
Note 10. Commitments and Contingencies

Off-Balance Sheet Commitments and Contingencies:

Credit-related financial instruments include indemnified securities financing, unfunded
commitments to extend credit or purchase assets and standby letters of credit. The total potential loss
on unfunded commitments, standby letters of credit and securities finance indemnifications is equal to
the total contractual amount, which does not consider the value of any collateral.

The following is a summary of the contractual amount of credit-related, off-balance sheet financial
instruments at December 31. Amounts reported do not reflect participations to independent third
parties.

2007 2006(In millions)

Indemnified securities financing . . . . . . . . . . . . . . . . . . . . . . . $558,368 $506,032
Liquidity asset purchase agreements . . . . . . . . . . . . . . . . . . . . 35,339 30,251
Unfunded commitments to extend credit . . . . . . . . . . . . . . . . 17,533 16,354
Standby letters of credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,711 4,926

On behalf of our customers, we lend their securities to creditworthy brokers and other institutions.
In certain circumstances, we may indemnify our customers for the fair market value of those securities
against a failure of the borrower to return such securities. Collateral funds received in connection with
our securities finance services are held by us as agent and are not recorded in our consolidated
statement of condition. We require the borrowers to provide collateral in an amount equal to or in
excess of 100% of the fair market value of the securities borrowed. The borrowed securities are
revalued daily to determine if additional collateral is necessary. In this regard, we held, as agent, cash
and U.S. government securities totaling $572.93 billion and $527.37 billion as collateral for indemnified
securities on loan at December 31, 2007 and 2006, respectively.

Approximately 82% of the unfunded commitments to extend credit and liquidity asset purchase
agreements expire within one year from the date of issue. Since many of the commitments are expected
to expire or renew without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements.

In the normal course of business, we provide liquidity and credit enhancements to asset-backed
commercial paper programs, referred to as ‘‘conduits.’’ These conduits are described in note 11. The
commercial paper issuances and commitments of the conduits to provide funding are supported by
liquidity asset purchase agreements and backup liquidity lines of credit, the majority of which are
provided by us. In addition, we provide direct credit support to the conduits in the form of standby
letters of credit. Our commitments under liquidity asset purchase agreements and back-up lines of
credit totaled $28.37 billion at December 31, 2007, and are included in the preceding table. Our
commitments under standby letters of credit totaled $1.04 billion at December 31, 2007, and are also
included in the preceding table.

Deterioration in asset performance or certain other factors affecting the liquidity of the
commercial paper may shift the asset risk from the commercial paper investors to us as the liquidity or
credit enhancement provider. In addition, the conduits may need to draw upon the back-up facilities to
repay maturing commercial paper. In these instances, we would either acquire the assets of the
conduits or make loans to the conduits secured by the conduits’ assets.

In the normal course of business, we offer products that provide book value protection primarily to
plan participants in stable value funds of postretirement defined contribution benefit plans, particularly
401(k) plans. The book value protection is provided on portfolios of intermediate, investment grade
fixed-income securities, and is intended to provide safety and stable growth of principal invested. The
protection is intended to cover any shortfall in the event that a significant number of plan participants
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