high-yield debt, distressed and emerging markets debt, as well as collateralized
mortgage obligations, asset-backed securities, and pass-through mortgage obligations;

= Global Currencies — responsible for sales and trading activities for currency, exotic options, forwards and local currency trading;
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= Municipals — responsible for origination, sales and trading of U.S. municipal securities;

= Global Rates — responsible for sales and trading activities for interest rate derivatives, U.S. government and other federal agency
securities, obligations of other sovereigns, repurchase and resale financing and debt financial futures and options;

= Global Structured Finance & Investments — responsible for asset-based lending, residential real estate lending, servicing and
securitizations related to these transactions, asset-liability management for the investment securities portfolios of our bank
subsidiaries, as well as principal and equity investments in other secured assets; and

= Other FICC — includes gains and losses from other FICC related investments and activities not directly attributable to the businesses
above and corporate allocations, including the impact associated with the widening of our credit spreads on the carrying value of
certain long-term liabilities.

Equity Markets
= Global Cash Equity Trading — responsible for our full-service cash equity trading and portfolio and electronic trading capabilities;

= Global Equity-Linked Products — responsible for sales and trading activities in equity-linked derivatives including exchange-traded
and OTC options, convertible securities, financial futures and structured products;

= Global Markets Financing and Services — responsible for equity financing and services, including prime brokerage, stock lending,
money manager services and clearing, settlement and custody functions;

= Global Private Equity — executes private equity investments and manages these assets primarily for our own account and for that of
certain investment partnerships, including employee partnerships;

= Strategic Risk Group — responsible for proprietary risk trading that encompasses both qualitative and quantitative strategies across
multiple asset classes; and

= Other Equity Markets — includes gains and losses from other Equity Markets related investments and activities not directly
attributable to the businesses above and corporate allocations, including the impact associated with the widening of our credit
spreads on the carrying value of certain long-term liabilities.

Investment Banking
Investment Banking includes the following groups:

= Corporate Finance — responsible for structured product capabilities, financial product development and commodities origination;

= Country/Sector Coverage — responsible for all origination and advisory activities across countries and sectors on behalf of
issuer clients;

= Debt Capital Markets — responsible for all capital related activities for issuer clients generated in the high-grade debt markets
including derivative products, liability management, private placements, money markets, and structured transactions;

= Equity Capital Markets — responsible for all capital related activities for issuer clients generated in the equity markets, including
convertible securities and equity derivative products;

= Executive Client Coverage — senior client relationship managers who focus exclusively on strengthening relationships and max-
imizing opportunities with key clients;

= Leveraged Finance — responsible for all financing activities for non-investment grade issuer clients, including high-yield bonds and
syndicated loans; and

= Mergers and Acquisitions — responsible for advising clients regarding strategic alternatives, divestitures, mergers, acquisition and
restructuring activities.

GMI’s 2007 Developments

During 2007, GMI recorded negative net revenues and a pre-tax loss, as record net revenues from Equity Markets and Investment
Banking were more than offset by net losses in FICC. The FICC business was adversely impacted by a challenging market environment,
particularly in the second half of the year. The combination of the deterioration in the credit markets, a decline in liquidity, reduced price
transparency, increased volatility, and a weak U.S. housing market had a materially negative impact on our global credit and global
structured finance and investments businesses within FICC.

In FICC, many of our businesses away from U.S. ABS CDO and U.S. sub-prime continued to perform well. Our global rates and global
currencies businesses both had record years, as we continued to strengthen these businesses with incremental headcount and
infrastructure. Additionally, we continued to broaden the scope of the global commodities business in terms of product, geography, and
linkage to the broader client franchise, including trading in oil and metals and geographically in the Pacific Rim.

On December 24, 2007, we announced that we had reached an agreement to sell most of Merrill Lynch Capital, a wholly owned middle
market commercial financing business within FICC to GE Capital. This transaction reflects our continued strategic focus on divesting
non-core assets and optimizing capital allocation across businesses. The sale was completed on February 4, 2008.
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In Equity Markets, we continued to enhance our leading cash equity trading platform by adding to our portfolio and electronic trading
capabilities through additional investments in personnel and technology. We also made progress in our global equity-linked trading
business, another key area of investment by expanding our product groups in Europe and the Pacific Rim. Our global markets financing
and services business, which includes prime brokerage, continued to expand its products to include additional synthetic offerings. The
strategicrisk group, ourdistinct proprietary trading business, also continued investments in personnel and infrastructure that provided
the capabilities to take risk when market opportunities arose. We also continued to make significant new investments in our global
private equity business, expand globally and leverage ourglobalinvestment banking coverage. Overall, ourequity business continued to
strengthen its linkages with our GWM business.

In Investment Banking, we continued to expand our origination and advisory capabilities, adding to our global headcount in a targeted
manner to improve the breadth and depth of our client franchise. During 2007, we focused on strengthening our footprint in emerging
markets. In addition to traditional underwriting and advisory services, we also increasingly provided clients with integrated, multi-
faceted solutions that span geographies, asset classes and products such as private equity, derivatives and commodities. We made
significant progress increasing linkages with our GWM business.

GMI’s Results of Operations

% CHANGE
2007 VS. 2006 VS.
(DOLLARS IN MILLIONS) 2007 2006 2005 2006 2005
Global Markets
FICC $ (15,873) $ 7,552 $ 5,798 N/M 30%
Equity Markets 8,286 6,730 4,356 23% 54
Total Global Markets revenues, net of interest
expense (7,587) 14,282 10,154 N/M 41
Investment Banking
Origination:
Debt 1,550 1,704 1,424 (9) 20
Equity 1,629 1,220 952 34 28
Strategic Advisory Services 1,740 1,099 882 58 25
Total Investment Banking revenues, net of interest
expense 4,919 4,023 3,258 22 23
Total GMI revenues, net of interest expense (2,668) 18,305 13,412 N/M 36
Non-interest expenses before one-time
compensation expenses 13,677 11,644 8,744 17 33
One-time compensation expenses - 1,369 - N/M N/M
Pre-tax (loss)/earnings from continuing
operations $ (16,345) $ 5,292 $ 4,668 N/M 13
Pre-tax profit margin N/M 28.9% 34.8%
Total full-time employees 12,300 9,500 7,700

N/M = Not Meaningful

GMI’s 2007 net revenues were negative $2.7 billion, down significantly from the record net revenues recorded in 2006. Pre-tax loss from
continuing operations was $16.3 billion, compared to record earnings from continuing operations of $5.3 billion in the prior-year period.
The 2007 loss was primarily driven by netwrite-downs of $20.6 billion related to U.S. ABS CDOs and sub-prime mortgages and securities,
and $2.6 billion related to increased credit valuation adjustments against financial guarantor counterparties related to U.S. ABS CDOs.
GMI’s 2007 net revenues also included a gain of approximately $1.9 billion due to the impact of the widening of Merrill Lynch’s credit
spreads on the carrying value of certain of our long-term liabilities.

GMI’s 2006 net revenues were $18.3 billion, up 36% from the prioryear. Pre-tax earnings of $5.3 billion and pre-tax profit margin of 28.9%
included $1.4 billion in one-time compensation expenses incurred in the first quarter of 2006. Excluding these one-time compensation
expenses, pre-tax earnings for 2006 were $6.7 billion, up 43% from the prior year, and the pre-tax profit margin was 36.4%, compared to
34.8% in 2005. Refer to Note 1 to the Consolidated Financial Statements for further detail on the one-time compensation expenses. See
Exhibit 99.1, filed with our 2007 Form 10-K, for a reconciliation of non-GAAP measures. GMI’s growth in net revenues and pre-tax
earnings in 2006 were a result of increased revenues in FICC, Equity Markets and Investment Banking.

Fixed Income, Currencies and Commodities (FICC)
FICC net revenues include principal transactions and net interest profit (which we believe should be viewed in aggregate to assess
trading results), commissions, revenues from principal investments, and other revenues.
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For 2007, FICC netrevenues were negative $15.9 billion as strong revenuesin global rates and global currencies were more than offset by
declines in global credit and global structured finance and investments businesses, as discussed below. FICC’s 2007 net revenues
include a net benefit of approximately $1.2 billion related to changes in our credit spreads on the carrying value of certain of our long-
term liabilities.

During 2007, FICC was adversely impacted by the deterioration in the credit markets evidenced by lower levels of liquidity, reduced price
transparency, increased volatility and a weaker U.S. housing market. The combination of these market conditions resulted in
approximately $20.6 billion of net write-downs in 2007 related to our U.S. ABS CDOs, as well as our U.S. sub-prime residential
mortgage-related assets including whole loans, warehouse lending, residual positions, residential mortgage-backed securities and
sub-prime related securities held in our U.S. banks investment securities portfolio. FICC net revenues also included credit valuation
adjustments related to our hedges with financial guarantors of negative $3.1 billion including negative $2.6 billion related to U.S. super
senior ABS CDOs. These amounts reflect the write-down of ourcurrent exposure to a non-investment grade counterparty fromwhichwe
had purchased hedges covering a range of asset classes including U.S. super senior ABS CDOs.

Toalesserextent, FICC netrevenueswere alsoimpacted by write-downs related to our corporate and financial sponsor, non-investment
grade lending commitments and write-downs related to commercial real estate exposures.

Partially offsetting these losses were strong performances in ourglobal rates and global currencies businesses, whichwere up 77% and
36%, respectively, comparedtothe prioryear. Our rates business benefited from strong client flow in interest rate swaps and options and
waswell positioned to take advantage of increases in both market and interest rate volatility. We also generated strong results from both
the flow derivative and short-terminterest rate trading businesses. Our global currencies business performed wellin all regions, where
we were well positioned to take advantage of favorable market conditions, increased volatility and increased client flow. Our global
commodities business results were down 26% from the prior year due to limited trading opportunities in commodity markets.

In2006, FICC netrevenues of $7.6 billionincreased 30% from 2005, as net revenues increased for all major products. The increases in net
revenues were primarily driven by record year-over-year results in global commodities, global credit, global currencies, and global
commercial real estate.

Equity Markets
Equity Markets net revenues include commissions, principal transaction revenues and net interest profit (which we believe should be

viewed in aggregate to assess trading results), revenues from equity method investments, changes in fair value on private equity
investments, and other revenues.

For 2007, Equity Markets net revenues were a record $8.3 billion, up 23% from the prioryear period, driven by our equity-linked business
which was up nearly 80%, global cash equity trading business which was up over 30% and global markets financing and services
business, which includes prime brokerage, which was up over 45%. Results in our global cash equity trading business were driven by
volume growth in our electronic trading business, which increased 90% over 2006. Equity prime broker balances increased over 50%
from 2006. Ourequity-linked businessincreased over 2006 due to client related activities in structured products and index options. These
increases in Equity Markets net revenues for the year more than offset a year-over-year decline in net revenues from our global private
equity business of $1.2 billion, driven primarily by the decline in the value of our publicly traded investments. Equity Markets 2007 net
revenues include a gain of approximately $700 million related to changes in the carrying value of certain of our long-term liabilities.

Equity Markets net revenues in 2006 of $6.7 billion increased 54% from 2005 with positive results across every major line of business. The
increase in revenues was primarily driven by global private equity, the strategic risk group, global equity-linked trading and the global
markets equity financing and services business, which includes prime brokerage.

Investment Banking
For 2007, Investment Banking net revenues were a record $4.9 billion, up 22% from the prior-year period. The increases in strategic
advisory services and equity origination, more than offset a decline in debt origination revenues.

Origination
Origination revenues represent fees earned from the underwriting of debt, equity and equity-linked securities as well as loan
syndication fees.

For 2007, origination revenues were $3.2 billion, up 9% from 2006. Equity origination revenues were up 34% compared with 2006, while
debtorigination revenues were down 9%. The increase inrevenues forequity origination compared to the prior-year period was primarily
related toanincrease in dealvolume for the first half of 2007, partially offset by the industry-wide slowdown in activity during the second
half of 2007. Debt origination experienced similar trends with deal volume increasing for the first half of 2007, while the industry-wide
slowdown in activity during the second half of 2007 more than offset the increases in the first half of the year.
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In 2007 we purchased approximately $3 billion of perpetual convertible preferred shares issued by a key client, in a non-strategic capital
markets transaction that enabled the client to raise funds to retire a previously issued series of preferred stock. We intend to hold this
investment for a substantial period of time and to utilize appropriate risk management techniques to limit the impact of the change in
value of the securities on our financial position and results of operations. The revenues associated with this transaction have been
included in GMI’s equity origination and equity markets businesses and recorded in principal transactions in the accompanying
Consolidated Statement of (Loss)/Earnings for the year ended December 28, 2007.

Origination revenues in 2006 were $2.9 billion, up 23% from 2005, driven by increased overall origination activity and our improved
market share during 2006. Debt origination revenues set a new record at $1.7 billion, increasing 20% from 2005.

Strategic Advisory Services

The firm’s 2007 strategic advisory services revenues, which include mergerand acquisition and other advisory fees, increased 58% from
the year-ago period, to $1.7 billion, on increased overall deal volume as well as an increase in our share of completed merger and
acquisition volume. Revenues for the year included our role as sole advisor to the consortium including The Royal Bank of Scotland,
Fortis and Banco Santander on their acquisition of ABN AMRO.

Strategic advisory services revenues were $1.1 billion in 2006, up 25% from 2005 on increased transaction volumes.
For additional information on GMI's segment results, refer to Note 2 to the Consolidated Financial Statements.

Global Wealth Management

GWM, our full-service retail wealth management segment, provides brokerage, investment advisory and financial planning services,
offering a broad range of both proprietary and third-party wealth management products and services globally to individuals, small- to
mid-size businesses, and employee benefit plans. GWM is comprised of GPC and GIM.

GPC provides a full range of wealth management products and services to assist clients in managing all aspects of their financial profile
through the Total Merrill™ platform. Total Merrill™is the platform for GPC’s core strategy offering investment choices, brokerage, advice,
planning and/or performance analysis to its clients. GPC’s offerings include commission and fee-based investment accounts; banking,
cash management, and credit services, including consumer and small business lending and Visa® cards; trust and generational
planning; retirement services; and insurance products. GPC services individuals and small- and middle-market corporations and
institutions through approximately 16,740 FAs and 200 First Republic relationship managers in 735 offices around the world as of
December 28, 2007.

GIM includes our interests in creating and managing wealth management products, including alternative investment products for
clients. GIM also includes our share of net earnings from our ownership positions in other investment management companies,
including BlackRock.

Global Private Client

Investment Brokerage and Advisory Services

We provide comprehensive brokerage and advisory financial services in the United States to GPC clients principally through our FA
network. Outside the United States, we provide comprehensive brokerage and investment services and related products through a
network of offices located in 35 countries. We also offer banking and trust services, as well as investment management services, to our
clients in many countries.

To be more responsive to our clients’ needs and to enhance the quality of our clients’ experience, GPC offers a multi-channel service
model that more closely aligns our FAs with clients based on levels of investable assets. The FAs focus primarily on clients with more
than $100,000, but less than $10 million of investable assets. Private Wealth Advisors who have completed a rigorous accreditation
program focus primarily on clients with more than $10 million of investable assets. GPC’s Financial Advisory Center, a team-based
service platform with client access by telephone and internet, is focused primarily on U.S. clients with less than $100,000 of investable
assets. GPC also uses International Financial Advisory Centers to more effectively serve non-U.S. clients with lower levels of
investable assets.

To help align products and services to each client’s specific investment requirements and goals, GPC offers a choice of traditional
commission-based investment accounts, a variety of asset-priced investment advisory services and self-directed online accounts.
Assets in GPC accounts totaled $1.75 trillion at December 28, 2007, an 8% increase from December 29, 2006, due primarily to net new
money and market appreciation.

Individual clients access the full range of GPC brokerage and advisory services through the Cash Management Account® (“CMA®”), a
product that combines investment and cash management transactions, as well as Visa® cards, check writing and ATM access. At the end
of 2007, there were approximately 2.3 million CMA® accounts with aggregate assets of approximately $809 billion. Small- and medium-
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sized businesses obtain a wide range of securities account and cash management services through the Working Capital Management
Account® (“WCMA account”) and related services. The WCMA account combines business checking, investment and electronic funds
transfer services into one account for participating business clients. At the end of 2007, there were approximately 115,400 WCMA
accounts with aggregate assets of more than $126 billion.

GPC provides electronic brokerage services through Merrill Lynch Direct®, an internet-based brokerage service for U.S. clients
preferring a self-directed approach to investing. Merrill Lynch Direct® offers trading of equities, mutual funds and select fixed income
securities, access to our proprietary research as well as other research, and a variety of online investing tools.

Banking, Trust and Insurance Services

GPC clients place deposits in our banking entities which are used for lending and investment activities. GPC also has a number of
different business lines including residential mortgage financing, small and mid-size business lending and securities-based lending.
GPC also sells life insurance and annuity products and provides personal trust, employee benefit trust and custodial services for its
clients. These activities are conducted through our various bank, life insurance agency and trust subsidiaries and are more fully
described in the Activities of Principal Subsidiaries section.

Retirement Services

The Merrill Lynch Retirement Group is responsible for approximately $442 billion in retirement assets for approximately 6.5 million
individuals. This group provides a wide variety of investment and custodial services to individuals in the United States through Individual
Retirement Accounts (“IRAs”) or through one of approximately 39,000 workplace-based retirement programs serviced by the group. We
also provide investment, administration, communications and consulting services to corporations and their employees for their
retirement programs. These programs include equity award and executive services, 401(k), pension, profit-sharing and non-qualified
deferred compensation plans, as well as other retirement benefit plans. In addition, we offer Merrill Lynch Advice Access®, an investment
advisory service for individuals in retirement plans that provides plan participants with the option of obtaining advice through their local
FA, an advisor at the Financial Advisory Center or through our Benefits Online® website.

Global Investment Management

GIM creates and manages various investment products for clients. GIM’s results include revenues derived from those activities, as well
as our share of earnings from our ownership positions in other investment management companies, including our investment
in BlackRock.

Alternative Investments

Through its alternative investments business, GIM creates and manages a broad array of alternative investment choices for clients.
Unlike traditional investments such as mutual funds, whose performance is largely dependent on the direction of the broader market,
many alternative investment strategies seek positive returns in any market or economic environment. Our alternative investments
business offers a range of investment choices, including offering qualified high-net-worth clients access to a wide range of hedge
fund strategies.

BlackRock

We own a 45% voting interest and approximately half of the economic interest of BlackRock, which is one of the world’s largest publicly
traded investment management firms with approximately $1.4 trillion in assets under management at the end of 2007. BlackRock
manages assets on behalf of institutions and individuals worldwide through a variety of equity, fixed income, cash management, and
alternative investment products.

GWM'’s 2007 Developments

GWM continued to focus on growth initiatives during 2007, driving operating leverage through a strategy of revenue and product
diversification, annuitization, client segmentation, growth in client assets, the hiring of additional FAs, and investments to improve
productivity. Approximately 860 FAs were added during 2007, and productivity per FA increased over 2006. The growth in FAs came
through recruiting efforts and the continued low rate of turnover among our most productive FAs. GWM continues to make investments
to carefully expand both within and outside the United States, where we believe substantial opportunity for growth exists in a number
of markets.

On September 21, 2007, we acquired all of the outstanding common shares of First Republic in exchange for a combination of cash and
stock for a total transaction value of $1.8 billion. First Republic, which now operates as a division of Merrill Lynch Bank & Trust Co. FSB,
provides personalized, relationship-based banking services, including private banking, private business banking, real estate lending,
trust, brokerage and investment management. The results of operations of First Republic have been included in GWM since the
transaction closed. Refer to Note 16 to the Consolidated Financial Statements for additional information.

On December 28, 2007, we sold MLIG to AEGON for $1.3 billion, which resulted in an after-tax gain of $316 million in discontinued
operations. We will maintain a strategic business relationship with AEGON in the areas of insurance and investment products, and will
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continue to serve the insurance needs of ourclients through our core distribution and advisory capabilities. We have included results for
MLIG withindiscontinued operations forall periods presented. We previously reported the results of MLIG in the GWM business segment.
Refer to Note 17 to the Consolidated Financial Statements for additional information.

GWM Results of Operations

% CHANGE
2007 VS. 2006 VS.

(DOLLARS IN MILLIONS) 2007 2006 2005 2006 2005
GPC

Fee-based revenues $ 6,278 $ 5,499 $ 4,743 14% 16%

Transactional and origination revenues 3,887 3,397 3,264 14 4

Net interest profit and related hedges" 2,318 2,103 1,763 10 19

Other revenues 416 301 310 38 (3)
Total GPC revenues, net of interest expense 12,899 11,300 10,080 14 12
GIM

Total GIM revenues, net of interest expense 1,122 541 409 107 32
Total GWM revenues, net of interest expense 14,021 11,841 10,489 18 13
Non-interest expenses before one-time

compensation expenses 10,391 9,270 8,422 12 10
One-time compensation expenses - 281 - N/M N/M
Pre-tax earnings from continuing operations $ 3,630 $ 2,290 $ 2,067 59 "
Pre-tax profit margin 25.9% 19.3% 19.7%
Total full-time employees 31,000 28,400 26,900
Total Financial Advisors 16,740 15,880 15,160

N/M = Not Meaningful
(1) Includes interest component of non-qualifying derivatives which are included in other revenues on the Consolidated Statements of (Loss)/Earnings.

GWM’s net revenues in 2007 were $14.0 billion, an increase of 18% over the prior year, reflecting strong growth in both GPC and GIM’s
businesses. GWM generated $3.6 billion of pre-tax earnings from continuing operations, up 59% from the prior year. The pre-tax profit
margin was 25.9% in 2007, compared with 19.3% in the prioryear. Our share of the after-tax earnings of BlackRock is included in the GIM
portion of GWM revenues for the full year of 2007, but for only the fourth quarter of 2006, as the BlackRock merger occurred on
September 29, 2006.

GWM'’s netrevenues in 2006 were $11.8 billion, anincrease of 13% over 2005, reflecting strong growth in both GPC and GIM’s businesses,
aswellastheinclusion of our share of fourth quarter 2006 after-tax earnings of BlackRock. Pre-tax earnings were up 11%to $2.3 billion.

Assets in annuitized-revenue products atyear-end 2007 were $655 billion, up 7% from 2006, driven by both market appreciation and net
inflows. Total client assets in GWM accounts ended the year at $1.75 trillion. Total net new money was $80 billion in 2007, up 33% from
2006. Thiswas the highest fullyear net new money inflowin oversixyears andincluded higherthan normalinflows into money funds and
other low risk asset classes, consistent with clients seeking to reduce their risk exposure during the difficult second half of the year.
GWM’s net inflows of client assets into annuitized-revenue products were $38 billion in 2007, down 21% from 2006 due to regulatory
changes that resulted in our decision to no longer offer fee-based brokerage accounts.

In March 2007, the U.S. Court of Appeals for the District of Columbia Circuit held that the SEC exceeded its rulemaking authority with
respect to Rule 202(a)(11)-1 of the Investment Advisers Act of 1940 (the “Fee-Based Rule”). The Fee-Based Rule generally exempted
certainbroker-dealers fromthe requirementtoregisterasinvestmentadvisers underthe Advisers Actwith respecttothe offering of fee-
based brokerage services. Inits decision, the court overturned the Fee-Based Rule in its entirety. During the third quarter of 2007, after
review of this decision with representatives of the SEC, we informed clients of our decision to no longer offer our Merrill Lynch Unlimited
Advantage® (“MLUA”) account, and our Financial Advisors worked with MLUA clients to transfer their assets to an alternative account
platform. During the fourth quarter of 2007, more than $100 billion of client assets were transitioned from MLUA accounts into other
account platforms with approximately 75% transitioning into other fee-based accounts. While the remaining 25% of client assets
migrated to traditional commission-based accounts, virtually no client assets were transferred outside of Merrill Lynch. Excluding the
impact of the MLUA transition, net new money into annuitized-revenue products would have been over $20 billion higher in 2007. While
this decision affected certain of our service offerings to certain clients, we do not expect it to have a material impact on our future
financial results.

Global Private Client
GPC generated record net revenues of $12.9 billion in 2007, up 14% from the prior year, as revenues increased in every major revenue
category. GPC’s net revenues were $11.3 billion in 2006, up 12% from the prior year. Both 2007 and 2006 increases in net revenues were
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due to higher asset values and strong flows into fee-based products, as well as higher net interest profit and transactional and
origination revenues.

In 2007, GPC added a net of 860 FAs, driven by continued retention of current FAs and recruitment of new FAs, as GPC continued to
successfully execute its strategy for recruiting and training high-quality FAs.

A detailed discussion of GPC’s revenues follows:

Fee-Based Revenues

Fee-based revenues primarily consist of portfolio service fees that are derived from accounts that charge an annual fee based on net
asset value (generally billed quarterly in advance based on prior quarter asset values), such as Merrill Lynch Consults® (a separately
managed account product) and prior to 2007 year-end, Unlimited Advantage® (a fee-based brokerage account). Fee-based revenues also
include commissions related to distribution fees on mutual funds, asset-based commissions from insurance products and taxable and
tax-exempt money market funds, and fixed annual account fees and other account-related fees (these commissions are included in
commissions revenues on the Consolidated Statements of (Loss)/Earnings).

GPC generatedarecord $6.3 billion of fee-based revenuesin 2007, up 14% from 2006. In 2006, fee-based revenues totaled $5.5 billion, up
16% from 2005. Both 2007 and 2006 increases in fee-based revenues were due to higher market values and strong flows into
annuitized-revenue products.

The value of client assets in GWM accounts at year-end 2007, 2006 and 2005 follows:

(DOLLARS IN BILLIONS) 2007 2006 2005
Assets in client accounts:
u.s $ 1,586 $ 1,483 $ 1,341
Non-U.S. 165 136 117
Total $1,751 $1,619 $ 1,458
Assets in Annuitized-Revenue Products $ 655 $ 611 $ 528

Transactional and Origination Revenues

Transactionalandoriginationrevenuesinclude certaincommission revenues, such as those that arise fromagencytransactionsin listed
and OTC equity securities, mutual funds, and insurance products. These revenues also include principal transactions which primarily
represent bid-offer revenues on government bonds and municipal securities, as well as new issue revenues which include selling
concessions on newly issued debt and equity securities, including shares of closed-end funds.

Transactionaland origination revenues were $3.9 billionin 2007, up 14% from 2006, primarily due to higher client transaction volumesin
secondary markets, particularly outside the United States, as well as growth in origination activity across all products. In addition,
transactional and origination revenues included $168 million related to the termination of various agreements under which we were no
longer obligated to provide future support and informational services related to origination activities.

Transactional and origination revenues were $3.4 billion in 2006, up 4% from the prior year with increases in both transaction-related
revenues and origination revenues.

Net Interest Profit and Related Hedges

Netinterest profit (interest revenues less interest expenses) and related hedges include GPC’s allocation of the interest spread earnedin
our banking subsidiaries fordeposits, aswellasinterest earned, net of provisions for loan losses, on securities-based loans, mortgages,
small- and middle-market business and other loans, corporate funding allocations, and the interest component of non-qualify-
ing derivatives.

GPC’s netinterest profitand related hedges were $2.3 billionin 2007, up 10% from 2006, primarily due to higher netinterest revenue from
deposits and additional interest from First Republic since the date of acquisition on September 21, 2007. GPC’s net interest profit and
related hedges were $2.1 billion in 2006, up 19% from 2005. The 2006 increase primarily reflected higher margins on deposits resulting
from rising short-term interest rates and lower provisions for loan losses associated with the small- and middle-market business
loan portfolio.

Other Revenues
GPC’s other revenues were $416 million in 2007, up 38% from 2006, primarily due to additional revenues from the distribution of mutual
funds and foreign exchange gains.

GPC’s other revenues were $301 million in 2006, down 3% from 2005, due in part to lower mortgage-related revenues.
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Global Investment Management

GIMincludesrevenuesfromthe creationand managementof hedge fund and otheralternative investment products forclients, aswell as
our share of net earnings from our ownership positions in other investment management companies, including BlackRock. Under the
equity method of accounting, an estimate of the net earnings associated with our approximately 50% ownership interest in BlackRock is
recorded in the GIM portion of the GWM segment.

GIM’s 2007 revenues of $1.1 billion were up 107% from 2006, driven by the inclusion of revenues for a full year from our investment in
BlackRock, and to a lesserextentincreases in revenues from ourinvestments in other alternative asset management companies. GIM’s
2006 revenues of $541 million were up 32% from 2005, primarily due to the inclusion of revenues from our ownership position in
BlackRock, as well as growth in revenues from our investments in other alternative asset management companies.

Merrill Lynch Investment Managers

On September 29,2006, we merged MLIM with BlackRock in exchange for a total of 65 million common and preferred sharesin the newly
combined BlackRock, representing an economic interest of approximately half. Following the merger, the MLIM business segment
ceased to exist, and under the equity method of accounting, an estimate of the net earnings associated with our ownership position in
BlackRock is recorded in the GIM portion of the GWM segment.

% CHANGE
2006 VS.
(DOLLARS IN MILLIONS) 2006 2005 2005
MLIM
Asset management fees $1,560 $1,573 (%
Commissions 83 105 (21)
Other revenues 257 129 99
Total MLIM net revenues, net of interest expense 1,900 1,807 5
Non-interest expenses before one-time compensation expenses 1,154 1,221 (5)
One-time compensation expenses 109 - N/M
Pre-tax earnings from continuing operations $ 637 $ 586 9
Pre-tax profit margin 33.5% 32.4%
Total full-time employees - 2,600

N/M = Not Meaningful
(1) 2006 results include only nine months of operations prior to the BlackRock merger at the end of the third quarter of 2006.

MLIM’s net revenues for 2006, reflecting only nine months of operations, increased 5% over those for the full year 2005, to $1.9 billion,
driven by strong net sales and asset appreciation. Pre-taxearnings of $637 million, reflecting only nine months of operations, and pre-tax
profit margin of 33.5% included $109 million in one-time compensation expenses incurred in 2006. Excluding these one-time
compensation expenses, pre-tax earnings were $746 million, increasing 27% over the prior year, and the pre-tax profit margin
was 39.3%, up nearly 7 percentage points from 32.4% in 2005. Refer to Note 1 to the Consolidated Financial Statements for further detail
on the one-time compensation expenses. See Exhibit 99.1, filed with our 2007 Form 10-K, for a reconciliation of non-GAAP measures.

Asset Management Fees

Asset management fees primarily consisted of fees earned from the management and administration of retail mutual funds and
separately managed accounts for retail investors, as well as institutional funds such as pension assets. Asset management fees also
included performance fees, which are generated in some cases by separately managed accounts and institutional money management
arrangements.

Asset management fees for the first nine months of 2006 were $1.6 billion, down slightly from the full year revenues in 2005, but up 37%
from the first nine months of 2005, driven by strong net sales and asset appreciation.

Commissions

Commissions for MLIM principally consisted of distribution fees and contingent deferred sales charges (“CDSC”) related to mutual
funds. The distribution fees represented revenues earned for promoting and distributing mutual funds, and the CDSC represented fees
earned when a shareholder redeemed shares prior to the required holding period. Commission revenues were $83 million for the first
nine months of 2006, down 21% from the full year of 2005, but up 5% from the first nine months of 2005.

Other Revenues
Other revenues primarily included net interest profit, investment gains and losses and revenues from consolidated investments. Other
revenues totaled $257 million for the first nine months of 2006, up from $129 million for the full year of 2005 reflecting increased

investment gains from consolidated investments.
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Geographic Information
Our operations are organized into five regions which include: the United States; Europe, Middle East, and Africa (“EMEA”); Pacific Rim;
Latin America; and Canada. Revenues and expenses are generally recorded based on the location of the employee generating the
revenue or incurring the expense without regard to legal entity. The information that follows, in management’s judgment, provides a
reasonable representation of each region’s contribution to the consolidated net revenues:

% CHANGE
2007 VS. 2006 VS.
(DOLLARS IN MILLIONS) 2007 2006 2005 2006 2005
Revenues, net of interest expense
Europe, Middle East, and Africa (EMEA) $ 5,973 $ 6,896 $ 4,755 (13)% 45%
Pacific Rim 5,065 3,703 2,692 37 38
Latin America 1,401 1,009 841 39 20
Canada 430 386 228 1" 69
Total Non-US 12,869 11,994 8,516 7 41
United States®@® (1,619) 21,787 16,761 N/M 30
Total $ 11,250 $ 33,781 $ 25,277 (67) 34

N/M = Not Meaningful

(1) 2006 resultsinclude net revenues earned by MLIM of $1.9 billion, whichinclude non-U.S. net revenues of $1.0 billion. 2005 results include net revenues earned by MLIM of $1.8 billion, which include
non-U.S. net revenues of $0.8 billion.

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

(3) 2006 U.S. net revenues include a gain of approximately $2.0 billion, resulting from the closing of the BlackRock merger.

(4) 2007 U.S. netrevenues include write-downs of $23.2 billion related to U.S. ABS CDOs, U.S. sub-prime residential mortgages and securities, and credit valuation adjustments related to hedges with
financial guarantors on U.S. ABS CDOs.

Non-U.S. net revenues for 2007 increased to a record $12.9 billion, up 7% from 2006. This increase was mainly attributable to higher net
revenues generated from the Pacific Rim and Latin America regions, partially offset by a decrease in EMEA. Growth in non-U.S. net
revenues was generated across all major businesses in 2007. For GMI, non-U.S. net revenues increased 16% from the prior year. For
GWM, non-U.S. net revenues increased 24% from 2006 and represented 11% of the total GWM net revenues.

Net revenues in EMEA were $6.0 billion in 2007, a decrease of 13% from 2006, which included MLIM net revenues of approximately
$775 million. The decrease from the prior year was also driven by lower net revenues from GMI, mainly within FICC. Within our FICC
business, we experienced lower net revenues primarily driven by our structured finance and commercial real estate businesses. In
addition, net revenues from our private equity business declined in 2007 by approximately $400 million compared to 2006. These
decreases were partially offset by higher net revenues in our Equity Markets business reflecting strong performances from equity-
linked, financing and services (which includes prime brokerage), and cash equities trading activities. Investment Banking net revenues
increased from ayear ago as increases from our strategic advisory services and equity origination activities more than offset declines in
our debt origination.

Net revenues in EMEA were $6.9 billion in 2006, up 45% from 2005. This increase resulted from higher net revenues throughout GMI
businesses. Within FICC, higher net revenues were driven by increases from commodities, credit related and structured finance
activities, while Equity Markets’ strong results reflected increases from equity-linked and cash equities trading activities. Private equity
netrevenues increased over $200 million in 2006 compared to 2005. Investment Banking net revenues were higher across all areas with
the strongest increase generated from debt origination.

Netrevenuesinthe Pacific Rimwere $5.1 billionin 2007, anincrease of 37% from 2006. These results reflected increases across multiple
businesses and products within GMI and GWM. Within GMI, higher net revenues in Equity Markets were driven by our equity-linked and
cash equities trading activities, while higher net revenues in FICC were primarily driven by commercial real estate. GWM net revenues
rose 27% to over $500 million in 2007.

Netrevenues in the Pacific Rimwere $3.7 billion in 2006, an increase of 38% from 2005, mainly reflecting growth across GMI businesses.
In FICC, higher net revenues primarily reflected increases from our commercial real estate business as well as our rates and currency
trading activities. Increased net revenues in Equity Markets were driven by cash equities trading activities and increased net revenues
from our private equity business. Investment Banking net revenues increased across all activities with the most significant increase
generated from equity origination.

Net revenues in Latin America increased 39% in 2007, reflecting strong results in both our GMI and GWM businesses. In GMI, all
businesses generated higher net revenues with the most significantincreases resulting from FICC creditand currency trading activities.

Net revenues in Canada increased 11% in 2007, due to strong results in our GMI businesses.

U.S. net revenues were negative $1.6 billion in 2007, down from $21.8 billion in 2006, which included a $2.0 billion gain related to the
BlackRock mergerand approximately $900 million of net revenues from MLIM. The decreases were mainly driven by lower net revenues
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in GMI, primarily within our FICC business. See the FICC results of operations section for further information. In Equity Markets net
revenues increased in 2007 driven by increased gains of approximately $700 million arising from the widening of Merrill Lynch credit
spreads on certain of our long-term liabilities and increases from equity-linked, financing and servicing and cash equities trading.
Investment Banking net revenues increased year-over-year as strong strategic advisory and equity origination activities offset lower net
revenues fromdebtorigination, primarily leveragedfinance. The overall decline in GMI net revenues was partially offset by strong results
from our GWM business, which generated net revenues of $12.3 billion, an increase of 19% from 2006.

In 2006, U.S. net revenues were $21.8 billion, which included the one-time gain arising from the merger of MLIM with BlackRock,
increased 30% compared to 2005 reflecting increases across all GMI businesses and GWM. Equity Markets strong results in 2006
reflected increased net revenues from our private equity business and equity-linked trading activities. Investment Banking higher net
revenues in 2006 reflected increases across all businesses, while FICC’s increased net revenues in 2006 were driven by credit trading

activities. GWM generated net revenues of $10.4 billion in 2006, an increase of 14% from 2005.

Consolidated Balance Sheets

We continuously monitor and evaluate the size and composition of the Consolidated Balance Sheet. The following table summarizes the

year-end and average balance sheets for 2007 and 2006:

DEC. 28, 2007 DEC. 29, 2006
(DOLLARS IN MILLIONS) 2007 AVERAGE'™ 2006 AVERAGE'
Assets
Trading-Related
Securities financing assets $ 400,002 $ 490,729 $ 321,907 $ 362,090
Trading assets 234,669 254,421 203,848 193,911
Other trading-related receivables 95,753 93,556 71,621 69,510
730,424 838,706 597,376 625,511
Non-Trading-Related
Cash 64,345 54,068 45,558 37,760
Investment securities 82,532 85,982 83,410 70,827
Loans, notes, and mortgages, net 94,992 81,704 73,029 70,992
Other non-trading assets 47,757 52,150 41,926 43,012
289,626 273,904 243,923 222,591
Total assets $ 1,020,050 $1,112,610 $ 841,299 $ 848,102
Liabilities
Trading-Related
Securities financing liabilities $ 336,876 $ 459,827 $ 291,045 $ 332,741
Trading liabilities 123,588 146,073 98,862 117,873
Other trading-related payables 91,550 107,198 75,622 80,238
552,014 713,098 465,529 530,852
Non-Trading-Related
Short-term borrowings 24,914 20,231 18,110 17,104
Deposits 103,987 88,319 84,124 81,109
Long-term borrowings 260,973 211,118 181,400 141,278
Junior subordinated notes (related to trust preferred securities) 5,154 4,263 3,813 3,091
Other non-trading liabilities 41,076 36,180 49,285 37,251
436,104 360,111 336,732 279,833
Total liabilities 988,118 1,073,209 802,261 810,685
Total stockholders’ equity 31,932 39,401 39,038 37,417
Total liabilities and stockholders’ equity $ 1,020,050 $ 1,112,610 $ 841,299 $ 848,102

(1) Averages represent ourdaily balance sheet estimates, which may not fully reflect netting and other adjustments included in period-end balances. Balances for certain assets and liabilities are not

revised on a daily basis.

Theincreases in trading-related assets and liabilities as of December 28, 2007, when compared to December 29, 2006, primarily reflect
higher levels of securities financing activity, which includes increased client matched-book transactions. We continued to expand our
prime brokerage business during the year, which resulted in increases in securities financing transactions.

The increase in non-trading related assets as of December 28, 2007, when compared to December 29, 2006, primarily relates to an
increase in loans, notes, and mortgages and cash. The increase in loans, notes, and mortgages primarily relates to the origination of
commercial loans, and to a lesser extent, residential mortgages, which included loans associated with our First Republic acquisition.
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Theincreaseincashis primarily driven by issuances of long-term borrowings. See the Cash Flows sectionin our MD&A for further details
on changes in cash. Non-trading related liabilities were higher as of December 28, 2007, when compared to December 29, 2006,
primarily due to increases in long-term borrowings and deposits to maintain sufficient funding to support our businesses and ensure
adequate liquidity.

Stockholders’ equity at December 28,2007 was $31.9 billion, down 18% from $39.0 billion at December 29, 2006. This decrease primarily
resulted from our net loss from continuing operations, common stock repurchases, and dividends paid, which were partially offset by
common and preferred stock issuances and the net effect of employee stock transactions.

See Note 1 to the Consolidated Financial Statements for further information on balance sheet captions.

Off-Balance Sheet Exposures
As a part of our normal operations, we enter into various off balance sheet arrangements that may require future payments. The table
below outlines the significant off balance sheet arrangements, as well as the future expirations as of December 28, 2007:

EXPIRATION
LESS THAN 1-3 3*-5 OVER 5
(DOLLARS IN MILLIONS) TOTAL 1 YEAR YEARS YEARS YEARS
Liquidity, credit and default facilities $ 43,669 $ 40,454 $ 3,143 $ 72 $ -
Residual value guarantees 1,001 74 406 115 406
Standby letters of credit and other guarantees 45,177 1,785 1,147 954 41,291

Liquidity, Credit and Default Facilities

We provide guarantees to special purpose entities (“SPEs”) in the form of liquidity, credit and default facilities. The liquidity, credit and
default facilities relate primarily to municipal bond securitization SPEs, whose assets are comprised of municipal bonds, and an asset-
backed commercial paper conduit, whose assets primarily include auto and equipment loans and lease receivables. To protect against
declinesinvalue of the assets held by the SPEs for which we provide liquidity, credit or default facilities, we may economically hedge our
exposure through derivative positions that principally offset the risk of loss of these facilities. See Notes 6 and 11 to the Consolidated
Financial Statements for further information.

Residual Value Guarantees

Residual value guarantees are primarily related to leasing SPEs where either we or a third-party is the lessee, and includes residual
value guarantees associated with the Hopewell campus and aircraft leases of $322 million. At December 28, 2007 a liability of $13 million
was recorded on the Consolidated Balance Sheet for these guarantees.

Standby Letters of Credit

We also make guaranteesto counterpartiesinthe form of standby letters of creditand reimbursementagreementsissuedin conjunction
with sales of loans originated under our Mortgage 100™ program. At December 28, 2007, we held $593 million of marketable securities as
collateral to secure these guarantees and a liability of $12 million was recorded on the Consolidated Balance Sheet.

Other Guarantees

In conjunction with certain structured investment funds, we guarantee the return of the initial principal investment at the termination
date of the fund. These funds are generally managed based on a formula that requires the fund to hold a combination of general
investments and highly liquid risk-free assets that, when combined, will resultin the return of principal at the maturity date unless there
is a significant market event. At December 28, 2007 a liability of $7 million was recorded on the Consolidated Balance Sheet for
these guarantees.

We also provide indemnifications related to the U.S. tax treatment of certain foreign tax planning transactions. The maximum exposure to
loss associated with these transactions is $167 million; however, we believe that the likelihood of loss with respect to these
arrangements is remote. At December 28, 2007 no liabilities were recorded on the Consolidated Balance Sheet for these guarantees.

In connection with residential mortgage loan and other securitization transactions, Merrill Lynch typically makes representations and
warranties about the underlying assets. If there is a material breach of such representations and warranties, Merrill Lynch may have an
obligationtorepurchase the assets orindemnify the purchaseragainstany loss. For residential mortgage loan and other securitizations,
the maximum potentialamount that could be required to be repurchased is the current outstanding asset balance. Specifically related to
First Franklin activities, there is currently approximately $40 billion of outstanding loans that First Franklin sold in various asset sales
and securitization transactions over the last 36 months. Merrill Lynch has recognized a liability of approximately $520 million at
December 28, 2007 arising from these residential mortgage sales and securitization transactions.
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Derivatives

Merrill Lynch records all derivative transactions at fair value on its Consolidated Balance Sheets. Merrill Lynch does not monitor its
exposure to derivatives based on the theoretical maximum payout because that measure does not take into consideration the probability
of the occurrence. Additionally, the notional value is not a relevant indicator of Merrill Lynch’s exposure to these contracts, as it is not
indicative of the amount that will be owed on the contract. Instead, a risk framework is used to define risk tolerances and establish limits
to help to ensure that certain risk-related losses occur within acceptable, predefined limits. Since derivatives are recorded on the
Consolidated Balance Sheets at fairvalue and the disclosure of the notional amounts is not a relevantindicator of risk, notionalamounts
are not provided for the off-balance sheet exposure on derivatives. Derivatives that meet the definition of a guarantee under FIN 45,
Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indebtedness of Others, are included in Note 11 to the
Consolidated Financial Statements.

We also fund selected assets, including CDOs and CLOs, via derivative contracts with third party structures that are not consolidated on
ourbalance sheets. Of the total notionalamount of these total return swaps, approximately $24 billion is term financed through facilities
provided by commercial banks, $35 billion of long term funding is provided by third party special purpose vehicles and $11 billion is
financed with asset backed commercial paper conduits. In certain circumstances, we may be required to purchase these assets which
would not result in additional gain or loss to us as such exposure is already reflected in the fair value of our derivative contracts.

Inorderto facilitate clientdemand for structured credit products, we sell protection on high grade collateraland buy protection on lesser
grade collateral to certain SPEs which then issue structured credit notes.

Acting in our market making capacity, we enter into otherderivatives with SPEs, both Merrill Lynch sponsored and third party, including
interest rate swaps, credit default swaps and other derivative instruments.

Involvement with SPEs

Merrill Lynch transacts with SPEs in a variety of capacities, including those that we help establish as well as those for which we are not
involvedintheinitial formation. Merrill Lynch’s involvement with SPEs canvary and, depending upon the accounting definition of the SPE
(i.e., voting rights entity (“VRE”), VIE or QSPE), we may be required to reassess whether our involvement necessitates consolidating the
SPE or disclosing a significant involvement with the SPE. An interest in a VRE requires reconsideration when our equity interest or
managementinfluence changes, aninterestinaVIE requires reconsiderationwhen aneventoccurs thatwas notoriginally contemplated
(e.g., a purchase of the SPE’s assets or liabilities), and an interest in a QSPE requires reconsideration if the entity no longer meets the
definition of a QSPE. Refer to Note 1 to the Consolidated Financial Statements for a discussion of our consolidation accounting policies.
Types of SPEs include:

= Municipal bond securitization SPEs: SPEs thatissue medium-term paper, purchase municipal bonds as collateraland purchasea
guarantee to enhance the creditworthiness of the collateral.

= Asset-backed securities SPEs: SPEs that issue different classes of debt, from super senior to subordinated, and equity and
purchase assets as collateral, including residential mortgages, commercial mortgages, auto leases and credit card receiveables.

= ABS CDOs: SPEs that issue different classes of debt, from super senior to subordinated, and equity and purchase asset-backed
securities collateralized by residential mortgages, commercial mortgages, auto leases and credit card receivables.

= Synthetic CDOs: SPEsthatissue different classes of debt, from super senior to subordinated, and equity, purchase high grade assets
as collateral and enter into a portfolio of credit default swaps to synthetically create the credit risk of the issued notes.

= Credit-linked note SPEs: SPEs that issue notes linked to the credit risk of a company, purchase high grade assets as collateraland
enter into credit default swaps to synthetically create the credit risk to pay the return on the notes.

= Tax planning SPEs: SPEs are sometimes used to legally isolate transactions for the purpose of deriving certain tax benefits on
behalf of our clients as well as ourselves. The assets and capital structure of these entities vary for each structure.

= Trust preferred security SPEs: These SPEs hold junior subordinated debt issued by Merrill Lynch, or our subsidiaries, and issue
preferred stock on substantially the same termsto third party investors. We also provide a parent guarantee, onajunior subordinated
basis, of the distributions and other payments on the preferred stock to the extent that the SPEs have funds legally available. The debt
we issue intothe SPE is classified as long-term borrowings on our Consolidated Balance Sheets. The ML & Co. parent guarantees of
its own subsidiaries are not required to be recorded in the Consolidated Financial Statements.

= Conduits: Generally, entities that issue commercial paper and subordinated capital, purchase assets, and enter into total return
swaps or repurchase agreements with higher rated counterparties, particularly banks. The Conduits generally have a liquidity and/or
credit facility to further enhance the credit quality of the commercial paperissuance. A single seller conduit will execute total return
swaps, repurchase agreements, and liquidity and credit facilities with one financial institution. A multi-seller conduit will execute
total return swaps, repurchase agreements, and liquidity and credit facilities with numerous financial institutions. Refer to Notes 6
and 11 to the Consolidated Financial Statements for additional information on Conduits.
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Our involvement with SPEs includes off-balance sheet arrangements discussed above, as well as the following activities:

Holder of Issued Debt and Equity

Particularly in SPEs that we establish, Merrill Lynch may be the holder of debt and equity of an SPE. These holdings will be classified as
trading assets, loans, notes and mortgages or investment securities. Such holdings may change over time at the discretion of Merrill
Lynch and rarely are there contractual obligations requiring us to purchase additional debt or equity interests. Significant obligations
would be disclosed in the off balance sheet arrangements table above.

Warehousing of Loans and Securities

Warehouse loans and securities represent amounts maintained on our balance sheet that are intended to be sold into a trust for the
purposes of securitization. We may retain amounts on our balance sheet for the benefit of a CDO managed by a third party. Warehoused
loans are carried as held for sale and warehoused securities are carried as trading assets. We have significantly reduced the levels of
activity and exposure to these holdings.

Securitizations

In the normal course of business, Merrill Lynch securitizes: commercial and residential mortgage loans and home equity loans;
municipal, government, and corporate bonds; and other types of financial assets. Securitizations involve the selling of assets to SPEs,
which in turn issue debt and equity securities (“tranches”) with those assets as collateral. Merrill Lynch may retain interests in the
securitized financial assets through holding tranches of the securitization. See Note 6 to the Consolidated Financial Statements.

Structured Investment Vehicles (“SIVs”)

SIVs are leveraged investment programs that purchase securities and issue asset-backed commercial paper and medium-term notes.
These SPEs are characterized by low equity levels with partial liquidity support facilities and the assets are actively managed by the SIV
investment manager. Merrill Lynch has notbeenthe sponsororequityinvestorofany SIV. Merrill Lynch has acted as a commercial paper
or medium-term note placement agent for various SIVs.

Contractual Obligations and Commitments

Contractual Obligations
In the normal course of business, we enter into various contractual obligations that may require future cash payments. The
accompanying table summarizes our contractual obligations by remaining maturity at December 28, 2007. Excluded from this table
are obligations recorded on the Consolidated Balance Sheets that are: (i) generally short-term in nature, including securities financing
transactions, trading liabilities, derivative contracts, commercial paper and other short-term borrowings and other payables;
and (ii) deposits.

EXPIRATION

LESS THAN 1-3 3*-5 OVER 5

(DOLLARS IN MILLIONS) TOTAL 1 YEAR YEARS YEARS YEARS

Long-term borrowings $ 260,973 $ 65,040 $ 69,881 $ 43,566 $ 82,486

Contractual interest payments”’ 54,244 8,509 11,302 7,788 26,645

Purchasing and other commitments 8,142 4,035 1,177 1,242 1,688
Junior subordinated notes (related to trust preferred

securities) 5,154 - - - 5,154

Operating lease commitments 3,901 618 1,173 949 1,161

(1) Relates to estimates of future interest payments associated with long-term borrowings based upon applicable interest rates as of December 28, 2007. Excludes estimates of stated coupons, if any,
on structured notes given the difficulty in predicting the value of the underlying.

We issue U.S. dollar and non-U.S. dollar-denominated long-term borrowings with both variable and fixed interest rates, as part of our
overallfunding strategy. For furtherinformation on fundingand long-term borrowings, see the Capitaland Funding sectionin our MD&A
and Note 9 to the Consolidated Financial Statements. In the normal course of business, we enter into various noncancellable long-term
operating lease agreements, various purchasing commitments, commitments to extend credit and other commitments. For detailed
information regarding these commitments, see Note 11 to the Consolidated Financial Statements.

Asdisclosedin Note 14 of the Consolidated Financial Statements, Merrill Lynch has unrecognized tax benefits as of December 28, 2007 of
approximately $1.5 billion in accordance with FIN 48. Of this total, approximately $1.2 billion (net of federal benefit of state issues,
competent authority and foreign tax credit offsets) represents the amount of unrecognized tax benefits that, if recognized, would
favorably affect the effective tax rate in future periods. As indicated in Note 14, unrecognized tax benefits with respect to the U.S. Tax
Courtcaseandthe Japanese assessment, while paid, have beenincludedinthe $1.5billionandthe $1.2 billionamounts above. Due to the
uncertainty of the amounts to be ultimately paid as well as the timing of such payments, all FIN 48 liabilities which have not been paid
have been excluded from the Contractual Obligations table.
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Commitments
At December 28, 2007, our commitments had the following expirations:

EXPIRATION

LESS THAN 1-3 3*-5 OVER 5

(DOLLARS IN MILLIONS) TOTAL 1 YEAR YEARS YEARS YEARS

Commitments to extend credit!” $ 78,232 $ 29,141 $12,274 $ 25,628 $11,189
Commitments to enter into forward dated

resale and securities borrowing agreements 20,943 20,659 284 - -
Commitments to enter into forward dated

repurchase and securities lending agreements 41,590 37,320 4,270 - -

(1) See Note 7 and Note 11 to the Consolidated Financial Statements.

Capital and Funding

The primary objectives of our capital management and funding strategies are as follows:

= Maintain sufficient long-term capital to support the execution of our business strategies and to achieve our financial
performance objectives;

= Ensure liquidity across market cycles and through periods of financial stress; and

= Comply with regulatory capital requirements.

Long-Term Capital
Ourlong-term capital sourcesinclude equity capital, long-term borrowings and certain deposits in bank subsidiaries that we consider to
be long-term or stable in nature.

At December 28, 2007 and December 29, 2006 total long-term capital consisted of the following:

(DOLLARS IN MILLIONS) 2007 2006
Common equity"” $ 27,549 $ 35,893
Preferred stock 4,383 3,145
Trust preferred securities? 4,725 3,323
Equity capital 36,657 42,361
Subordinated long-term debt obligations 10,887 6,429
Senior long-term debt obligations® 156,370 120,122
Deposits® 85,035 71,204

Total long-term capital $ 288,949 $ 240,116

(1) Includes $3.8 billion of equity in connection with common stock issuances to Temasek and Davis.

(2) Represents junior subordinated notes (related to trust preferred securities), net of related investments. The related investments are reported as investment securities and were $429 million at
December 28, 2007 and $490 million at December 29, 2006.

(3) Excludes juniorsubordinated notes (related to trust preferred securities), the current portion of long-term borrowings and the long-term portion of other subsidiary financing thatis non-recourse
toor notguaranteed by ML & Co. Borrowings that mature in more than one year, but contain provisions whereby the holder has the option to redeem the obligations within one year, are reflected as
the current portion of long-term borrowings and are not included in long-term capital.

(4) Includes $70,246 million and $14,789 million of deposits in U.S. and non-U.S. banking subsidiaries, respectively, at December 28, 2007, and $59,341 million and $11,863 million of deposits in U.S.
and non-U.S. banking subsidiaries, respectively, at December 29, 2006 that we consider to be long-term based on our liquidity models.

At December 28, 2007, our long-term capital sources of $288.9 billion exceeded our estimated long-term capital requirements. In
addition, onapro formabasis forequity issuances completed subsequenttoyear-endand described on page 54, our pro forma long-term
capital was $297.9 billion. See Liquidity Risk in the Risk Management Section for additional information.

Equity Capital

At December 28, 2007, equity capital, as defined by Merrill Lynch, was $36.7 billion and comprised of $27.5 billion of common equity,
$4.4 billion of preferred stock, and $4.7 billion of trust preferred securities. We define equity capital more broadly than stockholders’
equityunderU.S. generallyaccepted accounting principles, aswe include othercapitalinstruments with equity-like characteristics such
astrust preferred securities. We view trust preferred securities as equity capital because they are either perpetual or have maturities of
at least 50 years at issuance. These trust preferred securities represent junior subordinated notes, net of related investments. Junior
subordinated notes (related to trust preferred securities) are reported on the Consolidated Balance Sheets as liabilities for accounting
purposes. The related investments are reported as investment securities on the Consolidated Balance Sheets.

We regularly assess the adequacy of our equity capital base relative to the estimated risks and needs of our businesses, the regulatory
and legal capital requirements of our subsidiaries, standards required by the SEC’s CSE rules and capital adequacy methodologies of
rating agencies. At December 28, 2007 Merrill Lynch was in compliance with applicable CSE standards. Refer to Note 15 to the
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Consolidated Financial Statements for additional information on regulatory requirements. We also assess the impact of our capital
structure on financial performance metrics.

We have developed economic capital models to determine the amount of equity capital we need to cover potential losses arising from
market, credit and operational risks. These models align closely with our regulatory capital requirements. We developed these
statistical risk models in conjunction with our risk management practices, and they allow us to attribute an amount of equity to each of
our businesses that reflects the risks of that business, both on- and off-balance sheet. We regularly review and periodically refine
models and other tools used to estimate risks, as well as the assumptions used in those models and tools to provide a reasonable and
conservative assessment of our risks across a stressed market cycle. We also assess the need for equity capital to support risks that we
believe may not be adequately measured through these risk models.

In addition, we consider how much equity capital we may need to support normal business growth and strategic initiatives. In the event
that we generate common equity capital beyond our estimated needs, we seek to return that capital to shareholders through share
repurchases and dividends, considering the impact on our financial performance metrics. Likewise, we will seek to raise additional
equity capital to the extent we determine it necessary.

Major components of the changes in our equity capital for 2007 and 2006 are as follows:

(DOLLARS IN MILLIONS) 2007 2006
Beginning of year $ 42,361 $ 38,144
Net (loss)/earnings (7,777) 7,499
Issuance of common stock in connection with Temasek and Davis 3,840 -
Issuance of preferred stock, net of repurchases and re-issuances 1,238 472
Issuance of trust preferred securities, net of redemptions and related investments 1,402 779
Common and preferred stock dividends (1,505) (1,106)
Common stock repurchases (5,272) (9,088)
Net effect of employee stock transactions and other"? 2,370 5,661
End of year $ 36,657 $ 42,361

(1) Includes effect of accumulated other comprehensive loss and other items.
(2) 2006 amount includes the impact of our adoption of SFAS No. 123R and related policy modifications to previous stock awards, as well as accumulated other comprehensive loss and other items.

Ourequity capital of $36.7 billion at December 28, 2007 decreased $5.7 billion, or 13%, from December 29, 2006. Equity capital decreased
in 2007 primarily as a result of net losses, common stock repurchases and dividends. The equity capital decrease was partially offset by
the issuance of common stock, the net issuance of preferred stock and trust preferred securities and the net effect of employee stock
transactions. On a pro forma basis for equity issuances completed subsequent to year-end and described below, we had $45.6 billion of
pro forma equity capital which was comprised of $29.9 billion in common equity, $11.0 billion in preferred stock and $4.7 billion in trust
preferred securities.

Common Stock

On December 24,2007, we reached agreements with each of Temasek and Davis, on behalf of various investors, to sell an aggregate of
116.7 million shares of newly issued common stock at a price of $48.00 per share, for aggregate proceeds of approximately $5.6 billion.
Temasek purchased 55 million sharesin December 2007 and the remaining 36.7 million shares in January 2008. In addition, Temasek and
its assignees exercised options to purchase an additional 12.5 million shares of ourcommon stock ata purchase price of $48.00 per share
in February 2008. Davis purchased 25 million shares in December 2007. See “Other Information (Unaudited) — Unregistered Sales of
Equity Securities, Use of Proceeds and Issuer Purchases of Equity Securities” for additional detail on these transactions.

Upon closing the First Republic acquisition on September 21, 2007, we issued 11.6 million shares of common stock as a portion of the
consideration.

On January 18, 2007, the Board of Directors declared a 40% increase in the regular quarterly dividend to 35 cents per common share.

During 2007, we repurchased 62.1 million common shares at an average repurchase price of $84.88 per share. On April 30, 2007 the
Board of Directors authorized the repurchase of an additional $6 billion of our outstanding common shares. During 2007, we had
completed the $5 billion repurchase program authorized in October 2006 and had $4.0 billion of authorized repurchase capacity
remaining underthe repurchase programauthorizedin April2007. We did not repurchase any common stock during the fourth quarterof
2007 and do not anticipate additional repurchases of common shares.

Preferred Stock

On January 15, 2008, we reached agreements with several long-term investors to sell an aggregate of 66,000 shares of newly issued
9.00% Non-Voting Mandatory Convertible Non-Cumulative Preferred Stock, Series 1, par value $1.00 per share and liquidation
preference $100,000 per share (the “Mandatory Convertible Preferred Stock”), at a price of $100,000 per share, for an aggregate
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purchase price of approximately $6.6 billion. We issued the Mandatory Convertible Preferred Stock on various dates in January and
February 2008. See “Other Information (Unaudited) — Unregistered Sales of Equity Securities, Use of Proceeds and Issuer Purchases of
Equity Securities” for additional detail on these transactions.

In conjunction with the acquisition of First Republic on September 21, 2007 we issued $65 million of 6.70% non-cumulative perpetual
preferred stock and $50 million of 6.25% non-cumulative preferred stock in exchange for First Republic’s preferred stock Series Aand B,
respectively.

On March 20, 2007, Merrill Lynch issued $1.5 billion of floating rate, non-cumulative, perpetual preferred stock.

Trust Preferred Securities
On March 30, 2007, Merrill Lynch Preferred Capital Trust Il redeemed all of the outstanding $300 million of 8.00% trust pre-
ferred securities.

On May 2, 2007, Merrill Lynch Capital Trust Il issued $950 million of 6.45% trust preferred securities and invested the proceeds in junior
subordinated notes issued by ML & Co.

On August 22, 2007, Merrill Lynch Capital Trust Il issued $750 million of 7.375% trust preferred securities and invested the proceeds in
junior subordinated notes issued by ML & Co.

The table below sets forth the information with respect to purchases made by or on behalf of us or any “affiliated purchaser” of our
common stock during the year ended December 28, 2007.

