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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

< QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the Quarterly Period Ended December 29, 2018

or

.. TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File Number: 001-33962

COHERENT, INC.

Delaware 94-1622541

(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)

5100 Patrick Henry Drive, Santa Clara, California 95054
(Address of principal executive offices) (Zip Code)
Registrant’s telephone number, including area code: (408) 764-4000

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See definitions of “large accelerated filer," “accelerated

filer", “smaller reporting company" and “emerging growth company" in Rule 12b-2 of the Exchange Act.

Large accelerated Accelerated Non-accelerated Smaller reportin Emerging growth
g filer o filer o porting ging g

filer x company o company o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ~
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes " No x

The number of shares outstanding of registrant’s common stock, par value $.01 per share, on February 4, 2019 was
24,326,589.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This quarterly report contains certain forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements included in or incorporated by
reference in this quarterly report, other than statements of historical fact, are forward-looking statements. These
statements are generally accompanied by words such as "trend," "may," "will," could,"” "would," "should," "expect,"
"plan," "anticipate," "rely," "believe," "estimate," "predict,” "intend," "potential,” "continue," "outlook," "forecast" or
the negative of such terms, or other comparable terminology, including without limitation statements made under "Our
Strategy" and in "Management’s Discussion and Analysis of Financial Condition and Results of Operations."
Forward-looking statements also include the assumptions underlying or relating to any of the foregoing statements.
Actual results of Coherent, Inc. (referred to herein as the Company, we, our or Coherent) may differ significantly from
those anticipated in these forward-looking statements as a result of various factors, including those discussed in the
sections captioned "Our Strategy," "Risk Factors" and "Key Performance Indicators," as well as any other cautionary
language in this quarterly report. All forward-looking statements included in the document are based on information
available to us on the date hereof. We undertake no obligation to update these forward-looking statements as a result
of events or circumstances or to reflect the occurrence of unanticipated events or non-occurrence of anticipated events,
except to the extent required by law.

non nn nn nn nn
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
COHERENT, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited; in thousands, except per share data)

Three Months Ended
December 2Dgcember 30,
2018 2017
Net sales $383,146 $ 477,565
Cost of sales 233,796 260,542
Gross profit 149,350 217,023
Operating expenses:
Research and development 28,942 31,392
Selling, general and administrative 64,557 73,437
Impairment and other charges — 265
Amortization of intangible assets 3,040 2,606
Total operating expenses 96,539 107,700
Income from operations 52,811 109,323
Other income (expense):
Interest income 228 471
Interest expense (4,901 ) (8,747
Other—net 4,478 ) (224
Total other income (expense), net (9,151 ) (8,500
Income from continuing operations before income taxes 43,660 100,823
Provision for income taxes 8,110 58,920
Net income from continuing operations 35,550 41,903
Loss from discontinued operations, net of income taxes — 2
Net income $35,550 $41,901
Net income per share:
Basic $1.46 $1.70
Diluted $1.45 $1.67
Shares used in computation:
Basic 24,268 24,635
Diluted 24,472 25,025

See Accompanying Notes to Condensed Consolidated Financial Statements.
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AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited; in thousands)

Three Months Ended
December 29,
2018

Net income $35,550

Other

comprehensive

income (loss): (1

Translation

adjustment, net of (5,690

taxes @

Changes in

unrealized losses
on

available-for-sale

securities, net of
taxes 3
Defined benefit
pension plans, net 3
of taxes

Other
comprehensive
income (loss), net
of tax
Comprehensive $
income

(5,682

29,868¢provide anonymity to market participants (i.e., participants do not know the identity of the firm disj
the order unless that firm chooses to reveal its identity), which can contribute to improved pricing for secur
reducing the potential market impact that transactions by investors whose trading activity, if known, may ir
others.

All U.S. registered national securities exchanges and securities associations are required to establish a trans
reporting plan for the central collection of price and volume information concerning trades executed in thos
markets. Trades executed on our cash equities exchanges are automatically reported under the appropriate
transaction reporting plan. Currently, market participants are not charged for the reporting of most of these
Our cash equities exchanges, however, earn revenues for all of these trades in the form of shared market
information revenues under the Joint Self-Regulatory Organization Plan Governing the Collection, Consoli
and Dissemination of Quotation and Transaction Information for NASDAQ-Listed Securities Traded on Ex
on an Unlisted Trading Privileges Basis, or the UTP Plan, for NASDAQ-listed securities and under the
Consolidated Tape and Consolidated Quotation Plans for securities listed on the New York Stock Exchang:
NYSE, NYSE MKT and other exchanges.