TOTAL NUMBER APPROXIMATE
OF SHARES DOLLAR VALUE
PURCHASED OF SHARES THAT
AS PART OF MAY YET BE
TOTAL NUMBER AVERAGE PUBLICLY PURCHASED
(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) OF SHARES PRICE PAID ANNOUNCED UNDER THE
PERIOD PURCHASED PER SHARE PROGRAM™ PROGRAM
First Quarter 2007 (Dec. 30, 2006 - Mar. 30, 2007)
Capital Management Program 22,397,882 $ 89.31 22,397,882 $ 1,243
Employee Transactions'? 7,728,843 $ 91.33 N/A N/A
Second Quarter 2007 (Mar. 31, 2007 - Jun. 29, 2007)
Capital Management Program 19,802,094 $ 90.90 19,802,094 $ 5,443
Employee Transactions'? 1,010,173 $ 87.92 N/A N/A
Third Quarter 2007 (Jun. 30, 2007 - Sep. 28, 2007)
Capital Management Program 19,912,900 $ 73.91 19,912,900 $ 3,971
Employee Transactions'? 2,946,004 $ 75.30 N/A N/A
Month #10 (Sep. 29, 2007 - Nov. 2, 2007)
Capital Management Program - $ - - $ 3,971
Employee Transactions? 1,011,787 $ 65.61 N/A N/A
Month #11 (Nov. 3, 2007 - Nov. 30, 2007)
Capital Management Program - $ - - $ 3,971
Employee Transactions? 1,069,077 $ 55.33 N/A N/A
Month #12 (Dec. 1, 2007 - Dec. 28, 2007)
Capital Management Program - $ - - $ 3,971
Employee Transactions? 527,888 $ 56.40 N/A N/A
Fourth Quarter 2007 (Sep. 29, 2007 - Dec. 28, 2007)
Capital Management Program - $ - - $ 3,971
Employee Transactions? 2,608,752 $ 59.54 N/A N/A
Full Year 2007 (Dec. 30, 2006 - Dec. 28, 2007)
Capital Management Program 62,112,876 $ 84.88 62,112,876 $3,971
Employee Transactions? 14,293,772 $81.98 N/A N/A

(1) Share repurchases underthe programwere made pursuantto open-market purchases, Rule 10b5-1plans or privately negotiated transactions as market conditions warranted and at prices that we
deemed appropriate.

(2) Includedinthetotal number of shares purchased are: (1) shares purchased during the period by participants in the Merrill Lynch 401(k) Savings and Investment Plan (“401(k)”) and the Merrill Lynch
Retirement Accumulation Plan (“RAP”), (2) shares delivered or attested to in satisfaction of the exercise price by holders of ML & Co. employee stock options (granted under employee stock
compensation plans) and (3) Restricted Shares withheld (under the terms of grants under employee stock compensation plans) to offset tax withholding obligations that occur upon vesting and
release of Restricted Shares. ML & Co.’s employee stock compensation plans provide that the value of the shares delivered, attested, or withheld, shall be the average of the high and low price of
ML & Co.’s common stock (Fair Market Value) on the date the relevant transaction occurs. See Notes 12 and 13 to the Consolidated Financial Statements for additional information on these plans.
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Balance Sheet Leverage
Assets-to-equity leverage ratios are commonly used to assess a company’s capital adequacy. We believe that a leverage ratio adjusted to
exclude certain assets considered to have low risk profiles and assets in customer accounts financed primarily by customer liabilities
provides amore meaningful measure of balance sheet leverage inthe securitiesindustry thanan unadjusted ratio. We calculate adjusted
assets by reducing total assets by (1) securities financing transactions and securities received as collateral less trading liabilities net of
derivative contracts and (2) segregated cash and securities and separate accounts assets.

As leverage ratios are not risk sensitive, we do not rely on them to measure capital adequacy. When we assess our capital adequacy, we
consider more sophisticated measures that capture the risk profiles of the assets, the impact of hedging, off-balance sheet exposures,
operational risk, regulatory capital requirements and other considerations.

The following table provides calculations of our leverage ratios at December 28, 2007 and December 29, 2006:

(DOLLARS IN MILLIONS) 2007 2006
Total assets $ 1,020,050 $ 841,299
Less: Receivables under resale agreements 221,617 178,368
Receivables under securities borrowed transactions 133,140 118,610
Securities received as collateral 45,245 24,929
Add: Trading liabilities, at fair value, excluding derivative contracts 50,294 56,822
Sub-total 670,342 576,214
Less: Segregated cash and securities balances 22,999 13,449
Separate accounts assets - 12,314
Adjusted assets 647,343 550,451
Less: Goodwill and intangible assets 5,091 2,457
Tangible adjusted assets $ 642,252 $ 547,994
Stockholders’ equity $ 31,932 $ 39,038
Add: Trust preferred securities'” 4,725 3,323
Equity capital $ 36,657 $ 42,361
Tangible equity capital? $ 31,566 $ 39,904
Leverage ratio’® 27.8x 19.9x
Adjusted leverage ratio® 17.7x 13.0x
Tangible adjusted leverage ratio® 20.3x 13.7x

(1) Represents junior subordinated notes (related to trust preferred securities), net of related investments. The related investments are reported as investment securities and were
$429 million and $490 million at December 28, 2007 and December 29, 2006, respectively.

(2) Equity capital less goodwill and other intangible assets.

(3) Total assets divided by equity capital.

(4) Adjusted assets divided by equity capital.

(5) Tangible adjusted assets divided by tangible equity capital.

The table above does not reflect the impact of the following transactions that occurred subsequent to our 2007 year end:

* Issuance of 49.2 million shares of common stock for $2.4 billion during the first quarter of 2008 in connection with our agreement
with Temasek;

= Issuance of 66,000 shares of our 9.00% Non-Voting Mandatory Convertible Non-Cumulative Preferred Stock, Series 1 (convertible
into a maximum of 126 million shares of common stock) for approximately $6.6 billion during the first quarter of 2008 to long-term
investors, including the Korea Investment Corporation, Kuwait Investment Authority and Mizuho Corporate Bank; and

= On a pro forma basis for equity issuances completed subsequent to year-end and described above, our pro forma leverage ratio,
adjusted leverage ratio and tangible adjusted leverage ratio would have been 22.6x, 14.4x, and 16.1x, respectively.

See “Other Information (Unaudited) — Unregistered Sales of Equity Securities, Use of Proceeds and Issuer Purchases of Equity
Securities” for additional detail on these transactions.

Funding
We fund our assets primarily with a mix of secured and unsecured liabilities through a globally coordinated funding strategy. We fund a
portion of our trading assets with secured liabilities, including repurchase agreements, securities loaned and other short-term secured
borrowings, which are less sensitive to our credit ratings due to the underlying collateral. A portion of our short-term borrowings are
secured under a master note lending program. These notes are similar in nature to other collateralized financing sources such as
securities sold under agreements to repurchase. Refer to Note 9 to the Consolidated Financial Statements for additional information
regarding our borrowings.
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We use unsecured liabilities to fund certain trading assets, as well as other long-dated assets not funded with equity. Our unsecured
liabilities consist of the following:

(DOLLARS IN MILLIONS) DEC. 28, 2007 DEC. 29, 2006
Commercial paper $ 12,908 $ 6,357
Promissory notes 2,750 -
Other unsecured short-term borrowings'” 4,405 1,953
Current portion of long-term borrowings'? 63,307 37,720

Total unsecured short-term borrowings 83,370 46,030
Senior long-term borrowings® 156,370 120,122
Subordinated long-term borrowings 10,887 6,429

Total unsecured long-term borrowings 167,257 126,551
Deposits $ 103,987 $ 84,124

(1) Excludes $4.9 billion and $9.8 billion of secured short-term borrowings at December 28, 2007 and December 29, 2006, respectively; these short-term borrowings are represented under
a master note lending program.

(2) Excludes $1.7 billion and $460 million of the current portion of other subsidiary financing that is non-recourse or not guaranteed by ML & Co. at December 28, 2007 and December 29,
2006, respectively.

(3) Excludes junior subordinated notes (related to trust preferred securities), current portion of long-term borrowings, secured long-term borrowings, and the long-term portion of other
subsidiary financing that is non-recourse or not guaranteed by ML & Co.

Our primary funding objectives are maintaining sufficient funding sources to support our existing business activities and future growth

while ensuring that we have liquidity across market cycles and through periods of financial stress. To achieve our objectives, we have
established a set of funding strategies that are described below:

= Diversify funding sources;

= Maintain sufficient long-term borrowings;

= Concentrate unsecured funding at ML & Co.;
= Use deposits as a source of funding; and

= Adhere to prudent governance principles.

Diversification of Funding Sources

We strive to diversify and expand our funding globally across programs, markets, currencies and investor bases. We issue debt through
syndicated U.S. registered offerings, U.S. registered and unregistered medium-term note programs, non-U.S. medium-term note
programs, non-U.S. private placements, U.S. and non-U.S. commercial paper and through other methods. We distribute a significant
portion of our debt offerings through our retail and institutional sales forces to a large, diversified global investor base. Maintaining
relationships with ourinvestorsisanimportantaspect of our funding strategy. We also make markets in ourdebt instruments to provide
liquidity for investors.

At December 28, 2007 and December 29, 2006 our total short- and long-term borrowings were issued in the following currencies:

(USD EQUIVALENT IN MILLIONS) 2007 2006
usD $ 165,285 57% $ 120,852 61%
EUR 74,207 26 43323 22
JPY 16,879 6 11,822 6
GBP 9,303 3 10,228 5
AUD 5,455 2 3,777 1
CAD 5,953 2 2,727 1
CHF 2,283 1 1,487 1
INR 1,964 1 1,461 1
Other'" 4,558 2 3,833 2
Total $ 285,887 100% $199,510 100%

Note: Excludes junior subordinated notes (related to trust preferred securities).
(1) Includes various other foreign currencies, none of which individually exceed 1% of total issuances.

We also diversify our funding sources by issuing various types of debt instruments, including structured notes. Structured notes are debt
obligations with returns that are linked to other debt or equity securities, indices, currencies or commodities. We typically hedge these
notes with positions in derivatives and/or in the underlying instruments. We could be required to immediately settle certain structured
note obligations for cash or other securities under certain circumstances, which we take into account for liquidity planning purposes.
Structured notes outstanding were $59.0 billion and $33.8 billion at December 28, 2007 and December 29, 2006, respectively.
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Extendible notes are debt obligations that provide the holderan option to extend the note monthly but not beyond the stated final maturity
date. These notes are included in the long-term borrowings while the time to the stated final maturity is greater than one year. Total
extendible notes outstanding were $1.8 billion and $11.4 billion at December 28, 2007 and December 29, 2006, respectively. Consistent
with the market environment for this type of security, the majority of extendible notes holders elected not to extend their note’s maturity
during the second half of 2007. The amount that has not been extended is included in the current portion of long-term borrowings.

Maintenance of Sufficient Long-Term Borrowings

Animportant objective of our asset-liability management is maintaining sufficient long-term borrowings to meet our long-term capital
requirements. As such, we routinely issue debt in a variety of maturities and currencies to achieve cost efficient funding and an
appropriate maturity profile. While the cost and availability of unsecured funding may be negatively impacted by general market
conditions or by matters specific to the financial services industry or Merrill Lynch, we seek to mitigate this refinancing risk by actively
managing the amount of our borrowings that we anticipate will mature within any one month or quarter.

At December 28, 2007, the weighted average maturity of our long-term borrowings exceeded four years. The following chart presents
our long-term borrowings maturity profile as of December 28, 2007 (quarterly for two years and annually thereafter):

$90
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The $65 billion of long-term debt maturing in 2008 consists of the following:
(DOLLARS IN BILLIONS)

2008 consolidated unsecured long-term debt maturities $ 65.0
Less: non-recourse debt and debt not guaranteed by ML & Co 1.7
Less: warrant maturities'” 10.1
ML & Co. maximum long-term debt maturities in 2008 53.2
Less: ML & Co. debt that may potentially mature in 2008, final maturity beyond 2008? 9.3
ML & Co. contractual long-term debt maturities in 2008 $43.9

(1) Warrants are customer funded facilitation trades.
(2) Consists of structured notes that are callable based on certain market triggers and our LYONs® that can be redeemed by holders in March 2008. See Note 9 to the Consolidated Financial
Statements for futher information on our LYONs® and structured notes.

Major components of the change in long-term borrowings, excluding junior subordinated debt (related to trust preferred securities), for
2007 and 2006 were as follows:

(DOLLARS IN BILLIONS) 2007 2006
Beginning of year $181.4 $132.4
Issuance and resale 150.6 86.8
Settlement and repurchase (80.1) (42.2)
Other” 9.1 4.4
End of year? $261.0 $181.4

(1) Relates to foreign exchange and other movements.
(2) See Note 9 to the Consolidated Financial Statements for the long-term borrowings maturity schedule.

Subordinated debt is an important component of our long-term borrowings. During 2007, ML & Co. issued $4.4 billion of subordinated
debt in multiple currencies with maturities ranging from 2017 to 2037. This subordinated debt was issued to satisfy certain anticipated
CSE capital requirements. All of ML & Co.’s subordinated debt is junior in right of payment to ML & Co.’s senior indebtedness.

At December 28, 2007, senior and subordinated debtissued by ML & Co. or by subsidiaries and guaranteed by ML & Co., including short-
term borrowings, totaled $250.5 billion. Except for the $2.2 billion of zero-coupon contingent convertible debt (Liquid Yield Option Notes
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or “LYONs®”) outstanding at December 28, 2007 and the three-year multi-currency, unsecured bank facility discussed in Committed
Credit Facilities, senior and subordinated debt obligations issued by ML & Co. and senior debt issued by subsidiaries and guaranteed by
ML & Co.donot contain provisions that could, uponanadverse changein ML & Co.’s credit rating, financialratios, earnings, cash flows, or
stock price, triggerarequirementforanearly repayment, additional collateral support, changesinterms, acceleration of maturity, or the
creation of an additional financial obligation. See Note 9 to the Consolidated Financial Statements for additional information.

We use derivative transactions to more closely match the duration of borrowings to the duration of the assets being funded, thereby
enabling interest rate risk to be within limits set by our Market Risk Management group. Interest rate swaps also serve to convert our
interest expense and effective borrowing rate principally to floating rate. We also enterinto currency swaps to hedge assets that are not
financed through debt issuance in the same currency. We hedge investments in subsidiaries in non-U.S. dollar currencies in whole orin
part to mitigate foreign exchange translation adjustments in accumulated other comprehensive loss. See Notes 1 and 3 to the
Consolidated Financial Statements for further information.

Concentration of Unsecured Funding at ML & Co.

ML & Co. is the primary issuer of all unsecured, non-deposit financing instruments that we use predominantly to fund assets in
subsidiaries, some of which are regulated. The primary benefits of this strategy are greater control, reduced funding costs, wider name
recognition by investors, and greater flexibility to meet variable funding requirements of subsidiaries. Where regulations, time zone
differences, or other business considerations make this impractical, certain subsidiaries enter into their own financing arrangements.

Deposit Funding
At December 28, 2007, our global bank subsidiaries had $104.0 billion in customer deposits, which provide a diversified and stable base

for funding assets within those entities. Our U.S. deposit base of $76.6 billion includes an estimated $59.7 billion of FDIC-insured
deposits, which we believe are less sensitive to our credit ratings. We predominantly source deposit funding from our customer base in
the form of our bank sweep programs and time deposits. In addition, the acquisition of First Republic has further diversified and
enhanced our bank subsidiaries deposit funding base.

Deposits are not available as a source of funding to ML & Co. See Liquidity Risk in the Risk Management section for more information
regarding our deposit liabilities.

Prudent Governance

We manage the growth and composition of our assets and set limits on the overall level of unsecured funding. Funding activities are
subject to regular senior management review and control through Asset/Liability Committee meetings with treasury management and
other independent risk and control groups. Through 2007 our funding strategy and practices were reviewed by the Risk Oversight
Committee (“ROC”), our executive management and the Finance Committee of the Board of Directors. In 2008, the responsibility of the
ROC in this regard has been assumed by the Regulatory Oversight and Controls Committee.

Credit Ratings

Ourcredit ratings affect the cost and availability of our unsecured funding, and it is our objective to maintain high quality credit ratings. In
addition, credit ratings are important when we compete in certain markets and when we seek to engage in certain long-term
transactions, including OTC derivatives. Factors that influence our credit ratings include the credit rating agencies’ assessment of the
general operating environment, our relative positions in the markets in which we compete, our reputation, level and volatility of our
earnings, our corporate governance and risk management policies, and our capital management practices.

The following table sets forth ML & Co.’s unsecured credit ratings as of February 15, 2008. Rating agencies express outlooks from time to
time on these credit ratings. Ratings from Fitch Ratings, Moody’s Investor Service, Inc., and Standard & Poor’s Ratings Services reflect
one-notch downgrades from those agencies on October 24,2007. Rating outlooks from those agencies remain negative, where they were
placed on October 5, 2007. Also, on October 24,2007, Dominion Bond Rating Service Ltd. affirmed the Company’s ratings and outlook as
stable. On December 7, 2007, Rating & Investment Information, Inc. (Japan) downgraded the Company’s long-term and subordinated
debt ratings. The outlook on these ratings remains negative, where they were placed on October 25, 2007. Following our announcement
of fourth quarter and full-year 2007 results on January 17, 2008, all five agencies affirmed their ratings and outlooks.

SENIOR PREFERRED

DEBT SUBORDINATED STOCK COMMERCIAL RATING
RATING AGENCY RATINGS DEBT RATINGS RATINGS PAPER RATINGS OUTLOOK
Dominion Bond Rating Service Ltd. AA (low) A (high) A R-1 (middle) Stable
Fitch Ratings A+ A A F1 Negative
Moody’s Investors Service, Inc. Al A2 A3 P-1 Negative
Rating & Investment Information, Inc. (Japan) AA- A+ Not Rated a-1+ Negative
Standard & Poor’s Ratings Services A+ A A- A-1 Negative
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In connection with certain OTC derivatives transactions and other trading agreements, we could be required to provide additional
collateralto or terminate transactions with certain counterparties in the event of a downgrade of the seniordebt ratings of ML & Co. The
amount of additional collateral required depends on the contract and is usually a fixed incremental amount and/or the market value of
the exposure. At December 28, 2007, the amount of additional collateral and termination payments that would be required for such
derivatives transactions and trading agreements was approximately $4 billion in the event of a one-notch downgrade and approximately
an additional $670 million in the event of a two-notch downgrade of ML & Co.’s long-term senior debt credit rating. Our liquidity risk
analysis considers the impact of additional collateral outflows due to changes in ML & Co. credit ratings as well as for collateral that is
owed by us and is available for payment, but has not been called for by our counterparties.

Cash Flows

Our previouslyissued Consolidated Statements of Cash Flows for the fiscalyears ended December 29,2006 and December 30, 2005 were
restated to correct an overstatement of cash used for operating activities and a corresponding overstatement of cash provided by
financing activities. Refer to Note 20 to the Consolidated Financial Statements for further information. This restatement has been
reflected in the following discussion.

Cash and cash equivalents of $41.3 billion at year-end 2007 increased by $9.2 billion from 2006. Cash flows from financing activities
provided $88.7 billion during 2007, primarily due to issuances and resales of long-term borrowings, net of settlements and repurchases
of $71.8 billion, cash from deposits of $9.9 billion and cash from the issuance of common stock of $4.8 billion, offset by common stock
repurchases of $5.3 billion. Cash flows used for investing activities during 2007 were $7.1 billion and were primarily due to net cash used
foravailable-for-sale securities of $5.6 billion and other investments of $5.0 billion, offset by loans held for investment. Cash flows used
for operating activities during 2007 were $72.4 billion and were primarily due to net cash used for resale agreements and securities
borrowed transactions and net cash used for loans, notes and mortgages held for sale, partially offset by cash provided by trading
liabilities, repurchase agreements and securities loaned transactions.

Our cash and cash equivalents increased $17.5 billion to $32.1 billion at year-end 2006. Cash flows from financing activities provided
$52.3 billion in 2006, primarily due to the issuances and resales of long-term borrowings, net of settlements and repurchases, of
$45.3 billion and cash from commercial paper and short-term borrowings of $9.1 billion. Cash flows used for investing activities in 2006
were $11.0 billion and were primarily due to purchases of available-for-sale securities, net of sales and maturities, of $2.0 billion, and
cash used forotherinvestments of $6.5 billion. Cash flows used for operating activities in 2006 were $23.8 billion and were primarily due
to net cash used for trading assets and liabilities of $45.8 billion, offset by increases in customer payables of $13.8 billion.

Risk Management

Risk Management Philosophy
Risk-takingisintegral to the core businesses in which we operate. In the course of conducting our business operations, we are exposed to
avariety of risks including market, credit, liquidity, operational and other risks that are material and require comprehensive controls and
ongoing oversight. Senior managers of our core businesses are responsible and accountable for management of the risks associated with
their business activities. In addition, independent risk groups monitor market risk, credit risk, liquidity risk and operational risk.

We have takenanumberofstepstoreinforcea culture of disciplined risk-taking. First, in September 2007, we integrated the independent
control functions of marketand credit risk in the new Global Risk Management group under asingle Chief Risk Officer, the formerhead of
Global Credit and Commitments, who now reports directly to the Chief Executive Officer. Within Global Risk Management, we have
combined the Credit and Market Risk teams in order to take a more integrated approach to the risks of each business. In addition, in
January 2008, we announced the hiring of a senior, experienced risk professional who will join Merrill Lynch as co-Chief Risk Officer. The
co-Chief Risk Officers will report jointly to the Chief Executive Officer. Global Treasury, which manages liquidity risk, and the Operational
Risk Group, which manages operational risk, continue to fall under the management responsibility of our Chief Financial Officer.

Second, in January 2008, our Chief Executive Officer established a weekly risk meeting attended by the heads of the trading businesses,
the Chief Risk Officer, the Chief Financial Officer, and a Vice Chairman (the “Weekly Risk Review”). At this Weekly Risk Review, updates
from the businesses and Global Risk Management on risk-related matters are provided with particular attention paid to risk
concentrations, liquidity concerns, efficient balance sheet usage and strategic risk-return considerations.

Risk Management Process
Global Risk Management, Global Treasury and Operational Risk Management work to ensure risks are properly identified, measured,
monitored, and managed throughout Merrill Lynch together with other independent control groups, including Corporate Audit, Finance
and the Office of General Counsel. To accomplish this, we have established a risk management process that includes:

= Ariskgovernance structure thatdefines the responsibilities of theindependent groups that monitorrisk and the oversight activities of
the board committees, the Regulatory Oversight and Controls Committee and Weekly Risk Review;
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= Aregularreview of the risk management process by the Audit Committee of the Board of Directors (the “Audit Committee”) aswell as
a regular review of credit, market and liquidity risks and processes by the Finance Committee of the Board of Directors (the
“Finance Committee”);

= Clearly defined risk management policies and procedures supported by a rigorous analytical framework;

= Communication and coordination among the businesses, executive management, and risk functions while maintaining strict
segregation of responsibilities, controls, and oversight; and

= Clearly articulated risk tolerance levels, which are included within the framework established by Global Risk Management and are
consistent with our business strategy, capital structure, and current and anticipated market conditions.

Independent risk and control groups interact with the core businesses to establish and maintain this overall risk management control
process. We are reinforcing risk management control processes to ensure that our risk tolerance is well-defined and understood by our
businesses as well as by our executive management. In particular, we are working to ensure that all material single-name, sector and
product concentrations are appropriately recognized and managed. We are undertaking efforts to ensure that all highly correlated risks
across different products and strategies are appropriately aggregated and monitored. We are also paying special attention to ensure that
therisks taken by any business are well proportioned to its earnings potential. While no risk management system can ever be absolutely
complete, the goal of these independent risk and control group processes is to mitigate risk-related losses so that they fall within
acceptable, predefined levels, under foreseeable scenarios. Overall, these enhancements include improvements to our methodologies
and changes in risk management and governance structure that are intended to bring experience and seasoned judgment to risk
management decisions.

Risk Governance Structure

Our risk governance structure is comprised of the Audit Committee and the Finance Committee of the Board, the Regulatory, Oversight
and Controls Committee, the business units, the independent risk and control groups, various other corporate governance committees
aswellas the active management of risk issues by senior management at the Weekly Risk Review. In 2008 the responsibilities that were
held by the former Risk Oversight Committee (the “ROC”) through 2007 were assumed by Global Risk Management, the newly
established Regulatory Oversight and Controls Committee and the Weekly Risk Review. This structure is intended to provide more
effective managementofrisk by seniorbusiness managers and Global Risk Managementjointly and cleareraccountability within the risk
governance structure.

Board of Directors Committees

At the Board level, two committees are responsible for oversight of the management of the risks and risk policies and procedures of the
firm. The Audit Committee, which is composed entirely of independent directors, oversees management’s policies and processes for
managing all major categories of risk affecting the firm, including operational, legal and reputational risks and management’s actions to
assess and control such risks. The Finance Committee, which is also composed entirely of independent directors, reviews the firm’s
policies and procedures for managing exposure to market, credit and liquidity risk in general and, when appropriate, reviews significant
risk exposures and trends in these categories of risk. Both the Audit Committee and the Finance Committee are provided with regular
risk updates from management and the independent control groups.

Senior Management and Weekly Risk Review

Senior Managersdiscuss and review regular updates onavariety of risk related mattersinthe Weekly Risk Review. Particularattentionis
paid to risk concentrations, liquidity concerns, efficient balance sheet usage and strategic risk-return considerations. Risk tolerance
levels established by Global Risk Management are also reviewed by senior management in the context of the Weekly Risk Review as
necessary.

Global Risk Management

Global Risk Management establishes our market and credit risk tolerance levels, which are represented in part by framework limits.
These limits are presented periodically to the Weekly Risk Review for Senior Managers’ review. Risk framework exceptions andviolations
are reported and investigated at predefined levels of management.

Risk Oversight Committee (“ROC”)

Through 2007, the ROC, which was comprised of senior business and control managers and chaired by our Chief Financial Officer and
Chief Risk Officer, was charged with establishing risk tolerance levels for the firm and authorizing material changes to our risk profile.
The ROC’s mandate was to monitor the risks that we assumed and confirm they were managed within the established tolerance levels
and to verify that appropriate processes were in place to identify, measure, monitor and manage our risks.

Despite the foregoing, losses on U.S. sub-prime residential mortgage-related exposures and U.S. ABS CDOs in 2007 reflected a
significant concentrationin securities thataccumulatedasaresult of ouractivities asa leadingunderwriter of CDOs. Our stress testsand
otherrisk measures significantly underestimated the magnitude of actual loss from the unprecedented credit market environment over
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the second half of 2007, in particular the extreme dislocation that affected U.S. sub-prime residential mortgage-related and U.S. ABS
CDO positions. In addition to actions taken in 2007, we continue to pursue opportunities to reduce our remaining exposure to these
instruments but options to do so are limited due to the current illiquidity of the market for these assets. See U.S. ABS CDO and Other
Mortgage Related Activities on page 34.

Regulatory Oversight and Controls Committee (“ROCC”) and Other Governance Committees

We are establishing the Regulatory Oversight and Controls Committee in 2008 to oversee management procedures and controls related
to risk, including the frameworks for managing market, credit, and operational risks, internal audit plans and information technology
controls. The ROCC will oversee the activities of a number of additional existing governance committees, including new product,
transaction review, and monitoring and oversight committees, that create policy, review activity, and verify that new and existing
business initiatives remain within established risk tolerance levels. Representatives of the independent risk and control groups
participate as members of these committees along with members from the businesses. The ROCC will report periodically to the Audit
Committee of the Board.

We will continue to take risk as appropriate and expand risk-taking judiciously where there are clear opportunities and where the
business skill-set is in place to manage and understand the risk and its changing nature. Business lines will continue to have
responsibility and accountability for managing the risk, and we will continue to deepen capabilities in a number of areas. In addition, we
believe that the high level of focus on risk by our Chief Executive Officer and other senior managers, the additional senior management
resources in the form of dedicated co-Chief Risk Officers, the integration of the credit and market risk functions, and our emphasis on
reinforcing a culture of disciplined risk taking are enhancing our capacity to monitor the associated risk levels and conformity to
corporate risk guidelines and risk tolerance levels.

Market Risk

We define market risk as the potential change in value of financial instruments caused by fluctuations in interest rates, exchange rates,
equity and commodity prices, credit spreads, and/or other risks.

Global Risk Management and other independent risk and control groups are responsible for approving the products and markets in
whichwe transactand take risk. Moreover, Global Risk Managementis responsible foridentifying the risks to which these business units
will be exposed in these approved products and markets. Global Risk Management uses a variety of quantitative methods to assess the
risk of our positions and portfolios. In particular, Global Risk Management quantifies the sensitivities of our current portfolios to changes
in market variables. These sensitivities are then utilized in the context of historical data to estimate earnings and loss distributions that
ourcurrent portfolios would have incurred throughout the historical period. From these distributions, Global Risk Managementderives a
number of useful risk statistics, including value at risk (“VaR”) which are used to measure and monitor market risk exposures in our
trading portfolios.

VaR is a statistical measure of the potential loss in the fair value of a portfolio due to adverse movements in underlying risk factors. We
have a Risk Framework that is designed to define and communicate our market risk tolerance and broad overall limits across Merrill
Lynch by defining and constraining exposure to specific asset classes, market risk factors and VaR.

The VaRdisclosed inthe accompanyingtable (excluding U.S. sub-prime residential ABS CDO net exposures) is an estimate of the amount
that our current trading portfolios could lose with a specified degree of confidence, over a given time interval. To calculate VaR, we
aggregate sensitivities to market risk factors and combine them with a database of historical market factor movements to simulate a
series of profits and losses. The level of loss that is exceeded in that series 5% of the time is used as the estimate for the 95% confidence
level VaR. The overall VaR amounts are presented across major risk categories, which include exposure to volatility risk found in certain
products, such as options.

The calculation of VaR requires numerous assumptions and thus VaR should not be viewed as a precise measure of risk. Rather, it should
be evaluated in the context of known limitations. These limitations include but are not limited to the following:

= VaR measures do not convey the magnitude of extreme events;
= Historical data that forms the basis of VaR may fail to predict current and future market volatility; and

= VaR does not fully reflect the effects of market illiquidity (i.e., the inability to sell or hedge a position over a relatively
long period).

TocomplementVaRand inrecognition of its inherent limitations, we use a numberof additional risk measurement methods and tools as
part of our overall market risk management process. These include stress testing and event risk analysis, which examine portfolio
behaviorundersignificantadverse market conditions including scenarios that may resultin material losses for Merrill Lynch. As a result
of the unprecedented credit market environment during 2007, in particular the extreme dislocation that affected U.S. sub-prime
residential mortgage-related and ABS CDO positions, VaR, stress testing and other risk measures significantly underestimated the
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magnitude of actual loss. Historically, these AAA rated ABS CDO securities had not experienced a significant loss of value. We are
committed to the continuous development of additional risk measurement methods to date and plan to continue our investmentin their
development in light of recent market experience. Nevertheless, we also recognize that no risk metrics will exhaust the range of
potential market stress events and, therefore, management will engage in a process of continuous re-evaluation of our approaches to
risk based on experience and judgment.

The table that follows presents our average and year-end VaR for trading instruments for 2007 and 2006. Additionally, high and low VaR
for 2007 is presented independently foreach risk category and overall. Because high and low VaR numbers for these risk categories may
have occurred on different days, high and low numbers for diversification benefit would not be meaningful.

The aggregate VaR for our trading portfolios is less than the sum of the VaRs for individual risk categories because movements in
different risk categories occur at different times and, historically, extreme movements have not occurred in all risk categories
simultaneously. In addition, the difference between the sum of the VaRs for individual risk categories and the VaR calculated for all risk
categories is shown in the following table and may be viewed as a measure of the diversification within our portfolios.

Given the market experiences of U.S. sub-prime residential ABS CDO and residual securities, the modeling of these positions using
traditional VaR measures is of limited interpretive value due to the known limitations of VaR enumerated above and the illiquidity of the
positions themselves. Therefore, for 2007, the scope of the portfolio covered by the trading VaR has been changed to exclude the U.S. sub-
primeresidential ABS CDO and residual securities positions. The excluded positions are those shown in the U.S. ABS CDO net exposures
and losses table on page 37 and the residuals line item in the U.S. sub-prime residential mortgage-related net exposures and losses
table on page 35.

Trading Value at Risk Excluding U.S. Sub-Prime Residential ABS CDO and Residual Securities Positions

YEAR-END DAILY AVERAGE HIGH Low YEAR-END DAILY AVERAGE
(DOLLARS IN MILLIONS) 2007 2007 2007 2007 2006 2006
Trading Value-at-Risk!”
Interest rate and credit spread $ 52 $ 52 $77 $36 $ 48 $ 48
Equity 26 28 47 13 29 19
Commodity 15 18 26 13 13 11
Currency 5 5 1 2 3 4
Subtotal? 98 103 93 82
Diversification benefit (33) (38) (41) (32)
Overall $ 65 $ 65 $92 $ 41 $ 52 $ 50

(1) Based on a 95% confidence level and a one-day holding period.
(2) Subtotals are not provided for highs and lows as they are not meaningful.

Daily average VaR (excluding U.S. sub-prime residential ABS CDO and residual securities) was higherin 2007 than in 2006 due to growth

inrisk exposuresinall risk categories. The increase was accentuated by an increase in the volatility of several major markets during the
second half of 2007 (which is captured in the historical data used to calculate trading VaR).

IfU.S. sub-prime residential ABS CDO and residual securities positionswere included under traditional VaR treatment, the daily average
VaR for 2007 would have been $83 million and the 2007 year-end VaR would have been $157 million due to the increase in volatility of the
sub-prime residentialindices used to model the excluded positions. However, as noted, we believe that the application of traditional VaR
techniques is not reflective of the true levels of risk in these positions.

The histogram below shows the distribution of daily net revenues from our trading businesses (principal transactions and net interest
profit) for 2007 excluding U.S. sub-prime ABS CDO and residual securities.
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Non-Trading Market Risk

Non-trading market risk includes the risks associated with certain non-trading activities, including investment securities, securities
financing transactions and certain equity and principal investments. Interest rate risks related to funding activities are also included;
however, potential gains and losses due to changes in credit spreads on the firm’s own funding instruments are excluded. Risks related
to lending activities are covered separately in the Counterparty Credit Risk section that follows.

The primary market risk of non-trading investment securities and repurchase and reverse repurchase agreements is expressed as
sensitivity to changes in the general level of credit spreads, which are defined as the differences in the yields on debt instruments from
relevant LIBOR/Swap rates. Non-trading investment securities include securities that are classified as available-for-sale and held-to-
maturity. At the end of 2007, the total credit spread sensitivity of these instruments was a pre-tax loss of $24 million in economicvalue for
an increase of one basis point, which is one one-hundredth of a percent, in credit spreads, which is unchanged from that at the end of
2006. This change in economic value is a measurement of economic risk which may differ significantly in magnitude and timing from the
actual profit or loss that would be realized under generally accepted accounting principles.

The interest rate risk associated with the non-trading positions, together with funding activities, is expressed as sensitivity to changes in
the general level of interest rates. Our funding activities include LYONs®, trust preferred securities and other long-term debt issuances
togetherwithinterest rate hedges. Atthe end of 2007, the netinterest rate sensitivity of these positionsis a pre-taxloss ineconomicvalue
of $1 million for a parallel one basis pointincrease ininterest rates across allyield curves, compared to $2 million at the end of 2006. This
change in economic value is a measurement of economic risk which may differ significantly in magnitude and timing from the actual
profit or loss that would be realized under generally accepted accounting principles.

Other non-trading equity investments include direct private equity interests, private equity fund investments, hedge fund interests,
certaindirect and indirect real estate investments and other principal investments. These investments are broadly sensitive to general
price levels in the equity or commercial real estate markets as well as to specific business, financial and credit factors which influence
the performance and valuation of each investment uniquely. Refer to Note 5 to the Consolidated Financial Statements for additional
information on these investments.

Counterparty Credit Risk
We define counterparty credit risk as the potential for loss that can occuras aresult of anindividual, counterparty orissuer being unable
or unwilling to honor its contractual obligations to us. The Credit Risk Framework is the primary tool that we use to communicate firm-
wide credit limits and monitor exposure by constraining the magnitude and tenor of exposure to counterparty and issuer families.
Additionally, we have country risk limits that constrain total aggregate exposure across all counterparties and issuers (including
sovereign entities) for a given country within predefined tolerance levels.

Global Risk Management assesses the creditworthiness of existing and potential individual clients, institutional counterparties and
issuers, and determines firm-wide credit risk levels within the Credit Risk Framework among other tools. This group reviews and
monitors specific transactions as well as portfolio and other credit risk concentrations both within and across businesses. This group is
alsoresponsible forongoing monitoring of credit quality and limit compliance and actively works with all of our business units to manage
and mitigate credit risk.

Global Risk Management uses a variety of methodologies to set limits on exposure and potential loss resulting from an individual,
counterparty orissuer failing to fulfill its contractual obligations. The group performs analyses in the context of industrial, regional, and
global economic trends and incorporates portfolio and concentration effects when determining tolerance levels. Credit risk limits take
into account measures of both current and potential exposure as well as potential loss and are set and monitored by broad risk type,
product type, and maturity. Credit risk mitigation techniques include, where appropriate, the right to require initial collateral or margin,
the right to terminate transactions or to obtain collateral should unfavorable events occur, the right to call for collateral when certain
exposure thresholds are exceeded, the right to call for third party guarantees and the purchase of credit default protection. With senior
management involvement, we conduct regular portfolio reviews, monitor counterparty creditworthiness, and evaluate potential
transaction risks with a view toward early problem identification and protection against unacceptable credit-related losses. We continue
to invest additional resources to enhance Merrill Lynch’s methods and policies to assist in managing our credit risk and to address
evolving regulatory requirements.

Senior members of Global Risk Management chair various commitment committees with membership across business, control and
support units. These committees review and approve commitments, underwritings and syndication strategies related to debt,
syndicated loans, equity, real estate and asset-based finance, among other products and activities.
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Commercial Lending

Ourcommercial lending activities consist primarily of corporate and institutional lending, asset-based finance, commercial finance, and
commercial real estate related activities. In evaluating certain potential commercial lending transactions, we use a risk-adjusted-
return-on-capital model in addition to other methodologies. We typically provide corporate and institutional lending facilities to clients
forgeneralcorporate purposes, backup liquidity lines, bridge financings, and acquisition-related activities. We often syndicate corporate
and institutional loans through assignments and participations to unaffiliated third parties. While these facilities may be supported by
credit enhancing arrangements such as property liens or claims on operating assets, we generally expect repayment through other
sources including cash flow and/or recapitalization. As part of portfolio management activities, Global Risk Management mitigates
certain exposuresinthe corporate and institutional lending portfolio by purchasing single name and index credit default swaps aswell as
by evaluating and selectively executing loan sales in the secondary markets.

Asset-based finance facilities are typically secured by financial assets such as mortgages, auto loans, leases, credit card and other
receivables. Clients often use these facilities for the origination and purchase of assets during a warehousing period leading up to
securitization. Credit assessment for these facilities relies primarily on the amount, asset type, quality, and liquidity of the supporting
collateral, as the collateral is the expected source of repayment. Limits are monitored against potential loss upon default taking these
factors into consideration.

Our commercial finance activities primarily consist of corporate finance, healthcare finance, equipment finance and commercial real
estate lending to qualifying business clients. Substantially all of these facilities are secured by liens on property, plant, and equipment,
third party guarantees or other similar arrangements. Our other commercial real estate related activities consist of commercial
mortgage originations and otherextensions of credit connected to the financing of commercial properties or portfolios of properties. We
may reduce these exposures through third-party syndications or securitizations. Our assessment of creditworthiness and credit
approval is highly dependent upon the anticipated performance of the underlying property and/or associated cash flows.

On December 24,2007 we announced that we had reached anagreementwith GE Capital to sell substantially all of Merrill Lynch Capital’'s
operations, including its commercial real estate division. This transaction closed on February 4, 2008. Refer to Note 17 to the
Consolidated Financial Statements for additional information.

The following tables present a distribution of commercial loans and closed commitments by credit quality, industry and country for year-
end 2007, gross of allowances for loan losses and credit valuation adjustments, without considering the impact of purchased credit
protection. Closed commitments represent the unfunded portion of existing commitments available for draw down and do not include
contingent commitments extended but not yet closed.

(DOLLARS IN MILLIONS) CLOSED
BY CREDIT QUALITY"®@ LOANS COMMITMENTS
AA or above $ 3,356 $ 8,489
A 4,184 15,315
BBB 11,377 12,837
BB 19,827 8,933
B or below 21,389 11,226
Unrated 3,061 732
Total $ 63,194 $ 57,532

(1) Based on credit rating agency equivalent of internal credit ratings.
(2) Includesloansand closed commitments of $12.6 billion and $6.1 billion, respectively, that have been subsequently sold in connectionwith our sale of Merrill Lynch Capital to GE Capital. These loans
and commitments are primarily non-investment grade.

CLOSED
BY INDUSTRY LOANS COMMITMENTS
Consumer Goods and Services 22% 27%
Financial Institutions 20 21
Real Estate 20 6
Industrial/Manufacturing 9 10
Healthcare/Education 8 8
Technology/Media/Telecom. 5 9
Energy/Utilities 4 11
All Other 12 8
Total 100% 100%
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CLOSED

BY COUNTRY LOANS COMMITMENTS
United States 62% 75%
United Kingdom 1 7
Germany 5 5
France 3 2
Japan 4 1
All Other 15 10
Total 100% 100%

As of December 28, 2007, our largest commercial lending industry concentration was to consumer goods and services. Commercial
borrowers were predominantly domiciled in the United States or had principal operations tied to the United States or its economy. The
majority of all outstanding commercial loan balances had a remaining maturity of less than five years. Additional detail on our
commercial lending related activities can be found in Note 7 to the Consolidated Financial Statements.

Residential Mortgage Lending

We originate and purchase residential mortgage loans, certain of which include features that may result in additional credit risk when
compared to more traditional types of mortgages. In connection with the acquisition of First Franklin on December 30, 2006, Merrill
Lynch acquired sub-prime mortgage loans and originated a significant volume of sub-prime mortgage loans during the first half of 2007.
As the year developed, delinquencies and defaults in the sub-prime mortgage loan market increased significantly leading to tighter
underwriting criteriafor new mortgages. Asaresult, First Franklin substantially reduced its sub-prime lending activitiesand currentlyis
only making loans that are underwritten to prime underwriting criteria. The majority of First Franklin’s loans were sold either through
whole loans or securitizations and are not reflected on Merrill Lynch’s Consolidated Balance Sheet at December 28, 2007. In addition,
Merrill Lynch acquired loans that have these featuresin connectionwith the acquisition of First Republic (see Note 16 to the Consolidated
Financial Statements). The additional credit risk arising from these mortgages is addressed first through adherence to underwriting
guidelines. These guidelines are established within the business units and monitored by Global Risk Management. Credit risk is closely
monitoredinorderto ensure thatvaluation adjustments are sufficientand valuations are appropriate. The majority of these loans held in
loans, notes and mortgages include:

= Loans where the borrower is subject to potential payment increases over the life of the loan including:

= Interest-only loans where the borrower makes no principal payments on the loan during an initial period and is required to make
both interest and principal payments either during the later stages of the loan or in one lump sum at maturity. These loans
therefore require the borrower to make larger payments laterin the life of the loans if the loans are not otherwise repaid through a
refinancing or sale of the property. These loans are underwritten based on a variety of factors including, for example, the
borrower’s credit history, income, the debt-to-income ratio, disposable income and cash reserves, and the loan-to-value (“LTV”")
ratioonthe property, typically using a qualifying formula that conforms to the guidance issued by the federal banking agencies with
respect to non-traditional mortgage loans. In instances where the borrower is of lower credit standing, the loans are typically
underwritten to have a lower LTV ratio and/or other mitigating factors. Interest-only loans comprise the significant majority of
loans that we hold where the borrower may be subject to payment increases.

= Loanswith low rates early in the loan term. The loans are underwritten based on the borrower’s ability to make the principal and
interest payments, and borrowers of a lower credit standing are typically underwritten to a lower LTV ratio.

= High LTV ratio loans where the principal amount of the loan is greater than 80% of the value of the mortgaged property and the
borrower is not required to obtain private mortgage insurance (“PMI”), and/or loans where a mortgage and home equity loan are
simultaneously established for the same property. Under our current policy, the maximum LTV ratio for originated residential
mortgages with no PMlorothersecurity is 85%, which can on an exception basis be extended to 90%. High LTV ratio loans also include
Merrill Lynch’s Mortgage100* product. The Mortgage100™ product permits borrowers to pledge eligible securities in lieu of a cash
down payment. The securities are subject to daily monitoring and additional collateralis required if the value of the pledged securities
declines below certain levels. The net LTV ratio on real estate collateralin the Mortgage 100* program typically does not exceed 70%
including the pledge.
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The following table shows the percentages of these types of loans compared to the overall residential mortgage portfolio held in loans,

notes, and mortgages:
LOAN AND UNFUNDED
COMMITMENT BALANCE ORIGINATED/PURCHASED
AS A % OF ALL RESIDENTIAL LOANS AS A % OF ALL
MORTGAGES AND UNFUNDED RESIDENTIAL MORTGAGES
RESIDENTIAL COMMITMENTS ORIGINATED/PURCHASED
AT DECEMBER 28, 20072 DURING 2007%

Loans where borrowers may be subject to payment increases'” 67% 42%
Loans with high LTV ratios 17 18
Loans with both high LTV ratios and loans where borrowers may be subject to payment

increases 14 11
Total 98% 7%

(1) Includes interest-only loans and loans with low initial rates. Primarily relates to prime residential mortgage loans with low LTV ratios that were acquired or originated in connection with the
acquisition of First Republic.

(2) Total residential mortgages were $26.9 billion and unfunded commitments were $7.0 billion as of December 28, 2007.

(3) Includes loans from securitizations where due to Merrill Lynch’s inability to sell certain securities disqualified the VIEs as QSPEs thereby resulting in Merrill Lynch having to consolidate the VIEs.
Merrill Lynch’s exposure is limited to (i) any retained interest and (ii) the representations and warranties made upon securitizations (See Note 11 to the Consolidated Financial Statements).

Approximately 56% of the high LTV ratio loans in the table above were made to borrowers in the United States; the majority of the
remaining loans were made to borrowers in the United Kingdom. Approximately 89% of the loans where the borrower is subject to
payment increase were made to borrowers in the United States; the majority of the remaining loans were made to borrowers in the
United Kingdom.

Derivatives

We enter into International Swaps and Derivatives Association, Inc. (ISDA”) master agreements or their equivalent (“master netting
agreements”) with substantially all of ourderivative counterparties assoon as possible. Master netting agreements provide protectionin
bankruptcyincertain circumstancesand,insome cases, enable receivables and payables with the same counterparty to be offset for risk
management purposes. Agreements are negotiated bilaterally and can require complex terms. While we make reasonable efforts to
execute suchagreements, itis possible thata counterparty maybe unwilling to sign suchanagreementand, asaresult, would subjectus
to additional credit risk. The enforceability of master netting agreements under bankruptcy laws in certain countries or in certain
industries is not free from doubt, and receivables and payables with counterparties in these countries or industries are accordingly
recorded on a gross basis.

In addition, to reduce the risk of loss, we require collateral, principally cash and U.S. Government and agency securities, on certain
derivative transactions. From an economic standpoint, we evaluate risk exposures net of related collateral that meets speci-
fied standards.

The followingis a summary of counterparty credit ratings for the replacement cost (net of $19.4 billion of collateral, of which $13.5 billion
represented cash collateral) of OTC trading derivatives in a gain position by maturity at December 28, 2007.

YEARS TO MATURITY

(DOLLARS IN MILLIONS) MATURITY

CREDIT RATING™ 0-3 3*-5 5°-7 OVER 7 NETTING® TOTAL
AA or above $ 6,993 $ 3,037 $ 4,449 $ 13,243 $ (4,232) $ 23,490
A 6,702 2,182 948 6,407 (1,855) 14,384
BBB 3,984 846 1,110 3,538 (837) 8,641
BB 2,335 479 237 399 (286) 3,164
B or below 620 1,061 475 2,319 (99) 4,376
Unrated 1,500 145 81 289 (62) 1,953
Total $22,134 $ 7,750 $ 7,300 $ 26,195 $(7,371) $ 56,008

(1) Represents credit rating agency equivalent of internal credit ratings.
(2) Represents netting of payable balances with receivable balances for the same counterparty across maturity band categories. Receivable and payable balances with the same counterparty
in the same maturity category, however, are net within the maturity category.

Inaddition to obtaining collateral, we attempt to mitigate our default risk on derivatives whenever possible by entering into transactions
with provisions that enable us to terminate or reset the terms of our derivative contracts.

Liquidity Risk
We define liquidity risk as the potential inability to meet financial obligations, on- or off-balance sheet, as they come due. Liquidity risk
relates to the ability of a company to repay short-term borrowings with new borrowings or with assets that can be quickly converted into
cash while meeting other obligations and continuing to operate as a going concern. This is particularly important for financial services
firms. Liquidity risk also includes both the potential inability to raise funding with appropriate maturity, currency and interest rate
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characteristics and the inability to liquidate assets in a timely manner at a reasonable price. We actively manage the liquidity risks in our
business that can arise from asset-liability mismatches, credit sensitive funding, commitments or contingencies.

The Liquidity Risk Management Group is responsible for measuring, monitoring and controlling our liquidity risks. This group
establishes methodologies and specifications for measuring liquidity risks, performs scenario analysis and liquidity stress testing, and
sets and monitors liquidity limits. The group works with our business units to limit liquidity risk exposures and reviews liquidity risks
associated with products and business strategies. The Liquidity Risk Management Group also reviews liquidity risk with other
independent risk and control groups and Treasury Management in Asset/Liability Committee meetings.

Our primary liquidity objectives are to ensure liquidity through market cycles and periods of financial stress and to ensure that all funding
requirements and unsecured debt obligations that mature within one year can be met without issuing new unsecured debt or requiring
liquidation of business assets. In managing liquidity, we place significant emphasis on monitoring the near term cash flow profiles and
exposures through extensive scenario analysis and stress testing. To achieve our objectives, we have established a set of liquidity
management practices that are outlined below:

= Maintain excess liquidity in the form of unencumbered liquid assets and committed credit facilities;

= Match asset and liability profiles appropriately;

= Perform scenario analysis and stress testing; and

= Maintain a well formulated and documented contingency funding plan, including access to lenders of last resort.

Excess Liquidity and Unencumbered Assets

Consistent with our objectives, we maintain excess liquidity at ML & Co. and selected subsidiaries in the form of cash and high quality
unencumbered liquid assets, which represent our “Global Liquidity Sources” and serve as our primary source of liquidity risk protection.
We maintain these sources of liquidity at levels we believe are sufficient to sustain Merrill Lynch in the event of stressed liquidity
conditions. Inassessing liquidity, we monitor the extent towhich the unencumbered assets are available as a source of funds, taking into
consideration any regulatory or other restrictions that may limit the availability of unencumbered assets of subsidiaries to ML & Co. or
other subsidiaries.

As of December 28, 2007 and December 29, 2006, the aggregate Global Liquidity Sources were $200 billion and $178 billion, respectively,
consisting of the following:

(DOLLARS IN BILLIONS) DECEMBER 28, 2007  DECEMBER 29, 2006
Excess liquidity pool $ 79 $ 63
Unencumbered assets at bank subsidiaries 57 57
Unencumbered assets at non-bank subsidiaries 64 58
Global Liquidity Sources $ 200 $178

The excess liquidity pool is maintained at, or readily available to, ML & Co. and can be deployed to meet cash outflow obligations under
stressed liquidity conditions. The excess liquidity pool includes cash and cash equivalents, investments in short-term money market
mutual funds, U.S. government and agency obligations and other liquid securities. In the first quarter of 2007, we changed our
investment strategy and eliminated our exposure to long-term fixed rate assets. At December 28, 2007 and December 29, 2006, the total
carrying value of the excess liquidity pool, net of related hedges, was $79 billion and $63 billion, respectively, which included liquidity
sources at subsidiaries that we believe are available to ML & Co. without restrictions. We regularly test our ability to access components
of ourexcess liquidity pool. We fund our excess liquidity pool with debt that has an appropriate term maturity structure. Additionally, our
policyistofundatleast $15 billion of ourexcess liquidity pool with debt that has a remaining maturity of at least one year. At December 28,
2007, the amount of our excess liquidity pool funded with debt with a remaining maturity of at least one year exceeded this requirement.

We managethe size of ourexcess liquidity pool by taking into account the potentialimpact of unsecured debt maturities, normalbusiness
volatility, cash and collateral outflows under various stressed scenarios, and stressed draws for unfunded commitments and
contractual obligations. At December 28, 2007, our excess liquidity pool and other liquidity sources including maturing short-term
assets and committed credit facilities significantly exceeded short-term obligations and other contractual and contingent cash outflows
based on our estimates.

AtDecember 28,2007 and December 29,2006, unencumbered liquid assets of $57 billion in the form of unencumbered investment grade
asset-backed securities and prime residential mortgages were available at our regulated bank subsidiaries to meet potential deposit
obligations, business activity demands and stressed liquidity needs of the bank subsidiaries. Our liquidity model conservatively assumes
that these unencumbered assets are restricted from transfer and unavailable as a liquidity source to ML & Co. and other non-bank
subsidiaries.
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At December 28,2007 and December 29, 2006, our non-bank subsidiaries, including broker-dealer subsidiaries, maintained $64 billion
and $58 billion, respectively, of unencumbered securities, including $10 billion of customer margin securities at December 28, 2007 and
$12 billion at December 29, 2006. These unencumbered securities are an important source of liquidity for broker-dealer activities and
other individual subsidiary financial commitments, and are generally restricted from transfer and therefore unavailable to support
liquidity needs of ML & Co. or other subsidiaries. Proceeds from encumbering customer margin securities are further limited to
supporting qualifying customer activities.

Off-Balance Sheet Financing

We fund selected assets via derivative contracts with third party structures that are not consolidated on our balance sheet and that
provide financing through both term funding arrangements and asset-backed commercial paper. Certain CDO and CLO positions are
funded in these vehicles, predominantly pursuant to long term funding arrangements. In our liquidity models, we assume that under
various stress scenarios, financing would be required from ML& Co. and its subsidiaries for certain of these assets. In our models, under
a severe stress scenario, we estimate that the amount of potential future required funding could be up to $20 billion. Although the exact
timing ofany cash outflows is uncertain, we are confident that we can meet potential funding obligations without materiallyimpacting the
firm’s liquidity position based upon the significant excess liquidity at the holding company and in our banking and non-banking
subsidiaries as well as our ability to generate cash in the public markets. Additionally, any purchase of these assets would not result in
additional gain or loss to the firm as such exposure is already reflected in the fair value of our derivative contracts.

Committed Credit Facilities

In addition to the Global Liquidity Sources, we maintain credit facilities that are available to cover regular and contingent funding needs.
We maintaina committed, three-year multi-currency, unsecured bank credit facility that totaled $4.0 billion as of December 28, 2007 and
which expires in April 2010. This facility permits borrowings by ML & Co. We borrow regularly from this facility as an additional funding
source to conduct normal business activities. At December 28, 2007, we had $1.0 billion of borrowings outstanding under this facility.
This facility requires us to maintain a minimum consolidated net worth which we significantly exceeded. There were no borrowings
outstanding as of December 29, 2006.

We also maintain two committed, secured credit facilities which totaled $6.5 billion at December 28, 2007 and $7.5 billion at
December 29, 2006. These facilities expire in May 2008 and December 2008. Both facilities include a one-year term-out feature that
allows ML & Co., atits option, to extend borrowings underthe facilities foran additionalyear beyond their respective expiration dates. The
secured facilities permit borrowings by ML & Co. and select subsidiaries, secured by a broad range of collateral. At December 28, 2007
and December 29, 2006, we had no borrowings outstanding under either facility.

In addition, we maintain committed, secured credit facilities with two financial institutions that totaled $11.75 billion at December 28,
2007 and December 29, 2006. The secured facilities may be collateralized by government obligations eligible for pledging. The facilities
expire at various dates through 2014, but may be terminated earlier with at least a nine-month notice by either party. At December 28,
2007 and December 29, 2006, we had no borrowings outstanding under these facilities.

Asset-Liability Management

We manage the profiles of our assets and liabilities and the relationships between them with the objective of ensuring that we maintain
sufficient liquidity to meet our funding obligations in all environments, including periods of financial stress. This asset-Lliability
management involves maintaining the appropriate amount and mix of financing related to the underlying asset profiles and liquidity
characteristics, while monitoring the relationship between cash flow sources and uses. Our asset-liability management takes into
account restrictions at the subsidiary level with coordinated and centralized oversight at ML & Co. We consider a legal entity focus
essential in view of the regulatory, tax and other considerations that can affect the transfer and availability of liquidity between legal
entities. We assess the availability of cash flows to fund maturing liability obligations when due under stressed market liquidity
conditions in time frames from overnight through one year, with an emphasis on the near term periods during which liquidity risk is
considered to be the greatest.

An important objective of our asset-liability management is ensuring that sufficient funding is available for our long-term assets and
other long-term capital requirements. Long-term capital requirements are determined using a long-term capital model that takes
into account:

= The portion of assets that cannot be self-funded in the secured financing markets, considering stressed market conditions,
including illiquid and less liquid assets;

= Subsidiaries’ regulatory capital;
= Collateral on derivative contracts that may be required in the event of changes in our credit ratings or movements in the

underlying instruments;
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= Portions of commitments to extend credit based on our estimate of the probability of draws on these commitments; and

= Other contingencies based on our estimates.

In assessing the appropriateness of our long-term capital, we seek to: (1) ensure sufficient matching of our assets based on factors such
asholding period, contractual maturity and regulatory restrictions and (2) limit the amount of liabilities maturing in any particular period.
We also considerliquidity needs for business growth and circumstances that might cause contingent liquidity obligations. Our policyis to
operate with an excess of long-term capital sources of at least $15 billion over our long-term capital requirements. At December 28,
2007, our long-term capital sources of $288.9 billion exceeded our estimated long-term capital requirements by more than $15 billion.

Our regulated bank subsidiaries maintain strong liquidity positions and manage the liquidity profile of their assets, liabilities and
commitments so that they can appropriately balance cash flows and meet all of their deposit and other funding obligations when due.
This asset-liability management includes: projecting cash flows, monitoring balance sheet liquidity ratios against internal and
regulatory requirements, monitoring depositor concentrations, and maintaining liquidity and contingency plans. In managing liquidity,
our bank subsidiaries place emphasis on a stable and diversified retail deposit base, which serves as a reliable source of liquidity. The
banks’ liquidity models use behavioral and statistical approaches to measure and monitor the liquidity characteristics of the deposits.

Our asset-liability management process also focuses on maintaining diversification and an appropriate mix of borrowings through
application and monitoring of internal concentration limits and guidelines on various factors, including debt instrument types,
maturities, currencies, and single investors.

Scenario Analysis and Stress Testing

Scenario analysis and stress testing is an important part of our liquidity management process. Our Liquidity Risk Management Group
performs regular scenario-based stress tests covering credit rating downgrades and stressed market conditions both market-wide and
in specific market segments. We run scenarios covering crisis durations ranging from as short as one week through as long as one year.
Some scenarios assume that normal business is not interrupted.

In our scenario analysis, we assume loss of access to unsecured funding markets during periods of financial stress. Various levels of
severity are assessed through sensitivity analysis around key liquidity risk drivers and assumptions. Key assumptions that are stressed
include diminished access to the secured financing markets, run-off in deposits, draws on liquidity facilities, cash outflows due to the
loss of funding from off-balance sheet third party structures including asset-backed commercial paper conduits, derivative collateral
outflows and changes in our credit ratings. In our modeling we evaluate all sources of funds that can be accessed during a stress event
with particular focus on matching by legal entity locally available sources with corresponding liquidity requirements.

Management judgment is applied in scenario modeling. The Liquidity Risk Management Group works with Global Risk Management to
incorporate the results of theirjudgmentand analytics where credit or market riskimplications exist. We assess the cash flow exposures
under the various scenarios and use the results to refine liquidity assumptions, size our excess liquidity pools and/or adjust the asset-
liability profiles.

Contingency Funding Plan

We maintain a contingency funding plan that outlines our responses to liquidity stress events of various levels of severity. The plan
includes the funding action steps, potential funding strategies and a range of communication procedures that we will implementin the
event of stressed liquidity conditions. We periodically review and test the contingency funding plan to achieve ongoing validity
and readiness.

Our U.S. bank subsidiaries also retain access to contingency funding through the Federal Reserve discount window and Federal Home
Loan Banks, while certain non-U.S. subsidiaries have access to the central banks for the jurisdictions in which they operate. While we do
notrely onthese sourcesin ourliquidity modeling, we maintain the policies, procedures and governance processes that would enable us
to access these sources.

Operational Risk
We define operational risk as the risk of loss resulting from the failure of people, internal processes and systems, or from external
events. Operational risk can arise from many sources including theft and fraud, improper business practices, claims from clients, and
from events which disrupt business.

The primary responsibility for managing operational risk on a day-to-day basis lies with our businesses and support functions. Each
business and support group has established processes, systems and controls to address operational risks within their unit. These
include the use of technology to automate processes and key controls; the provision and testing of business continuity plans to protect
against major disruptions; the establishment of control committees to oversee the effectiveness of the control environment; and the
training, supervision, and development of staff.
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In addition, we have anindependent risk management function, Operational Risk Management (ORM), which is responsible for providing
a framework and infrastructure to support the effective management and oversight of our exposure to operational risk. The
framework includes:

= [dentification, Assessment, & Monitoring of Risks — ORM works closely with business management as well as with Global Risk
Management and other independent control functions to identify, assess, and monitor the critical operational risks impacting
the business;

= LossAnalysis — ORM systematically captures, analyzes, and reports operational risk loss data based on a structured classification of
risk. Risk categories used for analysis of both firm and industry loss data include business disruption, business practices, client
selection and exposure, client suitability and servicing, employment practices, key person, technology, theft and fraud, transaction
execution, and valuation and reporting; and

= Reporting to Governance Committees — ORM presents analyses of all elements of the operational risk framework to key governance,
risk, and control committees both regionally and globally.

When we deem prudent, we purchase insurance to protect us against certain operational and other risks.

Other Risks
We encounter avariety of other risks, which could have the ability to impact the viability, profitability, and cost-effectiveness of present or
future transactions. Such risks include political, tax, and regulatory risks that may arise due to changes in local laws, regulations,
accounting standards, or tax statutes. To assist in the mitigation of such risks, we rigorously review new and pending legislation and
regulations. Additionally, we employ professionals in jurisdictions in which we operate to actively follow issues of potential concern or
impact to Merrill Lynch and to participate in related interest groups.

Recent Accounting Developments

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements-an amendment of ARB
No.57(“SFAS No. 160”). SFAS No. 160 requires noncontrolling interests in subsidiaries initially to be measured at fairvalue and classified
as a separate component of equity. Under SFAS No. 160, gains or losses on sales of noncontrolling interests in subsidiaries are not
recognized, instead sales of noncontrolling interests are accounted for as equity transactions. However, in a sale of a subsidiary’s shares
thatresults in the deconsolidation of the subsidiary, a gain or loss is recognized for the difference between the proceeds of that sale and
the carrying amount of the interest sold. Additionally, a new fair value basis is established for any remaining ownership interest.
SFAS No. 160 s effective for the first annual reporting period beginning on or after December 15, 2008; earlier application is prohibited.
SFAS No. 160 is required to be adopted prospectively, with the exception of certain presentation and disclosure requirements (e.qg.,
reclassifying noncontrolling interests to appearin equity), which are required to be adopted retrospectively. We are currently evaluating
the impact of SFAS No. 160 on the Consolidated Financial Statements.

In December 2007, the FASB issued Statement No. 141R, Business Combinations (“SFAS No. 141R”), which significantly changes the
financial accounting and reporting for business combinations. SFAS No. 141R will require:

= More assets and liabilities measured at fair value as of the acquisition date,

= Liabilities related to contingent consideration to be remeasured at fair value in each subsequent reporting period with
changes reflected in earnings and not goodwill, and

= An acquirer in pre-acquisition periods to expense all acquisition-related costs.

SFASNo. 141Risrequiredtobe adopted ona prospective basis concurrently with SFAS No. 160 and is effective for business combinations
with an acquisition date in fiscal 2009. Early adoption is prohibited. We are currently evaluating the impact of SFAS No. 141R on the
Consolidated Financial Statements.

In December 2007, the American Securitization Forum (“ASF”) issued the “Streamlined Foreclosure and Loss Avoidance Framework for
Securitized Subprime Adjustable Rate Mortgage Loans” (the “ASF Framework”). The ASF Framework provides guidance for servicers to
streamline borrower evaluation procedures and to facilitate the use of foreclosure and loss prevention efforts (including refinancings,
forbearances, workout plans, loan modifications, deeds-in-lieu and short sales or short payoffs). The ASF Framework attempts to
reduce the number of U.S. subprime residential mortgage borrowers who might default because the borrowers cannot afford to pay the
increased interest rate on their loans after their subprime residential mortgage variable loan rate resets.

The ASF Framework is focused on U.S. subprime first-lien adjustable-rate residential mortgages that have an initial fixed interest rate
period of 36 months or less, were originated between January 1, 2005 and July 31, 2007, have an initial interest rate reset date between
January 1,2008 and July 31,2010, and are included in securitized pools (these loans are referred to as “Segment 2 subprime ARM loans”
within the ASF Framework). The ASF Framework requires a borrower and its U.S. subprime residential mortgage variable rate loan to
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meet specific conditions to qualify for a fast track loan modification underwhich the qualifying borrower’s interest rate will be kept at the
existing initial rate, generally for five years following the upcoming reset.

InJanuary 2008, the SEC’s Office of Chief Accountant (the “OCA”) issued a letter (the “OCA Letter”) addressing accountingissues that may
be raised by the ASF Framework. The OCA Letter expressed the view that ifa Segment 2 subprime ARM loan is modified pursuant to the
ASF Framework and that loan could legally be modified, the OCAwill not object to the continued status of the transferee asa QSPE under
SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (a replacement of FASB
Statement No. 125)(“SFAS No. 140”). The OCArequested the FASB toimmediately address the issues that have arisen in the application of
the QSPE guidance in SFAS No. 140.

Merrill Lynch may make loan modifications in accordance with the ASF Framework in 2008 but does not expect them to have a material
effect on our accounting for U.S. sub-prime residential mortgage loans or securitizations or retained interests in securitizations of
U.S. sub-prime residential mortgage loans.

In June 2007, the Accounting Standards Executive Committee of the AICPA issued Statement of Position 07-1, Clarification of the Scope of
the Audit and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in
Investment Companies (“SOP 07-17). The intent of SOP 07-1 is to clarify which entities are within the scope of the AICPA Audit and
Accounting Guide, Investment Companies (the “Guide”). For those entities that are investment companies under SOP 07-1, the SOP also
addresses whetherthe specialized industry accounting principles of the Guide (referred to as “investment company accounting”) should
beretained by the parentcompany in consolidation or by aninvestor thataccounts for the investment underthe equity method because it
has significantinfluence over the investee. On October 17, 2007, the FASB proposed an indefinite delay of the effective dates of SOP 07-1
to allow the Board to address certain implementation issues that have arisen and possibly revise SOP 07-1.

In April 2007, the FASB issued FSP No. FIN 39-1, Amendment of FASB Interpretation No. 39 (“FSP FIN 39-1”). FSP FIN 39-1 modifies
FIN No. 39, Offsetting of Amounts Related to Certain Contracts, and permits companies to offset cash collateral receivables or payables
with net derivative positions. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007 with early adoption permitted.
FSP FIN 39-1 will not have a material effect on our Consolidated Financial Statements as it clarified the acceptability of existing market
practice, which we apply, for netting of cash collateral against net derivative assets and liabilities.

InFebruary 2007, the FASBissued SFAS No. 159, which provides a fairvalue option electionthatallows companies toirrevocably elect fair
value as theinitialand subsequent measurement attribute for certain financial assets and liabilities. Changes in fair value for assets and
liabilities for which the election is made will be recognized in earnings as they occur. SFAS No. 159 permits the fair value option election
on an instrument-by-instrument basis at initial recognition of an asset or liability or upon an event that gives rise to a new basis of
accounting for that instrument. SFAS No. 159 is effective as of the beginning of an entity’s first fiscal year that begins after November 15,
2007. Early adoption is permitted as of the beginning of a fiscal year that begins on or before November 15, 2007 provided that the entity
makes that choice inthe first 120 days of that fiscalyear, has notyetissued financial statements for any interim period of the fiscal year of
adoption, and also elects to apply the provisions of SFAS No. 157 (described below). We early adopted SFAS No. 159 in the first quarter of
2007.In connection with this adoption, management reviewed its treasury liquidity portfolio and determined that we should decrease our
economic exposure to interest rate risk by eliminating long-term fixed rate assets from the portfolio and replacing them with floating
rate assets. The fixed rate assets had been classified as available-for-sale and the unrealized losses related to such assets had been
recorded in accumulated other comprehensive loss. As a result of the adoption of SFAS No. 159, the loss related to these assets was
removed from accumulated other comprehensive loss and a loss of approximately $185 million, net of tax, primarily related to these
assets, was recorded as a cumulative-effect adjustment to beginning retained earnings, with no material impact to total stockholders’
equity. Refer to Note 3 to the Consolidated Financial Statements for additional information.

In September 2006, the FASB issued SFAS No. 157. SFAS No. 157 defines fair value, establishes a framework for measuring fair value,
establishes a fair value hierarchy based on the quality of inputs used to measure fair value and enhances disclosure about fair value
measurements. SFAS No. 157 nullifies the guidance provided by EITF 02-3 that prohibits recognition of day one gains or losses on
derivative transactions where modelinputs that significantly impact valuation are not observable. Inaddition, SFAS No. 157 prohibits the
use of block discounts for large positions of unrestricted financial instruments that trade in an active market and requires an issuer to
incorporate changes in its own credit spreads when determining the fair value of its liabilities. SFAS No. 157 is effective for fiscal years
beginning after November 15,2007 with early adoption permitted provided that the entity has not yetissued financial statements for that
fiscal year, including any interim periods. The provisions of SFAS No. 157 are to be applied prospectively, except that the provisions
related to block discounts and existing derivative financial instruments measured under EITF 02-3 are to be applied as a one-time
cumulative effect adjustment to opening retained earnings in the year of adoption. We early adopted SFAS No. 157 in the first quarter of
2007. The cumulative-effect adjustment to beginning retained earnings was an increase of approximately $53 million, net of tax,
primarily representing the difference between the carrying amounts and fair value of derivative contracts valued using the guidance in
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EITF 02-3. The impact of adopting SFAS No. 157 was not material to our Consolidated Statement of Earnings. Refer to Note 3 to the
Consolidated Financial Statements for additional information.

In September 2006, the FASB issued SFAS No. 158, Employers’Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106 and 132R (“SFAS No. 158”). SFAS No. 158 requires an employer to recognize the overfunded
orunderfunded status of its defined benefit pensionand other postretirement plans, measured as the difference between the fairvalue of
planassets and the benefit obligation as an asset or liability inits statement of financial condition. Upon adoption, SFAS No. 158 requires
an entity to recognize previously unrecognized actuarial gains and losses and prior service costs within accumulated other com-
prehensive loss, net of tax. Inaccordance with the guidance in SFAS No. 158, we adopted this provision of the standard for year-end 2006.
The adoption of SFAS No. 158 resulted in a net credit of $65 million to accumulated other comprehensive loss recorded on the
Consolidated Financial Statements at December 29,2006. SFAS No. 158 also requires defined benefit plan assets and benefit obligations
to be measured as of the date of the company’s fiscal year-end. We have historically used a September 30 measurement date. Under the
provisions of SFAS No. 158, we will be required to change our measurement date to coincide with our fiscal year-end. This provision of
SFAS No. 158 will be effective for us in fiscal 2008. We are currently evaluating the impact of adoption of this provision of SFAS No. 158 on
the Consolidated Financial Statements.

InJune 2006, the FASBissued Interpretation No. 48, Accounting for Uncertaintyin Income Taxes, an Interpretation of FASB Statement No. 109
(“FIN 48”). FIN 48 clarifies the accounting for uncertainty inincome taxes recognized in a company’s financial statements and prescribes
arecognition 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,
accounting in interim periods, disclosure and transition. We adopted FIN 48 in the first quarter of 2007. The impact of the adoption of
FIN 48 resulted in a decrease to beginning retained earnings and an increase to the liability for unrecognized tax benefits of
approximately $66 million. See Note 14 to the Consolidated Financial Statements for further information.

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets (“SFAS No. 156”). SFAS No. 156 amends SFAS
No. 140 to require all separately recognized servicing assets and servicing liabilities to be initially measured at fairvalue, if practicable.
SFAS No. 156 also permits servicers to subsequently measure each separate class of servicing assets and liabilities at fair value rather
than at the lower of amortized cost or market. For those companies that elect to measure their servicing assets and liabilities at fair
value, SFAS No. 156 requires the difference between the carrying value and fair value at the date of adoption to be recognized as a
cumulative-effectadjustment to retained earnings as of the beginning of the fiscal yearin which the electionis made. Prior to adoption of
SFAS No. 156, we accounted for servicing assets and servicing liabilities at the lower of amortized cost or market. We adopted
SFAS No. 156 on December 30, 2006. We have not elected to subsequently fair value those mortgage servicing rights (“MSR”) held as of
the date of adoption or those MSRs acquired or retained after December 30, 2006. The adoption of SFAS No. 156 did not have a material
impact on the Consolidated Financial Statements.

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments an amendment of FASB Statements
No. 133and 140(“SFAS No. 155”). SFAS No. 155 clarifies the bifurcation requirements for certain financial instruments and permits hybrid
financial instruments that contain a bifurcatable embedded derivative to be accounted for as a single financial instrument at fair value
with changesinfairvalue recognizedinearnings. This election is permitted on aninstrument-by-instrument basis for all hybrid financial
instruments held, obtained, or issued as of the adoption date. At adoption, any difference between the total carrying amount of the
individual components of the existing bifurcated hybrid financial instruments and the fair value of the combined hybrid financial
instrumentsis recognized as a cumulative-effect adjustment to beginning retained earnings. We adopted SFAS No. 155 on a prospective
basis beginning in the first quarter of 2007. Since SFAS No. 159 incorporates accounting and disclosure requirements that are similar to
SFAS No. 155, we apply SFAS No. 159, rather than SFAS No. 155, to our fair value elections for hybrid financial instruments.

We adopted the provisions of SFAS No. 123 (revised 2004), Share-Based Payment, a revision of SFAS No. 123, Accounting for Stock-Based
Compensation (“SFAS No. 123R”) as of the beginning of the first quarter of 2006. Under SFAS No. 123R, compensation expenses for share-
based awards that do not require future service are recorded immediately, and share-based awards that require future service continue
to be amortized into expense over the relevant service period. We adopted SFAS No. 123R under the modified prospective method
whereby the provisions of SFAS No. 123R are generally applied only to share-based awards granted or modified subsequent to adoption.
Thus, for Merrill Lynch, SFAS No. 123R required the immediate expensing of share-based awards granted or modified in 2006 to
retirement-eligible employees, including awards that are subject to non-compete provisions.

Prior to the adoption of SFAS No. 123R, we had recognized expense for share-based compensation over the vesting period stipulated in
the grant for all employees. This included those who had satisfied retirement eligibility criteria but were subject to a non-compete
agreement that applied from the date of retirement through each applicable vesting period. Previously, we had accelerated any
unrecognized compensation cost for such awards if a retirement-eligible employee left Merrill Lynch. However, because SFAS No. 123R
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applies only to awards granted or modified in 2006, expenses for share-based awards granted prior to 2006 to employees who were
retirement-eligible with respect to those awards must continue to be amortized over the stated vesting period.

In addition, beginning with performance year 2006, for which we granted stock awards in January 2007, we accrued the expense for
future awards granted to retirement-eligible employees over the award performance year instead of recognizing the entire expense
related to the award on the grant date. Compensation expense for 2006 performance year and all future stock awards granted to
employees not eligible for retirement with respect to those awards will be recognized over the applicable vesting period.

SFAS No. 123R also requires expected forfeitures of share-based compensation awards for non-retirement-eligible employees to be
included in determining compensation expense. Prior to the adoption of SFAS No. 123R, any benefits of employee forfeitures of such
awards were recorded as a reduction of compensation expense when the employee left Merrill Lynch and forfeited the award. In the first
quarter of 2006, we recorded a benefit based on expected forfeitures which was not material to the results of operations for the quarter.

The adoption of SFAS No. 123R resulted in a charge to compensation expense of approximately $550 million on a pre-tax basis and
$370 million on an after-tax basis in the first quarter of 2006.

The adoption of SFAS No. 123R, combined with other business and competitive considerations, prompted us to undertake a
comprehensive review of our stock-based incentive compensation awards, including vesting schedules and retirement eligibility
requirements, examining their impact to both Merrill Lynch and its employees. Upon the completion of this review, the Management
Developmentand Compensation Committee of Merrill Lynch’s Board of Directors determined that to fulfill the objective of retaining high
quality personnel, future stock grants should contain more stringent retirement provisions. These provisions include a combination of
increased age and length of service requirements. While the stock awards of employees who retire continue to vest, retired employees
are subjectto continued compliance with the strict non-compete provisions of those awards. To facilitate transition to the more stringent
future requirements, the terms of most outstanding stock awards previously granted to employees, including certain executive officers,
were modified, effective March 31, 2006, to permit employees to be immediately eligible for retirement with respect to those earlier
awards. While we modified the retirement-related provisions of the previous stock awards, the vesting and non-compete provisions for
those awards remain in force.

Since the provisions of SFAS No. 123R apply to awards modified in 2006, these modifications required us to record additional one-time
compensation expense in the first quarter of 2006 for the remaining unamortized amount of all awards to employees who had not
previously been retirement-eligible under the original provisions of those awards.

The one-time, non-cash charge associated with the adoption of SFAS No. 123R, and the policy modifications to previous awards resulted
ina net charge to compensation expense in the first quarter of 2006 of approximately $1.8 billion pre-tax, and $1.2 billion after-tax, or a
net impact of $1.34 and $1.21 on basic and diluted earnings per share, respectively. Policy modifications to previously granted awards
amounted to $1.2 billion of the pre-tax charge and impacted approximately 6,300 employees.

Prior to the adoption of SFAS No. 123R, we presented the cash flows related to income tax deductions in excess of the compensation
expense recognized on share-based compensation as operating cash flows in the Consolidated Statements of Cash Flows.
SFAS No. 123R requires cash flows resulting from tax deductions in excess of the grant-date fair value of share-based awards to
be included in cash flows from financing activities. The excess tax benefits of $283 million related to total share-based compensation
included in cash flows from financing activities in the first quarter of 2006 would have been included in cash flows from operating
activities if we had not adopted SFAS No. 123R.

As a result of adopting SFAS No. 123R, approximately $600 million of liabilities associated with the Financial Advisor Capital
Accumulation Award Plan (“FACAAP”) were reclassified to stockholders’ equity. In addition, as a result of adopting SFAS No. 123R,
the unamortized portion of employee stock grants, which was previously reported as a separate component of stockholders’ equity on
the Consolidated Balance Sheets, has been reclassified to paid-in capital.

In June 2005, the FASB ratified the consensus reached by the Emerging Issues Task Force on Issue 04-5, Determining Whether a General
Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights
(“EITF 04-5"). EITF 04-5 presumes that a general partner controls a limited partnership, and should therefore consolidate a limited
partnership, unless the limited partners have the substantive ability to remove the general partner without cause based on a simple
majority vote or can otherwise dissolve the limited partnership, or unless the limited partners have substantive participating rights over
decision making. The guidance in EITF 04-5 was effective beginning in the third quarter of 2005 for all new limited partnership
agreements and any limited partnership agreements that were modified. For those partnership agreements that existed at the date
EITF 04-5 was issued, the guidance became effective in the first quarter of 2006. The adoption of this guidance did not have a material
impact on the Consolidated Financial Statements.
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Activities of Principal Subsidiaries
Certain indirect subsidiaries of ML & Co. are intended to be structured so that the applicable entity would not be included in any
bankruptcy proceedings of any of its affiliates. While the assets of such a subsidiary are included in these Consolidated Financial
Statements of ML & Co., the assets of such a subsidiary are legally owned by that subsidiary and available only to its creditors and are not
available to creditors of any of its affiliates, including ML & Co.

Merrill Lynch, Pierce, Fenner & Smith Incorporated (“MLPF&S”) in the United States, acts as a broker (i.e., agent) for corporate,
institutional, government, and otherclientsand asadealer(i.e., principal) in the purchase and sale of corporate securities. MLPF&S also
acts asabrokerand/oradealerinthe purchase and sale of mutual funds, money market instruments, government securities, high yield
bonds, municipal securities, financial futures contracts and options. The futures business and foreign exchange activities are conducted
through MLPF&S and other subsidiaries. MLPF&S holds memberships and/or has third-party clearing relationships with all major
commodity and financial futures exchanges and clearing associations in the United States and it also carries positions reflecting trades
executed on exchanges outside of the United States through affiliates and/or third-party clearing brokers. As a leading investment
banking entity, MLPF&S provides corporate, institutional, and government clients with a wide variety of financial services including
underwriting the sale of securities to the public, structured and derivative financing, private placements, mortgage and lease financing
and financial advisory services, including advice on mergers and acquisitions.

MLPF&S also provides securities clearing services for its own account and for unaffiliated broker-dealers through its Broadcort Division
and through its subsidiary Merrill Lynch Professional Clearing Corp. (“ML Pro”). ML Pro is involved in our prime brokerage business and
also makes a market in listed option contracts on various options exchanges.

MLPF&S also provides discretionary and non-discretionary investment advisory services. These advisory services include Merrill Lynch
Consults® Service, the Personal Investment Advisory Program, the Merrill Lynch Mutual Fund Advisor® program, the Merrill Lynch
Mutual Fund Advisor Selects® program, Merrill Lynch Personal Advisor program, and Merrill Lynch Global Selects. MLPF&S also offers
fee-based financial planning services, including the Financial Foundation® report. MLPF&S provides financing to clients, including
margin lending and other extensions of credit. Through the Beyond Banking ® account, our customers have access to a special securities
account product designed for everyday transactions, savings and cash management that combines Visa, check writing and ATM access
with available advice and guidance. We also offer Merrill Lynch branded credit cards which are issued by an unaffiliated bank.

Through its retirement group, MLPF&S provides a wide variety of investment and custodial services to individuals through Individual
Retirement Accounts and small business retirement programs. MLPF&S also provides investment, administration, communications,
and consulting services to corporations and theiremployees for their retirement programs, including 401(k), pension, profit-sharing and
nonqualified deferred compensation plans.

Merrill Lynch International (“MLI”) is a United Kingdom-based dealer in equity and fixed income securities of a significant number of
globalissuers, sovereign government obligations and asset-backed securities, and in loans and related financial instruments. Outside
the United States, MLl is a registered market maker and regularly makes a market in the equity securities of the more actively traded
non-U.S. corporations. MLI is also our primary non-U.S. credit and equity derivatives and futures product dealer.

Merrill Lynch Government Securities, Inc. (“MLGSI”) is a primary dealerin obligations issued orguaranteed by the U.S. Government
and regularly makes a market in securities issued by Federal agencies and other government-sponsored entities, such as, among
others, Government National Mortgage Association, Fannie Mae and Freddie Mac. MLGSI deals in mortgage-backed pass-through
instrumentsissued by certain of these entitiesandalsoinrelated futures, options, and forward contracts forits ownaccount, to hedge its
ownrisk,andtofacilitate customers’ transactions. Asa primary dealer, MLGSlacts as a counterparty to the Federal Reserve Bank of New
York (“FRBNY”) in the conduct of open market operations and regularly reports positions and activities to the FRBNY. An integral part of
MLGSI’s business involves entering into repurchase agreements and securities lending transactions.

Merrill Lynch Capital Services, Inc. (“MLCS”) and Merrill Lynch Derivative Products AG (“MLDP”) are interest rate and currency
derivative product dealers. MLCS primarily acts as a counterparty for certain derivative financial products, including interest rate and
currency swaps, caps and floors and options. MLCS maintains positions in interest-bearing securities, financial futures and forward
contracts to hedge its interest rate and currency risk related to derivative exposures. In the normal course of its business, MLCS enters
into repurchase and resale agreements with certain affiliated companies. MLDP acts as an intermediary for certain derivative products,
including interest rate and currency swaps, between Merrill Lynch dealers and counterparties that are highly rated or otherwise
acceptable to MLDP. Its activities address certain swap customers’ preference to limit their trading to those dealers having the highest
credit quality. MLDP has been assigned the Aaa, AAA and AAA counterparty rating by the rating agencies Moody’s Investors Service,
Standard & Poor’s Ratings Services and Fitch Ratings, respectively. Customers meeting certain credit criteria enter into swaps with
MLDP and, in turn, MLDP enters into offsetting mirror swaps with such Merrill Lynch dealers. However, such Merrill Lynch dealers are
required to provide MLDP with collateralto mitigate certain exposures MLDP may have to such Merrill Lynch dealers. In addition, MLCS’s
subsidiaries, Merrill Lynch Commodities, Inc., and other Merrill Lynch subsidiaries trade as principalin physically and financially settled
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contracts in energy, weather and a broad range of other commodities. These subsidiaries also provide asset optimization and other
energy management and risk management services for third parties.

Merrill Lynch Bank USA (“MLBUSA”) and Merrill Lynch Bank & Trust Co., FSB (“MLBT-FSB”) provide the U.S. management
platform for Merrill Lynch’s banking products and services.

Merrill Lynch, primarily through MLBUSA, provides syndicated and bridge financing, asset-based lending, commercial real estate
lending, equipment financing, and standby or “backstop” credit in various forms for large institutional clients generally in connection
with their commercial paper programs. MLBUSA also offers securities-based loans primarily to individual clients. MLBUSA is a state-
chartered depository institution whose deposits are insured by the FDIC, and is a wholesale bank for Community Reinvestment Act
(“CRA”) purposes. MLBT-FSB is an FDIC-insured federal savings bank and is a retail bank for CRA purposes. MLBUSA and MLBT-FSB
offer certificates of deposit, transaction accounts and money market deposit accounts and issue Visa® debit cards.

MLBT-FSB, through its First Republic division, its Merrill Lynch Credit Corporation and First Franklin subsidiaries, offers residential
mortgage financing throughout the United States enabling clients to purchase and refinance their homes as well as to manage their
other personalcredit needs. Inaddition, through its First Republic division and Merrill Lynch Business Financial Services Inc. (“MLBFS”),
a subsidiary of MLBUSA, offers commercial financing for qualifying small and middle-market businesses, including lines of credit,
revolving loans, term loans and equipment leases and loans. MLBFS has been moved to Merrill Lynch Commercial Finance Corp, a
subsidiary of MLBUSA, as of December 29, 2007. MLBFS also provides qualifying business clients with acquisition, working capital and
equipment financing, commercial real estate financing, and other specialized asset financing through its ML Capital business. The sale
of the ML Capital business to GE Capital closed on February 4, 2008.

Financial Data Services Inc., a wholly-owned subsidiary of MLBUSA, is a registered transfer agent and provides support and services for
mutual fund products.

Merrill Lynch International Bank Limited (“MLIB”), formerly known as Merrill Lynch Capital Markets Bank Limited, is the primary
non-U.S. banking entity for Merrill Lynch. Headquartered in Ireland, with branch offices in Amsterdam, Bahrain, Brussels, Frankfurt,
London, Madrid, Milan, Paris and Singapore, MLIB acts as a principal for debt derivative transactions and engages in advisory, lending,
loan trading, and institutional sales activities. MLIB also provides collateralized (including mortgage) lending, letters of credit,
guarantees and foreign exchange services to, and accepts deposits from, its clients.

MLIB, throughits subsidiaries, Mortgages plcand Wave Lending Limited, provides mortgage lending, administrationand servicinginthe
U.K. nonconforming residential mortgage market.

Merrill Lynch Bank (Suisse) S.A., a subsidiary of MLIB, is a Swiss licensed bank that provides a full array of banking, asset management
and brokerage products and services to international clients, including securities trading and custody, secured loans and overdrafts,
fiduciary deposits, foreign exchange trading and portfolio management services.

Merrill Lynch Mortgage Capital Inc. (“MLMCI”) transacts in syndicated commercial loans. As anintegral part of its business, MLMCI
entersinto repurchase agreements whereby it obtains funds by pledging its own whole loans as collateral. The repurchase agreements
provide financing for MLMClI’s inventory and serve as short-term investments for MLMCI’s customers. MLMCl also enters into reverse
repurchase agreements through which it provides funds to customers collateralized by whole loan mortgages, thereby providing the
customers with temporary liquidity. MLMCI, through its subsidiary Merrill Lynch Mortgage Lending, Inc. (“MLML"), transacts in whole
loan mortgages, mortgage loan participations and mortgage loan servicing. MLML also originates and purchases from lenders, both
commercial and multi-family mortgage loans and then securitizes these loans for sale to investors. MLML purchases prime, subprime,
nonperforming and subperforming residential mortgage loans from originators of these loans and aggregates these loans for sale inthe
securitization market. Wilshire Credit Corporation, a subsidiary of MLMCI, services subprime, nonperforming and reperforming
residential mortgages.

Merrill Lynch Japan Securities Co., Ltd. (“MLJS”) is a Japan-based broker-dealer that provides clients with a variety of financial
services, including the purchase and sale of equity and fixed income securities, futures and options. MLJS also acts as an underwriter
and seller of securities in both publicly registered transactions and private placements.

ML IBK Positions, Inc. isa U.S.-based entity involved in private equity and principal investing that makes proprietary investments in all
levels of the capital structure of U.S. and non-U.S. companies, and in special purpose companies owning real estate, mortgage loans,
consumer receivables and otherassets, and may make direct equity investmentsin real estate assets, mortgage loans and otherassets.
Inaddition, through its subsidiary, Merrill Lynch Capital Corporation, it provides senior and subordinated financing to certain companies.
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Management’s Discussion of Financial Responsibility, Disclosure Controls and
Procedures, and Report on Internal Control Over Financial Reporting

Financial Responsibility

Oversightis provided by independent units within Merrill Lynch, working together to maintain Merrill Lynch’s internal control standards.
Corporate Audit reports directly to the Audit Committee of the Board of Directors, providing independent appraisals of Merrill Lynch’s
internal controls and compliance with established policies and procedures. Finance management establishes accounting policies and
procedures, measures and monitors financial risk, and independently from the businesses prepares financial statements that fairly
present the underlying transactions and events of Merrill Lynch. Independent risk groups monitor capital adequacy and liquidity
managementand have oversightresponsibility for Merrill Lynch’s market and credit risksindependent from business line management.
These groups have clear authority to enforce trading and credit limits using various systems and procedures to monitor positions and
risks. The Office of the General Counsel servesinacounselingandadvisory role to managementand the business groups. Inthis role, the
Office of the General Counsel develops policies; works with the business in monitoring compliance with internal policies, externalrules,
and industry regulations; and provides legal advice, representation, execution, and transaction support to the businesses.

ML & Co. has established a Disclosure Committee to assist the Chief Executive Officer and Chief Financial Officer in fulfilling their
responsibilities for overseeing the accuracy and timeliness of disclosures made by ML & Co. The Disclosure Committee is made up of
senior representatives of Merrill Lynch’s Finance, Investor Relations, Office of the General Counsel, Treasury, Tax and independent risk
groups, and is responsible for implementing and evaluating disclosure controls and procedures on an ongoing basis. The Disclosure
Committee meets at least eight times a year. Meetings are held as needed to review key events and disclosures impacting the period
throughout each fiscal quarter and prior to the filing of ML & Co.’s Form 10-K and 10-Q reports and proxy statement with the SEC.

The Board of Directors designated Merrill Lynch’s Guidelines for Business Conduct as the company’s code of ethics fordirectors, officers
and employees in performing their duties. The Guidelines set forth written standards for employee conduct with respect to conflicts of
interest, disclosure obligations, compliance with applicable laws and rules and other matters. The Guidelines also set forth information
and procedures for employees to report ethical or accounting concerns, misconduct or violations of the Guidelines in a confidential
manner. The Board of Directors adopted Merrill Lynch’s Code of Ethics for Financial Professionals in 2003. The Code, which applies to all
Merrill Lynch professionals who participate in our public disclosure process, supplements our Guidelines for Business Conduct and is
designed to promote honest and ethical conduct, full, fair and accurate disclosure and compliance with applicable laws.

The independent registered public accounting firm, Deloitte & Touche LLP, performs annual audits of Merrill Lynch’s financial
statements in accordance with the Standards of the Public Company Accounting Oversight Board (United States). They openly discuss
with the Audit Committee their views on the quality of the financial statements and related disclosures and the adequacy of Merrill
Lynch’s internal accounting controls. Quarterly review reports on the unaudited interim financial statements are also issued by
Deloitte & Touche LLP. The Audit Committee appoints the independent registered public accounting firm. The independent registered
public accounting firm is given unrestricted access to all financial records and related data, including minutes of meetings of
stockholders, the Board of Directors, and committees of the Board.

As part of theiroversight role, committees of the Board supervise managementin the formulation of corporate policies, procedures and
controls. The Audit Committee, which consists of four independent directors, oversees the internal audit function and considers the
adequacy of ourinternal controls. In addition, the Audit Committee reviews the framework established by management to assess and
manage the major categories of risk affecting Merrill Lynch; the policies and procedures for managing operational, legal and
reputational risk; and oversees the compliance function. It also reviews the annual Consolidated Financial Statements and other
material financial information with management and Merrill Lynch’s independent registered public accounting firm, and evaluates the
performance, independence and fees of ourindependent registered publicaccounting firm and the professional services it provides. The
Audit Committee also has the authority to appoint or replace the independent registered public accounting firm and monitors the
treatment of concerns relating to accounting, internal accounting controls and auditing matters reported by employees, shareholders
and other interested parties.

The Finance Committee, which consists of fourindependent directors, reviews, recommends, and approves policies regarding financial
commitments and investments. It also reviews and approves certain financial commitments, acquisitions, divestitures, and proprietary
investments. In addition, the Finance Committee oversees balance sheet and capital management, corporate funding policies and
financing plans. It also reviews Merrill Lynch’s policies and procedures for managing exposure to market and credit risks, and when
appropriate, reviews significant risk exposures and trends in these categories of risk.
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Disclosure Controls and Procedures

During the 2007 year-end financial close process, management implemented additional reviews and analyses of certain financial data
presented in the Consolidated Financial Statements, including an enhanced review of the Consolidated Statements of Cash Flows. As a
result of the enhanced reviews, the Company discovered an error, due to an adjustment that incorrectly reflected cash flows received
from certain customer transactions, affecting its Consolidated Statements of Cash Flows for 2005 and 2006. The adjustment resulted in
an overstatement of cash flows received from derivatives financing transactions (financing activities) and was offset by a corresponding
overstatement in cash flows used for trading liabilities (operating activities). Management determined that its 2005 and 2006
Consolidated Statements of Cash Flows should be restated and has done so in its 2007 Annual Report.

ML & Co.’s Disclosure Committee assists with implementing, monitoring and evaluating our disclosure controls and procedures.
ML & Co.’s Chief Executive Officer, Chief Financial Officer and Disclosure Committee have evaluated the effectiveness of ML & Co.’s
disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934) as of the end of the period
covered by this Report. Based on that evaluation, ML & Co.’s Chief Executive Officer and Chief Financial Officer have concluded that ML &
Co.’s disclosure controls and procedures are effective.

No otherchangein ML & Co.’s internal control over financial reporting (as defined in Rule 13a-15(f) under the Securities Exchange Act of
1934) occurred during the fourth fiscal quarter of 2007 that has materially affected, oris reasonably likely to materially affect, ML & Co.’s
internal control over financial reporting.

Report on Internal Control Over Financial Reporting

Management recognizes its responsibility for establishing and maintaining adequate internal control over financial reporting and has
designed internal controls and procedures to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of consolidated financial statements and related notes in accordance with generally accepted accounting principles in the
United States of America. Management assessed the effectiveness of Merrill Lynch’s internal control over financial reporting as of
December 28, 2007. In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on our assessment, management believes that
Merrill Lynch maintained effective internal control over financial reporting as of December 28, 2007.

Deloitte & Touche LLP, Merrill Lynch’s independent registered public accounting firm, has issued an opinion on the effectiveness of
Merrill Lynch’s internal control over financial reporting as of December 28, 2007, based on the criteria established in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. This report appears under
“Report of Independent Registered Public Accounting Firm” on the following page.

New York, New York
February 25, 2008
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of Merrill Lynch & Co., Inc.:
We have audited the internal control over financial reporting of Merrill Lynch & Co., Inc. and subsidiaries (“Merrill Lynch”) as of
December 28, 2007, based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Merrill Lynch’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying
Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on Merrill Lynch’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company’s principal
executive and principal financial officers, or persons performing similar functions, and effected by the company’s board of directors,
management, and other personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control
over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and thatreceipts and expenditures of the company are beingmade only inaccordance with authorizations of managementand
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or improper
managementoverride of controls, material misstatements due to erroror fraud may not be prevented ordetected on atimely basis. Also,
projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk
that the controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, Merrill Lynch maintained, in all material respects, effective internal control over financial reporting as of December 28,
2007, based on the criteria established in /nternal Control — Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated financial statements asofand for theyearended December 28,2007 of Merrill Lynch and our report dated February 25, 2008
expressed anunqualified opinion onthose financial statements, included an explanatory paragraph regarding the changesinaccounting
methodsin 2007 relating to the adoption of Statement of Financial Accounting Standards No. 157, “Fair Value Measurement,” Statement of
Financial Accounting Standards No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities — Including an amendment of
FASB Statement No. 115,”and FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement
No. 109,” and in 2006 for share-based payments to conform to Statement of Financial Accounting Standards No. 123 (revised 2004),
“Share-Based Payment” and included an explanatory paragraph relating to the restatement discussed in Note 20 to the consolidated
financial statements.

Felote + Vowebe L LF

New York, New York
February 25, 2008
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of Merrill Lynch & Co., Inc.:
We have audited the accompanying consolidated balance sheets of Merrill Lynch & Co., Inc. and subsidiaries (“Merrill Lynch”) as of
December 28,2007 and December 29,2006, and the related consolidated statements of (loss)/earnings, changes in stockholders’ equity,
comprehensive (loss)/income and cash flows for each of the three years in the period ended December 28, 2007. These financial
statements are the responsibility of Merrill Lynch’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. Anauditalsoincludes assessing the accounting principles used and significant estimates made by management, aswell as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

Inouropinion, such consolidated financial statements present fairly, in all material respects, the financial position of Merrill Lynch as of
December 28, 2007 and December 29, 2006, and the results of its operations and its cash flows for each of the three years in the period
ended December 28, 2007, in conformity with accounting principles generally accepted in the United States of America.

As discussed in Notes 1, 3, 13 and 14 to the consolidated financial statements, in 2007 Merrill Lynch adopted Statement of Financial
Accounting Standards No. 157, “Fair Value Measurement,” Statement of Financial Accounting Standards No. 159, “The Fair Value Option for
Financial Assets and Financial Liabilities — Including an amendment of FASB Statement No. 115,” and FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109,” and in 2006 Merrill Lynch changed its method of
accounting for share-based payments to conform to Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-
Based Payment”.

As discussed in Note 20, the 2006 and 2005 consolidated financial statements have been restated.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Merrill
Lynch’s internal control over financial reporting as of December 28, 2007, based on the criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
February 25, 2008 expressed an unqualified opinion on Merrill Lynch’s internal control over financial reporting.

Falots + Towde Lo LP

New York, New York
February 25, 2008
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Consolidated Statements of (Loss)/Earnings

YEAR ENDED LAST FRIDAY IN DECEMBER

2007 2006 2005
(IN MILLIONS, EXCEPT PER SHARE AMOUNTS) (52 WEEKS) (52 WEEKS) (52 WEEKS)
Revenues
Principal transactions $ (12,067) $ 7,248 $ 3,647
Commissions 7,284 5,985 5,277
Investment banking 5,582 4,648 3,777
Managed accounts and other fee-based revenues 5,465 6,273 5,701
Earnings from equity method investments 1,627 556 567
Other (2,190) 2,883 1,848
5,701 27,593 20,817
Interest and dividend revenues 56,974 39,790 26,031
Less interest expense 51,425 35,571 21,571
Net interest profit 5,549 4,219 4,460
Gain on merger - 1,969 -
Revenues, Net of Interest Expense 11,250 33,781 25,277
Non-Interest Expenses
Compensation and benefits 15,903 16,867 12,314
Communications and technology 2,057 1,838 1,599
Brokerage, clearing, and exchange fees 1,415 1,096 855
Occupancy and related depreciation 1,139 991 931
Professional fees 1,027 885 729
Advertising and market development 785 686 593
Office supplies and postage 233 225 209
Other 1,522 1,383 1,286
Total Non-Interest Expenses 24,081 23,971 18,516
Pre-Tax (Loss)/Earnings from Continuing Operations (12,831) 9,810 6,761
Income tax (benefit)/expense (4,194) 2,713 1,946
Net (Loss)/Earnings from Continuing Operations $ (8,637) $ 7,097 $ 4815
Discontinued Operations:
Pre-tax earnings from discontinued operations 1,397 616 470
Income tax expense 537 214 169
Net Earnings from Discontinued Operations 860 402 301
Net (Loss)/Earnings $ (7,777) $ 7,499 $ 5,116
Preferred stock dividends 270 188 70
Net (Loss)/Earnings Applicable to Common Stockholders $ (8,047) 7,311 5,046
Basic (loss)/earnings per common share from continuing operations $ (10.73) 7.96 5.32
Basic earnings per common share from discontinued operations 1.04 0.46 0.34
Basic (Loss)/Earnings Per Common Share $  (9.69) 8.42 5.66
Diluted (loss)/earnings per common share from continuing operations $ (10.73) 7.17 $ 4.85
Diluted earnings per common share from discontinued operations 1.04 0.42 0.31
Diluted (Loss)/Earnings Per Common Share $  (9.69) 7.59 5.16
Dividend Paid Per Common Share $ 140 1.00 0.76
Average Shares Used in Computing Earnings Per Common Share
Basic 830.4 868.1 890.7
Diluted 830.4 963.0 977.7

See Notes to Consolidated Financial Statements.
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Consolidated Balance Sheets

(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) DEC. 28, 2007 DEC. 29, 2006
Assets
Cash and cash equivalents $ 41,346 $ 32,109
Cash and securities segregated for regulatory purposes or deposited with
clearing organizations 22,999 13,449
Securities financing transactions
Receivables under resale agreements (includes $100,214 measured at fair value in 2007
in accordance with SFAS No. 159) 221,617 178,368
Receivables under securities borrowed transactions 133,140 118,610
354,757 296,978
Trading assets, at fair value (includes securities pledged as collateral that can be sold
or repledged of $78,787 in 2007 and $58,966 in 2006)
Derivative contracts 72,689 36,262
Equities and convertible debentures 60,681 48,527
Corporate debt and preferred stock 37,849 32,854
Mortgages, mortgage-backed, and asset-backed 28,013 44,401
Non-U.S. governments and agencies 15,082 21,075
U.S. Government and agencies 11,219 13,086
Municipals, money markets and physical commodities 9,136 7,643
234,669 203,848
Investment securities (includes $4,685 measured at fair value in 2007 in accordance
with SFAS No. 159) (includes securities pledged as collateral that can be sold or repledged of
$16,124 in 2007 and $4 in 2006) 82,532 83,410
Securities received as collateral, at fair value 45,245 24,929
Other receivables
Customers (net of allowance for doubtful accounts of $24 in 2007 and $41 in 2006) 70,719 49,427
Brokers and dealers 22,643 18,900
Interest and other 33,487 21,054
126,849 89,381
Loans, notes, and mortgages (net of allowances for loan losses of $533 in 2007 and
$478in 2006) (includes $1,149 measured at fair value in 2007 in accordance with SFAS No. 159) 94,992 73,029
Separate accounts assets - 12,314
Equipment and facilities (net of accumulated depreciation and amortization of
$5,518 in 2007 and $5,213 in 2006) 3,127 2,924
Goodwill and intangible assets 5,091 2,457
Other assets 8,443 6,471
Total Assets $ 1,020,050 $ 841,299

Merrill Lynch 2007 Annual Report page 82



Consolidated Balance Sheets

(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNT) DEC. 28, 2007 DEC. 29, 2006
Liabilities
Securities financing transactions
Payables under repurchase agreements (includes $89,733 measured at fair value in 2007 in
accordance with SFAS No. 159) $ 235,725 $ 222,624
Payables under securities loaned transactions 55,906 43,492
291,631 266,116
Short-term borrowings 24,914 18,110
Deposits 103,987 84,124
Trading liabilities, at fair value
Derivative contracts 73,294 42,040
Equities and convertible debentures 29,652 23,268
Non-U.S. governments and agencies 9,407 13,385
U.S. Government and agencies 6,135 12,510
Corporate debt and preferred stock 4,549 6,323
Municipals, money markets and other 551 1,336
123,588 98,862
Obligation to return securities received as collateral, at fair value 45,245 24,929
Other payables
Customers 63,582 49 414
Brokers and dealers 24,499 24,282
Interest and other 44,545 38,897
132,626 112,593
Separate accounts liabilities - 12,314
Long-term borrowings (includes $76,334 measured at fair value in 2007 in accordance
with SFAS No. 159) 260,973 181,400
Junior subordinated notes (related to trust preferred securities) 5,154 3,813
Total Liabilities 988,118 802,261
Commitments and Contingencies
Stockholders’ Equity
Preferred Stockholders’ Equity (liquidation preference of $30,000 per share; issued:
2007 — 155,000 shares; 2006 — 105,000 shares; liquidation preference of $1,000 per share;
issued: — 2007 — 115,000 shares) 4,383 3,145
Common Stockholders’ Equity
Shares exchangeable into common stock 39 39
Common stock (par value $1.33": per share; authorized: 3,000,000,000 shares;
issued: 2007 — 1,354,309,819 shares; 2006 — 1,215,381,006 shares) 1,805 1,620
Paid-in capital 27,163 18,919
Accumulated other comprehensive loss (net of tax) (1,791) (784)
Retained earnings 23,737 33,217
50,953 53,011
Less: Treasury stock, at cost (2007 — 418,270,289 shares; 2006 — 350,697,271 shares) 23,404 17,118
Total Common Stockholders’ Equity 27,549 35,893
Total Stockholders’ Equity 31,932 39,038
Total Liabilities and Stockholders’ Equity $ 1,020,050 $ 841,299

See Notes to Consolidated Financial Statements.
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Consolidated Statements

of Changes in Stockholders’ Equity

YEAR ENDED LAST FRIDAY IN DECEMBER

AMOUNTS SHARES
(DOLLARS IN MILLIONS) 2007 2006 2005 2007 2006 2005
Preferred Stock, net
Balance, beginning of year 3145 | $ 24673 $ 630 104,928 89,685 21,000
Issuances 1,615 374 2,143 165,000 12,000 72,000
Shares (repurchased) re-issuances (377) 98 (100) (12,794) 3,243 (3,315)
Balance, end of year 4,383 3,145 2,673 257,134 104,928 89,685
Common Stockholders’ Equity
Shares Exchangeable into Common Stock
Balance, beginning of year 39 41 41 2,659,926 2,707,797 2,782,712
Exchanges - (2) - (106,944) (47,871) (74,915)
Balance, end of year 39 39 41 2,552,982 | 2,659,926 2,707,797
Common Stock
Balance, beginning of year 1,620 1,531 1,465 1,215,381,006 |1,148,714,008 1,098,991,806
Capital issuance and acquisition” 122 - - 91,576,096
Shares issued to employees 63 89 66 47,352,717 66,666,998 49,722,202
Balance, end of year 1,805 1,620 1,531 1,354,309,819 |1,215,381,006 1,148,714,008
Paid-in Capital
Balance, beginning of year 18,919 13,320 11,460
Capital issuance and acquisition‘” 4,643 - -
Employee stock plan activity 1,962 2,351 1,173
Amortization of employee stock grants 1,639 3,248 687
Balance, end of year 27,163 18,919 13,320
Accumulated Other Comprehensive Loss
Foreign Currency Translation Adjustment (net of tax)
Balance, beginning of year (430) (507) (289)
Translation adjustment (11) 77 (218)
Balance, end of year (441) (430) (507)
Net Unrealized Gains (Losses) on Investment Securities
Available-for-Sale Securities (net of tax)
Balance, beginning of year (192) (181) (91)
Net unrealized losses on avaiLabLe-for-sal? (2,460) (15) (156)
Adjustment to initially apply SFAS No. 159 2 172
Other adjustments®® 971 4 66
Balance, end of year (1,509) (192) (181)
Deferred Gains (Losses) on Cash Flow Hedges (net of tax)
Balance, beginning of year 2 (3) 21
Net deferred Gains (losses) on cash flow hedges 81 5 (24)
Balance, end of year 83 2 (3)
Defined Benefit Pension and Postretirement Plans (net of tax)
Balance, beginning of year (164) (153) (122)
Net gains 240 - -
Minimum pension liability adjustment - (76) (31)
Adjustment to initially apply SFAS No. 158% - 65 -
Balance, end of year 76 (164) (153)
Balance, end of year (1,791) (784) (844)
Retained Earnings
Balance, beginning of year 33,217 26,824 22,485
Net (loss)/earnings (7,777) 7,499 5,116
Preferred stock dividends declared (270) (188) (70)
Common stock dividends declared (1,235) (918) (707)
Adjustment to initially apply SFAS No. 157 53 - -
Adjustment to initially apply SFAS No. 159 (185) - -
Adjustment to initially apply FIN 48 (66) - -
Balance, end of year 23,737 33,217 26,824
Treasury Stock, at cost
Balance, beginning of year (17,118) (7,945) (4,230)  (350,697,271)| (233,112,271) (170,955,057)
Shares repurchased (5,272) (9,088) (3,700) (62,112,876)| (116,610,876)  (63,068,200)
Shares issued to (reacquired from) employees and other”  (1,014) (89) (18) (5,567,086) (1,021,995) 836,071
Share exchanges - 4 3 106,944 47,871 74,915
Balance, end of year (23,404)| (17,118) (7,945)  (418,270,289)| (350,697,271) (233,112,271)
Total Common Stockholders’ Equity 27,549 35,893 32,927
Total Stockholders’ Equity $ 31,932 | $ 39,038 $ 35,600

See Notes to Consolidated Financial Statements.

(1) Related to the acquisition of First Republic Bank (“First Republic”) and to additional shares issued to Davis Selected Advisors and Temasek Holdings.
(2) For the initial year of application, the adjustment is not reflected on the Statement of Comprehensive (Loss)/Income.
(3) Other adjustments relate to policyholder liabilities, deferred policy acquisition costs, and income taxes.
(4) Share amounts are net of reacquisitions from employees of 12,490,283 shares, 6,622,887 shares, and 4,360,607 shares in 2007, 2006 and 2005, respectively.
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Consolidated Statements of Comprehensive (Loss)/Income

YEAR ENDED LAST FRIDAY IN DECEMBER

(DOLLARS IN MILLIONS) 2007 2006 2005
Net (Loss) Earnings $ (7,777) $ 7,499 $ 5,116
Other Comprehensive (Loss) Income
Foreign currency translation adjustment:
Foreign currency translation (losses) gains (282) (366) 129
Income tax (expense) benefit 271 443 (347)
Total (11) 77 (218)
Net unrealized (losses) gains on investment securities available-for-sale:
Net unrealized holding (losses) gains arising during the period (2,291) (16) 184
Reclassification adjustmentfor realized (gains) losses includedin net (loss)/earnings  (169) 1 (340)
Net unrealized losses on investment securities available-for-sale (2,460) (15) (156)
Adjustments for:
Policyholder liabilities 4 1 12
Deferred policy acquisition costs - - (2)
Income tax benefit 967 3 56
Total (1,489) (11) (90)
Deferred gains (losses) on cash flow hedges:
Deferred gains (losses) on cash flow hedges 162 9 (2)
Reclassification adjustment for realized (gains) included in net (loss)/earnings (30) (2) (23)
Income tax (expense) benefit (51) (2) 1
Total 81 5 (24)
Defined benefit pension and postretirement plans:
Minimum pension liability adjustment - (110) (46)
Net actuarial gains 353 - -
Prior service costs 6 - -
Reclassification adjustment for realized losses included in net (loss)/earnings 23 - -
Income tax (expense) benefit (142) 34 15
Total 240 (76) (31)
Total Other Comprehensive Loss (1,179) (5) (363)
Comprehensive (Loss)/Income $ (8,956) $ 7,494 $ 4,753

See Notes to Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

YEAR ENDED LAST FRIDAY IN DECEMBER

2006 2005
AS RESTATED AS RESTATED
(DOLLARS IN MILLIONS) 2007 SEE NOTE 20 SEE NOTE 20
Cash flows from operating activities:
Net (loss)/earnings $ (7,777) $ 7,499 $ 5116
Adjustments to reconcile net (loss)/earnings to cash used for operating activities:
Gain on merger - (1,969) -
Gain on sale of MLIG (316) - -
Depreciation and amortization 901 523 473
Share-based compensation expense 1,795 3,156 1,003
Deferred taxes (4,924) (360) 232
Earnings from equity method investments (1,409) (421) (417)
Other 160 1,045 1,017
Changes in operating assets and liabilities:
Trading assets (29,650) (55,392) 25,902
Cash and securities segregated for regulatory purposes or deposited with clearing
organizations (8,886) (1,019) 3,259
Receivables under resale agreements (43,247) (15,346) (84,166)
Receivables under securities borrowed transactions (14,530) (26,126) 2,014
Customer receivables (21,280) (9,562) (2,217)
Brokers and dealers receivables (3,744) (6,825) (19)
Proceeds from loans, notes, and mortgages held for sale 72,054 41,317 31,255
Other changes in loans, notes, and mortgages held for sale (86,894) (47,670) (34,554)
Trading liabilities 23,878 9,554 (12,402)
Payables under repurchase agreements 13,101 29,557 44,386
Payables under securities loaned transactions 12,414 24,157 (2,901)
Customer payables 14,135 13,795 1,238
Brokers and dealers payables 113 4,791 (605)
Trading investment securities 9,333 (867) 2,048
Other, net 2,411 6,400 (4,937)
Cash used for operating activities (72,362) (23,763) (24,275)
Cash flows from investing activities:
Proceeds from (payments for):
Maturities of available-for-sale securities 13,362 13,222 25,452
Sales of available-for-sale securities 39,327 16,176 36,574
Purchases of available-for-sale securities (58,325) (31,357) (51,283)
Maturities of held-to-maturity securities 2 18 16
Purchases of held-to-maturity securities (3) (15) -
Loans, notes, and mortgages held for investment, net 5,113 (681) (9,678)
Proceeds from the sale of discontinued operations 1,250 - -
Acquisitions, net of cash (2,045) - -
Other investments (5,048) (6,546) (1,442)
Transfer of cash balances related to merger - (651) -
Equipment and facilities, net (719) (1,174) (278)
Cash used for investing activities (7,086) (11,008) (639)
Cash flows from financing activities:
Proceeds from (payments for):
Commercial paper and short-term borrowings 6,316 9,123 (154)
Issuance and resale of long-term borrowings 165,107 87,814 49,703
Settlement and repurchases of long-term borrowings (93,258) (42,545) (31,195)
Deposits 9,884 4,108 270
Derivative financing transactions 848 608 1,742
Issuance of common stock 4,787 1,838 858
Issuance of preferred stock, net 1,123 472 2,043
Common stock repurchases (5,272) (9,088) (3,700)
Other common stock transactions (60) 539 (80)
Excess tax benefits related to share-based compensation 715 531 -
Dividends (1,505) (1,106) (777)
Cash provided by financing activities 88,685 52,294 18,710
Increase (decrease) in cash and cash equivalents 9,237 17,523 (6,204)
Cash and cash equivalents, beginning of period 32,109 14,586 20,790
Cash and cash equivalents, end of period $ 41,346 $ 32,109 $ 14,586
Supplemental disclosure of cash flow information:
Cash paid for:
Income taxes $ 1,846 $ 2,638 $ 1,443
Interest $ 49,881 $ 35,685 $ 21,519

Non-cash investing and financing activities:

The investment recorded in connection with the merger of the MLIM business with BlackRock in September 2006 totaled $7.7 billion. The book value of net asset transfers, derecognition of

goodwill and other adjustments totaled $4.9 billion.

Issuances of Common Stock and Preferred Stock of $926 million and $115 million, respectively, related to the First Republic acquisition.

See Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

Note 1. Summary of Significant Accounting Policies

Description of Business
Merrill Lynch & Co., Inc. (“ML & Co.”) and together with its subsidiaries, (“Merrill Lynch”, “we”, “our”, or “us”) provide investment,
financing, insurance, and related services to individuals and institutions on a global basis through its broker, dealer, banking, and other
financial services subsidiaries. Its principal subsidiaries include:

= Merrill Lynch, Pierce, Fenner & Smith Incorporated (“MLPF&S”), a U.S.-based broker-dealer in securities and futures
commission merchant;

= Merrill Lynch International (“MLI"), a U.K.-based broker-dealer in securities and dealer in equity and credit derivatives;

= Merrill Lynch Government Securities Inc. (“MLGSI”), a U.S.-based dealer in U.S. Government securities;

= Merrill Lynch Capital Services, Inc., a U.S.-based dealer in interest rate, currency, credit derivatives and commodities;

= Merrill Lynch Bank USA (“MLBUSA”), a U.S.-based, state chartered, Federal Deposit Insurance Corporation (“FDIC”)-insured
depository institution;

= Merrill Lynch Bank & Trust Co., FSB (“MLBT-FSB”), a U.S.-based, federally chartered, FDIC-insured depository institution;

= Merrill Lynch International Bank Limited (“MLIB”), an Ireland-based bank;

= Merrill Lynch Mortgage Capital, Inc., a U.S.-based dealer in syndicated commercial loans;

= Merrill Lynch Japan Securities Co., Ltd. (“MLJS”), a Japan-based broker-dealer;

= Merrill Lynch Derivative Products, AG, a Switzerland-based derivatives dealer; and

= ML IBK Positions Inc., a U.S.-based entity involved in private equity and principal investing.

Services provided to clients by Merrill Lynch and other activities include:

= Securities brokerage, trading and underwriting;

= Investment banking, strategic advisory services (including mergers and acquisitions) and other corporate finance activities;
= Wealth management products and services, including financial, retirement and generational planning;

= Investment management and advisory and related record-keeping services;

= Origination, brokerage, dealer, and related activities in swaps, options, forwards, exchange-traded futures, other derivatives,
commodities and foreign exchange products;

= Securities clearance, settlement financing services and prime brokerage;
= Private equity and other principal investing activities;
= Proprietary trading of securities, derivatives and loans;

= Banking, trust, and lending services, including deposit-taking, consumer and commercial lending, including mortgage loans,
and related services;

= Insurance and annuities sales; and

= Research across the following disciplines: global fundamental equity research, global fixed income and equity-linked research,
global economics and foreign exchange research and global investment strategy.

Basis of Presentation
The Consolidated Financial Statements include the accounts of ML & Co. and subsidiaries (collectively, “Merrill Lynch”). The
Consolidated Financial Statements are presented in accordance with U.S. Generally Accepted Accounting Principles, which include
industry practices. Intercompany transactions and balances have been eliminated. Certain reclassifications have been made to the prior
period financial statements to conform to the current period presentation.

The Consolidated Financial Statements are presented in U.S. dollars. Many non-U.S. subsidiaries have a functional currency (i.e., the
currency in which activities are primarily conducted) that is other than the U.S. dollar, often the currency of the country in which a
subsidiaryis domiciled. Subsidiaries’ assets and liabilities are translated to U.S. dollars at year-end exchange rates, while revenues and
expenses are translated at average exchange rates during the year. Adjustments that result from translating amounts in a subsidiary’s
functional currency and related hedging, net of related tax effects, are reported in stockholders’ equity as a component of accumulated
other comprehensive loss. All other translation adjustments are included in earnings. Merrill Lynch uses derivatives to manage the
currency exposure arising from activities in non-U.S. subsidiaries. See the Derivatives section for additional information on accounting
for derivatives.

During the fourth quarterof 2007, Merrill Lynch began reporting revenues and expenses from special purpose entity (“SPE”) investments
that are consolidated under Statement of Financial Accounting Standards (“SFAS”) No. 94, Consolidation of All Majority-Owned
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Subsidiaries (“SFAS No. 94”) and Financial Accounting Standards Board (“FASB”) Interpretation No. 46, Consolidation of Variable Interest
Entities — an interpretation of ARB No. 51 (“FIN 46R”), in their respective line items in the Consolidated Statements of Earnings, whereas
in prior periods, these amounts were reported separately as revenues from consolidated investments and expenses of consolidated
investments. The majority of the revenues and expenses that were reclassified are now reported ininterestand other revenues and other
expenses. All prior period amounts have been reclassified to conform to the current period presentation.

Merrill Lynch offers a broad array of products and services to its diverse client base of individuals, small to mid-size businesses,
employee benefitplans, corporations, financialinstitutions, and governments around the world. These products and services are offered
from a number of locations globally. In some cases, the same or similar products and services may be offered to both individual and
institutional clients, utilizing the same infrastructure. In other cases, a single infrastructure may be used to support multiple products
and services offered to clients. When Merrill Lynch analyzes its profitability, it does not focus on the profitability of a single product or
service. Instead, Merrill Lynch looks at the profitability of businesses offeringanarray of products and services tovarious types of clients.
The profitability of the products and services offered to individuals, small to mid-size businesses, and employee benefit plansis analyzed
separately from the profitability of products and services offered to corporations, financial institutions, and governments, regardless of
whether there is commonality in products and services infrastructure. As such, Merrill Lynch does not separately disclose the costs
associated with the products and services sold or general and administrative costs either in total or by product.

When determining the prices for products and services, Merrill Lynch considers multiple factors, including prices being offered in the
market for similar products and services, the competitiveness of its pricing compared to competitors, the profitability of its businesses
and its overall profitability, as well as the profitability, creditworthiness, and importance of the overall client relationships.

Shared expensesthatareincurredto support productsand servicesand infrastructures are allocated to the businesses based onvarious
methodologies, which may include headcount, square footage, and certain other criteria. Similarly, certain revenues may be shared
based upon agreed methodologies. When looking at the profitability of various businesses, Merrill Lynch considers all expenses
incurred, including overhead and the costs of shared services, as all are considered integral to the operation of the businesses.

Discontinued Operations
On August 13, 2007, we announced that we will form a strategic business relationship with AEGON, N.V. (“AEGON”) in the areas of
insurance and investment products. As part of this relationship, we had agreed to sell Merrill Lynch Life Insurance Company and ML Life
Insurance Company of New York (together “Merrill Lynch Insurance Group” or “MLIG”) to AEGON for $1.3 billion. We will continue to
serve the insurance needs of our clients through our core distribution and advisory capabilities. The sale of MLIG was completed in the
fourth quarter of 2007 and resulted in an after-tax gain of approximately $316 million. The gain along with the financial results of MLIG,
have been reported within discontinued operations for all periods presented. We previously reported the results of MLIG in the Global
Wealth Management (“GWM?”) business segment. Refer to Note 17 to the Consolidated Financial Statements for additional information.

On December 24, 2007 we announced that we had reached an agreement with GE Capital to sell Merrill Lynch Capital, a wholly-owned
middle-market commercial finance business. The sale includes substantially all of Merrill Lynch Capital’s operations, including its
commercial real estate division. This transaction closed on February 4, 2008. We have included results of Merrill Lynch Capital within
discontinued operations for all periods presented. We previously reported results of Merrill Lynch Capital in the Global Markets and
Investment Banking (“GMI”) business segment. Refer to Note 17 to the Consolidated Financial Statements for additional information.

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

Merrill Lynch determines whether it is required to consolidate an entity by first evaluating whether the entity qualifies as a voting rights
entity (“VRE”), a variable interest entity (“VIE”), or a QSPE.

VREs — In accordance with the guidance in FIN 46R, VREs are defined to include entities that have both equity at risk that is sufficient to
fund future operations and have equity investors with decision making ability that absorb the majority of the expected losses and
expected returns of the entity. In accordance with SFAS No. 94, Merrill Lynch generally consolidates those VREs where it holds a
controlling financial interest. For investments in limited partnerships and certain limited liability corporations that Merrill Lynch does
not control, Merrill Lynch applies Emerging Issues Task Force (“EITF”) Topic D-46, Accounting for Limited Partnership Investments, which
requires use of the equity method of accounting for investors that have more than a minor influence, which is typically defined as an
investment of greater than 3% of the outstanding equity in the entity. For more traditional corporate structures, in accordance with
Accounting Principles Board Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock, Merrill Lynch applies the
equity method of accounting where it has significant influence over the investee. Significant influence can be evidenced by a significant
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ownership interest (which is generally defined as a voting interest of 20% to 50%), significant board of director representation, or other
contracts and arrangements.