Through The FINRA/NASDAQ Trade Reporting Facility, or FINRA/NASDAQ TRF, we collect reports of

executed by broker-dealers outside of our exchanges. The FINRA/NASDAQ TREF collects trade reports as -
of FINRA. A large percentage of these trades results from orders that broker-dealers have matched internal
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submitted to the FINRA/NASDAQ TREF for reporting purposes only. The FINRA/NASDAQ TRF charges
participants for locked-in reporting of most trades, but it shares back most revenues earned from shared ma
information with respect to the trades. The FINRA/NASDAQ TRF also generates revenues by providing tr:
comparison to broker dealers by matching and locking-in the two parties to a trade that they have submittec
FINRA/NASDAQ TREF for reporting and clearing.

In addition to trade reporting and trade comparison services, we provide clearing firms with risk manageme
services to assist them in monitoring their exposure to their correspondent brokers.
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European Cash Equity Trading. NASDAQ OMX Nordic’s operations comprise the exchanges in Stockho
(Sweden), Copenhagen (Denmark), Helsinki (Finland), and Iceland. These exchanges offer trading for cash
and bonds. Our platform allows the exchanges to share the same trading system, which enables efficient
cross-border trading and settlement, cross membership and a single source for Nordic market data. The Nor
exchanges also offer trading in Nordic securities such as cash equities and depository receipts, warrants,
convertibles, rights, fund units, ETFs, bonds and other interest-related products. Settlement and registration
trading takes place in Sweden, Finland, Denmark and Iceland via the local central securities depositories.

NASDAQ OMX Baltic operations comprise the exchanges in Tallinn (Estonia), Riga (Latvia) and Vilnius

(Lithuania). As of December 31, 2013, NASDAQ OMX owns NASDAQ OMX Tallinn and has a majority
ownership in NASDAQ OMX Vilnius and NASDAQ OMX Riga. In addition, NASDAQ OMX Tallinn ow
central securities depository in Estonia, NASDAQ OMX Riga owns the central securities depository in Lat
NASDAQ OMX Helsinki and NASDAQ OMX Vilnius jointly own the central securities depository in Lith

The exchanges that comprise NASDAQ OMX Baltic offer their members trading, clearing, payment and ct
services. Issuers, primarily large local companies, are offered listing and a distribution network for their sec
The securities traded are mainly cash equities, bonds and treasury bills. Clearing, payment and custody ser?
offered through the central securities depositories in Estonia, Latvia and Lithuania. In addition, in Estonia
Latvia, NASDAQ OMX offers registry maintenance of fund units included in obligatory pension funds, an
Estonia, NASDAQ OMX offers the maintenance of shareholder registers for listed companies. The Baltic «
securities depositories offer a complete range of cross-border settlement services.

Fixed Income Trading

In June 2013, we acquired eSpeed, an electronic platform for trading U.S. Treasuries. The electronic tradi

platform provides real-time institutional trading of benchmark U.S. Treasury securities, one the of largest a
liquid fixed-income cash markets in the world. Through eSpeed, we provide trading access to the U.S. Trez
securities market with an array of trading instruments to meet various investment goals and access to data f
and business solutions across the fixed income spectrum.

Access and Broker Services

Access Services. We provide market participants with a wide variety of alternatives for connecting to and
accessing our markets for a fee. Shifting connectivity from proprietary networks to third-party networks ha
significantly reduced technology and network costs and increased our systems’ scalability without affecting
performance or reliability.

Our U.S. marketplaces may be accessed via a number of different protocols used for quoting, order entry, t
reporting, DROP functionality and connectivity to various market data feeds. We also offer the NASDAQ
Workstation, a browser-based, front-end interface that allows market participants to view market data and ¢
orders, quotes and trade reports. In addition, we offer a variety of add-on compliance tools to help firms co
with regulatory requirements.

We provide co-location services to market participants, whereby firms may lease cabinet space and power |
their own equipment and servers within our data center. These participants are charged monthly fees for cal
space, connectivity and support. Additionally, we offer a number of wireless connectivity routes between s
data centers using millimeter wave and microwave technology. We also earn revenues from annual and mo
exchange membership and registration fees.
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The access services business also includes TradeGuard, a leading risk management solution for the financi:
securities market. As a market leader in risk management, TradeGuard provides broker-dealers and their cl;
ability to manage risk more effectively in real-time, which leads to better utilization of capital as well as im
regulatory compliance.