VIEs — Those entities that do not meet the VRE criteria as defined in FIN 46R are generally analyzed for consolidation as either VIEs or
QSPEs. Merrill Lynch consolidates those VIEs in which it absorbs the majority of the variability in expected losses and/or the variability in
expected returns of the entity as required by FIN 46R. Merrill Lynch relies on a qualitative and/or quantitative analysis, including an
analysis of the design of the entity, to determine if it is the primary beneficiary of the VIE and therefore must consolidate the VIE. Merrill
Lynch reassesses whether it is the primary beneficiary of a VIE upon the occurrence of a reconsideration event.

QSPEs — QSPEs are passive entities with significantly limited permitted activities. QSPEs are generally used as securitization vehicles
and are limited in the type of assets they may hold, the derivatives that they can enter into and the level of discretion they may exercise
through servicing activities. In accordance with SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extin-
guishment of Liabilities (“SFAS No. 140”), and FIN 46R, Merrill Lynch does not consolidate QSPEs.

Securitization Activities
In the normal course of business, Merrill Lynch securitizes: commercial and residential mortgage loans and home equity loans;
municipal, government, and corporate bonds; and other types of financial assets. Merrill Lynch may retain interests in the securitized
financial assets through holding tranches of the securitization. In accordance with SFAS No. 140, Merrill Lynch recognizes transfers of
financial assets that relinquish control as sales to the extent of cash and any proceeds received. Control is considered to be relinquished
when all of the following conditions have been met:

= The transferred assets have been legally isolated from the transferor even in bankruptcy or other receivership;

= Thetransferee has the right to pledge or exchange the assets it received, or if the entity is a QSPE the beneficial interest holders
have that right; and

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

Revenue Recognition
Principal transactions revenues include both realized and unrealized gains and losses on trading assets and trading liabilities and
investment securities classified as trading investments. These instruments are recorded at fair value. Fairvalue is the price that would
bereceivedtosellanassetorpaidtotransferaliabilityinanorderly transaction between marketplace participants. Gains and losses are
recognized on a trade date basis.

Commissions revenues includes commissions, mutual fund distribution fees and contingent deferred sales charge revenue, which are
all accrued as earned. Commissions revenues also includes mutual fund redemption fees, which are recognized at the time of
redemption. Commissions revenues earned from certain customer equity transactions are recorded net of related brokerage, clearing
and exchange fees.

Investment banking revenues include underwriting revenues and fees for merger and acquisition advisory services, which are accrued
when services for the transactions are substantially completed. Underwriting revenues are presented net of transaction-related
expenses. Transaction-related expenses, primarily legal, travel and other costs directly associated with the transaction, are deferred
and recognized in the same period as the related revenue from the investment banking transaction to match revenue recognition.

Managed accounts and other fee-based revenues primarily consist of asset-priced portfolio service fees earned from the administration
of separately managed accounts and other investment accounts for retail investors, annual account fees, and certain other account-
related fees. In addition, until the merger of our Merrill Lynch Investment Management (“MLIM”) business with BlackRock, Inc.
(“BlackRock”) at the end of the third quarter of 2006 (“BlackRock merger”), managed accounts and other fee-based revenues also
included fees earned from the management and administration of retail mutual funds and institutional funds such as pension assets,
and performance fees earned on certain separately managed accounts and institutional money management arrangements. For
additional information regarding the BlackRock merger, refer to Note 18 to the Consolidated Financial Statements.

Earnings from equity method investments includes Merrill Lynch’s pro rata share of income and losses associated with investments
accounted for under the equity method.

Other revenues include gains/(losses) on investment securities, including unrealized losses on certain available-for-sale securities,
gains/(losses) on private equity investments that are held for capital appreciation and/orcurrentincome, and gains/(losses) on loans and
other miscellaneous items.

Contractualinterestand dividends received and paid on trading assets and trading liabilities, excluding derivatives, are recognized on an
accrualbasisasacomponentofinterestand dividendrevenuesandinterest expense. Interestand dividends oninvestment securities are
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recognized on an accrual basis as a component of interest and dividend revenues. Interest related to loans, notes, and mortgages,
securities financing activities and certain short- and long-term borrowings are recorded on an accrual basis with related interest
recorded as interest revenue or interest expense, as applicable. Contractual interest expense on structured notes is recorded as a
component of interest expense.

Use of Estimates
In presenting the Consolidated Financial Statements, management makes estimates regarding:

= Valuations of assets and liabilities requiring fair value estimates;
= The outcome of litigation;
= The realization of deferred taxes and the recognition and measurement of uncertain tax positions;

= Assumptions and cash flow projections used in determining whether VIEs should be consolidated and the determination of
the qualified status of QSPEs;

= The carrying amount of goodwill and intangible assets;

= The amortization period of intangible assets with definite lives;

= Valuation of share-based payment compensation arrangements; and

= Other matters that affect the reported amounts and disclosure of contingencies in the financial statements.

Estimates, by their nature, are based onjudgment and available information. Therefore, actual results could differ from those estimates
and could have a materialimpact on the Consolidated Financial Statements, and itis possible that such changes could occurin the near
term.Adiscussion of certain areasinwhich estimates are asignificant component of the amounts reportedin the Consolidated Financial
Statements follows:

Fair Value Measurement
Merrill Lynch accounts for a significant portion of its financial instruments at fair value or considers fair value in their measurement.
Merrill Lynchaccounts forcertain financial assets and liabilities at fairvalue undervarious accounting literature, including SFAS No. 115,
Accounting for Certain Investments in Debt and Equity Securities (“SFAS No. 115”), SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities (“SFAS No. 133"),and SFAS No. 159, Fair Value Option for Certain Financial Assets and Liabilities (“SFAS No. 159”). Merrill
Lynch also accounts for certain assets at fair value under applicable industry guidance, namely broker-dealer and investment company
accounting guidance.

Merrill Lynch early adopted the provisions of SFAS No. 157, Fair Value Measurements (“SFAS No. 157”), in the first quarter of 2007.
SFAS No. 157 defines fairvalue, establishes a framework for measuring fairvalue, establishes a fairvalue hierarchy based on the quality
of inputs used to measure fair value and enhances disclosure requirements for fair value measurements. SFAS No. 157 nullifies the
guidance provided by EITF Issue No. 02-3, Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts
Involved in Energy Trading and Risk Management Activities (“EITF 02-3”), which prohibited recognition of day one gains or losses on
derivative transactions where model inputs that significantly impact valuation are not observable.

Fair values for over-the-counter (“OTC”) derivative financial instruments, principally forwards, options, and swaps, represent the
presentvalue of amounts estimated to be received from or paid to a marketplace participantin settlement of these instruments (i.e., the
amount Merrill Lynch would expect to receive in a derivative asset assignment or would expect to pay to have a derivative liability
assumed). These derivatives are valued using pricing models based on the net present value of estimated future cash flows and directly
observed prices from exchange-traded derivatives, other OTC trades, or external pricing services, while taking into account the
counterparty’s creditworthiness, or Merrill Lynch’s own creditworthiness, as appropriate. Determining the fair value for OTC derivative
contracts can require a significant level of estimation and management judgment.

New and/or complex instruments may have immature or limited markets. As a result, the pricing models used for valuation often
incorporate significant estimates and assumptions that market participants would use in pricing the instrument, which may impact the
results of operations reportedinthe Consolidated Financial Statements. Forinstance, on long-dated andilliquid contracts extrapolation
methods are applied to observed market datain order to estimate inputs and assumptions that are not directly observable. This enables
Merrill Lynch to mark to fair value all positions consistently when only a subset of prices are directly observable. Values for OTC
derivatives are verified using observed information about the costs of hedging the risk and other trades in the market. As the markets for
these products develop, Merrill Lynch continually refines its pricing models to correlate more closely to the market price of
these instruments.

Prior to adoption of SFAS No. 157, Merrill Lynch followed the provisions of EITF 02-3. Under EITF 02-3, recognition of day one gains and
losses on derivative transactions where model inputs that significantly impact valuation are not observable were prohibited. Day one
gains and losses deferred at inception under EITF 02-3 were recognized at the earlier of when the valuation of such derivative became
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observable oratthe termination of the contract. SFAS No. 157 nullifies this guidance in EITF 02-3. Although this guidance in EITF 02-3 has
been nullified, the recognition of significant inception gains and losses that incorporate unobservable inputs are reviewed by
management to ensure such gains and losses are derived from observable inputs and/or incorporate reasonable assumptions about
the unobservable component, such as implied bid-offer adjustments.

Certainfinancialinstruments recorded at fairvalue are initially measured using mid-market prices which results in gross long and short
positions marked-to-market at the same pricing level prior to the application of position netting. The resulting net positions are then
adjusted to fair value representing the exit price as defined in SFAS No. 157. The significant adjustments include liquidity and
counterparty credit risk.

Liquidity

Merrill Lynch makes adjustments to bring a position from a mid-market to a bid or offer price, depending upon the net open position.
Merrill Lynch values net long positions at bid prices and net short positions at offer prices. These adjustments are based upon either
observable or implied bid-offer prices.

Counterparty Credit Risk

Indetermining fairvalue Merrill Lynch considers both the credit risk of its counterparties, as well its own creditworthiness. Credit risk to
third parties is generally mitigated by entering into netting and collateral arrangements. Net exposure is then measured with
consideration of a counterparty’s creditworthiness and is incorporated into the fair value of the respective instruments. The calculation
of the credit adjustment for derivatives is generally based upon observable market credit spreads.

SFAS No. 157 requires that Merrill Lynch’s own creditworthiness be considered when determining the fair value of an instrument. The
approach to measuring the impact of Merrill Lynch’s own credit on an instrument is the same approach as that used to measure third
party credit risk.

See Note 3 to the Consolidated Financial Statements for further information.

Legal Reserves
Merrill Lynchis a party in various actions, some of which involve claims for substantial amounts. Amounts are accrued for the financial
resolution of claims that have either been asserted or are deemed probable of assertion if, in the opinion of management, it is both
probable that a liability has been incurred and the amount of the liability can be reasonably estimated. In many cases, it is not possible to
determine whether a liability has been incurred or to estimate the ultimate or minimum amount of that liability until years after the
litigation has been commenced, in which case no accrual is made until that time. Accruals are subject to significant estimation by
management with input from outside counsel.

Income Taxes

Merrill Lynch provides for income taxes on all transactions that have been recognized in the Consolidated Financial Statements in
accordance with SFAS No. 109, Accounting for Income Taxes (“SFAS No. 109”). Accordingly, deferred taxes are adjusted to reflect the tax
rates atwhich future taxable amounts will likely be settled orrealized. The effects of tax rate changes on future deferred tax liabilities and
deferred tax assets, aswellas otherchangesinincome tax laws, are recognized in net earnings in the period during which such changes
are enacted. Valuation allowances are established when necessary to reduce deferred taxassets to the amounts expected to be realized.
Merrill Lynch assesses its ability to realize deferred tax assets primarily based on the earnings history and other factors of the legal
entities through which the deferred tax assets will be realized as discussed in SFAS No. 109. See Note 14 to the Consolidated Financial
Statements for further discussion of income taxes.

Merrill Lynch recognizes and measures its unrecognized tax benefits in accordance with FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes. Merrill Lynch estimates the likelihood, based on their technical merits, that tax positions will be sustained
upon examination based on the facts and circumstances and information available at the end of each period. Merrill Lynch adjusts the
level of unrecognized tax benefits when there is more information available, or when an event occurs requiring a change. The
reassessment of unrecognized tax benefits could have a material impact on Merrill Lynch’s effective tax rate in the period in which
it occurs.

ML & Co. and certain of its wholly-owned subsidiaries file a consolidated U.S. federal income tax return. Certain other Merrill Lynch
entities file tax returns in their local jurisdictions.

Variable Interest Entities and Qualified Special Purpose Entities
In the normal course of business, Merrill Lynch enters into a variety of transactions with VIEs. The applicable accounting guidance
requires Merrill Lynch to perform a qualitative and/or quantitative analysis of a VIE to determine whether itis the primary beneficiary of
the VIE and therefore must consolidate the VIE. In performing this analysis, Merrill Lynch makes assumptions regarding future
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performance of assets held by the VIE, taking into account estimates of credit risk, estimates of the fair value of assets, timing of cash
flows, and other significant factors. It should also be noted that although a VIE’s actual results may differ from projected outcomes, a
revised consolidation analysis is not required unless a reconsideration event occurs. If a VIE meets the conditions to be considered a
QSPE, it is typically not required to be consolidated by Merrill Lynch. A QSPE’s activities must be significantly limited. A servicer of the
assets held by a QSPE may have discretion in restructuring or working out assets held by the QSPE as long as the discretion is
significantly limited and the parameters of that discretion are fully described in the legal documents that established the QSPE.
Determining whether the activities of a QSPE and its servicer meet these conditions requires the use of judgment by management.

Goodwill and Intangibles
Merrill Lynch makes certain subjective and complex judgments with respect to its goodwill and intangible assets. These include
assumptions and estimates used to determine the fair value of its reporting units. Reporting unit fair value is measured based on the
marketapproach, using market-multiple analyses. Merrill Lynch also makes assumptions and estimates invaluing its intangible assets
and determining the useful lives of its intangible assets with definite lives.

Employee Stock Options

The fair value of stock options with vesting based solely on service requirements is estimated as of the grant date based on a Black-
Scholes option pricing model. The fair value of stock options with vesting that is partially dependent on pre-determined increases in the
price of Merrill Lynch’s common stock is estimated as of the grant date using a lattice option pricing model. These models take into
account the exercise price and expected life of the option, the current price of the underlying stock and its expected volatility, expected
dividends, and the risk-free interest rate for the expected term of the option. Judgmentis required in determining certain of the inputs to
the model. The expected life of the optionis based onananalysis of historicalemployee exercise behavior. The expected volatility is based
on Merrill Lynch’s historical monthly stock price volatility for the same numberof months as the expected life of the option. The fairvalue
of the option estimated at grant date is not adjusted for subsequent changes in assumptions.

Balance Sheet Captions

Cash and Cash Equivalents

Merrill Lynch defines cash equivalents as short-term, highly liquid securities, federal funds sold, and interest-earning deposits with
maturities, when purchased, of 90 days or less, that are not used for trading purposes. The amounts recognized for cash and cash
equivalents in the Consolidated Balance Sheets approximate fair value amounts.

Cash and Securities Segregated for Regulatory Purposes or Deposited with Clearing Organizations

Merrill Lynch maintains relationships with clients around the world and, as aresult, itis subject to various regulatory regimes. As aresult
of its client activities, Merrill Lynch is obligated by rules mandated by its primary regulators, including the Securities and Exchange
Commission (“SEC”) and the Commodities Futures Trading Commission (“CFTC”) in the United States and the Financial Services
Authority (“FSA”)in the United Kingdom to segregate or set aside cash and/or qualified securities to satisfy these regulations, which have
been promulgated to protect customer assets. In addition, Merrill Lynch is a member of various clearing organizations at which it
maintains cash and/or securities required for the conduct of its day-to-day clearance activities. The amounts recognized for cash and
securities segregated for regulatory purposes ordeposited with clearing organizations in the Consolidated Balance Sheets approximate
fair value amounts.

Securities Financing Transactions

Merrill Lynch enters into repurchase and resale agreements and securities borrowed and loaned transactions to accommodate
customers and earn residual interest rate spreads (also referred to as “matched-book transactions”), obtain securities for settlement
and finance inventory positions. Merrill Lynch also engages in securities financing for customers through margin lending (see the
Customer Receivables and Payables section).

Resale and repurchase agreements are accounted for as collateralized financing transactions and may be recorded at their contractual
amounts plus accrued interest or at fair value under the fair value option election in SFAS No. 159. Resale and repurchase agreements
recorded atfairvalue are generally valued based on pricing models that use inputs with observable levels of price transparency. Changes
in the fair value of resale and repurchase agreements are reflected in principal transactions revenues and the contractual interest
coupon is recorded as interest revenue or interest expense, respectively. For further information refer to Note 3 to the Consolidated
Financial Statements. Resale and repurchase agreements recorded at theircontractualamounts plus accrued interest approximate fair
value, as the fair value of these items is not materially sensitive to shifts in market interest rates because of the short-term nature of
these instruments or to credit risk because the resale and repurchase agreements are fully collateralized.

Merrill Lynch’s policyis to obtain possession of collateral with a market value equal to or in excess of the principalamount loaned under
resale agreements. To ensure that the market value of the underlying collateral remains sufficient, collateralis valued daily and Merrill
Lynch may require counterparties to deposit additional collateral or may return collateral pledged when appropriate.
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Substantially allrepurchase and resale activities are transacted under master nettingagreements that give Merrill Lynch the right, in the
event of default, to liquidate collateral held and to offset receivables and payables with the same counterparty. Merrill Lynch offsets
certain repurchase and resale agreement balances with the same counterparty on the Consolidated Balance Sheets.

Merrill Lynch may use securities received as collateral for resale agreements to satisfy regulatory requirements such as Rule 15¢3-3
of the SEC.

Securities borrowed and loaned transactions are recorded at the amount of cash collateral advanced or received. Securities borrowed
transactions require Merrill Lynch to provide the counterparty with collateral in the form of cash, letters of credit, or other securities.
Merrill Lynch receives collateral in the form of cash or other securities for securities loaned transactions. For these transactions, the
fees received or paid by Merrill Lynch are recorded as interest revenue or expense. On a daily basis, Merrill Lynch monitors the market
value of securities borrowed or loaned against the collateralvalue, and Merrill Lynch may require counterparties to deposit additional
collateral or may return collateral pledged, when appropriate. The carrying value of these instruments approximates fair value as these
items are not materially sensitive to shifts in market interest rates because of their short-term nature and/or their variable
interest rates.

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

In transactions where Merrill Lynch acts as the lender in a securities lending agreement and receives securities that can be pledged or
sold as collateral, it recognizes an asset on the Consolidated Balance Sheets carried at fair value, representing the securities received
(securitiesreceived as collateral), and a liability for the same amount, representing the obligation to return those securities (obligation to
return securities received as collateral). The amounts on the Consolidated Balance Sheets result from non-cash transactions.

Trading Assets and Liabilities

Merrill Lynch’s trading activities consist primarily of securities brokerage and trading; derivatives dealing and brokerage; commodities
trading and futures brokerage; and securities financing transactions. Trading assets and trading liabilities consist of cash instruments
(e.g. securities and loans) and derivative instruments used for trading purposes or for managing risk exposures in other trading
inventory. See the Derivatives section for additionalinformation on accounting policy for derivatives. Trading assets and trading liabilities
also include commodities inventory.

Trading assets and liabilities are generally recorded on a trade date basis at fair value. Included in trading liabilities are securities that
Merrill Lynch has sold but did not own and will therefore be obligated to purchase at a future date (“short sales”). Commodities inventory
isrecorded atthe lowerof costor marketvalue. Changesin fairvalue of trading assets and liabilities (i.e., unrealized gains and losses) are
recognized as principal transactions revenues in the current period. Realized gains and losses and any related interest amounts are
included in principal transactions revenues and interest revenues and expenses, depending on the nature of the instrument.

Derivatives

A derivative is an instrument whose value is derived from an underlying instrument or index, such as interest rates, equity securities,
currencies, commodities or credit spreads. Derivatives include futures, forwards, swaps, or option contracts, or other financial
instruments with similar characteristics. Derivative contracts often involve future commitments to exchange interest payment streams
or currencies based on a notional or contractual amount (e.g., interest rate swaps or currency forwards) or to purchase or sell other
financial instruments at specified terms on a specified date (e.g., options to buy or sell securities or currencies). Derivative activity is
subject to Merrill Lynch’s overall risk management policies and procedures.

SFAS No. 133, as amended, establishes accounting and reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts (“embedded derivatives”) and for hedging activities. SFAS No. 133 requires that an entity
recognize all derivatives as either assets or liabilities in the Consolidated Balance Sheets and measure those instruments at fair value.
The fair value of all derivatives is recorded on a net-by-counterparty basis on the Consolidated Balance Sheets where management
believes a legal right of setoff exists under an enforceable netting agreement.

The accounting for changes in fair value of a derivative instrument depends on its intended use and if it is designated and qualifies as an
accounting hedging instrument.

Merrill Lynch enters into derivatives to facilitate client transactions, for proprietary trading and financing purposes, and to manage risk
exposures arising from trading assets and liabilities. Derivatives entered into for these purposes are recognized at fair value on the
Consolidated Balance Sheets as trading assets and liabilities, and changes in fair value are reported in current period earnings as

principal transactions revenues.
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Merrill Lynch also enters into derivatives in order to manage risk exposures arising from assets and liabilities not carried at fair value
as follows:

1. Merrill Lynch routinely issues debt in a variety of maturities and currencies to achieve the lowest cost financing possible. In addition,
Merrill Lynch’s regulated bank entities accept time deposits of varying rates and maturities. Merrill Lynch enters into derivative
transactions to hedge these liabilities. Derivatives used most frequently include swap agreements that:

= Convert fixed-rate interest payments into variable payments;
= Change the underlying interest rate basis or reset frequency; and
= Change the settlement currency of a debt instrument.

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

3. Merrill Lynch has fair value hedges of long-term fixed rate resale and repurchase agreements to manage the interest rate risk of
these assetsand liabilities. Subsequent to the adoption of SFAS No. 159, Merrill Lynch elects toaccount for these instruments onafair
value basis rather than apply hedge accounting.

4. Merrill Lynch uses foreign-exchange forward contracts, foreign-exchange options, currency swaps, and foreign-currency-
denominated debt to hedge its net investments in foreign operations. These derivatives and cash instruments are used to
mitigate the impact of changes in exchange rates.

5. Merrill Lynch enters into futures, swaps, options and forward contracts to manage the price risk of certain commodity inventory.

Derivatives entered into by Merrill Lynch to hedge its funding, marketable investment securities and net investments in foreign
subsidiaries are reported at fair value in other assets or interest and other payables on the Consolidated Balance Sheets. Derivatives
used to hedge commodity inventory are included in trading assets and trading liabilities on the Consolidated Balance Sheets.

Derivatives that qualify as accounting hedges under the guidance in SFAS No. 133 are designated as one of the following:

1. A hedge of the fair value of a recognized asset or liability (“fair value” hedge). Changes in the fair value of derivatives that are
designated and qualify as fair value hedges of interest rate risk, along with the gain or loss on the hedged asset or liability that is
attributable to the hedged risk, are recorded in current period earnings as interest revenue or expense. Changes in the fair value of
derivatives thatare designated and qualify as fairvalue hedges of commodity price risk, alongwith the gain or loss on the hedged asset
or liability that is attributable to the hedged risk, are recorded in current period earnings in principal transactions.

2. Ahedge of the variability of cash flows to be received or paid related to a recognized asset or liability (“cash flow” hedge). Changes in
the fair value of derivatives that are designated and qualify as effective cash flow hedges are recorded in accumulated other
comprehensive loss until earnings are affected by the variability of cash flows of the hedged asset or liability (e.g., when periodic
interest accruals on a variable-rate asset or liability are recorded in earnings).

3. Ahedgeofanetinvestmentinaforeignoperation. Changesinthe fairvalue of derivatives that are designated and qualify as hedges of
anetinvestmentinaforeign operationare recordedinthe foreign currency translation adjustmentaccount withinaccumulated other
comprehensive loss. Changes in the fair value of the hedge instruments that are associated with the difference between the spot
translation rate and the forward translation rate are recorded in current period earnings in other revenues.

Merrill Lynch formally assesses, both at the inception of the hedge and on an ongoing basis, whether the hedging derivatives are highly
effectivein offsettingchangesinfairvalue orcash flows of hedgeditems. Wheniitis determined thata derivative is not highly effective as a
hedge, Merrill Lynch discontinues hedge accounting. Under the provisions of SFAS No. 133, 100% hedge effectiveness is assumed for
those derivatives whose terms meet the conditions of SFAS No. 133 “short-cut method.”

As noted above, Merrill Lynch enters into fair value and cash flow hedges of interest rate exposure associated with certain investment
securities and debtissuances. Merrill Lynch uses interest rate swaps to hedge this exposure. Hedge effectiveness testing is required for
certain of these hedging relationships on a quarterly basis. For fairvalue hedges, Merrill Lynch assesses effectiveness on a prospective
basis by comparing the expected change in the price of the hedge instrument to the expected change in the value of the hedged item
under various interest rate shock scenarios. For cash flow hedges, Merrill Lynch assesses effectiveness on a prospective basis by
comparing the present value of the projected cash flows on the variable leg of the hedge instrument against the present value of the
projected cash flows of the hedged item (the “change invariable cash flows” method) under various interest rate, prepayment and credit
shock scenarios. In addition, Merrill Lynch assesses effectiveness on a retrospective basis using the dollar-offset ratio approach. When
assessing hedge effectiveness, there are no attributes of the derivatives used to hedge the fair value exposure that are excluded from the
assessment. Ineffectiveness associated with these hedges was immaterial for all periods presented. The deferred net gains on
derivative instruments designated as cash flow hedges that were in accumulated other comprehensive loss at December 28, 2007 and
are expected to be reclassified into earnings during 2008 is approximately $44 million.
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Merrill Lynch also enters into fair value hedges of commodity price risk associated with certain commodity inventory. For these hedges,
Merrill Lynch assesses effectiveness on a prospective and retrospective basis using regression techniques. The difference between the
spot rate and the contracted forward rate which represents the time value of money is excluded from the assessment of hedge
effectiveness and is recorded in principal transactions revenues. The amount of ineffectiveness related to these hedges reported in
earnings was not material for all periods presented.

For hedges of net investments in foreign operations, $432 million and $1.1 billion of net losses related to non-U.S. dollar hedges of
investments in non-U.S. dollar subsidiaries were included in accumulated other comprehensive loss on the Consolidated Balance
Sheetsfortheyearsended 2007 and 2006, respectively. These amounts were substantially offset by net gains on the hedged investments.

Derivatives that Contain a Significant Financing Element

In the ordinary course of trading activities, Merrill Lynch enters into certain transactions that are documented as derivatives where a
significant cash investmentis made by one party. These transactions can be in the form of simple interest rate swaps where the fixed leg
is prepaid or may be in the form of equity-linked or credit-linked transactions where the initial investment equals the notional amount of
the derivative. Certain derivative instruments entered into or modified after June 30, 2003 that contain a significant financing element at
inception and where Merrill Lynch is deemed to be the borrower, are included in financing activities in the Consolidated Statements of
Cash Flows. In addition, the cash flows from all other derivative transactions that do not contain a significant financing element at
inception are included in operating activities.

Investment Securities
Investment securities consist of marketable investment securities and non-qualifying investments. Refer to Note 5 to the Consolidated
Financial Statements for further information.

Marketable Investments

ML & Co. and certain of its non-broker-dealer subsidiaries follow the guidance prescribed by SFAS No. 115 when accounting for
investments in debtand publicly traded equity securities. Merrill Lynch classifies those debt securities that it has the intent and ability to
hold to maturity as held-to-maturity securities. Held-to-maturity securities are carried at cost unlessadeclineinvalue isdeemed other-
than-temporary, in which case the carrying value is reduced. For Merrill Lynch, the trading classification under SFAS No. 115 generally
includes those securities that are bought and held principally for the purpose of selling them in the near term, securities that are
economically hedged, or securities that contain a bifurcatable embedded derivative as defined in SFAS No. 133. Securities classified as
trading are marked to fair value through earnings. All other qualifying securities are classified as available-for-sale with unrealized
gainsand losses reported inaccumulated othercomprehensive loss. Any unrealized losses deemed other-than-temporary are included
in current period earnings and removed from accumulated other comprehensive loss.

Realized gains and losses on investment securities are included in current period earnings. For purposes of computing realized gains
and losses, the cost basis of each investment sold is generally based on the average cost method.

Investment securities are reviewed at least quarterly to assess whether any impairmentis other-than-temporary. The determination of
other-than-temporary impairment requires judgment and will depend on several factors, including but not limited to the severity and
duration of the decline in value of the investment securities and the financial condition of the issuer. Merrill Lynch’s impairment review
generally includes:

= |dentifying investments with indicators of possible impairment;

= Analyzing individual investments with fair value less than amortized cost, including estimating future cash flows, and
considering the length of time and extent to which the investment has been in an unrealized loss position;

= Discussion of evidential matter, including an evaluation of factors or triggers that could cause individual investments to
qualify as having other-than-temporary impairment; and

= Documenting the analysis and conclusions.

To the extent that Merrill Lynch has the ability and intent to hold the investments for a period of time sufficient for a forecasted market
price recovery up to or beyond the cost of the investment, no impairment charge will be recognized.

Non-Qualifying Investments
Non-qualifying investments are those investments that are not within the scope of SFAS No. 115 and primarily include private equity
investments accounted for at fair value and securities carried at cost or under the equity method of accounting.

Private equity investments that are held for capital appreciation and/or current income are accounted for under the AICPA Accounting
and Auditing Guide, Investment Companies (“the Investment Company Guide”) and carried at fairvalue. Additionally, certain private equity
investments that are not accounted for under the Investment Company Guide may be carried at fair value under the fair value option
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electionin SFAS No. 159. The carryingvalue of private equity investments reflects expected exit values based upon market prices orother
valuation methodologies including expected cash flows and market comparables of similar companies.

Merrill Lynch has minority investments in the common shares of corporations and in partnerships that do not fall within the scope of
SFAS No. 1150rthe Investment Company Guide. Merrill Lynch accounts for these investments using either the cost or the equity method
of accounting based on management’s ability to influence the investees (See Consolidation Accounting Policies section for
more information).

Forinvestments accounted for using the equity method, income is recognized based on Merrill Lynch’s share of the earnings or losses of
the investee. Dividend distributions are generally recorded as reductions in the investment balance. Impairment testing is based on the
guidance provided in APB Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock, and the investment is
reduced when an impairment is deemed other-than-temporary.

For investments accounted for at cost, income is recognized as dividends are received. Impairment testing is based on the guidance
provided in FASB Staff Position Nos. SFAS 115-1and SFAS 124-1, The Meaning of Other-Than-Temporary Impairment and Its Application to
Certain Investments, and the cost basis is reduced when an impairment is deemed other-than-temporary.

Loans, Notes, and Mortgages, Net

Merrill Lynch’s lending and related activities include loan originations, syndications, and securitizations. Loan originations include
corporate and institutional loans, residential and commercial mortgages, asset-based loans, and other loans to individuals and
businesses. Merrill Lynch also engages in secondary market loan trading and margin lending (see Trading Assets and Liabilities and
Customer Receivables and Payables sections, respectively). Loans included in loans, notes, and mortgages are classified foraccounting
purposes as loans held for investment and loans held for sale.

Loans held for investment are carried at amortized cost, less an allowance for loan losses. The provision for loan losses is based on
management’s estimate of the amount necessary to maintain the allowance for loan losses at a level adequate to absorb probable
incurred loan losses and is included in interest revenue in the Consolidated Statements of (Loss)/Earnings. Management'’s estimate of
loan losses is influenced by many factors, including adverse situations that may affect the borrower’s ability to repay, current economic
conditions, prior loan loss experience, and the estimated fair value of any underlying collateral. The fair value of collateral is generally
determined by third-party appraisals in the case of residential mortgages, quoted market prices for securities, or other types of
estimates for other assets.

Management’s estimate of loan losses includes judgment about collectibility based on available information at the balance sheet date,
and the uncertainties inherent in those underlying assumptions. While management has based its estimates on the best information
available, future adjustments to the allowance for loan losses may be necessary as a result of changes in the economic environment or
variances between actual results and the original assumptions.

Ingeneral, loans are evaluated forimpairment when they are greater than 90 days past due orexhibit credit quality weakness. Loans are
considered impaired when itis probable that Merrill Lynch will not be able to collect the contractual principal and interest due from the
borrower. All payments received on impaired loans are applied to principal until the principal balance has been reduced to a level where
collection of the remaining recorded investment is not in doubt. Typically, when collection of principal on animpaired loanis not in doubt,
contractual interest will be credited to interest income when received.

Loans held for sale are carried at lower of cost or fair value and loans for which the fair value option has been elected are carried at fair
value; estimationisrequiredindetermining these fairvalues. The fairvalue of loans made in connection with commercial lending activity,
consisting primarily of senior debt, is primarily estimated using discounted cash flows or the market value of publicly issued debt
instruments. Merrill Lynch’s estimate of fair value for other loans, notes, and mortgages is determined based on the individual loan
characteristics. For certain homogeneous categories of loans, including residential mortgages, automobile loans, and home equity
loans, fairvalue is estimated using an “as-if” securitized price based on estimated performance of the underlying asset pool collateral,
rating agency credit structure assumptions and market pricing for similar securitizations previously executed. Declines in the carrying
value of loans held for sale and loans accounted for at fair value under the fair value option are included in other revenues in the
Consolidated Statements of (Loss)/Earnings.

Nonrefundable loan origination fees, loan commitment fees, and “draw down” fees received in conjunction with financing arrangements
are generally deferred and recognized over the contractual life of the loan as an adjustment to the yield. If, at the outset, or any time
duringthe termofthe loan, itbecomes highly probable that the repayment period will be extended, the amortizationis recalculated using
the expected remaining life of the loan. When the loan contract does not provide for a specific maturity date, management’s best estimate
of the repayment period is used. At repayment of the loan, any unrecognized deferred fee is immediately recognized in earnings. If the
loanisaccounted foras held for sale, the fees received are deferred and recognized as part of the gain or loss on sale in other revenues. If
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the loan is accounted for under the fair value option, the fees are included in the determination of the fair value and included in
other revenue.

Other Receivables and Payables

Customer Receivables and Payables

Customer securities transactions are recorded on a settlement date basis. Receivables from and payables to customers include
amounts due on cashand margin transactions, including futures contracts transacted on behalf of Merrill Lynch customers. Due to their
short-term nature, such amounts approximate fair value. Securities owned by customers, including those that collateralize margin or
other similar transactions, are not reflected on the Consolidated Balance Sheets.

Brokers and Dealers Receivables and Payables

Receivables from brokers and dealers include amounts receivable for securities not delivered by Merrill Lynch to a purchaser by the
settlement date (“fails to deliver”), margin deposits, commissions, and net receivables arising from unsettled trades. Payables to
brokers and dealers include amounts payable for securities not received by Merrill Lynch from a seller by the settlement date (“fails to
receive”). Brokers and dealers receivables and payables also include amounts related to futures contracts on behalf of Merrill Lynch
customers as well as net payables and receivables from unsettled trades. Due to their short-term nature, the amounts recognized for
brokers and dealers receivables and payables approximate fair value.

Interest and Other Receivables and Payables

Interest and other receivables include interest receivable on corporate and governmental obligations, customer or other receivables,
and stock-borrowed transactions. Also included are receivables from income taxes, underwriting and advisory fees, commissions and
fees, and other receivables. Interest and other payables include interest payable for stock-loaned transactions, and short-term and
long-term borrowings. Also included are amounts payable for employee compensation and benefits, income taxes, minority interest,
non-trading derivatives, dividends, other reserves, and other payables.

Equipment and Facilities
Equipment and facilities consist primarily of technology hardware and software, leasehold improvements, and owned facilities.
Equipment and facilities are reported at historical cost, net of accumulated depreciation and amortization, except for land, which is
reported at historical cost.

Depreciation and amortization are computed using the straight-line method. Equipment is depreciated over its estimated useful life,
while leasehold improvements are amortized over the lesser of the improvement’s estimated economic useful life or the term of the
lease. Maintenance and repair costs are expensed as incurred.

Included in the occupancy and related depreciation expense category was depreciation and amortization of $258 million, $216 million,
and $198 millionin 2007, 2006, and 2005, respectively. Depreciation and amortization recognized in the communications and technology
expense category was $394 million, $303 million, and $271 million for 2007, 2006, and 2005, respectively.

Qualifying costs incurred in the development of internal-use software are capitalized when costs exceed $5 million and are amortized
over the useful life of the developed software, generally not exceeding three years.

Goodwill

Goodwill is the cost of an acquired company in excess of the fair value of identifiable net assets at acquisition date. Goodwill is tested
annually (or more frequently under certain conditions) for impairment at the reporting unit level in accordance with SFAS No. 142,
Goodwill and Other Intangible Assets (“SFAS No. 142”).

Intangible Assets

Intangible assets consist primarily of value assigned to customer relationships and core deposits. Intangible assets are tested for
impairmentin accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144”), whenever
certain conditions exist whichwould indicate the carryingamount of such assets may not be recoverable. Intangible assets with definitive
lives are amortized over their respective estimated useful lives.

Other Assets

Otherassets include unrealized gains on derivatives used to hedge Merrill Lynch’s non-trading borrowing and investing activities. All of
these derivatives are recorded at fair value with changes reflected in earnings or accumulated other comprehensive loss (refer to the
Derivatives section for more information). Other assets also include prepaid pension expense related to plan contributions in excess of
obligations, other prepaid expenses, and other deferred charges. Refer to Note 12 to the Consolidated Financial Statements for

further information.
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In addition, real estate purchased for investment purposes is also included in this category. Real estate held in this category may be
classified as either held and used or held for sale depending on the facts and circumstances. Real estate held and used is valued at cost,
less depreciation, and real estate held for sale is valued at the lower of cost or fair value, less estimated cost to sell.

Deposits

Savings deposits are interest-bearing accounts that have no maturity or expiration date, whereby the depositor is not required by the
deposit contract, but may at any time be required by the depository institution, to give written notice of an intended withdrawal not less
than seven days before withdrawal is made. Time deposits are accounts that have a stipulated maturity and interest rate. Depositors
holding time deposits may recover their funds prior to the stated maturity but may pay a penalty to do so. In certain cases, Merrill Lynch
enters into interest rate swaps to hedge the fair value risk in these time deposits. The carrying amount of deposits approximates fair
value amounts. Refer to the Derivatives section for more information.

Short- and Long-Term Borrowings
Merrill Lynch’s general-purpose funding is principally obtained from medium-term and long-term borrowings. Commercial paper,
whenissued atadiscount, isrecorded at the proceeds received and accreted to its parvalue. Long-term borrowings are carried at either
the principal amount borrowed, net of unamortized discounts or premiums, adjusted for the effects of fair value hedges or fairvalue if it
has been elected under SFAS No. 159.

Merrill Lynch issues structured debt instruments that have coupons or repayment terms linked to the performance of debt or equity
securities, indices, currencies, or commodities, generally referred to as hybrid debt instruments or structured notes. The contingent
payment components of these obligations may meet the definitionin SFAS No. 133 of an “embedded derivative.” Historically, these hybrid
debt instruments were assessed to determine if the embedded derivative required separate reporting (i.e. bifurcation) and accounting,
and if so, the embedded derivative was accounted for at fair value and reported in long-term borrowings on the Consolidated Balance
Sheetsalongwith the debt obligation. Changes inthe fairvalue of the bifurcated embedded derivative and related economic hedges were
reported in principal transactions revenues. Separating an embedded derivative from its host contract required careful analysis,
judgment, and an understanding of the terms and conditions of the instrument. Beginning in the first quarter of 2007, Merrill Lynch
elected the fair value option in SFAS No. 159 for all hybrid debt instruments issued subsequent to December 29, 2006. Changes in fair
value of the entire hybrid debt instrument are reflected in principal transactions revenues and the contractual interest coupon, if any, is
recorded as interest expense. For further information refer to Note 3 to the Consolidated Financial Statements.

Merrill Lynch uses derivatives to manage the interest rate, currency, equity, and other risk exposures of its borrowings. See the
Derivatives section for additional information on accounting policy for derivatives.

Stock-Based Compensation

Merrill Lynch adopted the provisions of SFAS No. 123 (revised 2004), Share-Based Payment, a revision of SFAS No. 123, Accounting for
Stock-Based Compensation (“SFAS No. 123R”) beginning in the first quarter of 2006. Under SFAS No. 123R, compensation expenses for
share-based awards that do not require future service are recorded immediately, and share-based awards that require future service
continue to be amortized into expense over the relevant service period. Merrill Lynch adopted SFAS No. 123R under the modified
prospective method whereby the provisions of SFAS No. 123R are generally applied only to share-based awards granted or modified
subsequent to adoption. Thus, for Merrill Lynch, SFAS No. 123R required the immediate expensing of share-based awards granted or
modified in 2006 to retirement-eligible employees, including awards that are subject to non-compete provisions.

Prior to the adoption of SFAS No. 123R, Merrill Lynch had recognized expense for share-based compensation over the vesting period
stipulated in the grant for all employees. This included those who had satisfied retirement eligibility criteria but were subject to a non-
compete agreement that applied from the date of retirement through each applicable vesting period. Previously, Merrill Lynch had
accelerated any unrecognized compensation cost for such awards ifa retirement-eligible employee left Merrill Lynch. However, because
SFAS No. 123R applies only to awards granted or modified in 2006, and thereafter, expenses for share-based awards granted prior to
2006 to employees who were retirement-eligible with respect to those awards must continue to be amortized over the stated
vesting period.

New Accounting Pronouncements
In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements-an amendment of ARB
No.51(“SFASNo.160”). SFAS No. 160 requires noncontrolling interests in subsidiaries initially to be measured at fairvalue and classified
as a separate component of equity. Under SFAS No. 160, gains or losses on sales of noncontrolling interests in subsidiaries are not
recognized, instead sales of noncontrolling interests are accounted for as equity transactions. However, in a sale of a subsidiary’s shares
that results in the deconsolidation of the subsidiary, a gain or loss is recognized for the difference between the proceeds of that sale and
the carrying amount of the interest sold. Additionally, a new fair value basis is established for any remaining ownership interest.
SFAS No. 160 is effective for Merrill Lynch beginning in 2009; earlier application is prohibited. SFAS No. 160 is required to be adopted
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prospectively, with the exception of certain presentation and disclosure requirements (e.g., reclassifying noncontrolling interests to
appear in equity), which are required to be adopted retrospectively. We are currently evaluating the impact of SFAS No. 160 on the
Consolidated Financial Statements.

In December 2007, the FASB issued SFAS No. 141R, Business Combinations (“SFAS No. 141R”), which significantly changes the financial
accounting and reporting for business combinations. SFAS No. 141R will require:

= More assets and liabilities measured at fair value as of the acquisition date,

= Liabilities related to contingent consideration to be remeasured at fair value in each subsequent reporting period with
changes reflected in earnings and not goodwill, and

= An acquirer in pre-acquisition periods to expense all acquisition-related costs.

SFASNo. 141Risrequiredtobe adopted on a prospective basis concurrently with SFAS No. 160 and is effective for business combinations
with an acquisition date in fiscal 2009. Early adoption is prohibited. We are currently evaluating the impact of SFAS No. 141R on the
Consolidated Financial Statements.

InJune 2007, the Accounting Standards Executive Committee of the AICPA issued Statement of Position 07-1, Clarification of the Scope of
the Audit and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for Investments in
Investment Companies (“SOP 07-17). The intent of SOP 07-1 is to clarify which entities are within the scope of the AICPA Audit and
Accounting Guide, Investment Companies (the “Guide”). For those entities that are investment companies under SOP 07-1, the SOP also
addresses whetherthe specialized industry accounting principles of the Guide (referred to as “investment company accounting”) should
be retained by the parent companyin consolidation or by aninvestorthat accounts for the investment under the equity method because it
has significantinfluence overthe investee. On October 17, 2007, the FASB proposed an indefinite delay of the effective dates of SOP 07-1
to allow the Board to address certain implementation issues that have arisen and possibly revise SOP 07-1.

In April 2007, the FASB issued FSP No. FIN 39-1, Amendment of FASB Interpretation No. 39 (“FSP FIN 39-1"). FSP FIN 39-1 modifies
FIN No. 39, Offsetting of Amounts Related to Certain Contracts, and permits companies to offset cash collateral receivables or payables
with net derivative positions. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007 with early adoption permitted.
FSP FIN 39-1 will not have a material effect on our Consolidated Financial Statements as it clarified the acceptability of existing market
practice, which we apply, for netting of cash collateral against net derivative assets and liabilities.

InFebruary 2007, the FASBissued SFAS No. 159, which provides afairvalue option election thatallows companies toirrevocably elect fair
value as theinitialand subsequent measurement attribute for certain financial assets and liabilities. Changes in fair value for assets and
liabilities for which the election is made will be recognized in earnings as they occur. SFAS No. 159 permits the fair value option election
on an instrument-by-instrument basis at initial recognition of an asset or liability or upon an event that gives rise to a new basis of
accounting for that instrument. SFAS No. 159 is effective as of the beginning of an entity’s first fiscal year that begins after November 15,
2007. Early adoption is permitted as of the beginning of a fiscal year that begins on or before November 15, 2007 provided that the entity
makes that choice inthe first 120 days of that fiscalyear, has notyetissued financial statements for any interim period of the fiscalyear of
adoption, and also elects to apply the provisions of SFAS No. 157 (described below). We early adopted SFAS No. 159 in the first quarter of
2007.In connection with this adoption management reviewed its treasury liquidity portfolio and determined that we should decrease our
economic exposure to interest rate risk by eliminating long-term fixed rate assets from the portfolio and replacing them with floating
rate assets. The fixed rate assets had been classified as available-for-sale and the unrealized losses related to such assets had been
recorded in accumulated other comprehensive loss. As a result of the adoption of SFAS No. 159, the loss related to these assets was
removed from accumulated other comprehensive loss and a loss of approximately $185 million, net of tax, primarily related to these
assets, was recorded as a cumulative-effect adjustment to beginning retained earnings, with no material impact to total stockholders’
equity. Refer to Note 3 to the Consolidated Financial Statements for additional information.

In September 2006, the FASB issued SFAS No. 157. SFAS No. 157 defines fair value, establishes a framework for measuring fair value,
establishes a fair value hierarchy based on the quality of inputs used to measure fair value and enhances disclosure about fair value
measurements. SFAS No. 157 nullifies the guidance provided by EITF 02-3 that prohibits recognition of day one gains or losses on
derivative transactions where modelinputs that significantly impact valuation are not observable. In addition, SFAS No. 157 prohibits the
use of block discounts for large positions of unrestricted financial instruments that trade in an active market and requires an issuer to
incorporate changes in its own credit spreads when determining the fair value of its liabilities. SFAS No. 157 is effective for fiscal years
beginning after November 15, 2007 with early adoption permitted provided that the entity has not yetissued financial statements for that
fiscal year, including any interim periods. The provisions of SFAS No. 157 are to be applied prospectively, except that the provisions
related to block discounts and existing derivative financial instruments measured under EITF 02-3 are to be applied as a one-time
cumulative effect adjustment to opening retained earnings in the year of adoption. We early adopted SFAS No. 157 in the first quarter of
2007. The cumulative-effect adjustment to beginning retained earnings was an increase of approximately $53 million, net of tax,
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primarily representing the difference between the carrying amounts and fair value of derivative contracts valued using the guidance in
EITF02-3. Theimpact of adopting SFAS No. 157 was not material to our Consolidated Statement of (Loss)/Earnings. Referto Note 3 to the
Consolidated Financial Statements for additional information.

In September 2006, the FASB issued SFAS No. 158, Employers’Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106 and 132R (“SFAS No. 158”). SFAS No. 158 requires an employer to recognize the overfunded
orunderfunded status of its defined benefit pensionand other postretirement plans, measured as the difference between the fairvalue of
planassets and the benefitobligation as anasset or liability inits statement of financial condition. Upon adoption, SFAS No. 158 requires
an entity to recognize previously unrecognized actuarial gains and losses and prior service costs within accumulated other com-
prehensive loss, net of tax. Inaccordance with the guidance in SFAS No. 158, we adopted this provision of the standard for year-end 2006.
The adoption of SFAS No. 158 resulted in a net credit of $65 million to accumulated other comprehensive loss recorded on the
Consolidated Financial Statements at December 29,2006. SFAS No. 158 also requires defined benefit plan assets and benefit obligations
to be measured as of the date of the company’s fiscal year-end. We have historically used a September 30 measurement date. Under the
provisions of SFAS No. 158, we will be required to change our measurement date to coincide with our fiscal year-end. This provision of
SFAS No. 158 will be effective for us in fiscal 2008. We are currently evaluating the impact of adoption of this provision of SFAS No. 158 on
the Consolidated Financial Statements.

InJune 2006, the FASBissued Interpretation No. 48, Accounting for Uncertaintyin Income Taxes, an Interpretation of FASB Statement No. 109
(“FIN 48”). FIN 48 clarifies the accounting for uncertainty inincome taxes recognized ina 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,
accounting in interim periods, disclosure and transition. We adopted FIN 48 in the first quarter of 2007. The impact of the adoption of
FIN 48 resulted in a decrease to beginning retained earnings and an increase to the liability for unrecognized tax benefits of
approximately $66 million. See Note 14 to the Consolidated Financial Statements for further information.

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets (“SFAS No. 156”). SFAS No. 156 amends SFAS
No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, to require all separately recognized
servicing assets and servicing liabilities to be initially measured at fair value, if practicable. SFAS No. 156 also permits servicers to
subsequently measure each separate class of servicing assets and liabilities at fair value rather than at the lower of amortized cost or
market. Forthose companies thatelectto measure theirservicingassets and liabilities at fairvalue, SFAS No. 156 requires the difference
between the carrying value and fairvalue atthe date of adoption to be recognized as a cumulative-effect adjustment to retained earnings
asofthebeginning of the fiscalyearinwhich the electionis made. Priortoadoption of SFAS No. 156 we accounted for servicing assets and
servicing liabilities at the lower of amortized cost or market. We adopted SFAS No. 156 on December 30, 2006. We have not elected to
subsequently fairvalue those mortgage servicing rights (“MSR”) held as of the date of adoption or those MSRs acquired or retained after
December 30, 2006. The adoption of SFAS No. 156 did not have a material impact on the Consolidated Financial Statements.

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments an amendment of FASB Statements
No. 133and 140(“SFAS No. 155”). SFAS No. 155 clarifies the bifurcation requirements for certain financial instruments and permits hybrid
financial instruments that contain a bifurcatable embedded derivative to be accounted for as a single financial instrument at fair value
with changesinfairvalue recognizedinearnings. This election is permitted on aninstrument-by-instrument basis for all hybrid financial
instruments held, obtained, or issued as of the adoption date. At adoption, any difference between the total carrying amount of the
individual components of the existing bifurcated hybrid financial instruments and the fair value of the combined hybrid financial
instruments is recognized as a cumulative-effect adjustment to beginning retained earnings. We adopted SFAS No. 155 on a prospective
basis beginningin the first quarter of 2007. Since SFAS No. 159 incorporates accounting and disclosure requirements that are similar to
SFAS No. 155, we apply SFAS No. 159, rather than SFAS No. 155, to our fair value elections for hybrid financial instruments.

Merrill Lynch adopted the provisions of SFAS No. 123R as of the beginning of the first quarter of 2006. Under SFAS No. 123R,
compensation expenses for share-based awards that do not require future service are recorded immediately, and share-based awards
that require future service continue to be amortized into expense over the relevant service period. We adopted SFAS No. 123R under the
modified prospective method whereby the provisions of SFAS No. 123R are generally applied only to share-based awards granted or
modified subsequent to adoption. Thus, for Merrill Lynch, SFAS No. 123R required the immediate expensing of share-based awards
granted or modified in 2006 to retirement-eligible employees, including awards that are subject to non-compete provisions.

Prior to the adoption of SFAS No. 123R, we had recognized expense for share-based compensation over the vesting period stipulated in
the grant for all employees. This included those who had satisfied retirement eligibility criteria but were subject to a non-compete
agreement that applied from the date of retirement through each applicable vesting period. Previously, we had accelerated any
unrecognized compensation cost for such awards if a retirement-eligible employee left Merrill Lynch. However, because SFAS No. 123R
applies only to awards granted or modified in 2006, expenses for share-based awards granted prior to 2006 to employees who were
retirement-eligible with respect to those awards must continue to be amortized over the stated vesting period.
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In addition, beginning with performance year 2006, for which we granted stock awards in January 2007, we accrued the expense for
future awards granted to retirement-eligible employees over the award performance year instead of recognizing the entire expense
related to the award on the grant date. Compensation expense for the 2006 performance year and subsequent stock awards granted to
employees not eligible for retirement with respect to those awards will be recognized over the applicable vesting period.

SFAS No. 123R also requires expected forfeitures of share-based compensation awards for non-retirement-eligible employees to be
included in determining compensation expense. Prior to the adoption of SFAS No. 123R, any benefits of employee forfeitures of such
awards were recorded as a reduction of compensation expense when the employee left Merrill Lynch and forfeited the award. In the first
quarter of 2006, we recorded a benefit based on expected forfeitures which was not material to the results of operations for the quarter.
The adoption of SFAS No. 123R resulted in a charge to compensation expense of approximately $550 million on a pre-tax basis and
$370 million on an after-tax basis in the first quarter of 2006.

The adoption of SFAS No. 123R, combined with other business and competitive considerations, prompted us to undertake a
comprehensive review of our stock-based incentive compensation awards, including vesting schedules and retirement eligibility
requirements, examining their impact to both Merrill Lynch and its employees. Upon the completion of this review, the Management
Developmentand Compensation Committee of Merrill Lynch’s Board of Directors determined that to fulfill the objective of retaining high
quality personnel, future stock grants should contain more stringent retirement provisions. These provisions include a combination of
increased age and length of service requirements. While the stock awards of employees who retire continue to vest, retired employees
aresubjectto continued compliance with the strict non-compete provisions of those awards. To facilitate transition to the more stringent
future requirements, the terms of most outstanding stock awards previously granted to employees, including certain executive officers,
were modified, effective March 31, 2006, to permit employees to be immediately eligible for retirement with respect to those earlier
awards. While we modified the retirement-related provisions of the previous stock awards, the vesting and non-compete provisions for
those awards remain in force.

Since the provisions of SFAS No. 123R apply to awards modified starting in 2006, these modifications required us to record additional one-
time compensation expense in the first quarter of 2006 for the remaining unamortized amount of all awards to employees who had not
previously been retirement-eligible under the original provisions of those awards.

The one-time, non-cash charge associated with the adoption of SFAS No. 123R, and the policy modifications to previous awards resulted
ina net charge to compensation expense in the first quarter of 2006 of approximately $1.8 billion pre-tax, and $1.2 billion after-tax, or a
netimpact of $1.34 and $1.21 on basic and diluted earnings per share, respectively. Policy modifications to previously granted awards
amounted to $1.2 billion of the pre-tax charge and impacted approximately 6,300 employees.

Prior to the adoption of SFAS No. 123R, we presented the cash flows related to income tax deductions in excess of the compensation
expense recognized on share-based compensation as operating cash flows in the Consolidated Statements of Cash Flows.
SFAS No. 123R requires cash flows resulting from tax deductions in excess of the grant-date fair value of share-based awards to
be included in cash flows from financing activities. The excess tax benefits of $283 million related to total share-based compensation
included in cash flows from financing activities in the first quarter of 2006 would have been included in cash flows from operating
activities if we had not adopted SFAS No. 123R.

As a result of adopting SFAS No. 123R, approximately $600 million of liabilities associated with the Financial Advisor Capital
Accumulation Award Plan (“FACAAP”) were reclassified to stockholders’ equity. In addition, as a result of adopting SFAS No. 123R,
the unamortized portion of employee stock grants, which was previously reported as a separate component of stockholders’ equity on
the Consolidated Balance Sheets, has been reclassified to Paid-in capital.

In June 2005, the FASB ratified the consensus reached by the Emerging Issues Task Force on Issue 04-5, Determining Whether a General
Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights
(“EITF 04-5"). EITF 04-5 presumes that a general partner controls a limited partnership, and should therefore consolidate a limited
partnership, unless the limited partners have the substantive ability to remove the general partner without cause based on a simple
majority vote or can otherwise dissolve the limited partnership, or unless the limited partners have substantive participating rights over
decision making. The guidance in EITF 04-5 was effective beginning in the third quarter of 2005 for all new limited partnership
agreements and any limited partnership agreements that were modified. For those partnership agreements that existed at the date
EITF 04-5 was issued, the guidance became effective in the first quarter of 2006. The adoption of this guidance did not have a material
impact on the Consolidated Financial Statements.
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Note 2. Segment and Geographic Information

Segment Information
Merrill Lynch’s operations are organized into two business segments: Global Markets and Investment Banking (“GMI”) and Global
Wealth Management (“GWM?”). GMI provides full service global markets and origination products and services to corporate, institutional,
and government clients around the world. GWM creates and distributes investment products and services forindividuals, small- to mid-
size businesses, and employee benefit plans. Prior to the fourth quarter of 2006, Merrill Lynch reported its business activities in three
business segments: GMI, Global Private Client (“GPC”) and MLIM. Effective with the merger of the MLIM business with BlackRock, Inc.
(“BlackRock”) in September 2006 (the “BlackRock Merger”), MLIM ceased to exist as a separate business segment.

Results for year-end 2006 include one-time compensation expenses incurred in the first quarter of 2006, as follows: $1.4 billion in GMI,
$281 million in GWM and $109 million in MLIM; refer to Note 1, New Accounting Pronouncements, to the Consolidated Financial
Statements for further information on one-time compensation expenses.

The principal methodologies used in preparing the segment results in the table that follows are:

= Revenues and expenses are assigned to segments where directly attributable;

= Principal transactions, net interest and investment banking revenues and related costs resulting from the client activities of
GWM are allocated among GMI and GWM based on production credits, share counts, trade counts, and other measures which
estimate relative value;

= Through the third quarter of 2006, MLIM received a net advisory fee from GWM relating to certain MLIM-branded products
offered through GWM’s 401(k) product offering;

= Through the third quarter of 2006, revenues and expenses related to mutual fund shares bearing a contingent deferred sales
charge were reflected in segment results as if MLIM and GWM were unrelated entities;

= Interest (cost of carry) is allocated by charging each segment based on its capital usage and Merrill Lynch’s blended cost
of capital;

= Acquisition financing costs and other corporate interest are included in the Corporate items because management excludes
these items from segment operating results in evaluating segment performance;

= Merrill Lynch has revenue and expense sharing agreements for joint activities between segments, and the results of each
segment reflect the agreed-upon apportionment of revenues and expenses associated with these activities; and

= Residual expenses (i.e., those related to overhead and support units) are attributed to segments based on specific
methodologies (e.g., headcount, square footage, intersegment agreements).
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Management believes that the following information by business segment provides a reasonable representation of each segment’s
contribution to the consolidated net revenues and pre-tax earnings and losses from continuing operations, and represents information
that is relied upon by management in its decision-making processes:

(DOLLARS IN MILLIONS) GMI GWM MLIM®™ CORPORATE® TOTAL
2007

Non-interest revenues $ (4,950) $11,719 $ - $ (1,068) $ 5,701
Net interest profit® 2,282 2,302 - 965 5,549
Revenues, net of interest expense (2,668) 14,021 - (103) 11,250
Non-interest expenses 13,677 10,391 - 13 24,081
Pre-tax (loss)/earnings from continuing

operations® $ (16,345) $ 3,630 $ - $ (116) $ (12,831)
Year-end total assets $ 917,227 $97,266 $ - $ 5,557 $ 1,020,050
2006

Non-interest revenues $ 15,947 $ 9,738 $ 1,847 $ 2,010 $ 29,562
Net interest profit® 2,358 2,103 33 (275) 4,219
Revenues, net of interest expense 18,305 11,841 1,900 1,735 33,781
Non-interest expenses 13,013 9,551 1,263 144 23,971
Pre-tax earnings from continuing

operations'” $ 5,292 $ 2,290 $ 637 $ 1,591 $ 9,810
Year-end total assets $ 745,692 $ 92,660 $ - $ 2,947 $ 841,299
2005
Non-interest revenues $ 10,155 $ 8,844 $ 1,780 $ 38 $ 20,817
Net interest profit® 3,257 1,645 27 (469) 4,460
Revenues, net of interest expense 13,412 10,489 1,807 (431) 25,277
Non-interest expenses 8,744 8,422 1,221 129 18,516
Pre-tax earnings/(loss) from continuing

operations'¥ $ 4,668 $ 2,067 $ 586 $  (560) $ 6,761
Year-end total assets $ 590,054 $ 76,908 $ 7,470 $ 6,583 $ 681,015

(1) MLIM ceased to exist in connection with the BlackRock merger in September 2006.

(2) Includes the impact of junior subordinated notes (related to trust preferred securities) and other corporate items. In addition, results for 2007 include an allocation of non-interest
revenues (principal transactions) and net interest profit among the business and corporate segments associated with certain hybrid financing instruments accounted for under
SFAS No. 159. Results for 2006 include $2.0 billion of non-interest revenues and $202 million of non-interest expenses related to the closing of the BlackRock merger.

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

(4) See Note 17 to the Consolidated Financial Statements for further information on discontinued operations.

Geographic Information
Merrill Lynch conducts its business activities through offices in the following five regions:
= United States;
= Europe, Middle East, and Africa;
= Pacific Rim;
= Latin America; and
= Canada.

The principal methodologies used in preparing the geographic information below are as follows:

= Revenues and expenses are generally recorded based on the location of the employee generating the revenue or incurring the
expense without regard to legal entity;

= Pre-tax earnings or loss from continuing operations include the allocation of certain shared expenses among regions; and
= Intercompany transfers are based primarily on service agreements.

page 103 gg



The information that follows, in management’s judgment, provides a reasonable representation of each region’s contribution to the
consolidated net revenues and pre-tax earnings or loss from continuing operations:

(DOLLARS IN MILLIONS) 2007 2006 2005
Revenues, net of interest expense
Europe, Middle East, and Africa $ 5,973 $ 6,896 $ 4,755
Pacific Rim 5,065 3,703 2,692
Latin America 1,401 1,009 841
Canada 430 386 228
Total Non-U.S. 12,869 11,994 8,516
United States?“® (1,619) 21,787 16,761
Total revenues, net of interest expense $ 11,250 $ 33,781 $ 25,277
Pre-tax (loss)/earnings from continuing operations®®
Europe, Middle East, and Africa $ 1,211 $ 2,091 $ 1,307
Pacific Rim 2,403 1,204 960
Latin America 632 357 340
Canada 235 181 47
Total Non-U.S. 4,481 3,833 2,654
United States2#® (17,312) 5,977 4,107
Total pre-tax (loss)/earnings from continuing operations'® $(12,831) $ 9,810 $ 6,761

(1) The 2006 results include net revenues earned by MLIM of $1.9 billion, which include non-U.S. net revenues of $1.0 billion. 2005 results include net revenues earned by MLIM of
$1.8 billion, which include non-U.S. net revenues of $0.8 billion.

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

(3) The 2006 pre-tax earnings from continuing operations include the impact of the $1.8 billion of one-time compensation expenses incurred in 2006. These costs have been allocated to
each of the regions, accordingly.

(4) The U.S. 2006 results include $2.0 billion of revenues and $202 million of non-interest expenses related to the closing of the BlackRock merger.

(5) The U.S. 2007 results include net write-downs of $23.2 billion related to ABS CDOs, U.S. sub-prime residential mortgages and securities, and credit valuation adjustments related to
hedges with financial guarantors on U.S. ABS CDOs.

(6) See Note 17 to the Consolidated Financial Statements for further information on discontinued operations.

Note 3. Fair Value and Trading Risk Management
Merrill Lynch adopted the provisions of SFAS No.157 and SFAS No.159 in the first quarter of 2007.

Fair Value Measurements
SFAS No. 157 defines fairvalue, establishes a framework for measuring fairvalue, establishes a fairvalue hierarchy based on the quality
of inputs used to measure fair value, and enhances disclosure requirements for fair value measurements. Merrill Lynch accounts for a
significant portion of its financial instruments at fair value or considers fair value in their measurement. Merrill Lynch accounts for
certain financial assets and liabilities at fair value under various accounting literature, including SFAS No. 115, SFAS No. 133 and
SFAS No. 159. Merrill Lynch also accounts for certain assets at fairvalue under applicable industry guidance, namely broker-dealer and
investment company accounting guidance.

Fair Value Hierarchy

In accordance with SFAS No. 157, Merrill Lynch has categorized its financial instruments, based on the priority of the inputs to the
valuation technique, into a three-level fair value hierarchy. The fair value hierarchy gives the highest priority to quoted prices in active
markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). If the inputs used to measure
the financial instruments fall within different levels of the hierarchy, the categorization is based on the lowest level input that is
significant to the fair value measurement of the instrument.

Financial assets and liabilities recorded on the Consolidated Balance Sheets are categorized based on the inputs to the valuation
techniques as follows:

Level 1. Financial assets and liabilities whose values are based on unadjusted quoted prices foridentical assets or liabilities in an active
market that Merrill Lynch has the ability to access (examples include active exchange-traded equity securities, exchange-traded
derivatives, most U.S. Government and agency securities, and certain other sovereign government obligations).

Level 2. Financial assets and liabilities whose values are based on quoted prices in markets that are not active or model inputs thatare
observable either directly or indirectly for substantially the full term of the asset or liability. Level 2 inputs include the following:

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

Merrill Lynch 2007 Annual Report page 104



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

c) Pricing models whose inputs are observable for substantially the full term of the asset or liability (examples include most
over-the-counter derivatives, including interest rate and currency swaps); and

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

Level 3. Financial assets and liabilities whose values are based on prices or valuation techniques that require inputs that are both
unobservable and significant to the overall fair value measurement. These inputs reflect management’s own assumptions about the
assumptions a market participantwould use in pricing the asset or liability (examples include certain private equity investments, certain
residential and commercial mortgage-related assets (including loans, securities and derivatives), and long-dated or complex
derivatives including certain equity derivatives and long-dated options on gas and power).

Asrequired by SFAS No. 157, when the inputs used to measure fairvalue fallwithin different levels of the hierarchy, the level within which
the fair value measurement is categorized is based on the lowest level input that is significant to the fair value measurement in its
entirety. For example, a Level 3 fair value measurement may include inputs that are observable (Levels 1 and 2) and unobservable
(Level 3). Therefore gains and losses for such assets and liabilities categorized within the Level 3 table below may include changes in fair
value that are attributable to both observable inputs (Levels 1 and 2) and unobservable inputs (Level 3). Further, it should be noted that
the following tables do not take into consideration the effect of offsetting Level 1and 2 financial instruments entered into by Merrill Lynch
that economically hedge certain exposures to the Level 3 positions.

A review of fair value hierarchy classifications is conducted on a quarterly basis. Changes in the observability of valuation inputs may
result in a reclassification for certain financial assets or liabilities. Reclassifications impacting Level 3 of the fair value hierarchy are
reported as transfersin/out of the Level 3 categoryas of the beginning of the quarterin which the reclassifications occur. During the third
quarter of 2007, a significant amount of assets and liabilities were reclassified from Level 2 to Level 3. This reclassification primarily
relates to sub-prime mortgage related assets and liabilities, including CDOs, because of the significant decrease in the observability of
market pricing for these instruments. Refer to credit concentrations in the Trading Risk Management section of this note for further
information about exposures to these instruments.

The following table presents Merrill Lynch’s fair value hierarchy for those assets and liabilities measured at fair value on a recurring

basis as of December 28, 2007.
FAIR VALUE MEASUREMENTS ON A RECURRING BASIS
AS OF DECEMBER 28, 2007

NETTING
(DOLLARS IN MILLIONS) LEVEL 1 LEVEL 2 LEVEL 3 ADJ™ TOTAL
Assets:
Securities segregated for regulatory purposes
or deposited with clearing organizations $ 1,478 $ 5,595 $ 84 $ - $ 7,157
Receivables under resale agreements? - 100,214 - - 100,214
Trading assets, excluding derivative contracts 71,038 81,169 9,773 - 161,980
Derivative contracts 4,916 522,014 26,038 (480,279) 72,689
Investment securities 2,240 53,403 5,491 - 61,134
Securities received as collateral 42,451 2,794 - - 45,245
Loans, notes and mortgages - 1,145 63 - 1,208
Other assets® 7 1,739 - (24) 1,722
Liabilities:
Payables under repurchase agreements? $ - $ 89,733 $ - $ - $ 89,733
Trading liabilities, excluding derivative
contracts 43,609 6,685 - - 50,294
Derivative contracts 5,562 526,780 35,107 (494,155) 73,294
Obligation to return securities received as
collateral 42,451 2,794 - - 45,245
Long-term borrowings' - 75,984 4,765 - 80,749
Other payables — interest and other® 2 287 - (13) 276

(1) Represents counterparty and cash collateral netting.

(2) Resale and repurchase agreements are shown gross of counterparty netting.
(3) Primarily represents certain derivatives used for non-trading purposes.

(4) Includes bifurcated embedded derivatives carried at fair value.
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Level 3 Assets and Liabilities
Level 3trading assets primarily include corporate bonds and loans of $5.4 billion and U.S. ABS CDOs of $2.4 billion, of which $1.0 billion
was sub-prime related.

Level 3 derivative contracts (assets) primarily relate to derivative positions on U.S. ABS CDOs of $18.9 billion, of which $14.7 billion is
sub-prime related, and $5.1 billion of equity derivatives that are long-dated and/or have unobservable correlation.

Level 3 investment securities primarily relate to certain private equity and principal investment positions of $4.0 billion, as well as
U.S. ABS CDOs of $834 million that are accounted for as trading securities under SFAS No. 115.

Level 3 derivative contracts (liabilities) primarily relate to derivative positions on U.S. ABS CDOs of $25.1 billion, of which $23.9 billion
relates to sub-prime, and $8.3 billion of equity derivatives that are long-dated and/or have unobservable correlation.

Level 3 long-term borrowings primarily relate to structured notes with embedded long-dated equity and currency derivatives.

The following table provides a summary of changes in fair value of Merrill Lynch’s Level 3 financial assets and liabilities for the year-

ended December 28, 2007.
LEVEL 3 FINANCIAL ASSETS AND LIABILITIES
YEAR ENDED DECEMBER 28, 2007

TOTAL
REALIZED AND
UNREALIZED
TOTAL REALIZED AND UNREALIZED GAINS OR GAINS PURCHASES,
(LOSSES) INCLUDED IN INCOME OR (LOSSES)  ISSUANCES
BEGINNING PRINCIPAL OTHER INCLUDED IN AND  TRANSFERS ENDING
(DOLLARS IN MILLIONS) BALANCE TRANSACTIONS REVENUE INTEREST INCOME SETTLEMENTS IN (0UT) BALANCE
Assets:
Securities segregated for regulatory
purposes or deposited with clearing
organizations $ - $ (5) $ - $ 1 $ (4) $ - $ 88 $ 84
Trading assets 2,021 (4,180) - 46 (4,134) 2,945 8,941 9,773
Derivative contracts, net (2,030) (7,687) 4 25 (7,658) 465 154 (9,069)
Investment securities 5,117 (2,412) 518 8 (1,886) 3,000 (740) 5,491
Loans, notes and mortgages 7 - (18) - (18) (5) 79 63
Liabilities:
Long-term borrowings $ - $ 524 $ 7 $ - $ 531 $ 2,203 $ 3,093 $ 4,765

Net losses in principal transactions were due primarily to $16.7 billion of write-downs related to U.S. ABS CDOs and other sub-prime
related instruments that are classified as Level 3, partially offset by $1.4 billion in gains on non-subprime mortgage-related items and
net gains in equity-related products.

The increases attributable to purchases, issuances, and settlements on Level 3 assets and liabilities included the exercise of certain
purchase obligations in the third quarter of 2007 that required Merrill Lynch to buy underlying assets, primarily U.S. ABS CDOs. In
addition, Level 3 assets and liabilities increased due to the consolidation of an SPE which also primarily contained U.S. ABS CDOs.

Theincreases attributable tonettransfersinon Level 3assets and liabilities were due primarily to the decrease in observability of market
pricing forinstruments which had previously been classified as Level 2. These were primarily U.S. ABS CDOs and related instruments of
$6.8 billion and corporate bonds and loans that are classified as trading assets of $3.9 billion, offset by $2.7 billion of net transfers out of
equity derivatives.

The following table provides the portion of gains or losses included in income for the year-ended December 28, 2007 attributable to
unrealized gains or losses relating to those Level 3 assets and liabilities still held at December 28, 2007.

UNREALIZED GAINS OR (LOSSES) FOR LEVEL 3 ASSETS
AND LIABILITIES STILL HELD AT DECEMBER 28, 2007

PRINCIPAL OTHER

(DOLLARS IN MILLIONS) TRANSACTIONS REVENUE INTEREST TOTAL
Assets:
Securities segregated for regulatory purposes or deposited with

clearing organizations $ (5 $ - $ 1 $ (&)
Trading assets (4,205) - 4 (4,201)
Derivative contracts, net (7,826) (2) 25 (7,803)
Investment securities (2,412) 428 8 (1,976)
Loans, notes and mortgages - 1 - 1
Liabilities:

Long-term borrowings $ 524 $ 7 $ - $ 531
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Total net unrealized losses were primarily due to $16.7 billion of write-downs related to U.S. ABS CDOs and other sub-prime related
instruments that are classified as Level 3, partially offset by $1.4 billion in gains on non-subprime mortgage-related items and net gains
in equity-related products.

Certain assets and liabilities are measured at fair value on a non-recurring basis and are not included in the tables above. These assets
and liabilities include loans and loan commitments held for sale and reported at lower-of-cost-or-market and loans held for investment
that were initially measured at cost and have been written down to fairvalue as a result of an impairment. The following table shows the
fair value hierarchy for those assets and liabilities measured at fair value on a non-recurring basis as of December 28, 2007.

LOSSES
NON-RECURRING BASIS AS OF DECEMBER 28, 2007 VEAR-ENDED
(DOLLARS IN MILLIONS) LEVEL 1 LEVEL 2 LEVEL 3 TOTAL  DECEMBER 28, 2007
Assets:
Loans, notes, and mortgages $- $ 32,594 $ 7,157 $ 39,751 $ (1,304)
Liabilities:
Other liabilities $- $ 666 $ - $ 666 $ (502)

Loans, notes, and mortgages include held for sale loans that are carried at the lower of cost or market and for which the fair value was
belowthe cost basisat December28,2007. Italsoincludes certainimpaired held forinvestment loans where anallowance for loan losses
has been calculated based uponthe fairvalue of the loans. Level 3 assets primarily relate to residentialand commercial real estate loans
that are classified as held for sale of $4.1 billion in the United Kingdom where there continues to be significant illiquidity in the
securitization market. The losses on the Level 3 loans were calculated primarily by afundamental cash flow valuation analysis. This cash
flowanalysisincludes cumulative loss assumptions derived from multiple inputsincluding mortgage remittance reports, housing prices
and other market data.

Otherliabilities include amounts recorded for loan commitments at lower of cost or fairvalue where the funded loan will be held for sale,
particularly leveraged loan commitments in the U.S. The losses were calculated by models incorporating significant observable
market data.

Fair Value Option

SFAS No. 159 provides a fair value option election that allows companies to irrevocably elect fair value as the initial and subsequent
measurement attribute for certain financial assets and liabilities. Changes in fair value for assets and liabilities for which the election is
made will be recognized in earnings as they occur. SFAS No. 159 permits the fair value option election on an instrument by instrument
basis at initial recognition of an asset or liability or upon an event that gives rise to a new basis of accounting for that instrument. As
discussed above, certain of Merrill Lynch’s financial instruments are required to be accounted for at fair value under SFAS No. 115 and
SFAS No. 133 as well as industry level guidance. For certain financial instruments that are not accounted for at fair value under other
applicable accounting guidance, the fair value option has been elected.

The following table presents a summary of eligible financial assets and financial liabilities for which the fair value option was elected on
December 30, 2006 and the cumulative-effect adjustment to retained earnings recorded in connection with the initial adoption
of SFAS No. 159.

TRANSITION
ADJUSTMENTS CARRYING
TO RETAINED VALUE
CARRYING VALUE EARNINGS AFTER
(DOLLARS IN MILLIONS) PRIOR TO ADOPTION GAIN/(LOSS) ADOPTION
Assets:
Investment securities $ 8,723 $(268) $ 8,732
Loans, notes and mortgages 1,440 2 1,442
Liabilities:
Long-term borrowings $ 10,308 $ (29) $ 10,337
Pre-tax cumulative-effect of adoption $ (295)
Deferred tax benefit 110
Cumulative effect of adoption of the fair value option $(185)

page 107 gg



The following table provides information about where in the Consolidated Statement of (Loss)/Earnings changes in fairvalues, for which
the fair value option has been elected, are included for the year-ended December 28, 2007.

CHANGES IN FAIR VALUE FOR THE YEAR ENDED DECEMBER 28, 2007, FOR
ITEMS MEASURED AT FAIR VALUE PURSUANT TO FAIR VALUE OPTION

GAINS/ TOTAL

(LOSSES) GAINS CHANGES

PRINCIPAL OTHER IN FAIR

(DOLLARS IN MILLIONS) TRANSACTIONS REVENUES VALUE

Assets:

Receivables under resale agreements $ 124 $ - $ 124

Investment securities 234 43 277

Loans, notes and mortgages (2) 73 71
Liabilities:

Payables under repurchase agreements $ (7) $ - $ (7)

Long-term borrowings 3,857 1,182 5,039

The following describesthe rationale forelectingtoaccount forcertain financial assets and liabilities at fairvalue,aswell as theimpact of
instrument-specific credit risk on the fair value.

Resale and Repurchase Agreements:

Merrill Lynch elected the fair value option on a prospective basis for certain resale and repurchase agreements. The fair value option
election was made based on the tenor of the resale and repurchase agreements, which reflects the magnitude of the interest rate risk.
The majority of resale and repurchase agreements collateralized by U.S. and Japanese government securities were excluded from the
fair value option election as these contracts are generally short-dated and therefore the interest rate risk is not considered significant.
Amounts loaned under resale agreements require collateral with a market value equal to or in excess of the principal amount loaned
resulting in immaterial credit risk for such transactions.

Investment Securities:

Merrill Lynch elected the fair value option for certain fixed rate securities in its treasury liquidity portfolio previously classified as
available-for-sale securities as management modified its investment strategy and economic exposure to interest rate risk by
eliminating long-term fixed rate assets in its liquidity portfolio and replacing them with floating rate assets. These securities were
carried atfairvalue in accordance with SFAS No. 115 prior to the adoption of SFAS No. 159. An unrealized loss of $172 million, net of tax,
related to such securities was reclassified from accumulated other comprehensive loss to retained earnings.

At December 28,2007 investment securities primarily represented non-marketable convertible preferred shares forwhich Merrill Lynch
has economically hedged a majority of the position with derivatives.

Loans, Notes, and Mortgages:

Merrill Lynch elected the fairvalue option for automobile and certain corporate loans because the loans are risk managed on a fairvalue
basis. The change in the fair value of loans, notes, and mortgages for which the fair value option was elected that was attributable to
changes in borrower-specific credit risk was not material for the year-ended December 28, 2007.

Forthose loans, notesand mortgages forwhich the fairvalue option has been elected, the aggregate fairvalue of loans thatare 90 days or
more past due and in non-accrual status are not material to the Consolidated Financial Statements.

Long-Term Borrowings:

Merrill Lynch elected the fair value option for certain long-term borrowings that are risk managed on a fair value basis, including
structured notes, and for which hedge accounting under SFAS No. 133 had been difficult to obtain. The changes in the fair value of
liabilities for which the fair value option was elected that was attributable to changes in Merrill Lynch credit spreads were estimated
gains of $2.0 billion for the year-ended December 28, 2007. Changes in Merrill Lynch specific credit risk is derived by isolating fair value
changes due to changes in Merrill Lynch’s credit spreads as observed in the secondary cash market.

The fair value option was also elected for certain non-recourse long-term borrowings issued by consolidated SPEs. The fair value of
these long-term borrowings is unaffected by changes in Merrill Lynch’s creditworthiness.
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The following table presents the difference between fair values and the aggregate contractual principal amounts of receivables under
resale agreements, loans, notes, and mortgages and long-term borrowings for which the fair value option has been elected.

PRINCIPAL
AMOUNT
FAIR VALUE AT DUE UPON
(DOLLARS IN MILLIONS) DECEMBER 28, 2007 MATURITY DIFFERENCE
Assets:
Receivables under resale agreements $100,214 $ 100,090 $ 124
Loans, notes and mortgages'” 1,149 1,355 (206)
Liabilities:
Long-term borrowings'? $ 76,334 $ 81,681 $(5,347)

(1) The majority of the difference relates to loans purchased at a substantial discount from the principal amount.
(2) The majority of the difference relates to the impact of the widening of Merrill Lynch’s credit spreads, the change in fair value of non-recourse debt, and zero coupon notes issued at a
substantial discount from the principal amount.

Hybrid Financial Instruments

In February 2006, the FASB issued SFAS No. 155, which clarifies the bifurcation requirements for certain financial instruments and
permits hybrid financialinstruments that containa bifurcatable embedded derivative to be accounted foras a single financial instrument
at fair value with changes in fair value recognized in earnings. This election is permitted on an instrument-by-instrument basis for all
hybrid financial instruments held, obtained, or issued as of the adoption date. At adoption, any difference between the total carrying
amount of the individual components of the existing bifurcated hybrid financial instruments and the fair value of the combined hybrid
financial instruments is recognized as a cumulative-effect adjustment to beginning retained earnings. Merrill Lynch adopted
SFAS No. 155 on a prospective basis beginning in the first quarter of 2007. Since SFAS No. 159 incorporates accounting and
disclosure requirements that are similar to SFAS No. 155, Merrill Lynch applies SFAS No. 159, rather than SFAS No. 155, to its fairvalue
elections for hybrid financial instruments, which are primarily structured notes classified as long-term borrowings.

Trading Risk Management
Trading activities subject Merrill Lynch to market and credit risks. These risks are managed in accordance with established risk
management policies and procedures. Specifically, the independent risk and control groups work to ensure that these risks are properly
identified, measured, monitored, and managed throughout Merrill Lynch. To accomplish this, Merrill Lynch has established a risk
management process that includes:

= A risk governance structure that defines the oversight process and its components;

= A regular review of the risk management process by the Audit Committee of the Board of Directors as well as a regular
review of credit, market and liquidity risks and processes by the Finance Committee of the Board of Directors;

= Clearly defined risk management policies and procedures supported by a rigorous analytical framework;

= Communication and coordination among the businesses, executive management, and risk functions while maintaining strict
segregation of responsibilities, controls, and oversight; and

= Clearly articulated risk tolerance levels, defined and regularly reviewed by Global Risk Management and reviewed by senior
management, that are consistent with its business strategy, capital structure, and current and anticipated market conditions.

Independent risk and control groups interact with the businesses to establish and maintain this overall risk management control
process. While no risk management system can ever be absolutely complete, the goal of these independent risk and control groups is to
mitigate risk-related losses so that they fall within acceptable, predefined levels, under foreseeable scenarios.

Market Risk

Market risk is the potential change in an instrument’s value caused by fluctuations in interest and currency exchange rates, equity and
commodity prices, credit spreads, or other risks. The level of market risk is influenced by the volatility and the liquidity in the markets in
which financial instruments are traded.

Merrill Lynch seeks to mitigate market risk associated with trading inventories by employing hedging strategies that correlate rate,
price, and spread movements of trading inventories and related financing and hedging activities. Merrill Lynch uses a combination of
cash instruments and derivatives to hedge its market exposures. The following discussion describes the types of market risk faced by
Merrill Lynch.

Interest Rate Risk
Interestraterisk arises fromthe possibility that changesininterest rates will affect the value of financialinstruments. Interest rate swap
agreements, Eurodollar futures, and U.S. Treasury securities and futures are common interest rate risk management tools. The
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decision to manage interest rate risk using futures or swap contracts, as opposed to buying or selling short U.S. Treasury or other
securities, depends on current market conditions and funding considerations.

Interest rate agreements used by Merrill Lynch include caps, collars, floors, basis swaps, leveraged swaps, and options. Interest rate
capsand floors provide the purchaser with protection against rising and falling interest rates, respectively. Interest rate collars combine
a cap and a floor, providing the purchaser with a predetermined interest rate range. Basis swaps are a type of interest rate swap
agreement where variable rates are received and paid, but are based on different index rates. Leveraged swaps are another type of
interest rate swap where changes in the variable rate are multiplied by a contractual leverage factor, such as four times three-month
London Interbank Offered Rate (“LIBOR”). Merrill Lynch’s exposure to interest rate risk resulting from these leverage factors is typically
hedged with other financial instruments.

Currency Risk

Currency risk arises from the possibility that fluctuations in foreign exchange rates willimpact the value of financial instruments. Merrill
Lynch’s trading assets and liabilities include both cash instruments denominated in and derivatives linked to more than 50 currencies,
including the euro, Japanese yen, British pound, and Swiss franc. Currency forwards and options are commonly used to manage
currency risk associated with these instruments. Currency swaps may also be used in situations where a long-dated forward market is
not available or where the client needs a customized instrument to hedge a foreign currency cash flow stream. Typically, parties to a
currency swap initially exchange principal amounts in two currencies, agreeing to exchange interest payments and to re-exchange the
currencies at a future date and exchange rate.

Equity Price Risk

Equity price risk arises from the possibility that equity security prices will fluctuate, affecting the value of equity securities and other
instruments that derive their value from a particular stock, a defined basket of stocks, or a stock index. Instruments typically used by
Merrill Lynch to manage equity price risk include equity options, warrants, and baskets of equity securities. Equity options, forexample,
canrequire the writer to purchase or sell a specified stock or to make a cash payment based on changesin the market price of that stock,
basket of stocks, or stock index.

Credit Spread Risk

Credit spread risk arises from the possibility that changes in credit spreads will affect the value of financial instruments. Credit spreads
represent the credit risk premiums required by market participants for a given credit quality (i.e., the additional yield that a debt
instrument issued by a AA-rated entity must produce over a risk-free alternative (e.g., U.S. Treasury instrument)). Certain instruments
are used by Merrill Lynch to manage this type of risk. Swaps and options, for example, can be designed to mitigate losses due to changes
incredit spreads, aswellas the credit downgrade ordefault of the issuer. Credit risk resulting from default on counterparty obligationsis
discussed in the Counterparty Credit Risk section.

Commodity Price and Other Risks

Through its commodities business, Merrill Lynch enters into exchange-traded contracts, financially settled OTC derivatives, contracts
for physical delivery and contracts providing for the transportation, transmission and/or storage rights on or in vessels, barges,
pipelines, transmission lines or storage facilities. Commodity, related storage, transportation orother contracts expose Merrill Lynch to
the risk that the price of the underlying commodity or the cost of storing or transporting commodities may rise or fall. In addition,
contracts relating to physical ownership and/or delivery can expose Merrill Lynch to numerous other risks, including performance and
environmental risks.

Counterparty Credit Risk

Merrill Lynch is exposed to risk of loss if an individual, counterparty or issuer fails to perform its obligations under contractual terms
(“default risk”). Both cash instruments and derivatives expose Merrill Lynch to default risk. Credit risk arising from changes in credit
spreads was previously discussed in the Market Risk section.

Merrill Lynch has established policies and procedures for mitigating credit risk on principal transactions, including reviewing and
establishing limits for credit exposure, maintaining qualifying collateral, purchasing credit protection, and continually assessing the
creditworthiness of counterparties.

In the normal course of business, Merrill Lynch executes, settles, and finances various customer securities transactions. Execution of
thesetransactionsincludesthe purchase and sale of securities by Merrill Lynch. These activities may expose Merrill Lynch to default risk
arising from the potential that customers or counterparties may fail to satisfy their obligations. In these situations, Merrill Lynch may be
required to purchase or sell financial instruments at unfavorable market prices to satisfy obligations to other customers or
counterparties. Additional information about these obligations is provided in Note 11 to the Consolidated Financial Statements. In
addition, Merrill Lynch seeks to control the risks associated with its customer margin activities by requiring customers to maintain
collateral in compliance with regulatory and internal guidelines.
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Liabilities to other brokers and dealers related to unsettled transactions (i.e., securities failed-to-receive) are recorded at the amount for
which the securities were purchased, and are paid upon receipt of the securities from other brokers or dealers. In the case of aged
securities failed-to-receive, Merrill Lynch may purchase the underlying security in the market and seek reimbursement for losses from
the counterparty.

Concentrations of Credit Risk

Merrill Lynch’s exposure to credit risk (both default and credit spread) associated with its trading and other activities is measured on an
individual counterparty basis, as well as by groups of counterparties that share similar attributes. Concentrations of credit risk can be
affected by changesin political, industry, oreconomic factors. To reduce the potential for risk concentration, credit limits are established
and monitored in light of changing counterparty and market conditions.

At December 28, 2007, Merrill Lynch’s most significant concentration of credit risk was with the U.S. Government and its agencies. This
concentration consists of both directand indirect exposures. Direct exposure, which primarily results from trading asset and investment
security positions in instruments issued by the U.S. Government and its agencies, excluding mortgage-backed securities, amounted to
$11.1 billion and $15.0 billion at December 28, 2007 and December 29, 2006, respectively. Merrill Lynch’s indirect exposure results from
maintaining U.S. Governmentand agencies securities as collateral for resale agreements and securities borrowed transactions. Merrill
Lynch’s direct credit exposure on these transactions is with the counterparty; thus Merrill Lynch has credit exposure to the
U.S. Government and its agencies only in the event of the counterparty’s default. Securities issued by the U.S. Government or its
agencies held as collateral for resale agreements and securities borrowed transactions at December 28, 2007 and December 29, 2006
totaled $105.2 billion and $116.3 billion, respectively.

At December 28,2007, Merrill Lynch had otherconcentrations of credit risk, the largest of which was related to a foreign bank carrying an
internalcreditrating of AA, reflecting diversification across products, sound capitaladequacy and flexibility. Total outstanding unsecured
exposure to this counterparty was approximately $4.5 billion, or 0.45% of total assets.

Merrill Lynch’s most significant industry credit concentration is with financial institutions. Financial institutions include banks,
insurance companies, finance companies, investment managers, and otherdiversified financialinstitutions. This concentrationarisesin
the normal course of Merrill Lynch’s brokerage, trading, hedging, financing, and underwriting activities. Merrill Lynch also monitors
credit exposures worldwide by region. Outside the United States, financial institutions and sovereign governments represent the most
significant concentrations of credit risk.

In the normal course of business, Merrill Lynch purchases, sells, underwrites, and makes markets in non-investment grade
instruments. Merrill Lynch also provides extensions of credit and makes equity investments to facilitate leveraged transactions.
These activities expose Merrill Lynch to a higher degree of credit risk than is associated with trading, investing in, and underwriting
investment grade instruments and extending credit to investment grade counterparties.

Concentration of Risk to the U.S. Sub-Prime Residential Mortgage Market
At December 28, 2007, Merrill Lynch had sizeable exposure to U.S. sub-prime residential mortgages through securities, derivatives,
loans and loan commitments. This included:

= Net exposure of $2.7 billion in U.S. sub-prime residential mortgage-related positions, excluding Merrill Lynch’s U.S. banks
investment security portfolio;

= Netexposure of $4.8 billion in super senior U.S. ABS CDOs and secondary trading exposures related to the ABS CDO business; and

= Net exposure of $4.2 billion in sub-prime residential mortgage-backed securities and U.S. ABS CDOs held in Merrill Lynch’s
U.S. banks’ investment portfolio.

Valuation of these exposures will continue to be impacted by external market factors including default rates, rating agency actions, and
the prices at which observable market transactions occur. Merrill Lynch’s ability to mitigate its risk by selling or hedging its exposures is
also limited by the market environment. Merrill Lynch’s future results may continue to be materially impacted by the valuation
adjustments applied to these positions.

Concentration of Risk to Financial Guarantors

To economically hedge certain ABS CDO and U.S. sub-prime mortgage positions, Merrill Lynch entered into credit derivatives with
various counterparties, including financial guarantors. At December 28, 2007, Merrill Lynch’s short exposure from credit default swaps
with financial guarantors to economically hedge certain U.S. super senior ABS CDOs was $13.8 billion, which represented credit default
swaps with a notional amount of $19.9 billion that have been adjusted for mark-to-market gains of $6.1 billion. The fair value of these
credit default swaps at December 28, 2007 was $3.5 billion, after taking into account a $2.6 billion credit valuation adjustment related to

certain financial guarantors.
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Merrill Lynch also has credit derivatives with financial guarantors on other referenced assets. The mark-to-market gains on these credit
derivatives at December 28, 2007 were $2.0 billion, after taking into account a $0.5 billion credit valuation adjustment.

Derivatives
Merrill Lynch’s trading derivatives consist of derivatives provided to customers and derivatives entered into for proprietary trading
strategies or risk management purposes.

Default risk exposure varies by type of derivative. Default risk on derivatives can occur for the full notional amount of the trade where a
final exchange of principal takes place, as may be the case for currency swaps. Swap agreements and forward contracts are generally
OTC-transactedandthusare exposedto default risk to the extent of theirreplacement cost. Since futures contracts are exchange-traded
and usually require daily cash settlement, the related risk of loss is generally limited to a one-day net positive change in market value.
Generally such receivables and payables are recorded in customers’ receivables and payables on the Consolidated Balance Sheets.
Option contracts can be exchange-traded or OTC. Purchased options have default risk to the extent of their replacement cost. Written
options represent a potential obligation to counterparties and typically do not subject Merrill Lynch to default risk except under
circumstances where the option premium is being financed or in cases where Merrill Lynch is required to post collateral. Additional
information about derivatives that meet the definition of a guarantee for accounting purposes is included in Note 11 to the Consolidated
Financial Statements.

Merrill Lynch generally enters into ISDA master agreements or their equivalent with substantially all of its counterparties, as soon as
possible. Master netting agreements provide protection in bankruptcy in certain circumstances and, in some cases, enable receivables
and payables with the same counterparty to be offset on the Consolidated Balance Sheets, providing for a more meaningful balance
sheet presentation of credit exposure. Agreements are negotiated bilaterally and can require complex terms. While reasonable efforts
are made to execute such agreements, it is possible that a counterparty may be unwilling to sign such an agreement and, as a result,
would subject Merrill Lynch to additional credit risk. The enforceability of master netting agreements under bankruptcy laws in certain
countriesorin certainindustriesis not free from doubt and receivables and payables with counterpartiesinthese countries orindustries
are accordingly recorded on a gross basis.

To reduce the risk of loss, Merrill Lynch requires collateral, principally cash and U.S. Government and agency securities, on certain
derivative transactions. Merrill Lynch nets cash collateral paid or received under credit support annexes associated with legally
enforceable master netting agreements against derivative inventory. At December 28, 2007, cash collateral netted against derivative
inventory was $13.5 billion. From an economic standpoint, Merrill Lynch evaluates default risk exposures net of related collateral. In
addition to obtaining collateral, Merrill Lynch attempts to mitigate default risk on derivatives by entering into transactions with
provisions that enable Merrill Lynch to terminate or reset the terms of the derivative contract.

Many of Merrill Lynch’s derivative contracts contain provisions that could, upon an adverse change in ML & Co.’s credit rating, trigger a
requirement for an early payment or additional collateral support.

Note 4. Securities Financing Transactions
Merrill Lynch enters into secured borrowing and lending transactions in order to meet customers’ needs and earnresidual interest rate
spreads, obtain securities for settlement and finance trading inventory positions.

Under these transactions, Merrill Lynch either receives or provides collateral, including U.S. Government and agencies, asset-backed,
corporate debt, equity, and non-U.S. governments and agencies securities. Merrill Lynch receives collateral in connection with resale
agreements, securities borrowed transactions, customer margin loans, and other loans. Under many agreements, Merrill Lynch is
permitted to sell or repledge the securities received (e.g., use the securities to secure repurchase agreements, enter into securities
lendingtransactions, ordeliverto counterpartiesto cover short positions). At December 28,2007 and December 29, 2006, the fairvalue of
securities received as collateral where Merrill Lynch is permitted to sell or repledge the securities was $855 billion and $633 billion,
respectively, and the fairvalue of the portion that has been sold or repledged was $654 billion and $498 billion, respectively. Merrill Lynch
may use securities received as collateral for resale agreements to satisfy regulatory requirements such as Rule 15¢3-3 of the SEC. The
fair value of collateral used for this purpose was $19.3 billion at December 28, 2007 and December 29, 2006.

Merrill Lynch additionally receives securities as collateral in connection with certain securities for securities transactions in which
Merrill Lynchis the lender. Ininstances where Merrill Lynch is permitted to sell or repledge securities received, Merrill Lynch reports the
fair value of such securities received as collateral and the related obligation to return securities received as collateral in the
Consolidated Balance Sheets.
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Merrill Lynch pledges firm-owned assets to collateralize repurchase agreements and other secured financings. Pledged securities that
can be sold or repledged by the secured party are parenthetically disclosed in trading assets and investment securities on the
Consolidated Balance Sheets. The carrying value and classification of securities owned by Merrill Lynch that have been pledged to
counterparties where those counterparties do not have the right to sell or repledge at year-end 2007 and 2006 are as follows:

(DOLLARS IN MILLIONS) 2007 2006

Trading asset category
Mortgages, mortgage-backed, and asset-backed securities $ 11,873 $ 34,475
U.S. government and agencies 11,110 12,068
Corporate debt and preferred stock 17,144 11,454
Non-U.S. governments and agencies 2,461 4,810
Equities and convertible debentures 6,512 4,812
Municipals and money markets 450 975

Total $ 49,550 $ 68,594

Note 5. Investment Securities
Investment securities on the Consolidated Balance Sheets include:

= SFASNo. 115investments held by ML & Co.and certain of its non-broker-dealerentities, including Merrill Lynch banks. SFAS No. 115
investments consist of:

= Debt securities, including debt held for investment and liquidity and collateral management purposes that are classified as
available-for-sale, debt securities held for trading purposes, and debt securities that Merrill Lynch intends to hold until maturity;

= Marketable equity securities, which are generally classified as available-for-sale.

= Non-qualifying investments are those that do not fall within the scope of SFAS No. 115. Non-qualifying investments consist

principally of:

= Equity investments, including investments in partnerships and joint ventures. Included in equity investments are investments
accounted for under the equity method of accounting, which consist of investments in (i) partnerships and certain limited liability
corporations where Merrill Lynch has more than minor influence (i.e. generally defined as greater than a three percent interest)
and (ii) corporate entities where Merrill Lynch has the ability to exercise significant influence over the investee (i.e. generally
defined as ownership and voting interest of 20% to 50%). Also included in equity investments are private equity investments that
Merrill Lynch holds for capital appreciation and/or currentincome and which are accounted for at fair value in accordance with the
Investment Company Guide, as well as private equity investments accounted for at fairvalue under the fair value option electionin
SFAS No. 159. The carrying value of private equity investments reflects expected exit values based upon market prices or other
valuation methodologies including discounted expected cash flows and market comparables of similar companies.

= Investments of insurance subsidiaries for year-end 2006, which primarily representinsurance policy loans and are accounted for
at amortized cost.

= Deferred compensation hedges, which are investments economically hedging deferred compensation liabilities and are
accounted for at fair value.

Fairvalue for non-qualifying investments is estimated using a number of methods, including earnings multiples, discounted cash flow
analyses, and review of underlying financial conditions and other market factors. These instruments may be subject to restrictions (e.g.,
sale requires consent of other investors to sell) that may limit Merrill Lynch’s ability to currently realize the estimated fair value.
Accordingly, Merrill Lynch’s current estimate of fair value and the ultimate realization for these instruments may differ.
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Investment securities reported on the Consolidated Balance Sheets at December 28, 2007 and December 29, 2006 are as follows:

(DOLLARS IN MILLIONS) 2007 2006
Investment securities
Available-for-sale $ 50,922 $ 56,292
Trading 5,015 6,512
Held-to-maturity 267 269
Non-qualifying?
Equity investments'® 29,623 21,290
Investments of insurance subsidiaries®” - 1,360
Deferred compensation hedges®® 1,710 1,752
Investments in trust preferred securities and other investments 438 715
Total $ 87,975 $ 88,190

(1) At December 28, 2007 and December 29, 2006, includes $5.4 billion and $4.8 billion, respectively, of investment securities reported in cash and securities segregated for regulatory
purposes or deposited with clearing organizations.

2) Non-qualifying for SFAS No. 115 purposes.

3) Includes Merrill Lynch’s investment in BlackRock.

4) Primarily represents insurance policy loans held by MLIG. Refer to Note 17 to the Consolidated Financial Statements for further information on MLIG.

5) Represents investments that economically hedge deferred compensation liabilities.

(
(
(
(

Investment securitiesaccounted forunder SFAS No. 115 are classified as available-for-sale, held-to-maturity, or trading as describedin
Note 1 to the Consolidated Financial Statements.

Information regarding investment securities subject to SFAS No. 115 follows:

DECEMBER 28, 2007 DECEMBER 29, 2006
cosT/ GROSS GROSS  ESTIMATED cosT/ GROSS GROSS  ESTIMATED
AMORTIZED  UNREALIZED UNREALIZED FAIR  AMORTIZED UNREALIZED UNREALIZED FAIR
(DOLLARS IN MILLIONS) cosT GAINS LOSSES VALUE cosT GAINS LOSSES VALUE
Available-for-Sale
Mortgage- and asset-backed $ 50,904 $29 $(2,384)  $ 48,549 $ 48,394 $ 104 $(331) $ 48,167
Corporate debt 729 10 (18) 721 2,242 9 (24) 2,227
U.S. Government and agencies 322 - - 322 1,833 - (28) 1,805
Certificate of deposits 290 - - 290 3,114 - (2) 3,112
Other™ 910 6 - 916 760 - (3) 757
Total debt securities 53,155 45 (2,402) 50,798 56,343 113 (388) 56,068
Equity securities 110 25 (11) 124 213 17 (6) 224
Total $ 53,265 $70 $(2,413) $ 50,922 $ 56,556 $130 $ (394) $ 56,292
Held-to-Maturity
Municipals $ 254 $ - $ - $ 254 $ 254 $ - $ - $ 254
Mortgage- and asset-backed 13 - - 13 15 - - 15
Total $ 267 $ - $ - $ 267 $ 269 $ - $ - $ 269

(1) Includes investments in Non-U.S. Government and agency securities.
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The following table presents fair value and unrealized losses, after hedges, for available-for-sale securities, aggregated by investment
category and length of time that the individual securities have been in a continuous unrealized loss position at December 28, 2007 and
December 29, 2006.

LESS THAN 1 YEAR MORE THAN 1 YEAR TOTAL
(DOLLARS IN MILLIONS) ESTIMATED UNREALIZED ESTIMATED UNREALIZED ESTIMATED UNREALIZED
ASSET CATEGORY FAIR VALUE LOSSES FAIR VALUE LOSSES FAIR VALUE LOSSES
December 28, 2007
Mortgage- and asset-backed $ 38,162 $(2,159) $ 7,912 $ (389) $ 46,074 $ (2,548)
U.S. Government and agencies 2 - - - 2 -
Corporate debt 182 (14) 41 (5) 223 (19)
Certificate of deposits 201 - - - 201 -
Other™ - - - - - -
Total debt securities 38,547 (2,173) 7,953 (394) 46,500 (2,567)
Equity securities 64 (10) - - 64 (10)
Total temporarily impaired securities $ 38,611 $(2,183) $ 7,953 $ (394) $ 46,564 $(2,577)
December 29, 2006
Mortgage- and asset-backed $ 15,645 $ (28) $ 10,243 $ (253) $ 25,888 $ (287)
U.S. Government and agencies 151 (1) 1,629 (25) 1,780 (26)
Corporate debt 691 (2) 1,029 (23) 1,720 (25)
Certificate of deposits 2,103 (2) 5 - 2,108 (2)
Other™ 100 - 267 (9) 367 (9)
Total debt securities 18,690 (33) 13,173 (310) 31,863 (343)
Equity securities 19 - 57 (5) 76 (5)
Total temporarily impaired securities $ 18,709 $ (33 $ 13,230 $ (315) $ 31,939 $ (348)

(1) Includes investments in Non-U.S. Government and agency securities.
The majority of the unrealized losses relate to mortgage- and asset-backed securities issued by U.S. agencies.

Merrill Lynch reviews its held-to-maturity and available-for-sale securities at least quarterly to assess whether any impairment is
other-than-temporary. Factors considered in the review include estimated future cash flows, length of time and extent to which market
value hasbeen less than cost, the financial condition and near term prospects of the issuer, and Merrill Lynch’s intent and ability to retain
the security to allow for an anticipated recovery in market value. Merrill Lynch’s impairment review generally includes:

= |dentifying investments with indicators of possible impairment;

= Analyzing individual investments with fair values less than amortized cost, including estimating future cash flows, and
considering the length of time and extent to which the investment has been in an unrealized loss position;

= Discussion of evidential matter, including an evaluation of factors or triggers that could cause individual investments to
qualify as having other-than-temporary impairment; and

= Documenting the analysis and conclusions.

As of December 28, 2007, Merrill Lynch determined that certain available-for-sale securities primarily related to U.S. ABS CDO

securities were other-than-temporarily impaired and recognized a loss of approximately $900 million for the year-ended
December 28, 2007.

The amortized cost and estimated fair value of debt securities at December 28, 2007 by contractual maturity, for available-for-sale and
held-to-maturity investments follow:

AVAILABLE-FOR-SALE HELD-TO-MATURITY
ESTIMATED ESTIMATED
AMORTIZED FAIR AMORTIZED FAIR
(DOLLARS IN MILLIONS) cosT VALUE cosT VALUE
Due in one year or less $ 1,170 $ 1,171 $ - $ -
Due after one year through five years 680 690 254 254
Due after five years through ten years 298 284 - -
Due after ten years 103 104 - -
2,251 2,249 254 254
Mortgage- and asset-backed securities 50,904 48,549 13 13
Total™ $ 53,155 $ 50,798 $ 267 $ 267

(1) Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without prepayment penalties.
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The proceeds and gross realized gains (losses) from the sale of available-for-sale investments are as follows:

(DOLLARS IN MILLIONS) 2007 2006 2005
Proceeds $ 39,327 $16,176 $ 36,574
Gross realized gains 224 160 411
Gross realized losses (55) (161) (71)

Net unrealized gains and (losses) from investment securities classified as trading included in the 2007, 2006, and 2005 Consolidated
Statements of (Loss)/Earnings were $(2.6) billion, $125 million, and $(13) million, respectively.

Equity Method Investments

Merrill Lynch has numerous investments accounted for under the equity method. The following table includes the carrying amount and
ownership percentage of Merrill Lynch’s most significant equity method investments:

DECEMBER 28, 2007

DECEMBER 29, 2006

CARRYING OWNERSHIP CARRYING OWNERSHIP
(DOLLARS IN MILLIONS) AMOUNT PERCENTAGE AMOUNT PERCENTAGE
BlackRock Inc." $ 7,964 50% $7,619 50%
Bloomberg L.P.?) - 20 373 20
Warburg Pincus Fund IX, L.P.? 560 7 269 7
WCG Master Fund Ltd.* 1,234 60 N/A N/A

N/A = Not Applicable

(1) Carrying amount consists of a 45% voting common equity interest and a 5% preferred equity interest.

(2) Carrying amount at December 28, 2007 is zero as a result of dividends received in excess of cumulative equity method earnings and Merrill Lynch’s initial investment.
(3) Investment in a private equity fund.

(4) Investment in an alternative investment fund. Merrill Lynch does not consolidate this investment as its ownership percentage represents a non-voting interest.

In connection with the BlackRock merger on September 29, 2006 (see Note 18 to the Consolidated Financial Statements for further
information on the BlackRock merger), Merrill Lynch received an equity interest in BlackRock. As of December 28, 2007, the aggregate
market value of Merrill Lynch’s common equity interest in BlackRock was $11.5 billion, based on the closing stock price on the New York
Stock Exchange. This marketvalue does not reflect Merrill Lynch’s preferred equity interest in BlackRock. The carryingamount of Merrill
Lynch’s investment in BlackRock at December 28, 2007 was $4.7 billion more than the underlying equity in net assets due to equity
method goodwill, indefinite-lived intangible assets and definite-lived intangible assets, of which Merrill Lynch amortized $48 million and
$10 million in 2007 and 2006, respectively. Such amortization is reflected in earnings from equity method investments in the
Consolidated Statements of (Loss)/Earnings.

Summarized aggregate financial information for Merrill Lynch’s most significant equity method investees (BlackRock Inc., Bloomberg
L.P., Warburg Pincus Fund IX, L.P. and WCG Master Fund Ltd.), which represents 100% of the investees’ financial information for the

periods in which Merrill Lynch held the investments is as follows:

(DOLLARS IN MILLIONS) 2007 2006 2005
Revenues $ 11,725 $ 6,013 $ 4,108
Operating income 4,726 2,331 1,388
Earnings before income taxes 4,692 2,362 1,390
Net earnings 4,107 2,161 1,316
(DOLLARS IN MILLIONS) 2007 2006
Total assets $ 49,438 $ 26,616
Total liabilities 32,672 12,310
Minority interest 603 1,109
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Note 6. Securitization Transactions and Transactions with Special Purpose
Entities (“SPEs”)

Securitizations
In the normal course of business, Merrill Lynch securitizes commercial and residential mortgage loans, municipal, government, and
corporate bonds, and other types of financial assets. SPEs, often referred to as Variable Interest Entities (VIEs) are often used when
entering into or facilitating securitization transactions. Merrill Lynch’s involvement with SPEs used to securitize financial assets
includes: structuring and/or establishing SPEs; selling assets to SPEs; managing or servicing assets held by SPEs; underwriting,
distributing, and making loans to SPEs; making markets in securities issued by SPEs; engaging in derivative transactions with SPEs;
owning notes or certificates issued by SPEs; and/or providing liquidity facilities and other guarantees to, or for the benefit of, SPEs.

Merrill Lynch securitized assets of approximately $173.1 billion and $147.5 billion for the years ended December 28, 2007 and
December 29, 2006, respectively. For the years ended December 28, 2007 and December 29, 2006, Merrill Lynch received $175.9 billion
and $148.8 billion, respectively, of proceeds, and other cash inflows, from securitization transactions, and recognized net securitization
gains of $154.6 million and $333.2 million, respectively, in Merrill Lynch’s Consolidated Statements of (Loss)/Earnings.

The table below summarizes the cash inflows received by Merrill Lynch from securitization transactions related to the following
underlying asset types:

(DOLLARS IN MILLIONS) 2007 2006
Asset category
Residential mortgage loans $ 100,219 $ 95,883
Municipal bonds 55,514 29,482
Commercial and corporate loans and bonds 18,078 21,087
Other 2,122 2,317
Total $ 175,933 $ 148,769

In certain instances, Merrill Lynch retains interests in the senior tranche, subordinated tranche, and/or residual tranche of securities
issued by certain SPEs created to securitize assets. The gain or loss onthe sale of the assets is determined with reference to the previous
carryingamountofthefinancialassetstransferred, whichisallocated betweenthe assets sold and the retainedinterests, ifany, based on
their relative fair value at the date of transfer.

Retainedinterestsarerecordedinthe Consolidated Balance Sheets at fairvalue. To obtain fairvalues, observable market prices are used
if available. Where observable market prices are unavailable, Merrill Lynch generally estimates fair value initially and on an ongoing
basis based on the present value of expected future cash flows using management’s best estimates of credit losses, prepayment rates,
forward yield curves, and discount rates, commensurate with the risks involved. Retained interests are either held as trading assets,
with changes in fairvalue recorded in the Consolidated Statements of (Loss)/Earnings, or as securities available-for-sale, with changes
in fairvalue included in accumulated other comprehensive loss. Retained interests held as available-for-sale are reviewed periodically
for impairment.

Retained interests in securitized assets were approximately $6.1 billion and $6.8 billion at December 28, 2007 and December 29, 2006,
respectively, which related primarily to residential mortgage loan, municipal bond, and commercial and corporate loan and bond
securitization transactions. As a result of the illiquidity in the mortgage-backed securities market at the end of 2007, the majority of the
mortgage-backed securities retained interest balance had limited price transparency at December 28, 2007. As of December 29, 2006,
the majority of retained interest balance of mortgage-backed securities had observable market prices. The majority of these retained
interests include mortgage-backed securities that Merrill Lynch had expected to sell to investors in the normal course of its
underwriting activity. However, the timing of any sale is subject to currentand future market conditions. A portion of the retained interests
representresidualinterests in U.S. sub-prime mortgage securitizations and isincluded in the Level 3 U.S. ABS CDO exposure disclosed
in Note 3 to the Consolidated Financial Statements.
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The following table presents information on retained interests, excluding the offsetting benefit of financial instruments used to hedge
risks, held by Merrill Lynch as of December 28, 2007 arising from Merrill Lynch’s residential mortgage loan, municipal bond and other
securitizationtransactions. The pre-tax sensitivities of the current fairvalue of the retained interests toimmediate 10% and 20% adverse
changes in assumptions and parameters are also shown.

RESIDENTIAL
MORTGAGE MUNICIPAL
(DOLLARS IN MILLIONS) LOANS BONDS OTHER®
Retained interest amount $ 2,809 $ 2,248 $ 1,074
Weighted average credit losses (rate per annum) 4.2% 0.0% 2.6%
Range 0-26% 0.0% 0-3.9%
Impact on fair value of 10% adverse change $ (51) $ - $ (2)
Impact on fair value of 20% adverse change $ (97) $ - $ (5)
Weighted average discount rate 9.2% 3.7% 6.3%
Range 0-100.0% 3.2-8.2% 0-27.2%
Impact on fair value of 10% adverse change $ (82) $ (76) $ (13)
Impact on fair value of 20% adverse change $ (154) $ (147) $ (25)
Weighted average life (in years) 3.1 10.4 1.2
Range 0-4.4 7.7-12.0 0-9.9
Weighted average prepayment speed (CPR)" 34.7% 37.7% 34.5%
Range” 0-86.3% 8.0-42.25% 0-92.0%
Impact on fair value of 10% adverse change $ (67) $ - $ (2)
Impact on fair value of 20% adverse change $ (122) $ - $ (5)

CPR = Constant Prepayment Rate
(1) Relates to select securitization transactions where assets are prepayable.
(2) Primarily relates to retained interest positions from commercial and corporate loan and bond securitization activity.

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

The weighted average assumptions and parameters used initially to value retained interests relating to securitizations that were still
held by Merrill Lynch as of December 28, 2007 are as follows:

RESIDENTIAL
MORTGAGE MUNICIPAL
LOANS BONDS OTHER
Credit losses (rate per annum) 2.9% 0.0% 2.1%
Weighted average discount rate 6.7% 3.9% 5.0%
Weighted average life (in years) 4.4 7.8 2.7
Prepayment speed assumption (CPR)™" 30.0% 9.0% 17.0%

CPR = Constant Prepayment Rate
(1) Relates to select securitization transactions where assets are prepayable.

For residential mortgage loan and other securitizations, the investors and the securitization trust generally have no recourse to Merrill
Lynch upon the event of a borrower default. See Note 11 to the Consolidated Financial Statements for information related to
representations and warranties.

For municipal bond securitization SPEs, in the normal course of dealer market-making activities, Merrill Lynch acts as liquidity provider.
Specifically, the holders of beneficial interests issued by municipal bond securitization SPEs have the right to tender their interests for
purchase by Merrill Lynch on specified dates at a specified price. Beneficial interests that are tendered are then sold by Merrill Lynch to
investorsthrough abest efforts remarketingwhere Merrill Lynch is the remarketing agent. If the beneficialinterests are not successfully
remarketed, the holders of beneficial interests are paid from funds drawn under a standby liquidity letter of credit issued by
Merrill Lynch.
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In addition to standby letters of credit, Merrill Lynch also provides default protection or credit enhancement to investors in securities
issued by certain municipal bond securitization SPEs. Interest and principal payments on beneficial interests issued by these SPEs are
secured by a guarantee issued by Merrill Lynch. In the event that the issuer of the underlying municipal bond defaults on any payment of
principaland/orinterestwhen due, the payments on the bonds will be made to beneficialinterest holders from anirrevocable guarantee
by Merrill Lynch. Additionalinformation regarding these commitments is provided in Note 11 to the Consolidated Financial Statements.

The following table summarizes the total principal amounts outstanding and delinquencies of securitized financial assets held in SPEs,
where Merrill Lynch holds retained interests, as of December 28, 2007 and December 29, 2006:

RESIDENTIAL
MORTGAGE MUNICIPAL

(DOLLARS IN MILLIONS) LOANS BONDS OTHER™
December 28, 2007
Principal Amount Outstanding $ 136,102 $ 22,388 $ 34,684
Delinquencies 13,583 - 25
December 29, 2006
Principal Amount Outstanding $ 124,795 $ 18,986 $ 33,024
Delinquencies 3,493 - 10

(1) Primarily relates to commercial and corporate loan and bond securitization activities.

Net credit losses associated with securitized financial assets held in these SPEs for the years ended December 28, 2007 and
December 29, 2006 approximated $1.1 billion and $180 million, respectively.

Mortgage Servicing Rights

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

In March 2006 the FASB issued SFAS No. 156, which amends SFAS No. 140, and requires all separately recognized servicing assets and
servicing liabilities to be initially measured at fair value, if practicable. SFAS No. 156 also permits servicers to subsequently measure
each separate class of servicing assets and liabilities at fair value rather than at the lower of amortized cost or market. Merrill Lynch
adopted SFAS No. 156 on December 30, 2006. Merrill Lynch has not elected to subsequently fair value those MSRs held as of the date of
adoption or those MSRs acquired or retained after December 30, 2006.

Retained MSRs are initially recorded at fairvalue and subsequently amortized in proportion to and over the period of estimated future net
servicing revenues. MSRs are assessed for impairment, at a minimum, on a quarterly basis. Management’s estimates of fair value of
MSRs are determined using the net discounted present value of future cash flows, which consists of projecting future servicing cash
flows and discounting such cash flows using an appropriate risk-adjusted discount rate. These valuations require various assumptions,
including future servicing fees, servicing costs, credit losses, discount rates and mortgage prepayment speeds. Due to subsequent
changes in economic and market conditions, these assumptions can, and generally will, change from quarter to quarter.

Changes in Merrill Lynch’s MSR balance are summarized below:

(DOLLARS IN MILLIONS) CARRYING VALUE
Mortgage servicing rights, December 29, 2006 (fair value is $164) $ 122
Additions'" 513
Amortization (246)
Mortgage servicing rights, December 28, 2007 (fair value is $476) $ 389

(1) Includes MSRs obtained in connection with the acquisitions of First Franklin and First Republic.

The amount of contractually specified revenues for the yearended December 28,2007, which are included within managed accounts and
other fee-based revenues in the Consolidated Statements of (Loss)/Earnings include:

(DOLLARS IN MILLIONS) 2007
Servicing fees $ 341
Ancillary and late fees 63
Total $ 404
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The following table presents Merrill Lynch’s key assumptions used in measuring the fair value of MSRs at December 28, 2007 and the
pre-tax sensitivity of the fair values to an immediate 10% and 20% adverse change in these assumptions:

(DOLLARS IN MILLIONS)

Fair value of capitalized MSRs $ 476
Weighted average prepayment speed (CPR) 32.5%
Impact of fair value of 10% adverse change $ (38)
Impact of fair value of 20% adverse change $ (49)
Weighted average discount rate 16.9%
Impact of fair value of 10% adverse change $ (11)
Impact of fair value of 20% adverse change $ (23)

The sensitivity analysis above is hypothetical and should be used with caution. In particular, the effect of a variation in a particular
assumption on the fair value of MSRs is calculated independent of changes in any other assumption; in practice, changes in one factor
may resultinchangesinanotherfactor, which may magnify orcounteract the sensitivities. Furtherchangesinfairvalue based onasingle
variationinassumptions generally cannot be extrapolated because the relationship of the change inasingle assumption to the change in
fair value may not be linear.

Variable Interest Entities

FIN 46R requires an entity to consolidate a VIE if that enterprise has a variable interest that will absorb a majority of the variability of the
VIE’s expected losses, receive a majority of the variability of the VIE’s expected residual returns, or both. The entity required to
consolidate a VIE is known as the primary beneficiary. AQSPE is a type of VIE that holds financial instruments and distributes cash flows
to investors based on preset terms. QSPEs are commonly used in mortgage and other securitization transactions. In accordance with
SFAS No. 140 and FIN 46R, Merrill Lynch typically does not consolidate QSPEs. Information regarding QSPEs can be found in the
Securitization section of this Note and the Guarantees section in Note 11 to the Consolidated Financial Statements.

Where an entity is a significant variable interest holder, FIN 46R requires that entity to disclose its maximum exposure to loss as a result
ofitsinterestintheVIE. It should be noted that this measure does not reflect Merrill Lynch’s estimate of the actual losses that could result
from adverse changes because it does not reflect the economic hedges Merrill Lynch enters into to reduce its exposure.

The following tables summarize Merrill Lynch’s involvement with certain VIEs as of December 28, 2007 and December 29, 2006,
respectively. The table below does not include information on QSPEs or those VIEs where Merrill Lynch is the primary beneficiary and

holds a majority of the voting interests in the entity.
SIGNIFICANT VARIABLE

PRIMARY BENEFICIARY INTEREST HOLDER

TOTAL NET RECOURSE TOTAL

ASSET ASSET TO MERRILL ASSET MAXIMUM
(DOLLARS IN MILLIONS) SIZEW SIZE® LYNCH® SIZE® EXPOSURE
December 28, 2007
Loan and real estate VIEs $ 16,306 $ 15,420 $ - $ 307 $ 232
Guaranteed and other funds!” 5,443 4,655 928 246 23
Credit-linked note and other VIEs®? 678 83 - 5,438 9,081
Tax planning VIEs® 1 1 - 483 15
December 29, 2006
Loan and real estate VIEs $ 4,265 $ 3,787 $ - $ 278 $ 182
Guaranteed and other funds'” 3,184 2,615 564 6,156 6,156
Credit-linked note and other VIEs? 41 41 - - -
Tax planning VIES® - - - 483 15

(1) The maximum exposure for guaranteed and other funds is the fair value of Merrill Lynch’s investments, derivatives entered into with the VIEs if they are in an asset position, and liquidity
and credit facilities with certain VIEs.

(2) The maximum exposure for credit-linked note and other VIEs is the notional amount of total return swaps that Merrill Lynch has entered into with the VIEs. This assumes a total loss on
the referenced assets underlying the total return swaps. The maximum exposure may be different than the total asset size due to the netting of certain derivatives in the VIE.

(3) The maximum exposure for tax planning VIEs reflects indemnifications made by Merrill Lynch to investors in the VIEs.

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

(5) This column reflects the size of the assets held in the VIE after accounting for intercompany eliminations and any balance sheet netting of assets and liabilities as permitted by FIN 39.

(6) This column reflects the extent, if any, to which investors have recourse to Merrill Lynch beyond the assets held in the VIE.
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Merrill Lynch has entered into transactions with a number of VIEs in which it is the primary beneficiary and therefore must consolidate
the VIE or is a significant variable interest holder in the VIE. These VIEs are as follows:

Loan and Real Estate VIEs

Merrill Lynch has investments in VIEs that hold loans or real estate. Merrill Lynch may be either the primary beneficiary which would
result in consolidation of the VIE, or may be a significant variable interest holder. These VIEs include entities that are primarily
designed to provide financing to clients and to invest in real estate. In addition, these VIEs include securitization vehicles that Merrill
Lynchis required to consolidate because QSPE status has not been met and Merrill Lynch is the primary beneficiary as it retains the
residualinterests. Forconsolidated VIEs that hold loans, the assets of the VIEs are recorded in trading assets-mortgages, mortgage-
backed and asset-backed, other assets, or loans, notes, and mortgages in the Consolidated Balance Sheets. For consolidated VIEs
thathold realestate investments, these real estate investments are includedin otherassets in the Consolidated Balance Sheets. The
beneficialinterest holdersinthese VIEs have norecourse to the generalcredit of Merrill Lynch; theirinvestments are paid exclusively
fromthe assetsinthe VIE. Theincrease in totaland net asset size in the table above for Loan and Real Estate VIEs is a result of Merrill
Lynch’s inability to sell mortgage related securities because of the illiquidity in the securitization markets. Merrill Lynch’s inability to
sell certain securities disqualified the VIEs as QSPEs thereby resulting in Merrill Lynch’s consolidation of the VIEs.

Guaranteed and Other Funds

Merrill Lynch is the sponsor of funds that provide a guaranteed return to investors at the maturity of the VIE. This guarantee may
include a guarantee of the return of an initial investment or of the initial investment plus an agreed upon return depending on the
terms of the VIE. Investors in certain of these VIEs have recourse to Merrill Lynch to the extent that the value of the assets held by the
VIEs at maturity is less than the guaranteed amount. Insome instances, Merrill Lynchis the primary beneficiaryand must consolidate
the fund. Assets held in these VIEs are primarily classified in trading assets. In instances where Merrill Lynch is not the primary
beneficiary, the guarantees related to these funds are further discussed in Note 11 to the Consolidated Financial Statements.