In 2013, we launched FinQloud, a secure cloud computing platform powered by Amazon Web Services tha
provides a cost-effective and efficient way to manage and store financial and other data.

Broker Services. Our broker services operations offer technology and customized securities administration
solutions to financial participants in the Nordic market. Broker services provides services through a registe:
securities company that is regulated by the Swedish Financial Supervisory Authority, or SESA. Services pr
consist of flexible back-office systems, which allow customers to entirely or partly outsource their compan
back-office functions.

We offer customer and account registration, business registration, clearing and settlement, corporate action
handling for reconciliations and reporting to authorities. Available services also include direct settlement w
Nordic central securities depositories, real-time updating and communication via the Society for Worldwid
Interbank Financial Telecommunication, or SWIFT, to deposit banks.

Listing Services
Our Listing Services segment includes our U.S. and European listing services businesses. We offer capital

solutions to over 3,300 companies around the globe representing over $8.0 trillion in total market value as ¢
December 31, 2013.




Edgar Filing: COHERENT INC - Form 10-Q
Table Of Contents

We operate a variety of listing platforms around the world to provide multiple global capital raising solutio
private and public companies. Our main listing markets are The NASDAQ Stock Market and the exchange
comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic. We offer a consolidated global listing appli
companies to enable them to apply for listing on The NASDAQ Stock Market and the exchanges that comy
NASDAQ OMX Nordic and NASDAQ OMX Baltic, as well as NASDAQ Dubai.

U.S. Listings

Companies listed on The NASDAQ Stock Market represent a diverse array of industries including, among
health care, consumer products, telecommunication services, information technology, financial services, in
and energy.

Companies seeking to list securities on The NASDAQ Stock Market must meet minimum listing requireme
including specified financial and corporate governance criteria. Once listed, companies must meet continue
standards. The NASDAQ Stock Market currently has three listing tiers: The NASDAQ Global Select Mark
NASDAQ Global Market and The NASDAQ Capital Market. All three market tiers maintain rigorous listir
corporate governance standards (both initial and ongoing).

As of December 31, 2013, a total of 2,637 companies listed securities on The NASDAQ Stock Market, wit
listings on The NASDAQ Global Select Market, 610 on The NASDAQ Global Market and 545 on The NA
Capital Market.

We aggressively pursue new listings from companies, including those undergoing IPOs as well as compani
seeking to switch from alternative exchanges. In 2013, The NASDAQ Stock Market attracted 239 new listi
Included in these listings were 126  IPOs, 52% of U.S. IPOs in 2013. The new listings were comprised of
following:

Total New Listings on The NASDAQ Stock Market.........cccceeveeveenieennene 239
Switches from NYSE/NYSE MKT........ccccoiiiniiniiiinienieneeeeeenn 31
TPOS ..t 126
Upgrades from OTC........cocuiiiiiiiiiiiieeeeeeeeeeeeee e 39
ETFs, Structured Products and Other Listings........c.cccoceevienienieneeneens 43

In 2013, a total of 31 NYSE- or NYSE MKT-listed companies switched to The NASDAQ Stock Market,
representing approximately $47 billion in market capitalization, including VimpelCom, Marriott Internatior
Amdocs Limited. In addition, American Airlines Group, a newly formed company from the merger of AM
Corporation and US Airways Group, Inc., listed on NASDAQ.

In March 2013, we formed a joint venture with SharesPost, Inc., or SharesPost, creating, The NASDAQ Pr
Market, LLC, or NPM, a marketplace for private growth companies. We own a majority interest in NPM,
combining NASDAQ OMX’s resources, market and operating expertise with SharesPost’s web-based platf
Subject to regulatory approvals, NPM is expected to launch in the first quarter of 2014.

European Listings

We also offer listings on the exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic
smaller companies and growth companies, we offer access to the financial markets through the NASDAQ (

10
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First North alternative marketplaces. As of December 31, 2013, a total of 758 companies listed securities o
Nordic and Baltic exchanges and NASDAQ OMX First North.

Our European listing customers include companies, funds and governments. Customers issue securities in t
of cash equities, depository receipts, warrants, ETFs, convertibles, rights, options, bonds or fixed-income re
products. In 2013, a total of 34 new companies were listed on our Nordic and Baltic exchanges and NASD.
OMX First North.