Merrill Lynch has made certain investments in alternative investment fund structures that are VIEs. Merrill Lynch is the primary
beneficiary of these funds as a result of its substantial investment in the vehicles. Merrill Lynch records its interests in these VIEs in
investment securities in the Consolidated Balance Sheets.

Merrill Lynch has established two asset-backed commercial paper conduits (“Conduits”). Merrill Lynch’s variable interests are in the
form of 1) liquidity facilities that protect commercial paper holders against short term changes in the fair value of the assets held by
the Conduits in the event of a disruption in the commercial paper market, and 2) credit facilities to the Conduits that protect
commercial paper investors against credit losses for up to a certain percentage of the portfolio of assets held by the respective
Conduits. Merrill Lynch also provided a liquidity facility with a third Conduit that it did not establish. Merrill Lynch’s off balance sheet
exposure at December 28,2007, as compared to prior periods, to assets held by these conduits as a result of these liquidity and credit
facilities is discussed below.

During the fourth quarter of 2007, Merrill Lynch purchased the remaining $0.9 billion of assets of one of the Conduits through the
exercise of its liquidity facilityand as aresult the facility is no longeroutstanding. Anadditional $4.0billion had been purchased earlier
in 2007. Total losses related to the exercise of the facility were approximately $170 million in 2007. These assets are primarily
residential mortgage backed securities. As this Conduitis notactive, Merrill Lynch no longer has a significant variable interestin this
Conduit, but instead carries the assets it purchased in its Consolidated Financial Statements as investment securities — available-
for-sale. Although not legally terminated, Merrill Lynch does not anticipate utilizing this Conduit for off-balance sheet financing in
the future.

At December 28,2007, Merrill Lynch had liquidity and credit facilities outstanding or maximum exposure to loss with a second Conduit
for$1.2billion. The maximum exposure to loss assumes a total loss on the assets in the Conduit. The underlying assets in the Conduit
are primarily auto and equipment loans and lease receivables totaling $0.9 billion. The Conduitalso has unfunded loan commitments
for $250 million. This Conduit remains active and continues to issue commercial paper, although during the latter half of 2007 there
were instances when it was required to draw on its liquidity facility with Merrill Lynch. As of year end 2007, Merrill Lynch had
purchased loans and asset backed securities under these facilities of $222 million in the fourth quarterand $1.1 billion earlierin 2007.
Merrill Lynch carries these assets as loans held for investment and investment securities — available-for-sale, respectively. Total
losses related to the partial exercise of the facility were $4 million in 2007. Merrill Lynch also periodically purchased commercial
paperissued by this Conduit, which resulted in reconsideration events under FIN 46R that required Merrill Lynch to reassess whether
it must consolidate the Conduit. As of the last reconsideration event, Merrill Lynch concluded it is not required to consolidate the
Conduit and, additionally, no longer holds a significant variable interest.

The decrease in total asset size and maximum exposure in the table above is attributable to Merrill Lynch no longer having a
significant variable interest in these Merrill Lynch established Conduits as described above.
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Merrill Lynch also provided a similar liquidity facility to a third party sponsored Conduit in which Merrill Lynch also held commercial
paper. Total losses related to the exercise of the facility were approximately $280 million in 2007. As a result of a reconsideration event
in the fourth quarter of 2007 and deterioration in the value of the assets and subordinated notes of the Conduit, Merrill Lynch was
deemed to be the primary beneficiary of the Conduit and the facility is no longer considered outstanding. The assets held by this
Conduit, which is consolidated by Merrill Lynch, are primarily residential and commercial backed securities and are classified as
investment securities — available-for-sale in Merrill Lynch’s Consolidated Financial Statements.

The liquidity and credit facilities are further discussed in Note 11 to the Consolidated Financial Statements.

Credit-Linked Note and Other VIEs

Merrill Lynch has entered into transactions with VIEs where Merrill Lynch typically purchases credit protection from the VIE in the
form of a derivative in order to synthetically expose investors to a specific credit risk. These are commonly known as credit-linked
note VIEs. Merrill Lynch also takes synthetic exposure to the underlying investment grade collateral held in these VIEs, which
primarily includes super senior U.S. sub-prime ABS CDOs, through total return swaps. At December 28, 2007, Merrill Lynch’s
involvement with these VIEs provides it with a significant variable interest. Merrill Lynch records its transactions with these VIEs as
trading assets-derivative contracts in the Consolidated Financial Statements.

In 2004, Merrill Lynch entered into a transaction with a VIE whereby Merrill Lynch arranged for additional protection for directors and
employees to indemnify them against certain losses that they may incur as a result of claims against them. Merrill Lynch is the
primary beneficiary and consolidates the VIE because its employees benefit from the indemnification arrangement. As of
December 28, 2007 and December 29, 2006 the assets of the VIE totaled approximately $16 million, representing a purchased
credit default agreement, which is recorded in other assets on the Consolidated Balance Sheets. In the event of a Merrill Lynch
insolvency, proceeds of $140 million will be received by the VIE to fund any claims. Neither Merrill Lynch nor its creditors have any
recourse to the assets of the VIE.

Tax Planning VIEs

Merrill Lynch has entered into transactions with VIEs that are used, in part, to provide tax planning strategies to investors and/or
Merrill Lynch through an enhancedyield investment security. These structures typically provide financing to Merrill Lynch and/or the
investor at enhanced rates. Merrill Lynch may be either the primary beneficiary of and consolidate the VIE, or may be a significant
variable interest holder in the VIE.

Note 7. Loans, Notes, Mortgages and Related Commitments to Extend Credit

Loans, notes, mortgages and related commitments to extend credit include:

Consumer loans, which are substantially secured, including residential mortgages, home equity loans, and other loans to individuals
for household, family, or other personal expenditures.

Commercial loans including corporate and institutional loans (including corporate and financial sponsor, non-investment grade lending
commitments), commercial mortgages, asset-based loans, small- and middle-market business loans, and other loans to businesses.
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Loans, notes, mortgages and related commitments to extend credit at December 28,2007 and December 29,2006, are presented below.
This disclosure includes commitments to extend credit that, if drawn upon, will result in loans held for investment or loans held for sale.

LOANS COMMITMENTS™

(DOLLARS IN MILLIONS) 2007 2006 20072 2006
Consumer:

Mortgages $26,939 $ 18,346 $ 7,023 $ 7,747

Other 5,392 4,224 3,298 547
Commercial and small- and middle-market business':

Investment grade 18,917 22,452 36,921 45,264

Non-investment grade 44,277 28,485 30,990 42,812

95,525 73,507 78,232 96,370

Allowance for loan losses (533) (478) - -

Reserve for lending-related commitments - - (1,408) (381)
Total, net $ 94,992 $ 73,029 $76,824 $ 95,989

(1) Commitments are outstanding as of the date the commitment letter is issued and are comprised of closed and contingent commitments. Closed commitments represent the unfunded
portion of existing commitments available for draw down. Contingent commitments are contingent on the borrower fulfilling certain conditions or upon a particular event, such as an

acquisition. A portion of these contingent commitments may be syndicated among other lenders or replaced with capital markets funding.

(2) See Note 11 to the Consolidated Financial Statements for a maturity profile of these commitments.

(3) In addition to the loan origination commitments included in the table above, at December 28, 2007, Merrill Lynch entered into agreements to purchase $330 million of loans that, upon
settlement of the commitment, will be classified in loans held for investment and loans held for sale. Similar loan purchase commitments totaled $1.2 billion at December 29, 2006. See

Note 11 to the Consolidated Financial Statements for additional information.

(4) Includes loans and commitments of $12.6 billion and $8.6 billion as of December 28, 2007, respectively, and $11.3 billion and $7.0 billion as of December 29, 2006, respectively that have

been subsequently sold in connection with the sale of Merrill Lynch Capital to GE Capital.

Activity in the allowance for loan losses is presented below:

(DOLLARS IN MILLIONS) 2007 2006
Allowance for loan losses, at beginning of period $ 478 $ 406
Provision for loan losses 169 114

Charge-offs (73) (62)

Recoveries 36 18
Net charge-offs (37) (44)
Other' (77) 2
Allowance for loan losses, at end of period $ 533 $ 478

(1) Primarily relates to activity related to loans and lease receivables transferred to held-for-sale in connection with the disposition of Merrill Lynch Capital, offset by allowance for loan
losses acquired in connection with the acquisition of First Republic.

Consumer loans, which are substantially secured, consisted of approximately 245,100 individual loans at December 28, 2007.
Commercial loans consisted of approximately 23,200 separate loans. The principal balance of non-accrual loans was $607 million
at December 28, 2007 and $209 million at December 29, 2006. The investment grade and non-investment grade categorization is
determined using the credit rating agency equivalent of internal credit ratings. Non-investment grade counterparties are those rated
lower than the BBB- category. In some cases Merrill Lynch enters into single name and index credit default swaps to mitigate credit
exposure related to funded and unfunded commercial loans. The notional value of these swaps totaled $16.1 billion and $11.2 billion at
December 28, 2007 and December 29, 2006, respectively. For information on credit risk management see Note 3 to the Consolidated
Financial Statements.

The above amounts include $49.0 billion and $18.6 billion of loans held for sale at December 28, 2007 and December 29, 2006,
respectively. Loans held for sale are loans that management expects to sell priorto maturity. At December 28,2007, such loans consisted
of $11.6 billion of consumer loans, primarily residential mortgages and automobile loans, and $37.4 billion of commercial loans,
approximately 19% of which are to investment grade counterparties. At December 29, 2006, such loans consisted of $7.4 billion of
consumer loans, primarily residential mortgages and automobile loans, and $11.2 billion of commercial loans, approximately 38% of
which are to investment grade counterparties.

The fair values of loans, notes, and mortgages were approximately $95 billion and $73 billion at December 28, 2007 and December 29,
2006, respectively. Merrill Lynch estimates the fairvalue of loans utilizing a number of methods ranging from market price quotations to
discounted cash flows.
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Merrill Lynch generally maintains collateral on secured loans in the form of securities, liens on real estate, perfected security interests
in other assets of the borrower, and guarantees. Consumer loans are typically collateralized by liens on real estate, automobiles, and
other property. Commercial secured loans primarily include asset-based loans secured by financial assets such as loan receivables and
trade receivables where the amount of the loan is based on the level of available collateral (i.e., the borrowing base) and commercial
mortgages secured by real property. In addition, for secured commercial loans related to the corporate and institutional lending
business, Merrill Lynch typically receives collateralin the form of eitherafirst or second lien on the assets of the borrower or the stock of
a subsidiary, which gives Merrill Lynch a priority claim in the case of a bankruptcy filing by the borrower. In many cases, where a security
interestin the assets of the borrower is granted, no restrictions are placed on the use of assets by the borrower and asset levels are not
typically subject to periodic review; however, the borrowers are typically subject to stringent debt covenants. Where the borrower grants
a security interest in the stock of its subsidiary, the subsidiary’s ability to issue additional debt is typically restricted.

Merrill Lynch enters into commitments to extend credit, predominantly at variable interest rates, in connection with corporate finance
and loan syndication transactions. Customers mayalso be extended loans or lines of credit collateralized by first and second mortgages
on real estate, certain assets of small businesses, or securities. Merrill Lynch considers commitments to be outstanding as of the date
the commitment letter is issued. These commitments usually have a fixed expiration date and are contingent on certain contractual
conditions that may require payment of a fee by the counterparty. Once commitments are drawn upon, Merrill Lynch may require the
counterparty to post collateral depending on its creditworthiness and general market conditions.

Merrill Lynch originates and purchases portfolios of loans that have certain features that may be viewed as increasing Merrill Lynch’s
exposure to nonpayment risk by the borrower. In connection with the acquisition of First Franklin on December 30, 2006, Merrill Lynch
acquired sub-prime mortgage loans and originated a significant volume of sub-prime mortgage loans during the first half of 2007. As the
year developed, delinquencies and defaults in the sub-prime mortgage loan market increased significantly leading to tighter
underwriting criteria for new mortgages. As a result, First Franklin substantially reduced its sub-prime lending activities and
currentlyis only making loans that are underwritten to prime underwriting criteria. As of December 28, 2007, we have ceased originating
sub-prime mortgages and are evaluating our continued involvement in this market. In addition, Merrill Lynch acquired loans that have
these features in connection with the acquisition of First Republic (see Note 16 to the Consolidated Financial Statements). Specifically,
these loans include commercial and residential loans held in loans, notes, and mortgages as of December 28, 2007 that have the
following features:

= negative amortizing features that permit the borrower to draw on unfunded commitments to pay current interest
(commercial loans only);

= subject the borrower to payment increases over the life of the loan; and
= high LTV ratios.

Although these features may be considered non-traditional for residential mortgages, interest-only features are considered traditional
forcommercial loans. Therefore, the table below includes only those commercial loans with features that permit negative amortization.

The table below summarizes the level of exposure to each type of loan at December 28, 2007 and December 29, 2006:

(DOLLARS IN MILLIONS) 20072 2006
Loans with negative amortization features $ 1,232 $ 1,439
Loans where borrowers may be subject to payment increases” 15,697 11,288
Loans with high LTV ratios 5,478 1,676
Loans with both high LTV ratios and loans where borrowers may be subject to payment increases 3,315 2,592

(1) Includes $5.9 billion of prime residential mortgage loans with low LTV ratios that were acquired or originated in connection with the acquisition of First Republic.

(2) Includes loans from securitizations where due to Merrill Lynch’s inability to sell certain securities disqualified the VIEs as QSPEs thereby resulting in Merrill Lynch’s consolidation of the
VIEs. Merrill Lynch’s exposure is limited to (i) any retained interest and (i) the representations and warranties made upon securitization (See Note 11 to the Consolidated
Financial Statements).

The negative amortizing loan products that Merrill Lynch issues include loans where the small- and middle-market or commercial
borrower receives aloanand an unfunded commitment, which togetherequal the maximum amount Merrill Lynchis willing to lend. The
unfunded commitment is automatically drawn onin order to meet currentinterest payments. These loans are often made to real estate
developers where the financed property will not generate current income at the beginning of the loan term. This balance also includes
working capital lines of credit that are issued to small- and middle-market investors and are secured by the assets of the business.

Loans where borrowers may be subject to payment increases primarily include interest-only loans. This caption also includes
mortgages with low initial rates. These loans are underwritten based on a variety of factors including, forexample, the borrower’s credit
history, debt to income ratio, employment, the LTV ratio, and the borrower’s disposable income and cash reserves; typically using a
qualifying formula that conforms to the guidance issued by the federal banking agencies with respect to non-traditional mortgage loans.
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In instances where the borrower is of lower credit standing, the loans are typically underwritten to have a lower LTV ratio and/or other
mitigating factors.

High LTV loans include all mortgage loans where the LTV is greater than 80% and the borrower has not purchased private mortgage
insurance (“PMI”). High LTV loans also include residential mortgage products where a mortgage and home equity loan are
simultaneously established for the same property. The maximum original LTV ratio for the mortgage portfolio with no PMI or
other security is 85%, which can, on an exception basis, be extended to 90%. In addition, the Mortgage 100™ product is included in this
category. The Mortgage 100™ product permits high credit quality borrowers to pledge eligible securities in lieu of a traditional down
payment. The securities portfolio is subject to daily monitoring, and additional collateralis required if the value of the pledged securities
declines below certain levels.

The contractual amounts of these commitments represent the amounts at risk should the contract be fully drawn upon, the client
defaults, and the value of the existing collateral becomes worthless. The total amount of outstanding commitments may not represent
future cash requirements, as commitments may expire without being drawn upon. For a maturity profile of these and other commitments
see Note 11 to the Consolidated Financial Statements.

Note 8. Goodwill and Intangibles
Goodwill

Goodwill is the cost of an acquired company in excess of the fair value of identifiable net assets at acquisition date. Goodwill is tested
annually (or more frequently under certain conditions) for impairment at the reporting unit level in accordance with SFAS No. 142,
Goodwill and Other Intangible Assets.

The following table sets forth the changes in the carrying amount of Merrill Lynch’s goodwill by business segment, for the years-ended
December 28, 2007 and December 29, 2006:

(DOLLARS IN MILLIONS) GMI GWM MLIM®™ TOTAL
Goodwill:

December 30, 2005 $ 1,144 $ 299 $ 4,360 $ 5,803
Goodwill acquired 729 10 - 739
Translation adjustment and other 34 (7) 361 388
Goodwill disposed - - (4,721) (4,721)
December 29, 2006 $ 1,907 $ 302 $ - $ 2,209
Goodwill acquired $ 1,009 $ 1,315 $ - $ 2,324
Translation adjustment and other 54 3 - 57
December 28, 2007 $2,970 $1,620 $ - $ 4,590

(1) MLIM ceased to exist in connection with the BlackRock merger in September 2006.

GWM 2007 activity primarily relates to goodwill acquired in connection with the acquisition of First Republic. The change in the recorded
amount of goodwill for GMI relates primarily to goodwill acquired in connection with the acquisition of First Franklin whose operations
were integrated into GMI’s mortgage securitization business. GMI 2006 activity primarily relates to goodwill acquired in connection with
investments in an Indian joint venture and a boutique investment banking company. At December 28, 2007, in response to the
deteriorationinthe sub-prime mortgage markets, Merrill Lynch performed a goodwillimpairment test. Based on this test, Merrill Lynch
determined that there was no impairment of goodwill on a consolidated basis.

In connection with the BlackRock merger, the goodwill associated with the MLIM business was derecognized on the Consolidated
Balance Sheet as of September 29, 2006.

Intangible Assets
Intangible assets at December 28, 2007 consist primarily of value assigned to customer relationships and core deposits. Intangible
assets with definite lives are tested for impairment in accordance with SFAS No. 144 whenever certain conditions exist which would
indicate the carrying amounts of such assets may not be recoverable. Intangible assets with definite lives are amortized over their
respective estimated useful lives.

In connection with the acquisition of First Franklin in 2007, Merrill Lynch recorded identifiable intangible assets of $185 million. In
response to the deterioration in the sub-prime mortgage markets, Merrill Lynch reviewed its identifiable intangible assets for
impairmentand recorded impairment charges of $107 million and $53 million related to mortgage broker relationships of First Franklin
inthe third and fourth quarters of 2007, respectively. At December 28, 2007 the entire amount of mortgage broker relationships has been

written off.
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The table below presents the gross carrying amount, accumulated amortization

of December 28, 2007 and December 29, 2006:

,and net carrying amounts of otherintangible assets as

(DOLLARS IN MILLIONS) 2007 2006
Customer relationships Gross Carrying Amount $ 311 $ 244
Accumulated amortization (64) (33)
Net carrying amount 247 211
Core deposits Gross Carrying Amount 194 -
Accumulated amortization (17) -
Net carrying amount 177 -
Other" Gross Carrying Amount 139 77
Accumulated amortization (62) (40)
Net carrying amount 77 37
Total Gross Carrying Amount 644 321
Accumulated amortization (143) (73)
Net carrying amount $ 501 $ 248

(1) Amounts primarily consist of trademarks and technology related assets.

Amortization expense and the write-offs of identifiable intangible assets related to First Franklin mortgage broker relationships were
$249 million for the year ended December 28, 2007. Amortization expense for 2006 and 2005 was $40 million and $25 million,

respectively.

The estimated future amortization of other intangible assets through 2012 is as follows:
(DOLLARS IN MILLIONS)

2008
2009
2010
2011
2012

$ 82
72
58
53
50

Note 9. Borrowings and Deposits
ML & Co.is the primaryissuerofall of Merrill Lynch’s debtinstruments. For local tax or regulatory reasons, debtis alsoissued by certain

subsidiaries.

Thevalue of Merrill Lynch’s debtinstruments as recorded on the Consolidated Balance Sheet does not necessarily represent the amount
at which they will be repaid at maturity. This is due to the following:

= Certain debt issuances are issued at a discount to their redemption amount, which will accrete up to the redemption amount as they

approach maturity;

= Certain debt issuances are accounted for at fair value and incorporate changes in Merrill Lynch’s creditworthiness as well as other

underlying risks (see Note 3 to the Consolidated Financial Statements);

= Certain structured notes whose coupon or repayment terms are linked to the performance of debt and equity securities, indices,

currencies or commodities will take into consideration the fair value of those risks; and

= Certain debt issuances are adjusted for the impact of the application of fair value hedge accounting (see Note 1 to the Consolidated

Financial Statements).
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Total borrowings at December 28, 2007 and December 29, 2006, which are comprised of short-term borrowings, long-term borrowings

and junior subordinated notes (related to trust preferred securities), consisted of the following:

(DOLLARS IN MILLIONS) 2007 2006
Senior debt issued by ML & Co. $ 148,190 $ 115,474
Senior debt issued by subsidiaries — guaranteed by ML & Co. 32,375 26,664
Senior structured notes issued by ML & Co. 45,133 25,466
Senior structured notes issued by subsidiaries — guaranteed by ML & Co. 13,904 8,349
Subordinated debt issued by ML & Co. 10,887 6,429
Junior subordinated notes (related to trust preferred securities) 5,154 3,813
Other subsidiary financing — not guaranteed by ML & Co. 5,597 4,316
Other subsidiary financing — non-recourse 29,801 12,812

Total $ 291,041 $ 203,323

Borrowing activities may create exposure to market risk, most notably interest rate, equity, commodity and currency risk. Other
subsidiary financing — non-recourse is primarily attributable to debt issued to third parties by consolidated entities that are VIEs.

Additional information regarding VIEs is provided in Note 6 to the Consolidated Financial Statements.

Borrowings at December 28, 2007 and December 29, 2006, are presented below:

(DOLLARS IN MILLIONS) 2007 2006
Short-term borrowings
Commercial paper $ 12,908 $ 6,357
Promissory notes 2,750 -
Secured short-term borrowings 4,851 9,800
Other unsecured short-term borrowings 4,405 1,953
Total $ 24,914 $ 18,110
Long-term borrowings‘"
Fixed-rate obligations'?*“ $ 102,020 $ 58,366
Variable-rate obligations® 156,743 120,794
Zero-coupon contingent convertible debt (LYONs®) 2,210 2,240
Total $ 260,973 $ 181,400
Deposits
u.s. $ 76,634 $ 62,29
Non U.S. 27,353 21,830
Total $ 103,987 $ 84,124

(1) Excludes junior subordinated notes (related to trust preferred securities).

(2) Fixed-rate obligations are generally swapped to floating rates.

(3) Variable interest rates are generally based on rates such as LIBOR, the U.S. Treasury Bill Rate, or the Federal Funds Rate.
(4) Included are various equity-linked or other indexed instruments.

The fair value of short-term borrowings approximated carrying values at December 28, 2007 and December 29, 2006.

In determining fair value of long-term borrowings at December 28, 2007 for the purposes of the disclosure requirements under
SFAS No. 107, Disclosures about Fair Value of Financial Instruments, an entity’s own creditworthiness is required to be incorporated into
the fair value measurements per the guidance in SFAS No. 157. The fair value of total long-term borrowings is estimated using a
discounted cash flow model with inputs for similar types of borrowing arrangements. The fair value of long-term borrowings at
December 28, 2007 that are not accounted for at fair value under SFAS No. 159 was approximately $9.0 billion less than the carrying
amount primarily due to the widening of Merrill Lynch credit spreads. Inaddition, theamount of long-term borrowings thatare accounted
for at fair value under SFAS No. 159 was approximately $76.3 billion at December 28, 2007. The credit spread component for the long-
term borrowings carried at fair value was $2.0 billion and has been included in earnings. Refer to Note 3 to the Consolidated Financial
Statements for additional information. At December 29, 2006, the fair value of long-term borrowings approximated carrying amounts.
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At December 28, 2007, long-term borrowings mature as follows:

(DOLLARS IN MILLIONS)

Less than 1 year $ 65,040 25%
1-2 years 45,424 17
2"-3 years 24,457 9
3"-4 years 20,081 8
4*-5 years 23,485 9
Greater than 5 years 82,486 32
Total $ 260,973 100%

Certain long-term borrowing agreements contain provisions whereby the borrowings are redeemable at the option of the holder (“put”
options) at specified dates prior to maturity. These borrowings are reflected in the above table as maturing at their put dates, ratherthan
their contractual maturities. Management believes, however, that a portion of such borrowings will remain outstanding beyond their
earliest redemption date.

A limited number of notes whose coupon or repayment terms are linked to the performance of debt and equity securities, indices,
currencies or commodities may be accelerated based on the value of a referenced index or security, in which case Merrill Lynch may be
required to immediately settle the obligation for cash or other securities. Refer to Note 1 to the Consolidated Financial Statements,
Embedded Derivatives section for additional information.

Except for the $2.2 billion of aggregate principal amount of floating rate zero-coupon contingently convertible liquid yield option notes
(“LYONs®”) that were outstanding at December 28, 2007, senior and subordinated debt obligations issued by ML & Co. and senior debt
issued by subsidiaries and guaranteed by ML & Co. do not contain provisions that could, upon an adverse change in ML & Co.’s credit
rating, financial ratios, earnings, cash flows, or stock price, trigger a requirement for an early payment, additional collateral support,
changes in terms, acceleration of maturity, or the creation of an additional financial obligation.

The effective weighted-average interest rates for borrowings at December 28, 2007 and December 29, 2006 were as follows:

2007 2006
Short-term borrowings 4.64% 5.15%
Long-term borrowings, contractual rate 4.35 4.23
Junior subordinated notes (related to trust preferred securities) 6.91 7.03

Long-Term Borrowings

Floating Rate LYONs®
At December 28,2007, $2.2 billion of LYONs® were outstanding. The LYONs® are unsecured and unsubordinated indebtedness of Merrill
Lynch and mature in 2032.

At maturity, holders of the LYONs® will receive the original principal amount of $1,000 increased daily by a rate that resets on a quarterly
basis. Upon conversion, holders of the LYONs® will receive the value of 14.0915 shares of Merrill Lynch common stock based on the
conditions described below. This value will be paid in cash in an amount equal to the contingent principal amount of the LYONs® on the
conversion date and the remainder, at Merrill Lynch’s election, will be paid in cash, common stock or a combination thereof.

In addition, under the terms of the LYONs®:

= Merrill Lynch may redeem the LYONs® at any time on or after March 13, 2008.

= Investors may require Merrill Lynch to repurchase the LYONs® in March 2008, 2012, 2017, 2022 and 2027. Repurchases may be settled
only in cash.

= Until March 2008, the conversion rate on the LYONS® will be adjusted upon the issuance of a quarterly cash dividend to holders of
Merrill Lynch common stock to the extent that such dividend exceeds $0.16 pershare. In 2007, Merrill Lynch’s common stock dividend
exceeded $0.16 per share and, as a result, Merrill Lynch adjusted the conversion ratio to 14.0915 from 13.9447 in February 2008. In
addition, the conversion rate onthe LYONs® will be adjusted for any othercash dividends or distributions to all holders of Merrill Lynch
common stock untilMarch 2008. After March 2008, cash dividends and distributions will cause the conversion ratio to be adjusted only
to the extent such dividends are extraordinary.
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= The conversion rate on the LYONs® will also adjust upon: (1) dividends or distributions payable in Merrill Lynch common stock,
(2) subdivisions, combinations or certain reclassifications of Merrill Lynch common stock, (3) distributions to all holders of Merrill
Lynch common stock of certain rights to purchase the stock at less than the sale price of Merrill Lynch common stock at that time, and
(4) distributions of Merrill Lynch assets or debt securities to holders of Merrill Lynch common stock (including certain cash dividends
and distributions as described above).

The LYONs® may be converted based on any of the following conditions:

= Ifthe closing price of Merrill Lynch common stock for at least 20 of the last 30 consecutive trading days ending on the last day of the
calendar quarter is more than the conversion trigger price. The conversion trigger price for the LYONs® at December 28, 2007 was
$93.11. Thatis, between January 1, 2008 and February 15,2008, a holdercould have converted LYONs® into the value of 13.9447 shares
of Merrill Lynch common stock if the Merrill Lynch stock price had been greater than $93.11 for at least 20 of the last 30 consecutive
trading days ending December 28, 2007;

= During any period in which the credit rating of the LYONs® is Baal or lower by Moody’s Investor Services, Inc., BBB+ or lower by
Standard & Poor’s Credit Market Services, or BBB+ or lower by Fitch, Inc.;

= |If the LYONs® are called for redemption;
= If Merrill Lynch is party to a consolidation, merger or binding share exchange; or

= |If Merrill Lynch makes a distribution that has a per share value equal to more than 15% of the sale price of its shares on the day
preceding the declaration date for such distribution.

Inaccordance with the guidance in EITF Topic No. 90-19, Convertible Bonds with Issuer Option to Settle for Cash upon Conversion, and EITF
No.03-7,Accounting for the Settlement of the Equity-Settled Portion of a Convertible Debt Instrument That Permits or Requires the Conversion
Spread to Be Settled in Stock (Instrument C of Issue 90-19), Merrill Lynch accounts for the proceeds received from the issuance of LYONs®
as long-term borrowings. Merrill Lynch does not separately account for the embedded conversion option in LYONs® as a result of the
scope exception in SFAS No. 133, which provides that contracts that are both indexed to an issuer’s own stock and classified in
stockholders’ equity are not considered to be derivatives. To the extent that the value of the conversion option is “in-the-money” at the
endofareporting period, Merrill Lynch includes the appropriate numberof shares in diluted earnings per share using the treasury stock
method prescribedin SFAS No. 128, Earnings per Share, and EITF Topic No. D-72, Effect of Contracts That May Be Settled in Stock or Cash on
the Computation of Diluted Earnings per Share.See Note 10to the Consolidated Financial Statements for furtherinformation regarding the
impact of LYONs® on diluted EPS.

Junior Subordinated Notes (related to trust preferred securities)
As of December 28, 2007, Merrill Lynch has created six trusts that have issued preferred securities to the public (“trust preferred
securities”). Merrill Lynch Preferred Capital Trust 111, IVand V used the issuance proceeds to purchase Partnership Preferred Securities,
representing limited partnership interests. Using the purchase proceeds, the limited partnerships extended junior subordinated loans
to ML & Co. and one or more subsidiaries of ML & Co. Merrill Lynch Capital Trust |, Il and Il directly invested in junior subordinated notes
issued by ML & Co.

ML & Co. has guaranteed, onajunior subordinated basis, the paymentin full of all distributionsand other payments onthe trust preferred
securities to the extent that the trusts have funds legally available. This guarantee and similar partnership distribution guarantees are
subordinated to all other liabilities of ML & Co. and rank equally with preferred stock of ML & Co.

The following table summarizes Merrill Lynch’s trust preferred securities as of December 28, 2007.

AGGREGATE
PRINCIPAL
AMOUNT AGGREGATE
OF TRUST PRINCIPAL ANNUAL EARLIEST
(DOLLARS IN MILLIONS) ISSUE PREFERRED AMOUNT DISTRIBUTION STATED REDEMPTION
TRUST DATE SECURITIES OF NOTES RATE MATURITY DATE
ML Preferred Capital Trust Il Jan-1998 $ 750 $ 900 7.00% Perpetual Mar-2008
ML Preferred Capital Trust IV Jun-1998 400 480 7.12% Perpetual Jun-2008
ML Preferred Capital Trust V Nov-1998 850 1,021 7.28% Perpetual Sep-2008
ML Capital Trust | Dec-2006 1,050 1,051 6.45% Dec-2066" Dec-2011
ML Capital Trust Il May-2007 950 951 6.45% Jun-2062? Jun-2012
ML Capital Trust Il Aug-2007 750 751 7.375% Sep-2062"% Sep-2012
Total $4,750% $5,154

(1) Merrill Lynch has the option to extend the maturity of the junior subordinated note until December 2086.
(2) Merrill Lynch has the option to extend the maturity of the junior subordinated note until June 2087.

(3) Merrill Lynch has the option to extend the maturity of the junior subordinated note until September 2087.
(4) Includes related investments of $25 million, which are deducted for equity capital purposes.
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Borrowing Facilities
Merrill Lynch maintains credit facilities that are available to coverimmediate funding needs. Merrill Lynch maintains a committed three-
year, multi-currency, unsecured bank credit facility that totaled $4.0 billion and $4.5 billion at December 28,2007 and December 29, 2006,
respectively. This facility permits borrowings by ML & Co. and expiresin April 2010. At December 28,2007 Merrill Lynch had $1.0 billion of
borrowings outstanding under this facility. This facility requires Merrill Lynch to maintain a minimum consolidated net worth which it
significantly exceeded. There were no borrowings outstanding as of December 29, 2006.

Merrill Lynch also maintains two committed, secured credit facilities which totaled $6.5 billion at December 28, 2007 and $7.5 billion at
December 29, 2006. The facilities expire in May 2008 and December 2008. Both facilities include a one-year term-out option that allows
ML & Co. to extend borrowings under the facilities for an additional year beyond their respective expiration dates. The secured facilities
permit borrowings by ML & Co. and select subsidiaries, secured by a broad range of collateral. At December 28, 2007 and December 29,
2006, there were no borrowings outstanding under either facility.

In addition, Merrill Lynch maintains committed, secured credit facilities with two financial institutions that totaled $11.75 billion at
December 28,2007 and December 29, 2006. The secured facilities may be collateralized by government obligations eligible for pledging.
The facilities expire at various dates through 2014, but may be terminated earlier with at least a nine-month notice by either party. At
December 28, 2007 and December 29, 2006, there were no borrowings outstanding under these facilities.

Deposits

Deposits at December 28, 2007 and December 29, 2006, are presented below:
(DOLLARS IN MILLIONS) 2007 2006
u.s.

Savings and Demand Deposits'” $ 69,707 $ 58,972

Time Deposits 6,927 3,322
Total U.S. Deposits 76,634 62,294
Non-U.S.

Non-interest bearing 803 688

Interest bearing 26,550 21,142
Total Non-U.S. Deposits 27,353 21,830
Total Deposits $ 103,987 $ 84,124

(1) Includes $1.8 billion and $110 million of non-interest bearing demand deposits as of December 28, 2007 and December 29, 2006, respectively.

Certificates of deposit and other time deposit accounts issued in amounts of $100,000 or more totaled $5.8 billion and $3.3 billion at
December 28,2007 and December 29, 2006, respectively. At December 28, 2007, $2.6 billion of these deposits mature in three months or
less, $2.5 billion mature in more than three but less than six months and the remaining balance matures in more than six months.

The effective weighted-average interest rates for deposits, which include the impact of hedges, at both December 28, 2007 and
December 29, 2006, was 3.5%. The fair values of deposits approximated carrying values at December 28, 2007 and December 29, 2006.

Other
Merrill Lynch also obtains standby letters of credit from issuing banks to satisfy various counterparty collateral requirements, in lieu of
depositing cash or securities collateral. Such standby letters of credit aggregated $5.8 billion and $2.5 billion at December 28, 2007 and
December 29, 2006, respectively.

Note 10. Stockholders’ Equity and Earnings Per Share
Preferred Equity

ML & Co. is authorized to issue 25 million shares of undesignated preferred stock, $1.00 par value per share. All shares of currently
outstanding preferred stock constitute one and the same class and have equal rank and priority over common stockholders as to
dividends and in the event of liquidation. All shares are perpetual, non-cumulative and dividends are payable quarterly when, and if,
declared by the Board of Directors. Each share of preferred stock of Series 1 through Series 5 has a liquidation preference of $30,000, is
represented by 1,200 depositary shares and is redeemable at Merrill Lynch’s option ata redemption price equal to $30,000 plus declared
and unpaid dividends, without accumulation of any undeclared dividends.

On September 21, 2007, in connection with the acquisition of First Republic, Merrill Lynch issued two new series of preferred stock,
$65 million in aggregate principal amount of 6.70% Non-Cumulative, Perpetual Preferred Stock, Series 6, and $50 million in aggregate
principal amount of 6.25% Non-Cumulative, Perpetual Preferred Stock, Series 7. Each share of preferred stock of series 6 and 7 has a
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liquidation preference of $1,000. Upon closing the First Republic acquisition, Merrill Lynch also issued 11.6 million shares of common
stock, par value $1.33's per share, as consideration.

On March 20, 2007, Merrill Lynch issued $1.5 billion in aggregate principal amount of Floating Rate, Non-Cumulative, Perpetual
Preferred Stock, Series 5.

The following table summarizes our preferred stock issued at December 28, 2007.

AGGREGATE

LIQUIDATION
INITIAL TOTAL PREFERENCE EARLIEST
ISSUE SHARES (DOLLARS IN REDEMPTION
SERIES ~ DESCRIPTION DATE ISSUED MILLIONS) DIVIDEND DATE
1 Perpetual Floating Rate Non-Cumulative Nov-2004 21,000 $ 630 3-mo LIBOR + 75bps® Nov-2009
2 Perpetual Floating Rate Non-Cumulative Mar-2005 37,000 1,110 3-mo LIBOR + 45bps® Nov-2009
3 Perpetual 6.375% Non-Cumulative Nov-2005 27,000 810 6.375% Nov-2010
4 Perpetual Floating Rate Non-Cumulative Nov-2005 20,000 600" 3-mo LIBOR + 75bps®¥ Nov-2010
5 Perpetual Floating Rate Non-Cumulative Mar-2007 50,000 1,500 3-mo LIBOR + 50bps' May-2012
6 Perpetual 6.70% Non-Cumulative Sept-2007 65,000 65 6.700% Feb-2009
7 Perpetual 6.25% Non-Cumulative Sept-2007 50,000 50 6.250% Mar-2010

Total 270,000 $ 4,765

(1) Represents issuances of $240 million in November 2005 and $360 million in February 2006.

(2) Preferred stockholders’ equity reported on the Consolidated Balance Sheets is reduced by amounts held in inventory as a result of market making activities.
(3) Subject to 3.00% minimum rate per annum.

(4) Subject to 4.00% minimum rate per annum.

Mandatory Convertible

On January 15, 2008, Merrill Lynch reached separate agreements with several long-term investors, primarily Korea Investment
Corporation, Kuwait Investment Authority and Mizuho Corporate Bank, to sellan aggregate of 66 thousand shares of newly issued 9.00%
Non-Voting Mandatory Convertible Non-Cumulative Preferred Stock, Series 1, par value $1.00 per share and liquidation preference
$100,000 per share (the “Mandatory Convertible Preferred Stock”), at a price of $100,000 per share, for an aggregate purchase price of
approximately $6.6 billion. The shares of Mandatory Convertible Preferred Stock were issued on various dates between January 17,2008
and February 1, 2008. Subject to certain conditions and exceptions, if Merrill Lynch sells or agrees to sell more than $1 billion of any
common stock (or equity securities convertible into common stock) within one year of closing at a purchase, conversion or reference
price per share less than $52.40, then the conversion ratio for the mandatory convertible preferred stock shall be adjusted to
compensate the investors.

Common Stock
On December 24, 2007, Merrill Lynch reached agreements with each of Temasek Capital (Private) Limited (“Temasek”) and Davis
Selected Advisors LP (“Davis”) to sell an aggregate of 116.7 million shares of newly issued common stock, parvalue $1.33's per share, at
$48.00 per share, for an aggregate purchase price of approximately $5.6 billion.

Davis purchased 25 million shares of Merrill Lynch common stock on December 27, 2007 at a price per share of $48.00, or an aggregate
purchase price of $1.2 billion. Temasek purchased 55 million shares on December 28, 2007 and the remaining 36.7 million shares on
January 11, 2008. In addition, Merrill Lynch granted Temasek an option to purchase an additional 12.5 million shares of common stock
undercertain circumstances. This option was exercised, with 2.8 million shares issued on February 1,2008 and 9.7 million shares issued
on February 5, 2008, in each case at a purchase price of $48.00 per share for an aggregate purchase price of $600 million.

In connection with the Temasek transaction, if Merrill Lynch sells or agrees to sell any common stock (or equity securities convertible
into common stock) within oneyearof closing ata purchase, conversion or reference price per share less than $48.00, then it must make
a payment to Temasek to compensate Temasek for the aggregate excess amount per share paid by Temasek, which is settled in cash or
common stock at Merrill Lynch’s option.

Uponclosingthe First Republicacquisitionon September 21,2007, Merrill Lynchissued 11.6 million shares of common stockasa portion
of the consideration.

On January 18, 2007, the Board of Directors declared a 40% increase in the regular quarterly dividend to $0.35 per common share, from
$0.25 per common share. Dividends paid on common stock were $1.40 per share in 2007, $1.00 per share in 2006, and $0.76 per
share in 2005.

page 131 gg



During 2007, Merrill Lynch repurchased 62.1 million common shares at an average repurchase price of $84.88 per share. On April 30,
2007 the Board of Directors authorized the repurchase of an additional $6 billion of Merrill Lynch’s outstanding common shares. During
2007, Merrill Lynch had completed the $5 billion repurchase program authorized in October 2006 and had $4.0 billion of authorized
repurchase capacity remaining under the repurchase program authorized in April 2007. Merrill Lynch did not repurchase any common
stock during the fourth quarter of 2007 and does not anticipate additional repurchases of common shares.

Shares Exchangeable into Common Stock
In 1998, Merrill Lynch & Co., Canada Ltd. issued 9,662,448 Exchangeable Shares in connection with Merrill Lynch’s merger with Midland
Walwyn Inc. Holders of Exchangeable Shares have dividend, voting, and other rights equivalent to those of ML & Co. common
stockholders. Exchangeable Shares may be exchanged at any time, at the option of the holder, on a one-for-one basis for ML & Co.
common stock. Merrill Lynch may redeem all outstanding Exchangeable Shares for ML & Co. common stock after January 31,2011, or
earlier under certain circumstances. As of December 28, 2007 there were 2,552,982 Exchangeable Shares outstanding.

Accumulated Other Comprehensive Loss
Accumulated other comprehensive loss represents cumulative gains and losses on items that are not reflected in (loss)/earnings. The
balances at December 28, 2007 and December 29, 2006 are as follows:

(DOLLARS IN MILLIONS) 2007 2006
Foreign currency translation adjustment

Unrealized (losses), net of gains $(1,636) $(1,354)
Income taxes 1,195 924
Total (441) (430)
Unrealized gains (losses) on investment securities available-for-sale

Unrealized (losses), net of gains (2,759) (299)
Adjustments for:

Adjustment to initially apply SFAS No. 159 277 -
Policyholder liabilities - (4)
Income taxes 973 m
Total (1,509) (192)
Deferred gains on cash flow hedges

Deferred gains, net of (losses) 136 4
Income taxes (53) (2)
Total 83 2
Defined benefit pension and postretirement plans

Minimum pension liability - (334)
Net actuarial gains 49 -
Net prior service costs 70 -
Foreign currency translation gain 58 -
Adjustment to initially apply SFAS No. 158 - 129
Income taxes (101) 41
Total 76 (164)
Total accumulated other comprehensive loss $(1,791) $ (784)
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Earnings Per Share
Basic EPS is calculated by dividing earnings available to common stockholders by the weighted-average number of common shares
outstanding. Diluted EPSissimilartobasic EPS, but adjusts for the effect of the potentialissuance of common shares. The following table
presents the computations of basic and diluted EPS:

(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2007 2006 2005
Net (loss)/earnings from continuing operations $ (8,637) $ 7,097 $ 4,815
Net earnings from discontinued operations 860 402 301
Preferred stock dividends (270) (188) (70)
Net (loss)/earnings applicable to common shareholders — for basic EPS $ (8,047) $ 7,311 $ 5,046
Interest expense on LYONs®" - 1 2
Net (loss)/earnings applicable to common shareholders — for diluted EPS $ (8,047) $ 7312 $ 5,048
(SHARES IN THOUSANDS)
Weighted-average basic shares outstanding'? 830,415 868,095 890,744
Effect of dilutive instruments:
Employee stock options® - 42,802 42,117
FACAAP shares® - 21,724 22,140
Restricted shares and units® - 28,496 20,608
Convertible LYONs®™ - 1,835 2,120
ESPP shares® - 10 7
Dilutive potential common shares - 94,867 86,992
Diluted Shares'“® 830,415 962,962 977,736
Basic EPS from continuing operations $ (10.73) $  7.96 $ 532
Basic EPS from discontinued operations 1.04 0.46 0.34
Basic EPS $  (9.69) $  8.42 $  5.66
Diluted EPS from continuing operations $ (10.73) $ 7.7 $ 485
Diluted EPS from discontinued operations 1.04 0.42 0.31
Diluted EPS $  (9.69) $ 759 $ 516

(1) See Note 9 to the Consolidated Financial Statements for additional information on LYONs®.

(2) Includes shares exchangeable into common stock.

(3) See Note 13 to the Consolidated Financial Statements for a description of these instruments.

(4) At year-end 2006 and 2005, there were 25,119 and 40,889 instruments, respectively, that were considered antidilutive and thus were not included in the above calculations.

(5) Due to the net loss for year-end 2007, the Diluted EPS calculation excludes 112 million of employee stock options, 37 million of FACAAP shares, 43 million of restricted shares and units,
and 170 thousand of ESPP shares, as they were antidilutive.

Note 11. Commitments, Contingencies and Guarantees

Litigation
Merrill Lynch has been named as a defendant invarious legal actions, including arbitrations, class actions, and other litigation arising in
connection with its activities as a global diversified financial services institution.

Some of the legal actions include claims for substantial compensatory and/or punitive damages or claims for indeterminate amounts of
damages. In some cases, the issuers that would otherwise be the primary defendants in such cases are bankrupt or otherwise in
financial distress. Merrill Lynch is also involved in investigations and/or proceedings by governmental and self-regulatory agencies.

MerrillLynch believesithasstrongdefensesto,and where appropriate, willvigorously contest, many of these matters. Given the number
of these matters, some are likely to result in adverse judgments, penalties, injunctions, fines, or other relief. Merrill Lynch may explore
potential settlements before a case is taken through trial because of the uncertainty, risks, and costs inherentin the litigation process. In
accordance with SFAS No. 5, Accounting for Contingencies, Merrill Lynch will accrue a liability when it is probable that a liability has been
incurred and the amount of the loss can be reasonably estimated. In many lawsuits and arbitrations, including almost all of the class
action lawsuits, it is not possible to determine whether a liability has been incurred or to estimate the ultimate or minimum amount of
that liability until the case is close to resolution, in 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, Merrill
Lynch cannot predict what the eventual loss or range of loss related to such matters will be. Merrill Lynch continues to assess these
casesandbelieves, based oninformation available to it, that the resolution of these matters will not have a material adverse effect on the
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financial condition of Merrill Lynch as set forth in the Consolidated Financial Statements, but may be material to Merrill Lynch’s
operating results or cash flows for any particular period and may impact ML & Co.’s credit ratings.

Specific Litigation

IPO Underwriting Fee Litigation

In re Public Offering Fee Antitrust Litigation and In re Issuer Plaintiff Initial Public Offering Fee Antitrust Litigation: Beginningin 1998, Merrill
Lynchwasnamed asone of approximately two dozen defendantsin purported class actions filed inthe United States District Court forthe
Southern District of New York alleging that underwriters conspired to fix the “fee” paid to purchase certain initial public offering
securitiesat 7% inviolation of antitrust laws. These complaints have been filed by both investorsandissuersininitial public offerings. On
February 24, 2004, the court held that the purchaser plaintiffs’ claims for damages were barred, but declined to dismiss the claim for
injunctive relief. On April 18, 2006, the court held that the issuer claim could not proceed as a class action. On September 11, 2007, the
Second Circuit Court of Appeals vacated the April 18 decision and remanded the case for further proceedings on the issue of class
certification. Following the remand, plaintiffs have moved for class certification of the issuer class, and the defendants have opposed
class certification. The court has not issued a decision on the class certification issue.

IPO Allocation Litigation

Inre Initial Public Offering Securities Litigation: Beginningin 2001, MerrillLynchwasnamedasone of the defendants inapproximately 110
securities class action complaints alleging that dozens of underwriter defendants artificially inflated and maintained the stock prices of
securities by creating an artificially high post-IPO demand for shares. On October 13, 2004, the district court, having previously denied
defendants’ motions to dismiss, issued an order allowing certain of these cases to proceed against the underwriter defendants as class
actions. On December 5, 2006, the Second Circuit Court of Appeals reversed this order, holding that the district court erred in certifying
these cases as class actions. On September 27, 2007, plaintiffs again moved for class certification. On December 21, 2007, defendants
filed their opposition to plaintiffs’ motion. The court has not issued a decision on the class certification issue.

Enron Litigation
Newby v. Enron Corp. et al.: On April 8, 2002, Merrill Lynch was added as a defendant in a consolidated class action filed in the United

States District Court for the Southern District of Texas on behalf of the purchasers of Enron’s publicly traded equity and debt securities
during the period October 19, 1998 through November 27, 2001. The complaint alleges, among other things, that Merrill Lynch engaged
inimproper transactions in the fourth quarter of 1999 that helped Enron misrepresentits earnings and revenues in the fourth quarter of
1999. The district court denied Merrill Lynch’s motions to dismiss, and certified a class action by Enron shareholders and bondholders
against Merrill Lynch and other defendants. On March 19, 2007, the Fifth Circuit Court of Appeals reversed the district court’s decision
certifying the case as a class action. On January 22, 2008, the Supreme Court denied plaintiffs’ petition to review the Fifth Circuit’s
decision. Merrill Lynch intends to move for summary judgmentdismissing the action. Plaintiffs have stated they will oppose that motion.

Mortgage-Related Litigation

MerrillLynch & Co. Shareholder Litigation: Beginning on October 30, 2007, purported class actions were filed in the United States District
Courtforthe Southern District of New York against Merrill Lynch and certain present or formerofficersand directors on behalf of persons
who acquired Merrill Lynch securities beginning as early as November 3, 2006 and ending as late as November 7, 2007. Among other
things, the complaints allege violations of the federal securities laws based on alleged false and misleading statements related to Merrill
Lynch’s exposure to collateralized debt obligations and the sub-prime lending markets. One such actionis brought on behalf of persons
who exchanged the securities of First Republic Bank for the securities of Merrill Lynch ina mergerthat occurred on September 21, 2007.
Merrill Lynch intends to vigorously defend itself in these actions.

Shareholder Derivative Actions: Beginning on November 1, 2007, purported shareholder derivative actions were brought in federal and
state courts against certain present or former officers and directors of Merrill Lynch in which the Company is named as a nominal
defendant. The actions allege, among other things, breach of fiduciary duty, corporate waste, and abuse of control related to Merrill
Lynch’s exposure to collateralized debt obligations and the sub-prime lending markets. They also challenge the payment of alleged
severance to Merrill Lynch’s former chief executive officer and certain of the actions assert claims for contribution orindemnification on
the Company’s behalf. In addition, the Company has received letters from law firms, on behalf of purported shareholders, demanding
thatthe Board bring claims on behalf of Merrill Lynch against certain presentand formerdirectors and officers of Merrill Lynch based on
allegations substantially similar to those that are alleged in the shareholder derivative actions described above. The Board, with the
assistance of counsel, will review the claims made in the demand letters and determine whether the maintenance of the proposed
derivative suits is in the best interests of the Company.

ERISA Litigation: BeginningonNovember 13,2007, purported class actions were filed in the United States District Court for the Southern
District of New York against Merrill Lynch and certain of its present or former officers and directors on behalf of the Merrill Lynch 401(k)
Savings and Investment Plan, Retirement Accumulation Plan, Employee Stock Ownership Plan and a class of similarly situated plan
participants. The actions are pending in the United States District Court for the Southern District of New York. These actions challenge
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the Company’s disclosures about its performance, business prospects and the attractiveness of the Company’s stock between a variety
of purported class periods, beginning as early as January 1, 2004 and ending as late as December 6, 2007. Merrill Lynch intends to
vigorously defend itself in these actions.

City of Cleveland v. Deutsche Bank Trust Company, et al.: On January 10, 2008, the City of Cleveland filed a lawsuit against twenty-one
financial services firms, including Merrill Lynch, alleging that the securitization of sub-prime mortgages created a “public nuisance” and
that defendants are, therefore, liable for the cost incurred by the City of Cleveland related to foreclosures. The case was initially filed in
the Cuyahoga County Common Pleas Court and was removed to the United States District Court for the Northern District of Ohio on
January 17, 2008. Plaintiff has filed a motion seeking an order remanding the case. Merrill Lynch intends to vigorously defend itself in
this action.

Regulatory Investigations: Merrill Lynch is cooperating with the SEC and other regulators and governmental authorities investigating
sub-prime mortgage-related activities.

Bank Sweep Programs Litigation

DeBlasio v. Merrill Lynch, et al.: On January 12, 2007, a purported class action was brought against Merrill Lynch and three other
securities firmsinthe United States District Court for the Southern District of New York alleging that theirbank sweep programsviolated
state law because their terms were not adequately disclosed to customers. On May 1, 2007, plaintiffs filed an amended complaint, which
added additionaldefendants. On November 12,2007, defendants filed motions to dismiss the second amended complaint. Briefing on the
motion is expected to be completed by March 6, 2008.

Private Equity Litigation

Davidson, et al., v. Bain Capital Partners, LLC, et al.: On December 28, 2007, a purported class action was brought against sixteen
defendants, including Merrill Lynch, in the United States District Court for the District of Massachusetts. The complaint alleges that
defendants conspired to limit competition in bidding for private-equity sponsored acquisitions of public companies in violation of the
antitrust laws. Merrill Lynch intends to vigorously defend itself in this action.

Commitments
At December 28, 2007, Merrill Lynch’s commitments had the following expirations:

COMMITMENT EXPIRATION

LESS THAN 1-3 3*-5 OVER 5
(DOLLARS IN MILLIONS) TOTAL 1 YEAR YEARS YEARS YEARS
Commitments to extend credit!” $ 78,232 $ 29,141 $12,274 $ 25,628 $11,189
Purchasing and other commitments 8,142 4,035 1,177 1,242 1,688
Operating leases 3,901 618 1,173 949 1,161
Commitments to enter into forward dated resale and
securities borrowing agreements 20,943 20,659 284 - -
Commitments to enter into forward dated repurchase and
securities lending agreements 41,590 37,320 4,270 - -
Total $ 152,808 $ 91,773 $19,178 $ 27,819 $ 14,038

(1) See Note 7 to the Consolidated Financial Statements.

Lending Commitments

Merrill Lynch primarily enters into commitments to extend credit, predominantly at variable interest rates, in connection with corporate
finance, corporate and institutional transactions and asset-based lending transactions. Clients may also be extended loans or lines of
credit collateralized by first and second mortgages on real estate, certain liquid assets of small businesses, or securities. These
commitments usually have a fixed expiration date and are contingent on certain contractual conditions that may require payment of a fee
by the counterparty. Once commitments are drawn upon, Merrill Lynch may require the counterparty to post collateral depending upon
creditworthiness and general market conditions. See Note 7 to the Consolidated Financial Statements for additional information.

The contractual amounts of these commitments represent the amounts at risk should the contract be fully drawn upon, the client
defaults, and the value of the existing collateral becomes worthless. The total amount of outstanding commitments may not represent
future cash requirements, as commitments may expire without being drawn upon.

For lending commitments where the loan will be classified as held for sale upon funding, liabilities are calculated at the lower of cost or
market, capturing declines in the fair value of the respective credit risk. For loan commitments where the loan will be classified as held
for investment upon funding, liabilities are calculated considering both market and historical loss rates. Loan commitments held by
entities that apply broker-dealer industry level accounting are accounted for at fair value.
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Purchasing and Other Commitments

In the normal course of business, Merrill Lynch enters into institutional and margin-lending transactions, some of which are on a
committed basis, but most of which are not. Margin lending on a committed basis only includes amounts where Merrill Lynch has a
binding commitment. These binding margin lending commitments totaled $693 million at December 28, 2007 and $782 million at
December 29, 2006.

Merrill Lynch had commitments to purchase partnershipinterests, primarily related to private equity and principalinvesting activities, of
$3.1 billion and $928 million at December 28,2007 and December 29,2006, respectively. Merrill Lynch also has entered into agreements
with providers of market data, communications, systems consulting, and other office-related services. At December 28, 2007 and
December 29, 2006, minimum fee commitments over the remaining life of these agreements aggregated $453 million and $357 million,
respectively. Merrill Lynch entered into commitments to purchase loans of $3.0 billion (which upon settlement of the commitmentwill be
included in trading assets, loans held for investment and loans held for sale) at December 28, 2007. Such commitments totaled
$10.3 billion at December 29, 2006. Other purchasing commitments amounted to $0.9 billion and $2.1 billion at December 28, 2007 and
December 29, 2006, respectively.

In the normal course of business, Merrill Lynch enters into commitments for underwriting transactions. Settlement of these
transactions as of December 28, 2007 would not have a material effect on the consolidated financial condition of Merrill Lynch.

In connection with trading activities, Merrill Lynch enters into commitments to enter into resale and securities borrowing and also
repurchase and securities lending agreements that are primarily secured by collateral.

Leases

Merrill Lynch has entered intovarious noncancellable long-term lease agreements for premises that expire through 2024. Merrill Lynch
has also entered into various noncancellable short-term lease agreements, which are primarily commitments of less than one year
under equipment leases.

Merrill Lynch leasesits Hopewell, New Jersey campus and an aircraft froma limited partnership. The leases with the limited partnership
are accounted for as operating leases and mature in 2009. Each lease has a renewal term to 2014. In addition, Merrill Lynch has entered
into guarantees with the limited partnership, whereby if Merrill Lynch does not renew the lease or purchase the assets underits lease at
the end of eitherthe initialor the renewal lease term, the underlying assets will be sold to a third party, and Merrill Lynch has guaranteed
thatthe proceeds of such sale willamount to at least 84% of the acquisition cost of the assets. The maximum exposure to Merrill Lynch as
a result of this residual value guarantee is approximately $322 million as of December 28, 2007 and December 29, 2006. As of
December 28, 2007 and December 29, 2006, the carrying value of the liability on the Consolidated Balance Sheets is $13 million and
$17 million, respectively. Merrill Lynch’s residualvalue guarantee does not comprise more than half of the limited partnership’s assets.

On June 19, 2007, Merrill Lynch sold its ownership interest in Chapterhouse Holdings Limited, whose primary asset is Merrill Lynch’s
London Headquarters, for approximately $950 million. Merrill Lynch leased the premises back for an initial term of 15 years under an
agreementwhichis classifiedasanoperating lease. The leaseback also includes renewalrights extending significantly beyond the initial
term. The sale resulted in a pre-tax gain of approximately $370 million which was deferred andis being recognized over the lease term as
a reduction of occupancy expense.

At December 28, 2007, future noncancellable minimum rental commitments under leases with remaining terms exceeding one year,
including lease payments to the limited partnerships discussed above are as follows:

(DOLLARS IN MILLIONS) WFC™ OTHER TOTAL
2008 $ 179 $ 439 $ 618
2009 179 432 611
2010 179 383 562
2011 179 324 503
2012 179 267 446
2013 and thereafter 134 1,027 1,161
Total $ 1,029 $ 2,872 $ 3,901

(1) World Financial Center Headquarters, New York.

The minimum rental commitments shown above have not been reduced by $681 million of minimum sublease rentals to be received in
the future undernoncancellable subleases. Theamounts inthe above table donotinclude amounts related to lease renewal or purchase
options or escalation clauses providing for increased rental payments based upon maintenance, utility, and tax increases.
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Net rent expense for each of the last three years is presented below:

(DOLLARS IN MILLIONS) 2007 2006 2005
Rent expense $ 762 $ 649 $ 612
Sublease revenue (190) (154) (140)
Net rent expense $ 572 $ 495 $ 472
Guarantees

Merrill Lynch issues various guarantees to counterparties in connection with certain leasing, securitization and other transactions. In
addition, Merrill Lynch enters into certain derivative contracts that meet the accounting definition of a guarantee under FASB
Interpretation No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indebtedness of Others (“FIN 45”).
FIN 45 defines guarantees to include derivative contracts that contingently require a guarantor to make payment to a guaranteed party
based on changes in an underlying (such as changes in the value of interest rates, security prices, currency rates, commodity prices,
indices, etc.), that relate to an asset, liability or equity security of a guaranteed party. Derivatives that meet the FIN 45 definition of
guarantees include certain written options and credit default swaps (contracts that require Merrill Lynch to pay the counterparty the par
value of a referenced security if that referenced security defaults). Merrill Lynch does not track, for accounting purposes, whether its
clients enter into these derivative contracts for speculative or hedging purposes. Accordingly, Merrill Lynch has disclosed information
about all credit default swaps and certain types of written options that can potentially be used by clients to protect against changesinan
underlying, regardless of how the contracts are used by the client. These guarantees and their expiration at December 28, 2007 are
summarized as follows:

MAXIMUM

PAYOUT/ LESS THAN CARRYING

(DOLLARS IN MILLIONS) NOTIONAL 1 YEAR 1-3 YEARS 3*-5 YEARS OVER 5 YEARS VALUE

Derivative contracts $ 4,562,883 $ 918,135 $ 831,352 $ 1,373,628 $ 1,439,768 $ 164,511

Liquidity, credit and default facilities 43,669 40,454 3,143 72 - 108

Residual value guarantees 1,001 74 406 115 406 13
Standby letters of credit and other

guarantees 45,177 1,785 1,147 954 41,291 544

Derivative Contracts

Forcertainderivative contracts, such aswritteninterest rate caps and written currency options, the maximum payout could theoretically
be unlimited, because, for example, the rise in interest rates or changes in foreign exchange rates could theoretically be unlimited. In
addition, Merrill Lynch does not monitor its exposure to derivatives based on the theoretical maximum payout because that measure
does nottake into consideration the probability of the occurrence. As such, rather than including the maximum payout, the notionalvalue
ofthese contractshasbeenincludedto provide information about the magnitude of involvement with these types of contracts. However, it
should be noted that the notional value is not a reliable indicator of Merrill Lynch’s exposure to these contracts.

Merrill Lynchrecords all derivative transactions at fairvalue onits Consolidated Balance Sheets. As previously noted, Merrill Lynch does
not monitorits exposure to derivative contracts in terms of maximum payout. Instead, a risk framework is used to define risk tolerances
and establish limits to help to ensure that certain risk-related losses occur within acceptable, predefined limits. Merrill Lynch
economically hedges its exposure to these contracts by entering into a variety of offsetting derivative contracts and security positions.
Seethe Derivatives section of Note 1 to the Consolidated Financial Statements for further discussion of risk management of derivatives.

Merrill Lynch also funds selected assets, including CDOs and CLOs, via derivative contracts with third party structures that are not
consolidated on its balance sheet. Of the total notional amount of these total return swaps, approximately $24 billion is term financed
through facilities provided by commercial banks, $35 billion of long term funding is provided by third party special purpose vehicles and
$11 billion is financed with asset backed commercial paper conduits. In certain circumstances, Merrill Lynch may be required to
purchase these assets which would not resultin additional gain or loss to the firmas such exposureis already reflected in the fairvalue of
our derivative contracts.