Information Services

Our Information Services segment includes our Market Data Products and our Index Licensing and Service
businesses.

11



Edgar Filing: COHERENT INC - Form 10-Q
Table Of Contents

Market Data Products

Our Market Data Products business includes our U.S. and European market data products and index data pr
businesses.

U.S. Market Data Products. Our market data products enhance transparency and provide critical informatio
professional and non-professional investors. We collect, process and create information and earn revenues :
distributor of our own, as well as select, third-party content. We provide varying levels of quote and trade

information to market participants and to data distributors, who in turn provide subscriptions for this inforn
Our systems enable distributors to gain direct access to our market depth, index values, mutual fund valuati
order imbalances, market sentiment and other analytical data. Revenues from U.S. market data products are
subscription-based and are generated primarily based on the number of data subscribers and distributors of

We distribute this proprietary market information to both market participants and non-participants through
number of proprietary products. We use our broad distribution network of more than 2,000 market data disf
to deliver data regarding our market depth, index values, mutual fund valuation, order imbalances, market
sentiment and other analytical data.

We offer a range of proprietary data products, including NASDAQ TotalView, our flagship market depth g
product. TotalView shows subscribers quotes, orders and total anonymous interest at every price level in T!
NASDAQ Stock Market for NASDAQ-listed securities and critical data for the Opening, Closing, Halt and
Crosses. We also offer Total View products for our NASDAQ OMX BX and NASDAQ OMX PSX market:
TotalView is offered through distributors to professional subscribers for a monthly fee per terminal and to

non-professional subscribers for a lower monthly fee per terminal. We also offer Total View enterprise licer
facilitate broad based distribution of this data. In addition, we charge the distributor a monthly distributor f

We operate several other proprietary services and data products to provide market information, including
NASDAQ Basic, a low cost Level 1 feed, eSpeed that delivers US Treasury data and Ultrafeed, a normaliz:
speed feed of North American equity, options, futures, indexes and mutual fund market data.

Our U.S. market data products business also includes revenues from U.S. tape plans. The NASDAQ Stock
operates as the exclusive Securities Information Processor, or SIP, for the UTP Plan for the collection and
dissemination of best bid and offer information and last transaction information from markets that quote an
in NASDAQ-listed securities. The NASDAQ Stock Market, NASDAQ OMX BX and NASDAQ OMX PS
participants in the UTP Plan and share in the net distribution of revenue according to the plan on the same t
the other plan participants. In the role as the Securities Information Processor, The NASDAQ Stock Marke
and disseminates quotation and last sale information for all transactions in NASDAQ-listed securities whet
traded on The NASDAQ Stock Market or other exchanges. We sell this information to market participants
data distributors, who then provide the information to subscribers. After deducting costs associated with ou
an exclusive Securities Information Processor, as permitted under the revenue sharing provision of the UTE
we distribute the tape revenues to the respective UTP Plan participants, including The NASDAQ Stock Ma
NASDAQ OMX BX and NASDAQ OMX PSX, based on a formula required by Regulation NMS that take
account both trading and quoting activity. In addition, all quotes and trades in NYSE- and NYSE MKT-list
securities are reported and disseminated in real time, and as such, we share in the tape revenues for informa
NYSE- and NYSE MKT-listed securities.

European Market Data Products. The exchanges that comprise NASDAQ OMX Nordic and NASDAQ OM
Baltic, as well as NASDAQ OMX Commodities, offer European market data products and services. These

products and services provide critical market transparency to professional and non-professional investors w

12
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participate in European marketplaces and, at the same time, give investors greater insight into these market

European market data products and services are based on the trading information from the exchanges that c
NASDAQ OMX Nordic and NASDAQ OMX Baltic, as well as NASDAQ OMX Commodities, for the foll
classes of assets: cash equities, bonds, derivatives and commodities. We provide varying levels of quote an
information to market participants and to data distributors, who in turn provide subscriptions for this inforn
Revenues from European market data products are subscription-based and are generated primarily based or
number of data subscribers and distributors of our data.

We provide a wide range of data products including products in real-time, some with a time delay or in bat
delivery. These products and services are packaged for market professionals as well as for private individus
include real-time information on market depth, specific transactions and share-price trends, the compilation
calculation of reference information such as indexes and the presentation of statistics.

7
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Significant European market data products include Nordic Equity TotalView, Nordic Derivative Total View
and Nordic Fixed Income Level 2.