Liquidity, Credit and Default Facilities
The liquidity, credit and default facilities in the above table relate primarily to municipal bond securitization SPEs and asset-backed
commercial paper conduits (“Conduits”).

Merrill Lynch acts as liquidity provider to certain municipal bond securitization SPEs and provides both liquidity and credit default
protectionto certain other municipalbond securitization SPEs. As of December 28,2007, the value of the assets held by the SPEs plus any
additional collateral pledged to Merrill Lynch exceeded the amount of beneficial interests issued, which provides additional support to
Merrill Lynch in the event that the standby facilities are drawn. In certain of these facilities, Merrill Lynch is generally required to
provideliquidity support within seven days, while the remainder have third-party liquidity support for between 30 and 364 days before
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Merrill Lynch is required to provide liquidity. A significant portion of the facilities where Merrill Lynch is required to provide liquidity
support within seven days are “net liquidity” facilities where upon draw Merrill Lynch may direct the trustee for the SPE to collapse the
SPE trusts and liquidate the municipal bonds, and Merrill Lynch would only be required to fund any difference between parand the sale
price of the bonds. “Gross liquidity” facilities require Merrill Lynch to wait up to 30 days before directing the trustee to liquidate the
municipal bonds. During the second half of 2007, Merrill Lynch began reducing facilities that require liquidity in seven days, and the total
amount of such facilities was $32.5 billion as of December 28, 2007, down from $40.7 billion as of June 29, 2007. Details of these liquidity
and credit default facilities as of December 28, 2007, are illustrated in the table below:

MERRILL LYNCH LIQUIDITY FACILITIES CAN BE DRAWN: Wn:g:m:ﬁ;:i"&igg

IN 7 DAYS WITH IN 7 DAYS WITH AFTER UP TO HAS RECOURSE IF
(DOLLARS IN MILLIONS) “NET LIQUIDITY” “GROSS LIQUIDITY” 364 DAYS" TOTAL® FACILITIES ARE DRAWN

Merrill Lynch provides standby

liquidity facilities $20,820 $ 4,895 $8,538 $34,253 $37,587
Merrill Lynch provides standby

liquidity facilities and credit default

protection - 6,761 1,196 7,957 8,512

Total® $20,820 $11,656 $9,734 $42,210 $46,099

(1) Initial liquidity support within 7 days is provided by third parties for a maximum of 364 days.
(2) Above amounts are full facility amounts, excluding $1.2 billion in inventory positions as of December 28, 2007.

In addition, Merrill Lynch, through a U.S. bank subsidiary has either provided or provides liquidity and credit facilities to three Conduits.
The assets in these Conduits included loans and asset-backed securities. In the event of a disruption in the commercial paper market,
the Conduits may draw upon their liquidity facilities and sell certain assets held by the respective Conduits to Merrill Lynch, thereby
protecting commercial paper holders against certain changes in the fair value of the assets held by the Conduits. The credit facilities
protect commercial paper investors against credit losses for up to a certain percentage of the portfolio of assets held by the
respective Conduits.

= During the fourth quarter of 2007, Merrill Lynch purchased the remaining assets of one of the Conduits through the exercise of its
liquidity facilityand as aresult the facilityis no longeroutstanding. Merrill Lynch does not have any remaining exposure to this Conduit
as it is inactive. Although not legally terminated, Merrill Lynch does not anticipate utilizing this Conduit for off-balance-sheet
financing in the future.

= Asaresult of areconsideration event under FIN 46R in the fourth quarter of 2007, Merrill Lynch became the primary beneficiary for
another Conduit. As a result, the Conduit was consolidated by Merrill Lynch and the facility is not considered outstanding.

= The outstanding amount of the facilities, or Merrill Lynch’s maximum exposure, related to the remaining Conduit is approximately
$1.2 billion as of December 28, 2007. The assets remaining in the Conduit are primarily auto and equipment loans and lease
receivables totaling $0.9 billion (which approximates their fair value) with unfunded loan commitments for $250 million. The
outstanding facility amount is net of $1.4 billion of assets that Merrill Lynch purchased during 2007. In addition, Merrill Lynch
periodically purchased commercial paper from this Conduit, but did not hold any commercial paper as of December 28, 2007 and is
under no obligation to purchase additional commercial paper. These liquidity and credit facilities are recorded off-balance sheet,
unless a liability is deemed necessary when a contingent payment is deemed probable and estimable.

Refer to Note 6 to the Consolidated Financial Statements for more information on Conduits.

Residual Value Guarantees
The amounts in the above table include residual value guarantees associated with the Hopewell campus and aircraft leases of
$322 million at December 28, 2007.

Stand-by Letters of Credit and Other Guarantees

Merrill Lynch provides guarantees to counterpartiesin the form of standby letters of credit in the amount of $2.6 billion. At December 28,
2007 Merrill Lynch held marketable securities of $593 million as collateral to secure these guarantees and a liability of $12 million was
recorded on the Consolidated Balance Sheet.

Further, in conjunction with certain principal-protected mutual funds, Merrill Lynch guarantees the return of the initial principal
investmentatthetermination date of the fund. At December 28,2007, Merrill Lynch’s maximum potentialexposure to loss with respect to
these guarantees is $430 million assuming that the funds are invested exclusively in other general investments (i.e., the funds hold no
risk-free assets), and that those other general investments suffer a total loss. As such, this measure significantly overstates Merrill
Lynch’s exposure orexpected loss at December 28, 2007. These transactions met the SFAS No. 133 definition of derivatives and, as such,
were carried as a liability with a fair value of approximately $7 million at December 28, 2007.
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Merrill Lynch also provides indemnifications related to the U.S. tax treatment of certain foreign tax planning transactions. The maximum
exposure to loss associated with these transactions at December 28, 2007 is $167 million; however, Merrill Lynch believes that the
likelihood of loss with respect to these arrangements is remote, and therefore has not recorded any liabilities in respect of
these guarantees.

In connection with residential mortgage loan and other securitization transactions, Merrill Lynch typically makes representations and
warranties about the underlying assets. If there is a material breach of such representations and warranties, Merrill Lynch may have an
obligation torepurchase the assets orindemnify the purchaseragainstany loss. Forresidential mortgage loanand other securitizations,
the maximum potentialamount that could be required to be repurchased is the current outstanding asset balance. Specifically related to
First Franklin activities, there is currently approximately $40 billion of outstanding loans that First Franklin sold in various asset sales
and securitization transactions over the last 36 months. Merrill Lynch has recognized a liability of approximately $520 million at
December 28, 2007 arising from these residential mortgage sales and securitization transactions.

In addition to the guarantees described above, Merrill Lynch also provides 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. Merrill Lynch’s liability under these arrangements is not quantifiable and could exceed the cash and securities it has
posted as collateral. However, the potential for Merrill Lynch to be required to make payments under these arrangements is remote.
Accordingly, no liability is carried in the Consolidated Balance Sheets for these arrangements.

In connection with its prime brokerage business, Merrill Lynch provides to counterparties guarantees of the performance of its prime
brokerage clients. Under these arrangements, Merrill Lynch stands ready to meet the obligations of its customers with respect to
securities transactions. If the customer fails to fulfill its obligation, Merrill Lynch must fulfill the customer’s obligation with the
counterparty. Merrill Lynch is secured by the assets in the customer’s account as well as any proceeds received from the securities
transaction entered into by Merrill Lynch on behalf of the customer. No contingent liability is carried in the Consolidated Balance Sheets
for these transactions as the potential for Merrill Lynch to be required to make payments under these arrangements is remote.

In connection with providing supplementary protection to its customers, MLPF&S holds insurance in excess of that furnished by the
Securities Investor Protection Corporation (“SIPC”), and MLI holds insurance in excess of the protection provided by the United Kingdom
Compensation Scheme (Financial Services Compensation Scheme, “FSCS”). The policy provides total combined coverage up to
$600 million in the aggregate (including up to $1.9 million per customer for cash) for losses incurred by customers in excess of the SIPC
and/or FSCS limits. ML & Co. provides full indemnity to the policy provider syndicate against any losses as a result of this agreement. No
contingent liability is carried in the Consolidated Balance Sheets for this indemnification as the potential for Merrill Lynch to be required
to make payments under this agreement is remote.

In connection with its securities clearing business, Merrill Lynch performs securities execution, clearance and settlement services on
behalf of other broker-dealer clients for whom it commits to settle trades submitted for or by such clients, with the applicable
clearinghouse; 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. Merrill Lynch’s liability under these arrangements is
not quantifiable and could exceed any cash deposit made by a client. However, the potential for Merrill Lynch to be required to make
unreimbursed payments under these arrangements is remote due to the contractual capital requirements associated with clients’
activity and the regular review of clients’ capital. Accordingly, no liability is carried in the Consolidated Balance Sheets for these
transactions.

In connection with certain European mergers and acquisition transactions, Merrill Lynch, in its capacity as financial advisor, in some
cases may be required by law to provide a guarantee that the acquiring entity has or can obtain or issue sufficient funds or securities to
complete the transaction. These arrangements are short-term in nature, extending from the commencement of the offer through the
termination orclosing. Where guarantees are required orimplied by law, Merrill Lynch engages in a credit review of the acquirer, obtains
indemnification and requests other contractual protections where appropriate. Merrill Lynch’s maximum liability equals the required
funding for each transaction and varies throughout the year depending upon the size and number of open transactions. Based on the
review procedures performed, management believes the likelihood of being required to pay under these arrangements is remote.
Accordingly, no liability is recorded in the Consolidated Balance Sheets for these transactions.

Inthe course of its business, Merrill Lynch routinely indemnifies investors for certain taxes, including U.S. and foreign withholding taxes
oninterest and other payments made on securities, swaps and other derivatives. These additional payments would be required upon a
change in law or interpretation thereof. Merrill Lynch’s maximum exposure under these indemnifications is not quantifiable. Merrill
Lynch believes that the potential for such an adverse change is remote. As such, no liability is recorded in the Consolidated

Balance Sheets.
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Note 12. Employee Benefit Plans
Merrill Lynch provides pension and other postretirement benefits to its employees worldwide through defined contribution pension,
defined benefit pension and other postretirement plans. These plans vary based on the country and local practices. Merrill Lynch
reserves the right to amend or terminate these plans at any time.

Merrill Lynch accounts for its defined benefit pension plans in accordance with SFAS No. 87, Employers’ Accounting for Pensions and
SFAS No. 88, Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits. Its
postretirement benefit plans are accounted forin accordance with SFAS No. 106, Employers’Accounting for Postretirement Benefits Other
Than Pensions. Merrill Lynch discloses information regarding defined benefit pension and postretirement plans in accordance with
SFAS No. 132R, Employers’ Disclosures about Pensions and Other Postretirement Benefits. Postemployment benefits are accounted for in
accordance with SFAS No. 112, Employers’ Accounting for Postemployment Benefits.

In September 2006, the FASB issued SFAS No. 158, which requires an employer to recognize the overfunded and underfunded status of
its defined benefit pension and other postretirement plans, measured as the difference between the fair value of plan assets and the
benefit obligation, as an asset or liability in its statement of financial condition. The benefit obligation is defined as the projected benefit
obligation for pension plans and the accumulated postretirement benefit obligation for postretirement plans. Upon adoption,
SFAS No. 158 requires an entity to recognize previously unrecognized actuarial gains and losses and prior service costs within
accumulated other comprehensive income (loss), net of tax. The final net minimum pension liability (“MPL”") adjustments are recognized
priortothe adoption of SFAS No. 158. SFAS No. 158 also requires defined benefit plan assets and benefit obligations to be measured as of
the date of the company’s fiscalyear end. Merrill Lynch has historically used a September 30 measurement date. Under the provisions of
SFAS No. 158, Merrill Lynch will be required to change its measurement date to coincide with its fiscal year end. This provision of
SFAS No. 158 will be effective for Merrill Lynch beginning with yearend 2008. The following table illustrates the final net MPL adjustment
and the incremental effect of the application of SFAS No. 158:

BALANCE BEFORE NET
MPL ADJUSTMENT

AND SFAS NO. 158 ENDING

ADJUSTMENT FINAL NET SFAS NO. 158 BALANCE
(DOLLARS IN MILLIONS) 12/29/06 MPL ADJUSTMENT ADJUSTMENTS 12/29/06
Prepaid pension cost $ 400 $ - $ 106 $ 506
Liability for pension and postretirement benefits 752 110 (23) 839
Accumulated other comprehensive loss, pre-tax 224 110 (129) 205
Deferred income taxes 71 34 (64) 41
Accumulated other comprehensive loss, net of tax $153 $ 76 $ (65) $ 164

Defined Contribution Pension Plans
The U.S. defined contribution pension plans consist of the Retirement Accumulation Plan (“RAP”), the Employee Stock Ownership Plan
(“ESOP”), and the 401(k) Savings & Investment Plan (“401(k)”). The RAP and ESOP cover substantially all U.S. employees who have met
the service requirement. There is no service requirement for employee deferrals in the 401(k). However, there is a service requirement
for an employee to receive corporate contributions in the 401(k).

Merrill Lynch established the RAP and the ESOP, collectively known as the “Retirement Program”, for the benefit of employees with a
minimum of one year of service. A notional retirement account is maintained for each participant. The RAP contributions are employer-
funded based on compensation and years of service. Merrill Lynch made a contribution of approximately $186 million to the Retirement
Programin order to satisfy the 2007 contribution requirement. These contributions for 2006 and 2005 were $165 millionand $149 million,
respectively. Under the RAP, employees are given the opportunity to invest their retirement savings in a number of different investment
alternatives including ML & Co. common stock. Under the ESOP, all retirement savings are invested in ML & Co. common stock, until
employees have five years of service after which they have the ability to diversify. Merrill Lynch expects to make contributions of
approximately $187 million in 2008.

Merrill Lynch guarantees the debt of the ESOP. All dividends received by the ESOP on unallocated ESOP shares were used to paydown the
note. The note matured on December 31, 2007 and all outstanding balances were paid.

Merrill Lynch allocates ESOP shares of Merrill Lynch stock to all participants of the ESOP as principal from the ESOP loanis repaid. ESOP
shares are considered to be either allocated (contributed to participants’ accounts), committed (scheduled to be contributed at a
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specified future date but not yet released), or unallocated (not committed or allocated). Share information at December 28, 2007 is
as follows:

Unallocated shares as of December 29, 2006 212,950
Shares allocated/committed"” (212,950)

Unallocated shares as of December 28, 2007 -

(1) Excluding forfeited shares.

Additional information on ESOP activity follows:
(DOLLARS IN MILLIONS) 2007 2006 2005
Compensation costs funded with ESOP shares $12 | $19 $13

Employees can participate in the 401(k) by contributing, on a tax-deferred basis, or on an after-tax basis via Roth contributions beginning
January 1, 2007, a certain percentage of theireligible compensation, up to 25%, but not more than the maximum annual amount allowed
by law. Employees may also contribute up to 25% of eligible compensation in after-tax dollars up to an annual maximum of $10,000.
Employees over the age of 50 may also make a catch-up contribution up to the maximum annual amount allowed by law. Employees are
given the opportunity to invest their 401(k) contributions in a number of different investment alternatives including ML & Co. common
stock. Merrill Lynch’s contributions are made in cash and effective January 1, 2007, are equal to 100% of the first 4% of each participant’s
eligible compensation contributed to the 401(k), up to a maximum of $3,000 annually for employees with eligible compensation of less
than $300,000, and $2,000 for all others. Merrill Lynch makes contributions to the 401(k) on a pay period basis and expects to make
contributions of approximately $99 million in 2008.

Merrill Lynch also sponsors various non-U.S. defined contribution pension plans. The costs of benefits under the RAP, 401(k), and
non-U.S. plans are expensed during the related service period.

Defined Benefit Pension Plans

In 1988 Merrill Lynch purchased a group annuity contract that guarantees the payment of benefits vested under a U.S. defined benefit
pension plan that was terminated (the “U.S. Terminated Pension Plan”) in accordance with the applicable provisions of the Employee
Retirement Income Security Act of 1974 (“ERISA”). Atyear-end 2007 and 2006, a substantial portion of the assets supporting the annuity
contract were invested in U.S. Government and agencies securities. Merrill Lynch, under a supplemental agreement, may be
responsible for, or benefit from, actual experience and investment performance of the annuity assets. Merrill Lynch expects to
contribute $11 million under this agreement in 2008. Merrill Lynch also maintains supplemental defined benefit pension plans (i.e.,
plans not subject to Title IV of ERISA) for certain U.S. participants. Merrill Lynch expects to pay $1 million of benefit payments to
participants in the U.S. non-qualified pension plans in 2008.

Employees of certain non-U.S. subsidiaries participate in various local defined benefit pension plans. These plans provide benefits that
are generally based on years of credited service and a percentage of the employee’s eligible compensation during the final years of
employment. Merrill Lynch’s funding policy has been to contribute annually at least the amount necessary to satisfy local funding
standards. Merrill Lynch currently expects to contribute $74 million to its non-U.S. pension plans in 2008.

Postretirement Benefits Other Than Pensions

Merrill Lynch provides healthinsurance benefits to retired employees undera plan that covers substantiallyall U.S. employees who have
met age and service requirements. The health care coverage is contributory, with certain retiree contributions adjusted periodically.
Non-contributory life insurance was offered to employees that had retired prior to February 1, 2000. The accounting for costs of health
care benefits anticipates future changes in cost-sharing provisions. Merrill Lynch pays claims as incurred. Full-time employees of
Merrill Lynch become eligible for these benefits upon attainment of age 55 and completion of ten years of service. Employees who turn
age 65 after January 1,2011 and are eligible for and elect supplemental retiree medical coverage will pay the full cost of coverage after
age 65. Beginning January 1, 2006, newly hired employees and rehired employees will be offered retiree medical coverage, if they
otherwise meet the eligibility requirement, but on a retiree-pay-all basis for coverage before and after age 65. Merrill Lynch also
sponsors similar plans that provide health care benefits to retired employees of certain non-U.S. subsidiaries. As of December 28, 2007,
none of these plans had been funded.
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The following table provides a summary of the changes in the plans’ benefit obligations, fair value of plan assets, and funded status, for
the twelve-month periods ended September 30, 2007 and September 30, 2006, and amounts recognized in the Consolidated Balance
Sheets at year-end 2007 and 2006 for Merrill Lynch’s U.S. and non-U.S. defined benefit pension and postretirement benefit plans:

U.S. DEFINED NON-U.S. DEFINED TOTAL DEFINED
BENEFIT BENEFIT BENEFIT POSTRETIREMENT
PENSION PLANS PENSION PLANS™ PENSION PLANS PLANS®
(DOLLARS IN MILLIONS) 2007 2006 2007 2006 2007 2006 2007 2006
Benefit obligations
Balance, beginning of year $ 1,804 $ 1,871 $1,662 $ 1,291 $ 3,466 $3,162 $ 307 $ 360
Service cost - - 28 28 28 28 7 8
Interest cost 96 95 81 66 177 161 16 17
Net actuarial losses (gains) (90) (54) (255) 166 (345) 112 (51) (60)
Employee contributions - - 2 2 2 2 - -
Amendments - - (6) - (6) - - -
Acquisition/merger®® - - - (4) - (4) - -
Benefits paid (108) (108) (34) (33) (142) (141) (17) (18)
Curtailment and settlements' (21) - (28) (16) (49) (16) - (3)
Foreign exchange and other - - 48 162 48 162 1 3
Balance, end of period 1,681 1,804 1,498 1,662 3,179 3,466 263 307
Fair value of plan assets
Balance, beginning of year 2,273 2,325 1,103 844 3,376 3,169 - -
Actual return on plan assets 94 49 58 88 152 137 - -
Settlements' (21) - (28) (8) (49) (8) - -
Acquisition/merger® - - - (8) - (8) - -
Contributions 23 6 130 13 153 119 17 18
Benefits paid (108) (107) (34) (33) (142) (140) (17) (18)
Foreign exchange and other - - 34 107 34 107 - -
Balance, end of period 2,261 2,273 1,263 1,103 3,524 3,376 - -
Funded status end of period 580 469 (235) (559) 345 (90) (263) (307)
Fourth-quarter activity, net 2 - 5 60 7 60 4 4
Amount recognized in Consolidated
Balance Sheets 582 469 (230) (499) 352 (30) (259) (303)
Assets 592 500 19 6 611 506 - -
Liabilities (10) (31) (249) (505) (259) (536) (259) (303)
Amount recognized in Consolidated
Balance Sheets $ 582 | $ 469 $ (230) | $ (499) $ 352 | $ (30) $ (259) $(303)

(1) Primarily represents the U.K. pension plan which accounts for 77% of the benefit obligation and 82% of the fair value of plan assets at the end of the period.

(2) Approximately 90% of the postretirement benefit obligation at the end of the period relates to the U.S. postretirement plan.
(3) Relates to the BlackRock merger in 2006.
(4) Relates to settlement of one of the U.S. non-qualified pension plans and two non-U.S. pension plans in 2007 and primarily relates to the BlackRock merger in 2006.

The accumulated benefit obligation (“ABO”) for all defined benefit pension plans was $3,062 million and $3,310 million at September 30,
2007 and September 30, 2006, respectively.

The projected benefit obligation (“PB0”), ABO and fairvalue of plan assets for pension plans with ABOand PBO in excess of plan assets as
of September 30, 2007 and September 30, 2006 are presented in the tables below. These plans primarily represent U.S. supplemental
plans not subject to ERISA or non-U.S. plans where funding strategies vary due to legal requirements and local practices.

U.S. DEFINED NON-U.S. DEFINED TOTAL DEFINED
BENEFIT BENEFIT BENEFIT

PENSION PLANS PENSION PLANS PENSION PLANS
(DOLLARS IN MILLIONS) 2007 2006 2007 2006 2007 2006
Plans with ABO in excess of plan assets
PBO $10 $32 $1,332 $ 1,501 $1,342 $ 1,533
ABO 10 32 1,232 1,363 1,242 1,395
FV plan assets - - 1,081 946 1,081 946
Plans with PBO in excess of plan assets
PBO $10 $32 $ 1,360 $ 1,632 $1,370 $ 1,664
ABO 10 32 1,258 1,476 1,268 1,508
FV plan assets - - 1,108 1,069 1,108 1,069

Merrill Lynch 2007 Annual Report

page 142



Amounts recognized in accumulated other comprehensive loss, pre-tax, at year-end 2007 consisted of:

U.S. DEFINED  NON-U.S. DEFINED TOTAL DEFINED
BENEFIT PENSION BENEFIT PENSION BENEFIT PENSION POSTRETIREMENT
(DOLLARS IN MILLIONS) PLANS PLANS PLANS PLANS
Net actuarial (gain)/loss $ (247) $ 278 $ 31 $ (80)
Prior service credit - (7) (7) (63)
Foreign currency translation gain - (58) (58) -
Total $ (247) $213 $ (34) $ (143)

The estimated net loss for the defined benefit pension plans that will be amortized from accumulated other comprehensive loss into net
periodic benefit cost over the next fiscal year is approximately $11 million. The estimated net gain and prior service credit for the
postretirement plans that will be amortized from accumulated other comprehensive loss into net periodic benefit cost over the next
fiscal year is approximately $5 million and $6 million, respectively.

The weighted average assumptions used in calculating the benefit obligations at September 30, 2007 and September 30, 2006 are
as follows:

U.S. DEFINED NON-U.S. DEFINED TOTAL DEFINED
BENEFIT BENEFIT BENEFIT POSTRETIREMENT
PENSION PLANS PENSION PLANS PENSION PLANS PLANS
2007 2006 2007 2006 2007 2006 2007 2006
Discount rate 6.0% 5.5% 5.8% 4.9% 5.9% 5.2% 6.0% 5.5%
Rate of compensation increase N/A N/A 4.7 4.5 4.7 4.5 N/A N/A
Healthcare cost trend rates!”
Initial N/A N/A N/A N/A N/A N/A 8.8 9.5
Long-term N/A N/A N/A N/A N/A N/A 5.0 5.0

N/A = Not Applicable
(1) The healthcare cost trend rate is assumed to decrease gradually through 2013 and remain constant thereafter.

Total net periodic benefit cost for the years ended 2007, 2006, and 2005 included the following components:

U.S. PENSION NON-U.S. PENSION TOTAL PENSION POSTRETIREMENT
PLANS PLANS PLANS PLANS

(DOLLARS IN MILLIONS) 2007 2006 2005 2007 2006 2005 2007 2006 2005 2007 2006 2005
Defined contribution pension plan cost $278 | $ 228 $199 $ 8| $ 68 $ 57 $363|% 29% $ 256 N/A N/A N/A
Defined benefit and postretirement plans
Service cost!” - - - 28 27 24 28 27 24 % 7|1 % 8 $ 18
Interest cost 96 95 95 81 66 58 177 161 153 16 17 31
Expected return on plan assets® (7 (112)  (96) (81  (63)  (49) (198) (175)  (145) - - -
Amortization of (gains)/losses, prior

service costs and other (4) - - 31 20 14 27 20 14 (6) (5) 9
Total defined benefit and postretirement

plan costs (25) (17) (1) 59 50 47 34 33 46 17 20 58
Total net periodic benefit cost $253| %211 $198 $144| $118 $104 $397|$ 329 $302 $17| $ 20 $ 58

N/A = Not Applicable

(1) The U.S. plan was terminated in 1988 and thus does not incur service costs.

(2) Effective 2006 Merrill Lynch modified the investment policy relating to the U.S. Terminated Pension Plan which increased the expected long-term rate of return on plan assets. The increase in the
expected returnon plan assets for the non-U.S. plans can primarily be attributed to the U.K. Pension Plan as a result of increased contributions, favorable actual investment returns and exchange
rate movements.

The net actuarial losses (gains) represent changes in the amount of either the projected benefit obligation or plan assets resulting from
actual experience being different than that assumed and from changes in assumptions. Merrill Lynch amortizes net actuarial losses
(gains) over the average future service periods of active participants to the extent that the loss or gain exceeds 10% of the greater of the
PBO or the fair value of plan assets. This amount is recorded within net periodic benefit cost. The average future service periods for the
U.K. defined benefit pension plan, the U.S. postretirement plan and the U.S. Terminated Pension Plan were 12 years, 13 years, and
13 years, respectively. Accordingly, the expense to be recorded in fiscal year ending 2008 related to the U.K. defined benefit pension plan
netactuarial loss is $12 million, while credits related to the U.S. postretirement plan and the U.S. Terminated Plan net actuarial gains to
be recorded in fiscal year ending 2008 are approximately $(4) million and $(2) million, respectively.
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The weighted average assumptions used in calculating the net periodic benefit cost for the years ended September 30, 2007, 2006, and

2005 are as follows:
U.S. DEFINED NON-U.S. DEFINED TOTAL DEFINED

BENEFIT BENEFIT BENEFIT POSTRETIREMENT
PENSION PLANS PENSION PLANS PENSION PLANS PLANS
2007 2006 2005 2007 2006 2005 2007 2006 2005 2007 2006 2005

Discount rate 5.5%| 53% 55% 4.9%| 49% 53% 52%| 51% 54% 5.5%| 53% 57%
Expected long-term return on pension

plan assets 5.3 4.9 4.4 6.8 6.6 6.7 5.8 5.4 5.0 N/A N/A N/A
Rate of compensation increase N/A N/A N/A 4.5 4.3 4.2 4.5 4.3 4.2 N/A N/A N/A
Healthcare cost trend rates"”

Initial N/A N/A N/A N/A N/A N/A N/A N/A N/A 9.5 | 103 11.9

Long-term N/A N/A N/A N/A N/A N/A N/A N/A N/A 5.0 4.9 4.9

N/A = Not Applicable
(1) The healthcare cost trend rate is assumed to decrease gradually through 2013 and remain constant thereafter.

Plan Assumptions
Thediscountrate usedindetermining the benefit obligation forthe U.S. defined benefit pensionand postretirement plans was developed
by selecting the appropriate U.S. Treasury yield, and the related swap spread, consistent with the duration of the plan’s obligation. This
yield was further adjusted to reference a Merrill Lynch specific Moody’s Corporate Aa rating. The discount rate for the U.K. pension plan
was selected by reference to the appropriate U.K. GILTS rate, and the related swap spread, consistent with the duration of the plan’s
obligation. This yield was further adjusted to reference a Merrill Lynch specific Moody’s Corporate Aa rating.

The expected long-term rate of return on plan assets reflects the average rate of earnings expected on the funds invested or to be
invested to provide for the benefits included in the projected benefit obligation. The U.S. terminated pension plan, which represents
approximately 64% of Merrill Lynch’s total pension plan assets as of September 30, 2007, is solely invested in a group annuity contract
whichis currently 100% invested in fixed income securities. The expected long-term rate of return on plan assets forthe U.S. terminated
pension planis based onthe U.S. Treasury strip plus 50 basis points which reflects the currentinvestment policy. The U.K. pension plan,
which represents approximately 29% of Merrill Lynch’s total plan assets as of September 30, 2007, is currently invested in 57% equity
securities, 9% debt securities, 6% real estate, and 28% other. The expected long-term rate of return on the U.K. pension plan assets was
determined by Merrill Lynch and reflects estimates by the plan investment advisors of the expected returns on different asset classes
held by the plan in light of prevailing economic conditions at the beginning of the fiscal year. At September 30, 2007, Merrill Lynch
increased the discount rate used to determine the U.S. pension plan and postretirement benefit plan obligations to 6.0%. The expected
rate of returnforthe U.S. pension plan assets wasincreased from 4.9%in 2006 to 5.3% for 2007, which reduced expense by $7 million. The
discount rate at September 30, 2007 for the U.K. pension plan was increased from 5.0% in 2006 to 6.0% for 2007. The expected rate of
return for the U.K. pension plan was unchanged.

Although Merrill Lynch’s pension and postretirement benefit plans can be sensitive to changes in the discount rate, it is expected that a
25 basis point rate reduction would not have a material impact on the U.S. plan expenses for 2008. This change would increase the U.K.
pension plan expense for 2008 by approximately $7 million. Also, such a change would increase the U.S. and U.K. plan obligations at
September 30,2007 by $46 millionand $67 million, respectively. A 25 basis point decline in the expected rate of return forthe U.S. pension
plan and the U.K. pension plan would result in an expense increase for 2008 of approximately $5 million and $3 million, respectively.

The assumed health care cost trend rate has a significant effect on the amounts reported for the postretirement health care plans. Aone
percent change in the assumed healthcare cost trend rate would have the following effects:

1% INCREASE 1% DECREASE
(DOLLARS IN MILLIONS) 2007 2006 2007 2006
Effect on:
Other postretirement benefits cost $ 3 $10 $ (2) $ (8)
Accumulated benefit obligation 23 31 (20) (27)

Investment Strategy and Asset Allocation
The U.S.terminated pension planasset portfoliois structured such that the asset maturities match the duration of the plan’s obligations.
Consistent with the plan termination in 1988, the annuity contract and the supplemental agreement, the asset portfolio’s investment
objective calls for a concentration in fixed income securities, the majority of which have an investment grade rating.

The assets of the U.K. pension plan are invested prudently so that the benefits promised to members are provided, having regard to the
nature and the duration of the plan’s liabilities. The current planned investment strategy was set following an asset-liability study and
advice from the Trustees’ investment advisors. The asset allocation strategy selected is designed to achieve a higher return than the
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lowest risk strategy while maintaining a prudent approach to meeting the plan’s liabilities. For the U.K. pension plan, the target asset
allocation is 40% equity, 10% debt, 5% real estate, 45% target return (included in the table below in the non-U.S. “Other” category). The
target return is a dynamic asset allocation method designed to achieve a minimum level of return based on LIBOR through the use of
cash, debtand equityinstruments. Theinvestment manager has discretionto allocate the portfolioamongst the respective asset classes
inorder to achieve the return. As a risk control measure, a series of interest rate and inflation risk swaps have been executed covering a
target of 60% of the plan’s assets.

The pension plan weighted-average asset allocations and target asset allocations at September 30, 2007 and September 30, 2006, by
asset category are presented in the table below. The Merrill Lynch postretirement benefit plans are not funded and do not hold assets

for investment.
DEFINED BENEFIT PENSION PLANS

U.S. PLANS NON-U.S. PLANS
TARGET TARGET
ALLOCATION 2007 2006 ALLOCATION 2007 2006
Debt securities 100% 100% 100% 17% 15% 16%
Equity securities - - - 38 52 54
Real estate - - - 5 6 6
Other - - - 40 27 24
Total 100% 100% 100% 100% 100% 100%

Estimated Future Benefit Payments
Expected benefit payments associated with Merrill Lynch’s defined benefit pension and postretirement plans for the next five years and
in aggregate for the five years thereafter are as follows:

DEFINED BENEFIT PENSION PLANS POSTRETIREMENT PLANS®

(DOLLARS IN MILLIONS) u.s.m NON-U.5.® TOTAL GROSS PAYMENTS ~ MEDICARE SUBSIDY NET PAYMENTS
2008 $103 $ 34 $137 $ 18 $ 2 $ 16
2009 107 36 143 20 2 18
2010 m 37 148 22 3 19
2011 114 38 152 24 3 21
2012 17 40 157 26 4 22
2013 through 2017 613 221 834 142 25 117

(1) The U.S. defined benefit pension plan payments are primarily funded under the terminated plan annuity contract.
(2) The U.K., Japan and Swiss pension plan payments represent about 65%, 6% and 8%, respectively, of the non-U.S. 2008 expected defined benefit pension payments.
(3) The U.S. postretirement plan payments, including the Medicare subsidy, represent approximately 94% of the total 2008 expected postretirement benefit payments.

Postemployment Benefits
Merrill Lynch provides certain postemployment benefits for employees on extended leave due to injury or illness and for terminated
employees. Employees who are disabled due to non-work-related illness or injury are entitled to disability income, medical coverage,
and life insurance. Merrill Lynch also provides severance benefits to terminated employees. In addition, Merrill Lynch is mandated by
U.S. state and federal regulations to provide certain other postemployment benefits. Merrill Lynch funds these benefits through a
combination of self-insured and insured plans.

Merrill Lynch recognized $335 million, $424 million, and $226 million in 2007, 2006, and 2005, respectively, of postemployment benefits
expense, which included severance costs for terminated employees of $323 million, $417 million, and $225 million in 2007, 2006, and
2005, respectively.

Note 13. Employee Incentive Plans
Merrill Lynch adopted the provisions of SFAS No. 123R in the first quarter of 2006. See Note 1 to the Consolidated Financial Statements
for further information.

To align the interests of employees with those of stockholders, Merrill Lynch sponsors several employee compensation plans that
provide eligible employees with stock oroptions to purchase stock. The total pre-tax compensation cost recognizedin earnings for stock-
based compensation plans for 2007 was $1.8 billion. Pre-tax compensation cost for 2006 was $3.1 billion (net of $18 million re-classified
to discontinued operations), which includes approximately $1.8 billion associated with one-time, non-cash compensation expenses
further described in Note 1to the Consolidated Financial Statements. Pre-tax compensation cost for 2005 was $1.0 billion. Total related
tax benefits recognizedin earnings for share-based payment compensation plans for 2007, 2006, and 2005 were $669 million, $1.2 billion
and $381 million, respectively. Total compensation cost recognized for share-based payments related to awards granted to retirement
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eligible employees prior to adoption of SFAS No. 123R was $617 million. Merrill Lynch also sponsors deferred cash compensation plans
and award programs for eligible employees.

As of December 28, 2007, there was $2.2 billion of total unrecognized compensation cost related to non-vested share-based payment
compensation arrangements. This cost is expected to be recognized over a weighted average period of 2.2 years.

Below is a description of our share-based payment compensation plans.

Long-Term Incentive Compensation Plans (“LTIC Plans”), Employee Stock

Compensation Plan (“ESCP”) and Equity Capital Accumulation Plan (“ECAP”)
LTIC Plans, ESCP and ECAP provide for grants of equity and equity-related instruments to certain employees. LTIC Plans consist of the
Long-Term Incentive Compensation Plan, a shareholder approved plan used for grants to executive officers, and the Long-Term
Incentive Compensation Plan for Managers and Producers, a broad-based plan which was approved by the Board of Directors, but has
not been shareholder approved. LTIC Plans provide for the issuance of Restricted Shares, Restricted Units, and Non-qualified Stock
Options, as well as Incentive Stock Options, Performance Shares, Performance Units, Performance Options, Stock Appreciation Rights,
andothersecurities of Merrill Lynch. ESCP, a broad-based plan approved by shareholdersin 2003, provides for the issuance of Restricted
Shares, Restricted Units, Non-qualified Stock Options and Stock Appreciation Rights. ECAP, a shareholder-approved plan, provides for
the issuance of Restricted Shares, as well as Performance Shares. All plans under LTIC Plans, ESCP and ECAP may be satisfied using
either treasury or newly issued shares. As of December 28, 2007, no instruments other than Restricted Shares, Restricted Units, Non-
qualified Stock Options, Performance Options and Stock Appreciation Rights had been granted.

Restricted Shares and Units

Restricted Shares are shares of ML & Co. common stock carrying voting and dividend rights. A Restricted Unit is deemed equivalentin
fairmarketvalue toone share of common stock. Substantially allawards are settled in shares of common stock. Recipients of Restricted
Unitawards receive cash payments equivalent to dividends. Under these plans, such shares and units are restricted from sale, transfer,
or assignment until the end of the restricted period. Such shares and units are subject to forfeiture during the vesting period for grants
under LTIC Plans, or the restricted period for grants under ECAP. Restricted share and unit grants made in 2003 through 2005 generally
cliffvestinfouryears.Restricted share and unitgrants made in2007and 2006 generally stepvestin fouryears. In December 2007, Merrill
Lynch modified the vesting schedule of certain previously granted stock bonus awards. As a result, all outstanding stock bonus awards
held by employees otherthan currentorformerexecutive officersthat were scheduled tovest on January 31, 2009, vested on January 31,
2008. The accelerated vesting resulted in approximately $181 million of compensation expense in fiscal year 2007 that would have been
recognized in 2008 and 2009.

In January 2007 and 2006, Participation Units were granted from the Long-Term Incentive Compensation Plan under Merrill Lynch’s
Managing Partners Incentive Program. The awards granted under this program are fully at risk, and the potential payout varies
depending on Merrill Lynch’s financial performance against pre-determined return on average common stockholders’ equity (“ROE”)
targets. One-third of the Participation Units converted into Restricted Shares on January 31, 2007. Based on Merrill Lynch’s 2007
performance, no participation units will convert on January 31, 2008. The remaining Participation Units will convert on January 31, 2009,
subject to the satisfaction of minimum ROE targets determined for the 2008 fiscal year. Participation Units will cease to be outstanding
immediately following conversion. If the minimum target is not met, the Participation Units will expire without being converted.

In March 2007, Participation Units were granted from the Long-Term Incentive Compensation Plan under Merrill Lynch’s GMI Managing
Partners Incentive Program. The awards granted under this program are fully at risk, and the potential payout varies depending on
Merrill Lynch’s financial performance against a pre-determined GMI year-over-year pre-tax profit growth target. Based on Merrill
Lynch’s 2007 performance, no participation units will convert on January 31, 2008. The remaining Participation Units will convert on
January 31, 2009, subject to the satisfaction of a minimum pre-tax growth target determined for the 2008 fiscal year. Participation Units
will cease to be outstanding immediately following conversion. If the minimum target is not met, the Participation Units will expire
without being converted.

Inconnectionwith the BlackRock merger, 1,564,808 Restricted Shares held by employees that transferred to BlackRock were converted
to Restricted Units effective June 2, 2006. The vesting period for such awards was accelerated to end on the transaction closing date of
September 29, 2006. In addition, the vesting periods for 1,135,477 Restricted Share and 156,118 Restricted Unit awards that were not
converted were accelerated to end on the transaction closing date of September 29, 2006.
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The activity for Restricted Shares and Units under these plans during 2007 and 2006 follows:

LTIC PLANS ECAP ESCP
RESTRICTED RESTRICTED RESTRICTED RESTRICTED RESTRICTED
SHARES UNITS® SHARES SHARES UNITS
Authorized for issuance at:
December 28, 2007 660,000,000 N/A 104,800,000 75,000,000 N/A
December 29, 2006 660,000,000 N/A 104,800,000 75,000,000 N/A
Available for issuance at:'"
December 28, 2007 63,164,095 N/A 10,825,078 28,601,214 N/A
December 29, 2006 63,750,734 N/A 10,830,839 40,205,824 N/A
Outstanding, end of 2005 28,967,539 4,720,546 20,856 15,683,787 2,157,894
Granted — 2006 2,949,565 3,696,598 1,282 15,753,197 2,914,209
Share to Unit conversion (600,392) 600,392 - (964,416) 964,416
Paid, forfeited, or released from
contingencies (2,044,374) (1,100,611) (2,253) (1,391,381) (323,530)
Outstanding, end of 2006 29,272,338 7,916,925 19,885 29,081,187 5,712,989
Granted — 2007 6,193,079 2,087,899 7,009 13,153,487 2,439,219
Paid, forfeited, or released from
contingencies (13,895,368) (3,107,137) (2,919) (5,929,819) (2,170,943)
Outstanding, end of 2007 21,570,049 6,897,687 23,975 36,304,855 5,981,265

N/A = Not Applicable
(1) Includes shares reserved for issuance upon the exercise of stock options.
(2) Grants in 2007 and 2006 include grants of Participation Units.

SFAS No. 123R requires theimmediate expensing of share-based paymentawards granted or modified to retirement-eligible employees
in 2007 and 2006, including awards that are subject to non-compete provisions. The above activity contains awards with or without a
future service requirement, as follows:

NO FUTURE SERVICE REQUIRED FUTURE SERVICE REQUIRED

WEIGHTED AVG WEIGHTED AVG

SHARES/UNITS GRANT PRICE SHARES/UNITS GRANT PRICE

Outstanding at December 29, 2006 64,073,393 $ 57.46 7,929,931 $ 66.79
Granted — 2007 6,400,014 92.09 17,480,679 89.37
Delivered (22,185,140) 48.16 - -
Forfeited (1,325,085) 63.39 (1,595,961) 84.71
Service criteria satisfied'"” 1,775,701 64.32 (1,775,701) 64.32
Outstanding at December 28, 2007 48,738,883 $66.33 22,038,948 $ 83.60

(1) Represents those awards for which employees attained retirement-eligibility or for which service criteria were satisfied during 2007, subsequent to the grant date.

The total fair value of Restricted Shares and Units granted to retirement-eligible employees, or for which service criteria were satisfied
during 2007 and 2006 was $0.6 billion and $2.2 billion, respectively. The total fairvalue of Restricted Shares and Units vested during 2007
and 2006 was $1.7 billion and $303 million, respectively.

The weighted-average fair value per share or unit for 2007, 2006, and 2005 grants follows:

2007 2006 2005

LTIC Plans
Restricted Shares $ 80.56 $ 75.45 $ 58.70
Restricted Units 81.28 71.63 58.60
ECAP Restricted Shares 88.55 70.22 60.37

ESCP Plans
Restricted Shares 95.83 71.54 57.01
Restricted Units 95.60 71.67 57.01

Non-Qualified Stock Options
Non-qualified Stock Options granted under LTIC Plans in 1996 through 2000 generally became exercisable over five years; options
granted in 2001 and 2002 became exercisable after approximately six months. Option and Stock Appreciation Right grants made after
2002 generally become exercisable over fouryears. The exercise price of these grantsis equalto 100% of the fair market value (as defined
inLTIC Plans) of a share of ML & Co. common stock on the date of grant. Options and Stock Appreciation Rights expire ten years after their

grant date.
page 147 gg



The total number of Stock Appreciation Rights that remained outstanding at December 28, 2007 and December 29, 2006, were 245,402
and 304,774, respectively.

The activity for Non-qualified Stock Options under LTIC Plans for 2007, 2006, and 2005 follows:

OPTIONS WEIGHTED-AVERAGE

OUTSTANDING EXERCISE PRICE
Outstanding, beginning of 2005 204,123,432 $ 46.64
Granted — 2005 681,622 58.13
Exercised (26,849,096) 30.91
Forfeited (1,242,883) 43.48
Outstanding, end of 2005 176,713,075 49.10
Granted — 2006 368,973 72.72
Exercised (46,257,695) 39.78
Forfeited (336,546) 49.20
Outstanding, end of 2006 130,487,807 52.47
Granted — 2007 3,376,222 49.37
Exercised (20,786,338) 43.77
Forfeited (268,617) 45.75
Outstanding, end of 2007 112,809,074 $54.00
Exercisable, end of 2007 106,975,200 $53.58

All Options and Stock Appreciation Rights outstanding as of December 28, 2007 are fully vested or expected to vest.

At year-end 2007, the weighted-average remaining contractual terms of options outstanding and exercisable were 3.38 years and
3.20 years, respectively.

The weighted-average fair value of options granted in 2007, 2006, and 2005 was $19.29, $18.46, and $18.04, per option, respectively.

The fair value of option awards with vesting based solely on service requirements is estimated on the date of grant based on a Black-
Scholes option pricing model using the following weighted-average assumptions. Expected volatilities are based on historical volatility
of ML & Co. common stock. The expected term of options granted is equal to the contractual life of the options. The risk-free rate for
periods within the contractual life of the option is based on the U.S. Treasury yield curve in effect at the time of grant. The expected
dividend is based on the current dividend rate at the time of grant.

2007 2006 2005
Risk-free interest rate 4.79% 4.40% 3.80%
Expected life 4.3 yrs 4.5yrs 4.6 yrs
Expected volatility 21.39% 28.87% 35.31%
Expected dividend yield 1.49% 1.37% 1.16%

In 2007, option awards with vesting that is partially dependent on pre-determined increasesin the price of Merrill Lynch’s common stock
were granted to certain senior executive employees. The fair value of these option awards is estimated on the date of grant based on a
lattice option pricing model using the following weighted-average assumptions. Expected volatilities are based on historical volatility of
ML & Co. common stock. The expected life of options granted is based on performance conditions relating to minimum stock price
thresholds required for exercisability and assuming exercise when the stock price reaches a level equal to two times the exercise price.
The risk-free rate for periods within the contractual life of the optionis based onthe U.S. Treasuryyield curve in effectatthe time of grant.
The expected dividend is based on the current dividend rate at the time of grant.

2007
Risk-free interest rate 3.99%
Expected life 8.1 yrs
Expected volatility 30.00%
Expected dividend yield 2.31%

Merrill Lynch received approximately $894 million and $1.8 billion in cash from the exercise of stock options during 2007 and 2006,
respectively. The net tax benefit realized from the exercise of these options was $219 million and $394 million for 2007 and 2006,
respectively.

The total intrinsic value of options exercised during 2007 and 2006 was $925 million and $1.8 billion, respectively. As of December 28,
2007, the totalintrinsic value of options outstanding and exercisable was $676 million and $673 million, respectively. As of December 29,
2006, the total intrinsic value of options outstanding and exercisable was $5.3 billion and $4.9 billion, respectively.
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Employee Stock Purchase Plans (“ESPP”)
ESPP, which are shareholder approved, allows eligible employees to invest from 1% to 10% of their eligible compensation to purchase
ML & Co. common stock, subject to legal limits. For 2007, 2006, and 2005 the maximum annual purchase was $23,750. Purchases were
made at a discount equal to 5% of the average high and low market price on the relevant investment date. Up to 125,000,000 shares of
common stock have been authorized for issuance under ESPP. The activity in ESPP during 2007, 2006, and 2005 follows:

2007 2006 2005
Available, beginning of year 22,572,871 23,462,435 24,356,952
Purchased through plan (862,752) (889,564) (894,517)
Available, end of year 21,710,119 22,572,871 23,462,435

The weighted-average fair value of ESPP stock purchase rights exercised by employees in 2007, 2006, and 2005 was $4.24, $3.75, and
$2.67 per right, respectively.

Director Plans
Merrill Lynch provides stock-based compensation toits non-employee directors under the Merrill Lynch & Co., Inc. Deferred Stock Unit
Plan for Non-Employee Directors, which was approved by shareholders in 2005 (“New Directors Plan”) and the Deferred Stock Unitand
Stock Option Plan for Non-Employee Directors (“Old Directors Plan”) which was adopted by the Board of Directors in 1996 and
discontinued after stockholders approved the New Directors Plan. In 2005, shareholders authorized Merrill Lynch to issue
500,000 shares under the New Directors Plan and also authorized adding all shares that remained available for issuance under
the Old Directors Plan to shares available under the New Directors Plan for a total of approximately 1 million shares.

Under both plans, non-employee directors are to receive deferred stock units, payable in shares of ML & Co. common stock after a
deferral period of five years. Under the Old Directors Plan, 13,916 and 29,573 deferred stock units were outstanding at year-end 2007 and
2006, respectively. Under the New Directors Plan, 65,239 and 55,735 deferred stock units remained outstanding at year-end 2007 and
2006, respectively.

Additionally, the Old Directors Plan provided for the grant of stock options which the New Directors Plan eliminated. There were
approximately 110,961 and 121,051 stock options outstanding under the Old Directors Plan at year-end 2007 and 2006, respectively.

Book Value Plan

Merrill Lynch also has instruments representing the right to receive 807,400 shares under Merrill Lynch’s Investor Equity Purchase Plan
(“Book Value Plan”). Issuances under the Book Value Plan were discontinued in 1995 and no further shares are authorized for issuance.

Financial Advisor Capital Accumulation Award Plans (“FACAAP”)
Under FACAAP, eligible employees in GWM are granted awards generally based upon their prior year’s performance. Payment for an
award is contingent upon continued employment for a period of time and is subject to forfeiture during that period. Awards granted in
2003 and thereafter are generally payable eight years from the date of grantin a fixed number of shares of ML & Co. common stock. For
outstanding awards granted prior to 2003, paymentis generally made tenyears from the date of grantin a fixed numberof shares of ML &
Co.common stock unless the fair market value of such shares is less than a specified minimum value, in which case the minimum value
ispaidincash. Eligible participants may deferawards beyond the scheduled paymentdate. Only shares of common stock held as treasury
stock may be issued under FACAAP. FACAAP, which was approved by the Board of Directors, has not been shareholder approved.

At December 28, 2007, shares subject to outstanding awards totaled 33,740,269 while 12,694,124 shares were available for issuance
through future awards. The weighted-average fair value of awards granted under FACAAP during 2007, 2006, and 2005 was $83.30,
$79.70, and $59.92 per award, respectively.

Other Compensation Arrangements
Merrill Lynch sponsors deferred compensation plans in which employees who meet certain minimum compensation thresholds may
participate on either a voluntary or mandatory basis. Contributions to the plans are made on a tax-deferred basis by participants.

Participants’ returns on these contributions may be indexed to various mutual funds and other funds, including certain company-
sponsored investment vehicles that qualify as employee securities companies.

MerrillLynchalso sponsors several cash-based employee award programs, under which certainemployees are eligible toreceive future
cash compensation, generally upon fulfillment of the service and vesting criteria for the particular program.

When appropriate, Merrill Lynch maintains various assets as an economic hedge of its liabilities to participants under the deferred
compensation plans and award programs. These assets and the payables accrued by Merrill Lynch under the various plans and grants
are included on the Consolidated Balance Sheets. Such assets totaled $2.2 billion and $2.5 billion at December 28, 2007 and
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December 29,2006 respectively. Accrued liabilities at year-end 2007 and 2006 were $2.2 billion and $2.4 billion, respectively. Changes to
deferred compensation liabilities and corresponding returns on the assets that economically hedge these liabilities are recorded within
compensation and benefits expense on the Consolidated Statements of (Loss)/Earnings.

Note 14. Income Taxes
Income tax (benefit)/expense on (loss)/earnings from continuing operations consisted of:

(DOLLARS IN MILLIONS) 2007 2006 2005
U.S. federal

Current $ (391) $ 1,370 $ 878
Deferred (867) 386 250
U.S. state and local

Current (73) 271 36
Deferred (112) (116) (49)
Non-U.S.

Current 1,194 1,432 817
Deferred (3,945) (630) 14
Total income tax (benefit)/expense from continuing operations (4,194) 2,713 1,946
Income tax expense from discontinued operations $ 537 $ 214 $ 149

The corporate statutory U.S. federal tax rate was 35% for the three years presented. A reconciliation of statutory U.S. federal income
taxes to Merrill Lynch’s income tax provisions for earnings from continuing operations follows:

(DOLLARS IN MILLIONS) 2007 2006 2005
U.S. federal income tax at statutory rate $ (4,491) $ 3,431 $ 2,366
U.S. state and local income taxes, net of federal (120) 101 (9)
Non-U.S. operations 809 (539) (155)
Tax-exempt interest (201) (163) (175)
Dividends received deduction (188) (49) (53)
Other (3) (68) (28)
Income tax (benefit)/expense from continuing operations (4,194) 2,713 1,946
Income tax expense from discontinued operations $ 537 $ 214 $ 169

The 2007, 2006 and 2005 effective tax rates reflect net benefits of $6 million, $496 million, and $156 million, respectively, related to
changes in estimates or rates with respect to prior years, and settlements with various tax authorities. The 2005 tax rate also included
$97 million of tax expense ($113 million tax expense recorded in the fourth quarter less $16 million tax benefit recorded in the second
quarter) associated with the foreign earnings repatriation of $1.8 billion.

Deferred income taxes are provided for the effects of temporary differences between the tax basis of an asset or liability and its reported
amount in the Consolidated Balance Sheets. These temporary differences result in taxable or deductible amounts in future years. In
addition, deferred taxes are recognized with respect to losses and credits that have been generated for tax purposes that will be
recognizedin future periods. At December 28,2007, Merrill Lynch had U.S. netoperating loss carryforwards of approximately $2.7 billion,
U.S. foreign taxcredit carryforwards of $543 million and United Kingdom loss carryforwards of $13.5 billion. The U.S. losses are primarily
state carryforwards expiring in various years from 2008 through 2027, while the U.S. foreign tax credit carryfowards expire in 2017. The
United Kingdom loss has an unlimited carryforward period and a tax benefit has been recognized for the deferred tax asset with no
valuation allowance. In addition, Merrill Lynch had approximately $31 million of state tax credit carryforwards expiring in various years
after 2007.
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Details of Merrill Lynch’s deferred tax assets and liabilities follow:

(DOLLARS IN MILLIONS) 2007 2006
Deferred tax assets
Deferred compensation $ 2,419 $ 2,220
Stock options 1,016 1,265
Valuation and other reserves 2,109 972
Employee benefits and pension 382 502
Foreign exchange translation 611 426
Deferred interest 729 149
Net operating loss carryforwards 4,009 97
Deferred foreign tax credit 543 -
Other 779 783
Gross deferred tax assets 12,597 6,414
Valuation allowances (73) (19)
Total deferred tax assets 12,524 6,395
Deferred tax liabilities
BlackRock investment 1,274 1,183
Partnership activity 9 152
Deferred income 449 242
Interest and dividends 161 187
Deferred acquisition costs - 62
Depreciation and amortization 213 113
Goodwill (29) 8
Other 606 476
Total deferred tax liabilities 2,683 2,423
Net deferred tax assets $ 9,841 $ 3,972

Merrill Lynch adopted FIN 48 effective the beginning of the first quarter of 2007 and recognized a decrease to beginning retained earnings
and an increase to the liability for unrecognized tax benefits of approximately $66 million.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

(DOLLARS IN MILLIONS)

Balance at December 29, 2006 $ 1,482
Additions based on tax positions related to the current year 226
Additions for tax positions of prior years 46
Reductions for tax positions of prior years (244)
Settlements (1)
Expiration of statute of limitations (1)
Cumulative translation adjustments 18
Balance at December 28, 2007 $ 1,526

Of the above balance at the end of the year, approximately $1.2 billion (net of federal benefit of state issues, competent authority and
foreign tax credit offsets) represents the amount of unrecognized tax benefits that, if recognized, would favorably affect the effective tax
rate in future periods. Merrill Lynch paid an assessment to Japan in 2005 for the fiscal years April 1, 1998 through March 31, 2003, in
relation to the taxation ofincome that was originally reported in otherjurisdictions. During the third quarter of 2005, Merrill Lynch started
the process of obtaining clarification from international tax authorities on the appropriate allocation of income among multiple
jurisdictions to prevent double taxation. In addition, Merrill Lynch filed briefs with the U.S. Tax Court in 2005 with respect to a tax case,
which had been remanded for further proceedings in accordance with a 2004 opinion of the U.S. Court of Appeals for the Second Circuit.
The U.S. Court of Appeals affirmed the initialadverse opinion of the U.S. Tax Court rendered in 2003 against Merrill Lynch, with respect to
a 1987transaction, but remanded the case tothe U.S. Tax Court to considera newargument. The U.S. Tax Court has notissued a decision
on this remanded matter, and it is uncertain as to when a decision will be rendered. The unrecognized tax benefits with respect to this
case and the Japanese assessment, while paid, have been included in the $1.5 billion and the $1.2 billion amounts above.
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Merrill Lynch recognizes the accrual of interest and penalties related to unrecognized tax benefits in income tax expense. For the years
2007,2006 and 2005, Merrill Lynch recognized net expense (benefit) of approximately $64 million, $(21) million and $(8) millionininterest
and penalties. Merrill Lynch had approximately $156 million and $36 million (net of $71 million interest receivable relating to a carryback
claim) for the payment of interest and penalties accrued at December 28, 2007 and December 29, 2006, respectively.

Merrill Lynch is under examination by the Internal Revenue Service (“IRS”) and other tax authorities in countries including Japan and the
United Kingdom, and states in which Merrill Lynch has significant business operations, such as New York. The tax years under
examination vary by jurisdiction.

Below is a table of tax years that remain subject to examination by major tax jurisdiction:
YEARS SUBJECT TO

JURISDICTION EXAMINATION
US Federal 2004-2007
New York State and City 2002-2007
UK 2005-2007
Canada 2004-2007
India 3/31/92-3/31/07
Japan 3/31/04-3/31/07
Hong Kong 2004-2007
Singapore 1998-2007

The IRS audits for the years 2004-2006 may be completed in 2008. It is also reasonably possible that audits in other countries and states
may conclude in 2008. In 2008, Merrill Lynch may obtain clarification from international tax authorities on the appropriate allocation of
income among multiple jurisdictions (transfer pricing) to prevent double taxation resulting from the tax assessment paid to Japan in
2005. Whileitisreasonably possible thata significant reductionin unrecognized tax benefits may occur within 12 months of December 28,
2007, quantification of an estimated range cannot be made at this time due to the uncertainty of the potential outcome of outstand-
ing issues.

Income tax benefits of $641 million, $501 million, and $317 million were allocated to stockholders’ equity related to employee stock
compensation transactions for 2007, 2006, and 2005, respectively.

Cumulative undistributed earnings of non-U.S. subsidiaries were approximately $13.0 billion at December 28, 2007. No deferred
U.S. federalincome taxes have been provided for the undistributed earnings to the extent that they are permanently reinvested in Merrill
Lynch’s non-U.S. operations. Itis not practical to determine the amount of additional tax that may be payable in the event these earnings
are repatriated.

Note 15. Regulatory Requirements
Effective January 1,2005, Merrill Lynch became a consolidated supervised entity (“CSE”) as defined by the SEC. As a CSE, Merrill Lynchis
subject to group-wide supervision, which requires Merrill Lynch to compute allowable capital and risk allowances on a consolidated
basis. At December 28, 2007 Merrill Lynch was in compliance with applicable CSE standards.

Certain U.S. and non-U.S. subsidiaries are subject to various securities and banking regulations and capital adequacy requirements
promulgated by the regulatory and exchange authorities of the countries in which they operate. These regulatory restrictions may
impose regulatory capital requirements and limit the amounts that these subsidiaries can pay in dividends or advance to Merrill Lynch.
Merrill Lynch’s principal regulated subsidiaries are discussed below.

Securities Regulation
As aregistered broker-dealer, Merrill Lynch, Pierce, Fenner & Smith Incorporated (“MLPF&S”)is subject to the net capital requirements
of Rule 15¢3-1underthe Securities Exchange Act of 1934 (“the Rule”). Under the alternative method permitted by the Rule, the minimum
required net capital, as defined, shall be the greater of 2% of aggregate debit items (“ADI”) arising from customer transactions or
$500 million. At December 28, 2007, MLPF&S'’s regulatory net capital of $3,830 million was approximately 14.5% of ADI, and its
regulatory net capital in excess of the SEC minimum required was $3,266 million.

As a futures commission merchant, MLPF&S is also subject to the capital requirements of the Commodity Futures Trading Commission
(“CFTC”), which requires that minimum net capital should not be less than 8% of the total customer risk margin requirement plus 4% of
the total non-customer risk margin requirement. MLPF&S regulatory net capital of $3,830 million exceeded the CFTC minimum
requirement of $600 million by $3,230 million.
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Merrill Lynch International (“MLI”), a U.K. regulated investment firm, is subject to capital requirements of the Financial Services
Authority (“FSA”). Financial resources, as defined, must exceed the total financial resources requirement set by the FSA. At December 28,
2007, MLI's financial resources were $22,940 million, exceeding the minimum requirement by $5,457 million.

Merrill Lynch Government Securities Inc. (“MLGSI”), a primary dealerin U.S. Government securities, is subject to the capital adequacy
requirements of the Government Securities Act of 1986. This rule requires dealers to maintain liquid capital in excess of market and
credit risk, as defined, by 20% (a 1.2-to-1 capital-to-risk standard). At December 28, 2007, MLGS/’s liquid capital of $1,911 million was
256.0% of its total market and credit risk, and liquid capital in excess of the minimum required was $1,016 million.

Merrill Lynch Japan Securities Co. Ltd. (“MLJS”), a Japan-based regulated broker-dealer, is subject to capital requirements of the
Japanese Financial Services Agency (“JFSA”). Net capital, as defined, must exceed 120% of the total risk equivalents requirement of the
JFSA. At December 28, 2007, MLJS’s net capital was $1,729 million, exceeding the minimum requirement by $823 million.

Banking Regulation

Merrill Lynch Bank USA (“MLBUSA”) is a Utah-chartered industrial bank, regulated by the Federal Deposit Insurance Corporation
(“FDIC”)and the State of Utah Department of Financial Institutions (“UTDFI”). Merrill Lynch Bank & Trust Co., FSB (“MLBT-FSB”)is a full
service thrift institution regulated by the Office of Thrift Supervision (“OTS”), whose deposits are insured by the FDIC. Both MLBUSA and
MLBT-FSB are required to maintain capital levels that at least equal minimum capital levels specified in federal banking laws and
regulations. Failure to meet the minimum levels will result in certain mandatory, and possibly additional discretionary, actions by the
regulators that,if undertaken, could have adirect material effect on the banks. The following tableillustrates the actual capital ratios and
capital amounts for MLBUSA and MLBT-FSB as of December 28, 2007.

WELL- MLBUSA MLBT-FSB

CAPITALIZED ACTUAL ACTUAL ACTUAL ACTUAL

(DOLLARS IN MILLIONS) MINIMUM RATIO AMOUNT RATIO AMOUNT
Tier 1 leverage 5% 8.50% $ 6,511 5.51% $ 1,958
Tier 1 capital 6% 10.78% 6,511 9.22% 1,958
Total capital 10% 12.20% 7,368 12.11% 2,574

As a result of its ownership of MLBT-FSB, ML & Co. is registered with the OTS as a savings and loan holding company (“SLHC”) and
subject toregulationand examination by the 0TSasa SLHC. ML & Co. is classified as a unitary SLHC, and will continue to be so classified
as long as it and MLBT-FSB continue to comply with certain conditions. Unitary SLHCs are exempt from the material restrictions
imposed upon the activities of SLHCs that are not unitary SLHCs. SLHCs other than unitary SLHCs are generally prohibited from
engaging in activities other than conducting business as a savings association, managing or controlling savings associations, providing
services to subsidiaries orengaging in activities permissible for bank holding companies. Should ML & Co. fail to continue to qualifyas a
unitary SLHC, in order to continue its present businesses that would not be permissible fora SLHC, ML & Co. could be required to divest
control of MLBT-FSB.

Merrill Lynch International Bank Limited (“MLIB”), an Ireland-based regulated bank, is subject to the capital requirements of the
Financial Regulator of Ireland. MLIB is required to meet minimum regulatory capital requirements under the European Union (“EU”)
banking law as implemented in Ireland by the Financial Regulator. At December 28, 2007, MLIB’s capital ratio was above the minimum
requirement at 11.1% and its financial resources were $10,382 million, exceeding the minimum requirement by $1,014 million.

Note 16. Acquisitions
On December 30, 2006, Merrill Lynch acquired the First Franklin mortgage origination franchise and related servicing platform from
National City Corporation for $1.3 billion. First Franklin originates residential mortgage loans through a wholesale network and retail
channel branded as NationPoint. The results of operations of First Franklin are included in GMI.

On September 21,2007, Merrill Lynch acquired all of the outstanding common shares of First Republic in exchange for a combination of
cash and stock for a total transaction value of $1.8 billion. First Republic provides personalized, relationship-based banking services,
including private banking, private business banking, real estate lending, trust, brokerage and investment management. The results of
operations of First Republicare included in GWM. In conjunction with the acquisition of First Republic, Merrill Lynch issued $65 million of
6.70% non-cumulative perpetual preferred stock and $50 million of 6.25% non-cumulative preferred stock in exchange for First Republic
Bank’s preferred stock Series A and B, respectively. Upon closing the First Republic acquisition, Merrill Lynch also issued 11.6 million
shares of common stock, par value $1.33'% per share, as consideration.
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Note 17. Discontinued Operations
On August 13,2007, Merrill Lynch announced that it will form a strategic business relationship with AEGON in the areas of insurance and
investment products. As part of this relationship, Merrill Lynch had agreed to sell MLIG to AEGON for $1.3 billion. Merrill Lynch will
continue to serve the insurance needs of its clients through its core distribution and advisory capabilities. The sale of MLIG was
completed inthe fourth quarterof 2007 and resulted in an after-tax gain of $316 million. The gain along with the financial results of MLIG,
have been reported within discontinued operations for all periods presented and the assets and liabilities were not considered material
for separate presentation. Merrill Lynch previously reported the results of MLIG in the GWM business segment.

On December 24,2007 Merrill Lynch announced that it had reached an agreement with GE Capital to sell Merrill Lynch Capital, a wholly-
owned middle-market commercial finance business. The sale includes substantially all off Merrill Lynch Capital’s operations, including
its commercial real estate division. This transaction closed on February 4, 2008. Merrill Lynch has included results of Merrill Lynch
Capitalwithin discontinued operations for all periods presented and the assets and liabilities were not considered material for separate
presentation. Merrill Lynch previously reported results of Merrill Lynch Capital in the GMI business segment.

Certain financial information included in discontinued operations on Merrill Lynch’s Consolidated Statements of (Loss)/Earnings is
shown below:

(DOLLARS IN MILLIONS) 2007 2006 2005
Total revenues, net of interest expense $ 1,542 $ 878 $ 745
Earnings before income taxes 1,397 616 470
Income taxes 537 214 169
Net earnings from discontinued operations $ 860 $ 402 $ 301

The following assets and liabilities related to discontinued operations are recorded on Merrill Lynch’s Consolidated Balance Sheets as of
December 28, 2007 and December 29, 2006:

(DOLLARS IN MILLIONS) 2007 2006
Assets:

Separate accounts assets $ - $12,312
Loans, notes and mortgages 12,995 11,327
Other assets 332 3,709
Total Assets $ 13,327 $ 27,348
Liabilities:

Separate accounts liabilities $ - $12,312
Other payables 489 3,268
Total Liabilities $ 489 $ 15,580

Note 18. BlackRock Merger

On September 29, 2006, Merrill Lynch completed the merger of its MLIM business with BlackRock. In connection with the BlackRock
merger, Merrill Lynch received 65 million BlackRock common and preferred shares and owns a 45% voting interest and approximately
half of the economic interest of the combined company. At the completion of the BlackRock merger, Merrill Lynch recognized a pre-tax
gain of $2.0 billion, along with related non-interest expenses of $202 million for a total after-tax net benefit of $1.1 billion. Merrill Lynch’s
investment in BlackRock is included in investment securities on the Consolidated Balance Sheet and has been included in the GWM
segment subsequent to the merger. Additionally, in connection with the BlackRock merger, the goodwill associated with the MLIM
business was derecognized on the Consolidated Balance Sheet as of September 29, 2006. Merrill Lynch accounts for its investment in
BlackRock underthe equity method of accounting and records its share of BlackRock’s earnings, net of expenses and taxes, in earnings
from equity method investments on the Consolidated Statements of (Loss)/Earnings.
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Note 19. Subsequent Events

Mandatory Convertible Preferred

On January 15, 2008, Merrill Lynch reached separate agreements with several long-term investors, primarily Korea Investment
Corporation, Kuwait Investment Authority and Mizuho Corporate Bank, to sellan aggregate of 66,000 shares of newly issued 9.00% Non-
Voting Mandatory Convertible Non-Cumulative Preferred Stock, Series 1, parvalue $1.00 per share and liquidation preference $100,000
per share (the “Mandatory Convertible Preferred Stock”), at a price of $100,000 per share, for an aggregate purchase price of
approximately $6.6 billion. The shares of Mandatory Convertible Preferred Stock were issued on various dates between January 17,2008
and February 1, 2008.

Common Stock

On December 24, 2007, Merrill Lynch reached agreements with each of Temasek Capital (Private) Limited (“Temasek”) and Davis
Selected Advisors LP (“Davis”) to sell an aggregate of 116.7 million shares of newly issued common stock, parvalue $1.33's per share, at
$48.00 per share, for an aggregate purchase price of approximately $5.6 billion.

Davis purchased 25 million shares of Merrill Lynch common stock on December 27, 2007 at a price per share of $48.00, or an aggregate
purchase price of $1.2 billion. Temasek purchased 55 million shares on December 28, 2007 and the remaining 36.7 million shares on
January 11, 2008. In addition, Merrill Lynch granted Temasek an option to purchase an additional 12.5 million shares of common stock
undercertain circumstances. This option was exercised, with 2.8 million shares issued on February 1,2008 and 9.7 million sharesissued
on February 5, 2008, in each case at a purchase price of $48.00 per share for an aggregate purchase price of $600 million.

Note 20. Cash Flow Restatement

Subsequent to the issuance of the Company’s Consolidated Financial Statements for the year ended December 29, 2006, the Company
determined that its previously issued Consolidated Statements of Cash Flows for the fiscal years ended December 29, 2006 and
December 30, 2005 contained an error resulting from the reclassification of certain cash flows from trading liabilities into derivative
financing transactions. This errorresulted in an overstatement of cash used for operating activities and a corresponding overstatement
of cash provided by financing activities for the periods described above.

These adjustments to the Consolidated Statements of Cash Flows do not affect the Company’s Consolidated Statements of (Loss)/
Earnings, Consolidated Balance Sheets, Consolidated Statement of Changes in Stockholders’ Equity, Consolidated Statements of
Comprehensive (Loss)/Income, or cash and cash equivalents. These adjustments also do not affect the Company’s compliance with any
financial covenants under its borrowing facilities.

A summary presentation of this cash flow restatement for the years ended December 29, 2006 and December 30, 2005 is pre-

sented below.
AS PREVIOUSLY

(DOLLARS IN MILLIONS) PRESENTED ADJUSTMENT AS RESTATED
For the year ended December 29, 2006:

Trading liabilities $ (6,097) $ 15,651 $ 9,554
Cash used for operating activities (39,414) 15,651 (23,763)

Derivative financing transactions 16,259 (15,651) 608
Cash provided by financing activities 67,945 (15,651) 52,294
For the year ended December 30, 2005:

Trading liabilities $ (17,007) $ 4,605 $ (12,402)
Cash used for operating activities (28,880) 4,605 (24,275)

Derivative financing transactions 6,347 (4,605) 1,742
Cash provided by financing activities 23,315 (4,605) 18,710
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Supplemental Financial Information (Unaudited)

Quarterly Information

The unaudited quarterly results of operations of Merrill Lynch for 2007 and 2006 are prepared in conformity with U.S. generally accepted
accounting principles, which include industry practices, and reflect all adjustments that are, in the opinion of management, necessary
forafairpresentation of the results of operations for the periods presented. Results of any interim period are not necessarily indicative of

results for a full year.

FOR THE QUARTER ENDED

DEC. 28, SEPT.28, JUNE 29, MAR.30,  DEC.29, SEPT.29, JUNE30,  MAR.31,

(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2007 2007 2007 2007 2006 2006 2006 20062
Revenues $ 4,432 $13,702 $23,429 $21,112| $18,628 $19,009 $16,413 $15,302
Interest expense 12,624 13,322 13,970 11,509 10,243 9,351 8,450 7,527
Revenues, net of interest expense (8,192) 380 9,459 9,603 8,385 9,658 7,963 7,775
Non-interest expenses 6,728 4,018 6,633 6,702 5,204 5,708 5,760 7,299
Pre-tax (loss)/earnings from continuing operations (14,920) (3,638) 2,826 2,901 3,181 3,950 2,203 476
Income tax (benefit)/expense (4,623) (1,258) 816 871 953 1,022 659 79

Net (loss)/earnings from continuing operations $(10,297) $(2,380) $ 2,010 $ 2,030 | $ 2,228 $ 2,928 $ 1,544 $ 397
Pre-tax earnings from discontinued operations $ 79 $ 211 $ 197 $ 194 ¢$ 175 $ 178 $ 146 $ 117
Income tax expense 331 72 68 66 57 61 57 39

Net earnings from discontinued operations $ 464 $ 139 $ 129 $ 128($ 118 $ 117 % 89 $ 78
Net (loss)/earnings $ (9,833) $(2,241) $ 2139 $ 2,158 | $ 2346 $ 3,045 $ 1,633 $ 475
(Loss)/earnings per common share:
Basic (loss)/earnings per common share from

continuing operations $ (1257) $ (299) $ 232 $ 235| $ 257 $ 336 $ 169 $ 040
Basic earnings per common share from

discontinued operations 0.56 0.17 0.16 0.15 0.14 0.14 0.10 0.09
Basic (loss)/earnings per common share $ (12.01) $ (282) $ 248 $ 250 $ 271 $ 350 $ 1.79 $ 049
Diluted (loss)/earnings per common share from

continuing operations $ (1257) $ (2990 $ 210 $ 212 $ 229 $ 305 $ 154 $ 036
Diluted earnings per common share from

discontinued operations 0.56 0.17 0.14 0.14 0.12 0.12 0.09 0.08
Diluted (loss)/earnings per common share $ (12.01) $ (282) $ 224 $ 226 $ 241 $ 317 $ 163 $ 044

(1) Amounts include $2.0 billion of net revenues, $202 million of non-interest expenses and $662 million of income tax expense, associated with the BlackRock merger.
(2) Reflects one-time expenses related to the adoption of SFAS No. 123R of $1.8 billion in non-interest expenses and a $582 million income tax benefit.
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The previously issued Condensed Consolidated Statements of Cash Flows for the 2007 and 2006 fiscal quarters contained an
overstatement of cash used for operating activities and a corresponding overstatement of cash provided by financing activities which
resulted from the reclassification of certain cash flows from trading liabilities into derivative financing transactions. The Company will
restateitsinterim Condensed Consolidated Statements of Cash Flows for the three- six- and nine-month periods ended March 30, 2007,
June 29, 2007 and September 28, 2007. The following is a summary of the effects of these changes on the Company’s unaudited

Condensed Consolidated Statements of Cash Flows for the fiscal 2007 and 2006 quarters.
AS PREVIOUSLY
(DOLLARS IN MILLIONS) PRESENTED ADJUSTMENT AS RESTATED

For the nine months ended September 28, 2007'":

Trading liabilities $ 5,096 $ 22,853 $ 27,949
Cash used for operating activities (79,885) 22,853 (57,032)
Derivative financing transactions 22,849 (22,853) (4)
Cash provided by financing activities 105,989 (22,853) 83,136
For the nine months ended September 29, 2006'":

Trading liabilities $ 2,954 $ 7,849 $ 10,803
Cash used for operating activities (15,147) 7,849 (7,298)
Derivative financing transactions 8,219 (7,849) 370
Cash provided by financing activities 32,493 (7,849) 24,644
For the six months ended June 29, 2007'":

Trading liabilities $ 8,744 $ 12,846 $ 21,590
Cash used for operating activities (46,086) 12,846 (33,240)
Derivative financing transactions 12,818 (12,846) (28)
Cash provided by financing activities 57,527 (12,846) 44,681
For the six months ended June 30, 2006"":

Trading liabilities $ 6,078 $ 4,630 $ 10,708
Cash used for operating activities (10,394) 4,630 (5,764)
Derivative financing transactions 4,959 (4,630) 329
Cash provided by financing activities 16,400 (4,630) 11,770
For the three months ended March 30, 2007":

Trading liabilities $ 5,654 $ 5,688 $ 11,342
Cash used for operating activities (31,806) 5,688 (26,118)
Derivative financing transactions 5,627 (5,688) (61)
Cash provided by financing activities 32,455 (5,688) 26,767
For the three months ended March 31, 2006'":

Trading liabilities $ (2,010) $ 3,091 $ 1,081
Cash used for operating activities (8,506) 3,091 (5,415)
Derivative financing transactions 3,125 (3,091) 34
Cash provided by financing activities 10,869 (3,091) 7,778

(1) There was no change in cash and cash equivalents for any of the periods restated.

Dividends Per Common Share
The principal market on which ML & Co. common stock is traded is the New York Stock Exchange. ML & Co. common stock also is listed
onthe ChicagoStock Exchange, the London Stock Exchange and the Tokyo Stock Exchange. Information relating tothe highand low sales
prices per share for each full quarterly period within the two most recent fiscal years, the approximate number of holders of record of
common stock, and the frequency and amount of cash dividends declared for the two most recent fiscal years is below.

(DECLARED AND PAID) 1ST QUARTER 2ND QUARTER 3RD QUARTER 4TH QUARTER
2007 $0.35 $0.35 $0.35 $0.35
2006 $0.25 $0.25 $0.25 $0.25

With the exception of regulatory restrictions on subsidiaries’ abilities to pay dividends, there are no restrictions on ML & Co.’s present
ability to pay dividends on common stock, other than ML & Co.’s obligation to make payments on its preferred stock, mandatory
convertible preferred stock, trust preferred securities, and the governing provisions of Delaware General Corporation Law. Certain
subsidiaries’ ability to declare dividends may also be limited. See Note 15 to the Consolidated Financial Statements.
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Stockholder Information
Consolidated Transaction Reporting System prices for ML & Co. common stock for the specified calendar quarters are noted below.

1ST QUARTER 2ND QUARTER 3RD QUARTER 4TH QUARTER
(AT CALENDAR PERIOD-END) HIGH Low HIGH Low HIGH Low HIGH Low
2007 $97.53 $79.22 $94.17 $82.78 $87.39 $ 68.94 $76.67 $51.23
2006 $ 78.82 $ 67.95 $ 80.33 $ 65.41 $ 79.09 $ 67.49 $ 93.56 $ 78.44

The approximate numberof holders of record of ML & Co. common stock as of February 15,2008 was 20,796. As of February 15, 2008, the
closing price of ML & Co. common stock as reported on the New York Stock Exchange was $51.64.

Stock Performance Graph
The following performance graph compares the performance of our common stock for the last five years to that of the S&P 500 Index, the
S&P500FinanciallndexandourPeer Group. The Peer Groupis comprised of the following companies: The Bear Stearns Companies|Inc.;
Citigroup Inc.; The Goldman Sachs Group, Inc.; JPMorgan Chase & Co.; Lehman Brothers Holdings Inc.; and Morgan Stanley. The graph
assumesthatthevalue of the investmentin ourcommon stock and of each of the three named indices was $100 at December 27,2002 and
thatalldividends were reinvested. Points on the graph represent the performance as of the last Friday in December of the specified year,
the day of our fiscal year end. Stock price performance shown on the graph is not necessarily indicative of future price performance.

Indexed Returns to Shareholders

300
= Indexed Returns to
20 Shareholders
200 Merrill Lynch & Co., Inc.
150 ~ M S&P 500 Index
" M S&P 500 Financials Index
100 B Peer Group
50
2002 2003 2004 2005 2006 2007 "Base period 12/27/2002
2002 2003 2004 2005 2006 2007
Merrill Lynch & Co., Inc. 100.00 152.54 160.17 183.83 256.03 148.25
S&P 500 Index 100.00 127.47 143.41 150.45 174.21 183.78
S&P 500 Financials Index 100.00 129.63 146.00 155.45 185.28 150.77
Peer Group 100.00 143.94 152.57 165.97 213.55 161.39
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Other Information (Unaudited)

Regulation and Supervision
Certain aspects of our business, and the business of our competitors and the financial services industry in general, are subject to
stringent regulation by U.S. federal and state regulatory agencies and securities exchanges and by various non-U.S. government
agencies or regulatory bodies, securities exchanges, self-regulatory organizations, and central banks, each of which has been charged
with the protection of the financial markets and the interests of those participating in those markets.

= These regulatory agencies in the United States include, among others, the SEC, the CFTC, the Federal Energy Regulatory
Commission (“FERC”), the FDIC, the Municipal Securities Rulemaking Board (“MSRB”), the UTDFI and the OTS.

= Outside the United States, these regulators include the FSA in the United Kingdom; the Irish Financial Regulator; the Federal
Financial Supervisory Authority in Germany; the Commission Bancaire, the Comite des Establissements de Credit et des Enterprises
d’Investissement and the Autorite des marches financiers in France; the Swiss Federal Banking Commission; the Johannesburg
Securities Exchange; the Japanese Securities and Exchange Surveillance Commission; the Monetary Authority of Singapore; the
Office of the Superintendent of Financial Institutions in Canada; the National Securities Commission in Argentina; the Securities and
Exchange Commission in Brazil; the National Securities and Banking Commission in Mexico; the Securities and Exchange Board of
India; and the Securities and Futures Commission in Hong Kong, among many others.

Additional legislation and regulations, and changes in rules promulgated by the SEC or other U.S. federal and state government
regulatory authorities and self-regulatory organizations and by non-U.S. government regulatory agencies may directly affect the
manner of our operation and profitability. Certain of our operations are subject to compliance with privacy regulations enacted by the
U.S. federal and state governments, the EU, other jurisdictions and/or enacted by the various self-regulatory organizations or
exchanges. New laws or regulations or changes to existing laws eitherin the U.S. or in other jurisdictions where we conduct business
could adversely affect us. As we expand into new regions we are subject to different regulatory regimes which impose additional
complexities, compliance requirements and costs.

ML & Co. and certain U.S. and non-U.S. regulated subsidiaries are subject to regulatory capital requirements. Many of the principal
regulators for these legal entities either have revised orare in the process of revising their capital requirements to be consistent with the
Basel Il capital standards issued by the Basel Committee on Banking Supervision. ML & Co. has adopted the Basel Il capital standards
and asof January 1,2008, MLI, MLIB and ourother regulated European subsidiaries alsoimplemented the Basel Il capital standards. We
continue toaddress implementation of these revised regulatory capital requirements for other relevant subsidiaries, as required. We are
investing in enhancements to our measurement and reporting systems to support effective implementation across the firm.

United States Regulatory Oversight and Supervision

Holding Company Supervision

In June 2004, the SEC approved the Consolidated Supervised Entity rule that created a voluntary framework for comprehensive group-
wide risk management procedures and consolidated supervision of certain financial services holding companies by the SEC. We are a
consolidated supervised entity subject to group-wide supervision by the SEC and capital requirements generally consistent with the
standards of the Basel Committee on Banking Supervision. As such, we are computing allowable capitaland risk allowances consistent
with Basel Il capital standards; permitting the SEC to examine the books and records of ML & Co. and any affiliate that does not have a
principal regulator; and have adopted various additional SEC reporting, record-keeping, and notification requirements.

Broker-Dealer Regulation

MLPF&S, Merrill Lynch Professional Clearing Corp. (“ML Pro”) and certain other subsidiaries of ML & Co. are registered as broker-
dealers with the SEC and, as such, are subject to regulation by the SEC and by self-regulatory organizations, such as the Financial
Industry Regulatory Authority (“FINRA”). Certain Merrill Lynch subsidiaries and affiliates, including MLPF&S, are registered as
investment advisers with the SEC.

The Merrill Lynch entities that are broker-dealers registered with the SEC are subject to Rule 15¢3-1 under the Securities Exchange Act
of 1934 (“Exchange Act”) which is designed to measure the general financial condition and liquidity of a broker-dealer. Under this rule,
these entities are required to maintain the minimum net capital deemed necessary to meet broker-dealers’ continuing commitments to
customersandothers. Undercertain circumstances, this rule limits the ability of such broker-dealers to allow withdrawal of such capital
by ML & Co. orother Merrill Lynch subsidiaries. Additionalinformation regarding certain net capital requirements is set forth in Note 15
to the Consolidated Financial Statements.

Sarbanes-Oxley and Related Rules

Aspects of our public disclosure, corporate governance principles and the roles of auditors and counsel are subject to the Sarbanes-
Oxley Act of 2002 (“Sarbanes-Oxley”) and certain related regulations and rules proposed and/or adopted by the SEC, the NYSE and other
self-regulatory organizations. Sarbanes-Oxley requirements include requiring our Chief Executive Officer and Chief Financial Officer to
certify thatourfinancialinformationis fairly presented and fully complies with disclosure requirements. Additionally, they must evaluate
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the effectiveness of disclosure controls and procedures and disclose the results of theirevaluation. Additional areas of focus as a result
of Sarbanes-Oxley include: disclosures of off balance sheet arrangements and contractual obligations; management’s assessment of
internal controls and procedures for financial reporting; the adoption of a code of ethics for the Chief Executive Officer and senior
financial and accounting officers; and disclosure of whether the Audit Committee of the Board of Directors includes an Audit Committee
financial expert. Related FINRA and other self-regulatory organization rules require that our Chief Executive Officer certify compliance
with applicable corporate governance standards. These rules also require listed companies to, among other items, adopt corporate
governance guidelinesand a code of business conduct, tighten applicable criteria fordetermining director and audit committee member
independence, and increase the authority and responsibilities of the Audit Committee.

Research Related Regulation

Over the previous several years, the research function at integrated broker-dealers has been the subject of substantial regulatory and
media attention. As aresult of regulatory and legal mandates as well as firm initiatives, we enacted a number of new policies to enhance
the quality of our research product including: modifying the compensation system for research analysts; forming a Research
Recommendations Committee to review equity analysts’ investment recommendations; adopting a new simplified securities rating
system; implementing new policies and procedures to comply with all legal requirements, including those limiting communications
between equity research analysts and investment banking and other origination personnel; and adding additional disclosures on
research reports regarding potential conflicts of interest. We also appointed an independent consultant who identified independent
third-party research providers to provide fundamental research on certain companies that we cover. This research has been made
available to ourclients in the United States beginning in July 2004 in accordance with legal requirements. Under the terms of the global
research settlement, in 2005 we appointed an independent monitor who reported on our compliance with the terms of the settlement.
Upon the fifth anniversary of the global settlement, October 31, 2008, the settling firms, including Merrill Lynch, are required to certify
their compliance with the terms of the global settlement and are permitted to request relief from its terms.

The compensation system for research analysts includes an evaluation of the performance of analysts’ recommendations, including the
extent to which the analyst’s insights and recommendations have benefited investors. The compensation of all analysts responsible for
the substance of an equity research reportis required to be reviewed and approved by a committee reporting to the Board of Directors of
MLPF&S. The Management Development and Compensation Committee of the ML & Co. Board of Directors, a Committee consisting
entirely of independent directors, is also required to review this compensation process for consistency with certain legal requirements.
The Audit Committee of the ML & Co. Board of Directors is required to review the budget and expense allocation process for research for
consistency with the terms of the global research settlement. Our Investment Banking Group has no input into research analyst
compensation or the research budget.

FINRA continues to considerand propose changes toregulations relating to equity researchand amendments to their rules are expected
to be adopted in 2008. Research activities also remain a focus of securities regulators’ rulemaking outside the U.S.

Client Information Regulation

We are subject to extensive anti-money laundering regulation in the United States and other jurisdictions. In the United States, our
broker-dealers and banking subsidiaries are subject to the USA PATRIOT Act of 2001 (the “Patriot Act”). The Patriot Act was designed to
promote the identification of parties that may be involved in terrorist activities, money laundering or other suspicious activities. To that
end, it contains anti-money laundering and financial transparency laws and has mandated the implementation of various new
regulationsapplicable to broker-dealersandotherfinancial services companies, including so-called “knowyour customer” rules, which
set standards for verifying client identification at account opening, and obligations to monitor client transactions and report suspicious
activities. Anti-money laundering laws outside the United States contain similar provisions.

Our obligations to verify client identity, to monitor and report suspicious transactions, and to respond to requests for information by
regulatory authorities and law enforcement agencies, and to share information with other financial institutions, has required the
implementation and maintenance of internal practices, including specialized employee training programs, procedures and controls.
These practices, procedures and controls have increased, and may continue to increase, our costs, and any failure with respect to our
programs in this area could subject us to substantial liability and regulatory fines.

Additional Regulation of Certain U.S. Entities

MLPF&S and ML Pro are registered futures commission merchants and, as such, are regulated by the CFTC and the National Futures
Association (“NFA”). The CFTC and the NFA impose net capital requirements on these companies. In addition, these companies are
subject to the rules of the futures exchanges and clearing associations of which they are members.

Merrill Lynch Commodities, Inc. (“MLCI")is subject to regulation by the FERC, CFTC and otheragencies with respect to certain aspects of
its activities. MLCl is also a member of the New York Mercantile Exchange and is subject to its rules.
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Merrill Lynch Alternative Investments LLC is registered with the CFTC as a commodity pool operator and a commodity trading advisor
and is a member of the NFA in such capacities. 1Q Investment Advisors, LLC is registered with the CFTC.

MLGSI is subject to regulation by FINRA and, as a member of the Chicago Board of Trade, is subject to the rules of that exchange. It is
required to maintain minimum net capital pursuant to rules of the U.S. Department of the Treasury. Merrill Lynch’s municipal finance
professionals are subject to various trading and underwriting regulations of the MSRB.

MLBT-FSB, a federal savings bank, including its First Republic division, is subject to regulation by the OTS and the FDIC. Merrill Lynch
Credit Corporationand First Franklin are both subsidiaries of MLBT-FSB and their activities are regulated and subject to examination by
the OTS. As a result of its ownership of MLBT-FSB, ML & Co. is registered with the OTS as a SLHC and subject to regulation and
examination by the OTS as a SLHC.

MLBUSA is regulated primarily by the UTDFI and the FDIC. Merrill Lynch Commercial Finance Corp. (“MLCFC”) is a wholly-owned
subsidiary of MLBUSA, and its activities are regulated and subject to examination by the FDIC and the UTDFI. In addition to the UTDFland
the FDIC, MLCFC is licensed or registered in several states, subjecting it to regulation and examination by the appropriate authorities in
those jurisdictions.

MLML is licensed or registered to conduct its commercial mortgage conduit business and its residential mortgage trading business in
multiple jurisdictions.

Merrill Lynch Financial Markets, Inc. (“MLFM”) is registered with, and received approval in January 2005 from, the SEC to act as an
OTC Derivatives Dealer. A special set of SEC rules apply to OTC Derivatives Dealers. MLFM is in an initial stage of operations.

Non-U.S. Regulatory Oversight and Supervision

Merrill Lynch’s business is also subject to extensive regulation by various non-U.S. regulators including governments, securities
exchanges, central banks and regulatory bodies. Certain Merrill Lynch subsidiaries are regulated as broker-dealers under the laws of
the jurisdictions in which they operate. Subsidiaries engaged in banking and trust activities outside the United States are regulated by
various government entities in the particular jurisdiction where they are chartered, incorporated and/or conduct their business
activities. In some cases, the legislative and regulatory developments outside the U.S. applicable to these subsidiaries may have a
global impact.

On November1,2007, countries in the European Union implemented the Markets in Financial Instruments Directive (“MiFID”) marking a
significant change in the regulation of the European investmentindustry. The main objective of MiFID is to enhance the development of a
pan-European marketininvestment services through the establishment of a single set of European regulatory rules. Amongits impacts
arechangesinthewaytrades canbe executed, the level of protection afforded toinvestors, the integration of commodity related financial
instruments into financial regulation and pre and post trade transparency in equity markets. These changes affect Merrill Lynch’s
European regulated entities and the clients and counterparties with which they trade. Under MiFID Merrill Lynch, through its European
regulated entities, undertook a global communication exercise to affected clients providing information on the impact of MiFID and
completed infrastructure enhancements to ensure affected Merrill Lynch entities are MiFID compliant.

MLlIisregulated and supervised in the United Kingdom by the FSA and by local regulators in certain other jurisdictions with respect to its
branch offices. MLIB is authorized and regulated by the Irish Financial Regulator and by local regulators in certain other jurisdictions
with respect to its branch offices and subsidiaries. Merrill Lynch’s activities in Australia are regulated by the Australian Securities and
Investments Commission or the Australian Prudential Regulatory Authority, and its Hong Kong and Singapore operations are regulated
and supervised by the Hong Kong Securities and Futures Commission and the Monetary Authority of Singapore, respectively. Merrill
Lynch’s Japanese business is subject to the regulation of the JFSA as well as other Japanese regulatory authorities.

Merrill Lynch Bank (Suisse) S.A. is regulated by the Swiss Federal Banking Commission. Merrill Lynch Bank and Trust Company
(Cayman) Limited is regulated by the Cayman Islands Monetary Authority and its U.S. representative office by the Federal Reserve and
the Florida Financial Services Commission Office of Financial Regulation.

Merrill Lynch Commodities (Europe) Ltd. (“MLCE”) isa memberof the International Petroleum Exchange, Nordpooland otherexchanges
and is subject to their rules and is regulated by the FSA.

Merrill Lynch’s activities in Canada, Mexico, Brazil and Argentina are regulated by their respective securities commissions and
exchanges as well as other regulatory authorities.
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Legal Proceedings

ML & Co., certain of its subsidiaries, including MLPF&S, and other persons have been named as parties in various legal actions and
arbitration proceedings arising in connection with the operation of ML & Co.’s businesses. In most cases, plaintiffs seek unspecified
damages and other relief. These actions include the following:

IPO Underwriting Fee Litigation

In re Public Offering Fee Antitrust Litigation and In re Issuer Plaintiff Initial Public Offering Fee Antitrust Litigation: Beginningin 1998, Merrill
Lynchwasnamed asone of approximately two dozen defendantsin purported class actions filed inthe United States District Court forthe
Southern District of New York alleging that underwriters conspired to fix the “fee” paid to purchase certain initial public offering
securitiesat 7% inviolation of antitrust laws. These complaints have beenfiled by both investorsandissuersininitial public offerings. On
February 24, 2004, the court held that the purchaser plaintiffs’ claims for damages were barred, but declined to dismiss the claim for
injunctive relief. On April 18, 2006, the court held that the issuer claim could not proceed as a class action. On September 11, 2007, the
Second Circuit Court of Appeals vacated the April 18 decision and remanded the case for further proceedings on the issue of class
certification. Following the remand, plaintiffs have moved for class certification of the issuer class, and the defendants have opposed
class certification. The court has not issued a decision on the class certification issue.

IPO Allocation Litigation

InreInitial Public Offering Securities Litigation: Beginningin 2001, Merrill Lynchwasnamed asone of the defendants inapproximately 110
securities class action complaints alleging that dozens of underwriter defendants artificially inflated and maintained the stock prices of
securities by creating an artificially high post-IPO demand for shares. On October 13, 2004, the district court, having previously denied
defendants’ motions to dismiss, issued an order allowing certain of these cases to proceed against the underwriter defendants as class
actions. On December 5, 2006, the Second Circuit Court of Appeals reversed this order, holding that the district court erred in certifying
these cases as class actions. On September 27, 2007, plaintiffs again moved for class certification. On December 21, 2007, defendants
filed their opposition to plaintiffs’ motion. The court has not issued a decision on the class certification issue.

Enron Litigation
Newby v. Enron Corp. et al.: On April 8, 2002, Merrill Lynch was added as a defendant in a consolidated class action filed in the United

States District Court for the Southern District of Texas on behalf of the purchasers of Enron’s publicly traded equity and debt securities
during the period October 19, 1998 through November 27, 2001. The complaint alleges, among other things, that Merrill Lynch engaged
inimproper transactions in the fourth quarter of 1999 that helped Enron misrepresentits earnings and revenues in the fourth quarter of
1999. The district court denied Merrill Lynch’s motions to dismiss, and certified a class action by Enron shareholders and bondholders
against Merrill Lynch and other defendants. On March 19, 2007, the Fifth Circuit Court of Appeals reversed the district court’s decision
certifying the case as a class action. On January 22, 2008, the Supreme Court denied plaintiffs’ petition to review the Fifth Circuit’s
decision. Merrill Lynch intends to move for summary judgmentdismissing the action. Plaintiffs have stated they will oppose that motion.

Other Enron Litigation
Over a dozen other actions have been brought against Merrill Lynch and other investment firms in connection with their Enron-related
activities. There has been no adjudication of the merits of these claims.

Mortgage-Related Litigation

Merrill Lynch & Co. Shareholder Litigation: Beginning on October 30, 2007, purported class actions were filed in the United States District
Courtforthe Southern District of New York against Merrill Lynch and certain present or formerofficers and directors on behalf of persons
who acquired Merrill Lynch securities beginning as early as November 3, 2006 and ending as late as November 7, 2007. Among other
things, the complaints allege violations of the federal securities laws based on alleged false and misleading statements related to Merrill
Lynch’s exposure to collateralized debt obligations and the sub-prime lending markets. One such action is brought on behalf of persons
who exchanged the securities of First Republic Bank for the securities of Merrill Lynch ina merger that occurred on September 21, 2007.
Merrill Lynch intends to vigorously defend itself in these actions.

Shareholder Derivative Actions: Beginning on November 1, 2007, purported shareholder derivative actions were brought in federal and
state courts against certain present or former officers and directors of Merrill Lynch in which the Company is named as a nominal
defendant. The actions allege, among other things, breach of fiduciary duty, corporate waste, and abuse of control related to Merrill
Lynch’s exposure to collateralized debt obligations and the sub-prime lending markets. They also challenge the payment of alleged
severance to Merrill Lynch’s former chief executive officer and certain of the actions assert claims for contribution or indemnification on
the Company’s behalf. In addition, the Company has received letters from law firms, on behalf of purported shareholders, demanding
thatthe Board bring claims on behalf of Merrill Lynch against certain presentand formerdirectors and officers of Merrill Lynch based on
allegations substantially similar to those that are alleged in the shareholder derivative actions described above. The Board, with the
assistance of counsel, will review the claims made in the demand letters and determine whether the maintenance of the proposed
derivative suits is in the best interests of the Company.
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ERISA Litigation: Beginningon November 13,2007, purported class actionswere filed inthe United States District Courtforthe Southern
District of New York against Merrill Lynch and certain of its present or former officers and directors on behalf of the Merrill Lynch 401(k)
Savings and Investment Plan, Retirement Accumulation Plan, Employee Stock Ownership Plan and a class of similarly situated plan
participants. The actions are pending in the United States District Court for the Southern District of New York. These actions challenge
the Company’s disclosures about its performance, business prospects and the attractiveness of the Company’s stock between a variety
of purported class periods, beginning as early as January 1, 2004 and ending as late as December 6, 2007. Merrill Lynch intends to
vigorously defend itself in these actions.

City of Cleveland v. Deutsche Bank Trust Company, et al.: On January 10, 2008, the City of Cleveland filed a lawsuit against twenty-one
financialservices firms,including Merrill Lynch, alleging that the securitization of sub-prime mortgages created a “public nuisance” and
that defendants are, therefore, liable for the cost incurred by the City of Cleveland related to foreclosures. The case was initially filed in
the Cuyahoga County Common Pleas Court and was removed to the United States District Court for the Northern District of Ohio on
January 17, 2008. Plaintiff has filed a motion seeking an order remanding the case. Merrill Lynch intends to vigorously defend itself in
this action.

Regulatory Investigations: Merrill Lynch is cooperating with the SEC and other regulators investigating sub-prime-related activities.

Allegheny Energy Litigation

Merrill Lynch v. Allegheny Energy, Inc.: On September 24, 2002, Merrill Lynch filed an action in the United States District Court for the
Southern District of New York against Allegheny Energy, Inc. The complaint alleged that Allegheny owed Merrill Lynch the final
$115 million payment due in connection with Allegheny’s purchase of Merrill Lynch’s energy trading business and assets in 2001. The
following day, Allegheny filed an action against Merrill Lynchin the Supreme Court of the State of New York claiming misrepresentations
in connection with Merrill Lynch’s sale of the energy trading business to Allegheny. On July 18, 2005, following a bench trial, the court
issued a decision holding that Allegheny was required to pay Merrill Lynch $115 million plus interest. On August 31, 2007, the Second
Circuit Court of Appeals reversed the district court’s decision and remanded the case for further proceedings in the district court. In
January 2008, Allegheny and Merrill Lynch settled the matter. Under the terms of the settlement, Allegheny will pay Merrill Lynch
$50 million and Merrill Lynch will relinquish its interest in Allegheny Energy Supply LLC.

Short Sales Litigation

Electronic Trading Group, LLC v. Banc of America Securities LLC, etal.: On April 12,2006, a purported class action was filed against eleven
financial services firms, including Merrill Lynch, in the United States District Court for the Southern District of New York. The case
alleged thatthe defendantsviolated federalantitrust laws by charging unearned fees on short sales by theirclients even when they failed
to borrow and/or deliver stock in support of those short sales. On December 20, 2007, the court granted defendants’ motion to dismiss.
Plaintiffs have filed an appeal.

Aveniusv. Banc of America Securities LLC, etal.: OnJune 22,2006, 37 purchasers of securities of NovaStar Financialfiled anactionagainst
eleven financial services firms, including Merrill Lynch, in the California Superior Court in San Francisco. The case alleges that the
defendants improperly depressed the price of NovaStar Financial shares by facilitating short sales that did not comply with regulatory
requirements. Merrill Lynch is vigorously defending itself against these charges. On July 17, 2007, the Superior Court of the State of
California, County of San Francisco, rejected defendants’ argument that state law claims of facilitating improper short sales were
preempted by the federal securities laws. The court did not rule on the substance of the underlying claims. The defendants, including
Merrill Lynch, are vigorously defending themselves against the claims.

Overstock.com, Inc.v. Morgan Stanley & Co., etal.: OnFebruary2,2007, Overstock.combroughtanactioninthe Superior Court of the State
of California, County of San Francisco, against approximately a dozen investment banks, including Merrill Lynch, alleging that they
violated state law by improperly facilitating short sales of Overstock.com, which artificially depressed the price of its shares. Merrill
Lynch is vigorously defending itself against these charges. On July 17, 2007, the Superior Court of the State of California, County of
San Francisco, rejected defendants’ argument that state law claims of facilitating improper short sales were preempted by the federal
securities laws. The courtdid not rule on the substance of the underlying claims. The defendants, including Merrill Lynch, are vigorously
defending themselves against the claims.

Bank Sweep Programs Litigation

DeBlasio v. Merrill Lynch, et al.: On January 12, 2007, a purported class action was brought against Merrill Lynch and three other
securities firmsinthe United States District Court for the Southern District of New York alleging that their bank sweep programsviolated
state law because theirterms were not adequately disclosed to customers. On May 1, 2007, plaintiffs filed an amended complaint, which
added additional defendants. On November 12,2007, defendants filed motions to dismiss the second amended complaint. Briefing on the

motion is expected to be completed by March 6, 2008.
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Private Equity Litigation

Davidson, et al., v. Bain Capital Partners, LLC, et al.: On December 28, 2007, a purported class action was brought against sixteen
defendants, including Merrill Lynch, in the United States District Court for the District of Massachusetts. The complaint alleges that
defendants conspired to limit competition in bidding for private-equity sponsored acquisitions of public companies in violation of the
antitrust laws. Merrill Lynch intends to vigorously defend itself in this action.

Employment Litigation

McReynoldsv. MerrillLynch: OnNovember 18,2005, a purported class actionwasfiled in the United States District Court for the Northern
District of Illinois seeking to certify a class of current and former African American Merrill Lynch employees, as well as African
Americans who applied for employment. Plaintiff alleges that the firm has engaged in a pattern and practice of discrimination against
African Americans in violation of federal Civil Rights statutes. Merrill Lynch is vigorously contesting these claims.

Other

Merrill Lynch has been named as a defendant in various other legal actions, including arbitrations, class actions, and other litigation
arising in connection with its activities as a global diversified financial services institution. Some of the legal actions include claims for
substantial compensatory and/or punitive damages or claims for indeterminate amounts of damages. In some cases, the issuers that
would otherwise be the primary defendants in such cases are bankrupt orotherwise in financial distress. Merrill Lynchis alsoinvolvedin
investigations and/or proceedings by governmental and self-regulatory agencies.

MerrillLynch believesithasstrongdefenses to,and where appropriate, willvigorously contest, many of these matters. Given the number
of these matters, some are likely to result in adverse judgments, penalties, injunctions, fines, or other relief. Merrill Lynch may explore
potential settlements before a caseis taken through trial because of the uncertainty, risks, and costs inherentin the litigation process. In
accordance with SFAS No. 5, Merrill Lynch will accrue a liability when itis probable that a liability has been incurred and the amount of the
loss canbereasonably estimated. In many lawsuits, arbitrations, and investigations, including the class action lawsuits disclosed in ML &
Co.’s publicfilings, itis not possible to determine whether a liability has been incurred or to estimate the ultimate or minimum amount of
that liability until the matter 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, Merrill
Lynch cannot predict what the eventual loss or range of loss related to such matters will be. Subject to the foregoing, Merrill Lynch
continues to assess these matters 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 Merrill Lynch as set forth in the Consolidated Financial Statements, but may be
material to Merrill Lynch’s operating results or cash flows for any particular period and may impact ML & Co.’s credit ratings.

Properties
We have offices in various locations throughout the world. Other than those described below as being owned, substantially all of our
offices are located in leased premises. We believe that the facilities we own or occupy are adequate for the purposes for which they are
currently used and that they are well maintained. Set forth below is the location and the approximate square footage of our principal
facilities. Each of these principal facilities supports our GMI and GWM businesses. Information regarding our property lease
commitments is set forth in “Leases” in Note 11 to the Consolidated Financial Statements.

Principal Facilities in the United States
Our executive offices and principal administrative offices are located in leased premises at the World Financial Centerin New York City.
We lease portions of 4 World Financial Center (1,800,000 square feet) and 2 World Financial Center (2,500,000 square feet); both leases
expire in 2013. One of our subsidiaries is a partnerin the partnership that holds the ground lessee’s interest in 4 World Financial Center.
As of December 28, 2007, we occupied the entire 4 World Financial Center and approximately 27% of 2 World Financial Center.

We own a 760,000 square foot building at 222 Broadway, New York and occupy 92% of this building. We also lease and occupy, pursuant to
an operating lease with an unaffiliated lessor, 1,251,000 square feet of office space and 273,000 square feet of ancillary buildings in
Hopewell, New Jersey. One of our subsidiaries is the lessee under such operating lease and owns the underlying land upon which the
Hopewell facilities are located. We also own a 54-acre campus in Jacksonville, Florida, with four buildings.
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Principal Facilities Outside the United States
In London, we lease and occupy 100% of our 576,626 square foot London headquarters facility known as Merrill Lynch Financial Centre;
this lease expires in 2022. In addition, we lease approximately 367,607 square feet in other London locations with various terms, the
longest of which lasts until 2015. We occupy 196,894 square feet of this space and have sublet the remainder. In Tokyo, we have leased
292,349 square feetuntil 2014 forour Japan headquarters. Other leased facilities in the Pacific Rim are located in Hong Kong, Singapore,
Seoul, South Korea, Mumbai and Chunnai, India, and Sydney and Melbourne, Australia.

Securities Issued Under Merrill Lynch’s Equity Compensation Plans
The following table provides information on the shares that are available under our equity compensation plans and, in the case of plans
where stock options may be granted, the number of shares of common stock issuable upon exercise of those stock options.

Shareholder Approved Plans
We have the following five shareholder approved plans:

= the Long-Term Incentive Compensation Plan for executive officers (for stock grants made to executive officers)
(“LTICP-Executive”);

= the Equity Capital Accumulation Plan (for restricted share grants made to a broad group of employees) (“ECAP”);
= the Merrill Lynch & Co., Inc. 1986 Employee Stock Purchase Plan (“Employee Stock Purchase Plan”);

= the Merrill Lynch & Co., Inc. Employee Stock Compensation Plan (for stock grants made to key managers and producers)
(“ESCP”); and

= the Merrill Lynch & Co., Inc. Deferred Stock Unit Plan for Non-Employee Directors (for deferred stock unit grants to non-
employee directors) (“New Director Plan”).

Plans Not Approved by Shareholders
We have also adopted the following stock compensation plans that are used to compensate non-executive employees:

= the Financial Advisor Capital Accumulation Award Plan (stock-based compensation to the financial advisor population)
(“FACAAP”); and

= the Long-Term Incentive Compensation Plan for Managers and Producers (for stock grants made to key managers and
producers) (“LTICP-M&P”).

We previously provided for the issuance of deferred stock units and non-qualified stock options to the ML & Co. non-employee directors
as compensation for their director services under the Merrill Lynch & Co., Inc. Deferred Stock Unit and Stock Option Plan for Non-
Employee Directors (“Old Director Plan”). The New Director Plan described above was approved by stockholders in 2005 and has
replaced the Old Director Plan.

The numbers in the table are as of December 28, 2007, the last day of our 2007 fiscal year.

SECURITIES ISSUABLE WEIGHTED-AVERAGE SECURITIES THAT

UPON EXERCISE OF EXERCISE PRICE OF REMAIN AVAILABLE

OUTSTANDING OPTIONS, OUTSTANDING OPTIONS, FOR ISSUANCE

EQUITY COMPENSATION PLAN CATEGORY WARRANTS, AND RIGHTS™" WARRANTS, AND RIGHTS UNDER PLANS

Plans approved by shareholders 9,575,242 $ 56.71 92,383,901

Plans not approved by shareholders? 103,344,793 53.75 45,556,613
Total 112,920,035 $ 54.00 137,940,514

(1) We have also has made the following grants under our stock compensation plans that remain outstanding as of December 28, 2007 and are not included in this column: 33,740,269 units (payable in
stock) under FACAAP and 70,777,831 restricted shares and restricted units granted under LTICP-Executive, LTICP-M&P, ECAP and ESCP. In addition, in January 2008, 195,134 restricted shares,
36,870,521 restricted units and 3,140,538 options were granted under ESCP, ECAP and LTICP-Executive, 6,732 restricted shares, 6,524,114 restricted units and 10,644,476 options were granted
under LTICP-M&P and 4,902,824 units (payable in stock) were granted under FACAAP.

(2) These plans are: (i) FACAAP, (ii) LTICP-M&P and (iii) the Old Director Plan. The material features of FACAAP, LTICP-M&P and the Old Director Plan are described in Note 13 to the Consolidated
Financial Statements included in this Annual Report on Form 10-K. Those descriptions do not purport to be complete and are qualified in their entirety by reference to the plan documents that are
included as exhibits to this 2007 Annual Report on Form 10-K.

(3) This amount includes, as of December 28, 2007: 30,328,125 shares available for issuance under LTICP-Executive; 32,835,970 shares available for issuance under LTICP-M&P; 10,825,078 shares
available for issuance under ECAP; 21,710,119 shares available for issuance under the Employee Stock Purchase Plan; 12,694,124 shares available for issuance under FACAAP; 919,365 and
26,519 shares available for issuance under the New and Old Director Plans, respectively; and 28,601,214 shares available for issuance under ESCP.
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Unregistered Sales of Equity Securities, Use of Proceeds and

Issuer Purchases of Equity Securities
On January 15, 2008, we reached separate agreements with several long-term investors to sell an aggregate of 66,000 shares of newly
issued 9.00% Non-Voting Mandatory Convertible Non-Cumulative Preferred Stock, Series 1, par value $1.00 per share and liquidation
preference $100,000 per share (the “Mandatory Convertible Preferred Stock”), at a price of $100,000 per share, for an aggregate
purchase price of approximately $6.6 billion. Key terms of the investments are described in Exhibit 99.1 to our Current Report on
Form 8-K, dated January 16, 2008.

On December 24,2007, we reached agreements with each of Temasek Capital (Private) Limited (“Temasek”) and Davis Selected Advisors
LP (“Davis”) to sell an aggregate of 116,666,666 shares of newly issued common stock, parvalue $1.33's per share, at $48.00 per share,
for an aggregate purchase price of approximately $5.6 billion. Temasek initially purchased 91,666,666 shares of our common stock (the
“Original Shares”) at a price of $48.00 per share, or an aggregate purchase price $4.4 billion. Temasek purchased 55,000,000 of the
Originalsharesin December 2007 andthe remaining 36,666,666 in January 2008. Inadditionin February 2008, Temasek andits assignees
exercised options to purchase an additional 12,500,000 shares of our common stock at a purchase price of $48.00 per share for an
aggregate purchase price of $600 million. Temasek is subject to customary standstill provisions, including a prohibition on acquisitions
of additional voting securities that would cause Temasek to own 10% or more of our common stock, that will expire on the earlier of
(x) 2yearsor (y) such time as Temasek owns less than 5% of our outstanding common stock. Certain terms of Temasek’s investment are
described in Exhibit 99.2 to our Current Report on Form 8-K, dated December 28, 2007.

Davis purchased 25,000,000 shares of Merrill Lynch common stock in December 2007 at a price per share of $48.00, or an aggregate
purchase price of $1.2 billion. There are no other material terms associated with the Davis investment.

Thesharesinthetransactions described above were issuedin separate private placements to accredited investors pursuant to Section 4(2)
of the Securities Act of 1933, with each purchaser receiving customary registration rights for their respective shares. All the above-
mentioned investors are passive investors in Merrill Lynch and none of the investors have any rights of control or role in our governance.

Refer to Management’s Discussion and Analysis of Financial Condition and Results of Operations — Capital and Funding — Equity
Capital for details on purchases made by or on behalf of us or any “affiliated purchaser” of our common stock for the year ended
December 28, 2007.
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Executive Officers of Merrill Lynch & Co., Inc.
The following list sets forth the name, age, present title, principal occupation and certain biographical information for ML & Co.’s
executive officers, allof whom have been elected by the ML & Co. Board of Directors. Unless otherwise indicated, the officers listed are of
ML & Co.Under ML & Co.’s By-Laws, elected officers are elected annually to hold office until their successors are elected and qualify or
until their earlier resignation or removal.

John A. Thain (52) Chairman of the Board and Chief Executive Officer since December 2007; Chief Executive Officer of NYSE Euronext,
Inc. and its predecessor companies, NYSE Group, Inc. and New York Stock Exchange Inc., from January 2004 until November 2007;
President and Chief Operating Officer of The Goldman Sachs Group, Inc. from July 2003 to January 2004; President and Co-Chief
Operating Officer of The Goldman Sachs Group, Inc. from May 1999 to June 2003.

Rosemary T. Berkery (54) Vice Chairman since July 2007; Executive Vice President since October 2001; General Counsel since
September 2001; Senior Vice President and Head of U.S. Private Client (now a part of Global Private Client) Marketing and Investments
from June 2000 to September 2001; Co-Director of Global Securities Research & Economics Group from April 1997 to June 2000.

Nelson Chai (42) Executive Vice President and Chief Financial Officer since December 2007; Executive Vice President and Chief
Financial Officer of NYSE Euronext and its predecessor company NYSE Group, Inc., from January 2006 to December 2007; Chief Financial
Officer of Archipelago Holdings from June 2000 to December 2005.

Gregory J. Fleming (45) Presidentand Chief Operating Officer since May 2007; Executive Vice President from October 2003 to May 2007;
President of GMI from August 2003 to May 2007; Chief Operating Officer of the Global Investment Banking Group of GMI from January
2003 to August 2003; Co-Head of the Global Financial Institutions Group of GMI from April 2001 to August 2003; Head of the United States
Financial Institutions Group of GMI from June 1999 to April 2001; Managing Director of the Global Investment Banking Group of GMIfrom
February 1999 to October 2003.

Robert J. McCann (49) Executive Vice President since August 2003; Vice Chairman and President of Global Private Client (now Global
Wealth Management) since June 2005; Vice Chairman, Wealth Management Group from August 2003 to June 2005; Vice Chairman and
Director of Distribution and Marketing for AXA Financial Inc. from March 2003 to August 2003; Head of the Global Securities Research &
Economics Group of Merrill Lynch from October 2001 to March 2003; Chief Operating Officer of GMI from September 2000 to October
2001; Head of the Global Institutional Client Division of GMI from August 1998 to September 2000.
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Corporate Information

Common Stock

Exchange Listings
Our common stock (trading symbol MER) is listed on the New York

Stock Exchange, the Chicago Stock Exchange, the London Stock
Exchange and the Tokyo Stock Exchange.

Transfer Agent and Registrar

Wells Fargo Bank, N.A. is the recordkeeping transferagent for Merrill
Lynch & Co., Inc. common stock. Questions from registered
shareholders on dividends, lost or stolen certificates, the transfer
of their physical stock certificates, direct registration of common
stock, changes of legal or dividend addresses and other matters
relating to registered shareholder status should be directed to:

Wells Fargo Bank, N.A.

Shareowner Services

161 North Concord Exchange

South St. Paul, MN 55075
1-888-460-7641
www.wellsfargo.com/shareownerservices

Preferred Stock

Exchange Listing
Depositary Shares representing Y120 of a share of Floating Rate

Non-Cumulative Preferred Stock, Series 1, Depositary Shares
representing iz of a share of Floating Rate Non-Cumulative
Preferred Stock, Series 2, Depositary Shares representing "1 of
a share of 6.375% Non-Cumulative Preferred Stock, Series 3,
Depositary Shares representing 20 of a share of Floating Rate
Non-Cumulative Preferred Stock, Series 4, Depositary Shares
representing Yizo of a share of Floating Rate Non-Cumulative
Preferred Stock, Series 5, Depositary Shares representing Vo of a
share of 6.75% non-cumulative perpetual preferred stock, Series 6,
and Depositary Shares representing .o of a share of 6.25% non-
cumulative perpetual preferred stock, Series 7 are listed on the New
York Stock Exchange.

Transfer Agent and Depositary Registrar
The Bank of New York Mellon

101 Barclay Street

New York, NY 10286

Attn: Corporate Trust Administration

Form 10-K Annual Report for 2007 For copies of our 2007 Annual
Report on Form 10-K (including financial schedules but excluding
other exhibits), visit our Investor Relations website at www.irml.com
or write to Judith A. Witterschein, Corporate Secretary, Merrill
Lynch & Co., Inc., 222 Broadway, 17th Floor, New York, NY 10038-2510.

Equal Employment Opportunity We are fully committed to Equal
Employment Opportunity and to attracting, retaining, developing and
promoting the most qualified employees regardless of race, national
origin, religion, sexual orientation, gender, age, disability or veteran
status or any other characteristic prohibited by state or local law. For
more information, write to Christina Roberts, Assistant Vice
President, Leadership & Talent Management, Merrill Lynch & Co.,
Inc., 222 Broadway, 12th Floor, New York, NY 10038-2510.

Merrill Lynch 2007 Annual Report

Charitable Contributions A summary of our charitable con-
tributions is available on our Global Philanthropy website at
http://philanthropy.ml.com or upon written request to Judith A.
Witterschein, Corporate Secretary, Merrill Lynch & Co., Inc.,
222 Broadway, 17th Floor, New York, NY 10038-2510.

Annual Meeting Our 2008 Annual Meeting of Shareholders will be
held on Thursday, April 24, 2008 at 8:00 a.m. Eastern Time at Merrill
Lynch Headquarters, 4 World Financial Center, New York, New York.

Corporate Governance We have long adhered to best practices in
corporate governance in fulfillment of our responsibilities to
shareholders. Our practices align management and shareholder
interests. Highlights of our corporate governance practices include:

= ABoard of Directors composed of eleven directors — ten of whom
are independent — and Board Committees composed solely of
independent directors;

= A majority vote standard in the uncontested election of directors;

= Corporate Governance Guidelines that set forth specific criteriafor
director qualifications, Board and Board Committee composition,
director responsibilities, orientation and education requirements
and annual Board self-evaluation;

= DirectorIndependence Standards adopted by the Board of Directors
to form the basis of director independence determinations required
by NYSE rules;

= Chartersforeachof our Board Committees reflecting current best
corporate governance practices;

= A Related Party Transactions Policy governing the approval of
related party transactions;

= Guidelines for Business Conduct adopted by the Board of
Directors as our code of ethics for our directors, officers and
employees and supplemented by our Code of Ethics for Financial
Professionals; and

= Designation of two Audit Committee members as audit committee
financial experts in accordance with SEC regulations.

Our Corporate Governance Guidelines, Director Independence
Standards, charters for our Board Committees, Guidelines for
Business Conduct, Related Party Transactions Policy and Code of
Ethics for Financial Professionals are available on our Investor
Relations website at www.irml.com. Shareholders may obtain
copies of these materials, free of charge, upon written request to
Judith A. Witterschein, Corporate Secretary, Merrill Lynch & Co., Inc.,
222 Broadway, 17th Floor, New York, NY 10038-2510.

We have included as exhibits to our Annual Report on Form 10-K for
the 2007 fiscal year filed with the Securities and Exchange
Commission certificates of our Chief Executive Officer and Chief
Financial Officer certifying the quality of our public disclosure. We
have submitted to the New York Stock Exchange a certificate of our
Chief Executive Officer certifying that he is not aware of any violation
by Merrill Lynch of their corporate governance listing standards.

www.ml.com
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I
Board of Directors

John A. Thain Chairman and chief executive officer; former chief
executive officer of NYSE Euronext, Inc. and its predecessor
companies, NYSE Group, Inc. and New York Stock Exchange Inc.,
from 2004 until 2007; president from 1999 to 2004, chief operating
officer from 2003 to 2004 and co-chief operating officer from 1999
to 2003 of The Goldman Sachs Group, Inc.; 52 years old; director
of Merrill Lynch since 2007.

Carol T. Christ President of Smith College; former executive vice
chancellor and provost, University of California, Berkeley; 63
years old; director of Merrill Lynch since 2007.

Armando M. Codina President and chief executive officer
of Flagler Development Group, a real estate investment,
development, construction, brokerage and property management
firm; 61 years old; director of Merrill Lynch since 2005.

Virgis W. Colbert Retired executive vice president of Worldwide
Operations for Miller Brewing Company; 68 years old; director of
Merrill Lynch since 2006.

Alberto Cribiore Managing partner and founder of Brera Capital
Partners, a global private equity investment firm; former
co-president of Clayton, Dubilier & Rice, Inc.; 62 years old;
director of Merrill Lynch since 2003; lead independent director
since 2007.

John D. Finnegan Chairman of the board, president and chief
executive officer of The Chubb Corporation, a property and
casualty insurance company; former executive vice president
of General Motors Corporation, and chairman and president of
General Motors Acceptance Corporation, a subsidiary of General
Motors Corporation; 59 years old; director of Merrill Lynch since 2004.

Judith Mayhew Jonas Former member of the U.K. government’s
Equalities Review Panel; former provost of Kings College,
Cambridge; former special advisor to the chairman of Clifford
Chance, Solicitors; former vice chair of the London Development
Agency; 59 years old; director of Merrill Lynch since 2006.

Aulana L. Peters Retired partner in the law firm of Gibson, Dunn
& Crutcher L.L.P.;; member of the International Public Interest
Oversight Board; member of the U.S. Comptroller General’s
Accountability Advisory Panel; former member of the Public
Oversight Board of AICPA; former commissioner of the U.S.
Securities and Exchange Commission; 66 years old; director of
Merrill Lynch since 1994.

Joseph W. Prueher Consulting professor and senior advisor to
the Stanford University Center for International Security and
Cooperation; U.S. Ambassador to the People’s Republic of China
from 1999 to 2001; U.S. Navy Admiral (Ret.), commander-in-chief
of U.S. Pacific Command from 1996 to 1999; 65 years old; director
of Merrill Lynch since 2001.

Ann N. Reese Co-founder and co-executive director of the
Center for Adoption Policy, a not-for-profit corporation; former
principal, Clayton, Dubilier & Rice, a private equity investment
firm; former executive vice president and chief financial officer
of ITT Corporation, a hotel and leisure company; 55 years old;
director of Merrill Lynch since 2004.

Charles 0. Rossotti Senior advisor to The Carlyle Group,
a private global investment firm; former commissioner of
Internal Revenue at the Internal Revenue Service; former
chairman of the board, president and chief executive officer of
American Management Systems, an international business and
information technology consulting firm; 67 years old; director of
Merrill Lynch since 2004.
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