Index Data Products

Index data products are based on NASDAQ OMX indexes and consist of our Global Index Data Service, w
delivers real time index values throughout the trading day, and Global Index Watch, which delivers weight
components data, corporate actions and a breadth of additional data.

Index Licensing and Services

We are a leading index provider and develop and license NASDAQ OMX branded indexes, associated deri
and financial products as part of our Index Licensing and Services business. License fees for our trademark
vary by product based on a percentage of underlying assets, dollar value of a product issuance, number of [
or number of contracts traded. We also license cash-settled options, futures and options on futures on our ir

At the end of 2013, NASDAQ OMX indexes were the basis for over 9,000 structured products with almost
trillion of notional value. NASDAQ OMX indexes are now the basis for 148 exchange traded products witl
$92.0 billion in assets under management. Our flagship index, the NASDAQ-100 Index, includes the top 1(
non-financial securities listed on The NASDAQ Stock Market.

During 2013, the Global Index Group launched the second phase of the NASDAQ Global Index Family, w
includes approximately 21,000 indexes. The NASDAQ Global Index Family represents more than 98% of 1
global equity investable marketplace. The family consists of global securities broken down by market segm
region, country, size and sector. The NASDAQ Global Index Family covers 45 countries and 9,000 securiti

Technology Solutions

Our Technology Solutions segment includes our Corporate Solutions and Market Technology businesses.
Corporate Solutions

Our Corporate Solutions business serves corporate clients, including companies listed on our exchanges. V
organizations manage the two-way flow of information with their audiences through our suite of advanced
technology, analytics and consultative services. Our products and services allow clients to attract, inform a

influence shareholders, customers, employees, regulators and the media.

In 2013, we acquired the Thomson Reuters Corporate Solutions businesses which were integrated into our
Corporate Solutions business.

We provide Corporate Solutions products and services in the following key areas:

Investor Relations. We offer investor relations content, analytics, advisory services and communications tc
solutions make it easier for companies to interact and communicate with analysts and investors while meeti
corporate governance and disclosure requirements.

*Corporate Communications. We offer solutions to help clients identify, reach, monitor and measure their t
relations program. We provide traditional and social media contacts data, backed by over 100 research

analysts. Our press release distribution, webcasting and media players allow clients to reach global audienc

14
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cost-effectively. Our suite of technology solutions and expert analysts help clients monitor key news medi:
their brand, reputation, products, as well as industry competitors, and measure the success of their commun
programs.

*Digital Media. We offer a range of services to reach internal and external audiences, including webcasting
webinars, media player, and investor relations websites. Our global scale provides regional expertise and I
language support as well as proprietary distribution channels and access to our network of publishing partn

* Secure Collaboration. We offer a secure collaboration platform for board of directors or any team collabo
confidential initiatives.

* Governance, Risk and Compliance. We provide enterprise governance, risk and compliance software solu
harness disparate business processes and content to promote efficiency, transparency and control.

Market Technology

Powering more than 70 marketplaces in 50 countries, we are a leading global technology solutions provide
partner to exchanges, clearing organizations and central securities depositories.

Our systems solutions offer support trading, clearing, settlement, surveillance and information disseminatic
markets with wide-ranging requirements, from the leading markets in the U.S., Europe and Asia to smaller
markets. Our solutions can

15
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handle a wide array of assets, including cash equities, currencies, various interest-bearing securities, comm
energy products and derivatives.

NASDAQ OMX’s market technology is utilized by, among others, the Australian Securities Exchange, IC/
de Valores de Colombia, The Egyptian Exchange, Hong Kong Exchanges and Clearing, SIX Swiss Exchan
Singapore Exchanges, Tokyo Commodity Exchange, Osaka Securities Exchange, Bursa Malaysia and SBI
Japannext.

Our trading and market data solutions are utilized by exchanges, alternative-trading venues, banks and secu
brokers with marketplace offerings of their own. In the post-trade stage, we offer integrated systems solutic
clearing (risk management) and settlement (settlement and delivery) of both cash equities and derivatives tc
clearing organizations around the world.

A central part of many projects is facility management and systems integration. Through our integration se
we can assume responsibility for projects involving migration to a new system and the establishment of ent
new marketplaces. We also offer operation and support for the applications, systems platforms, networks a
components included in a turn-key information technology solution and advisory services.

We also offer broker services through SMARTS. SMARTS Broker is a managed service designed for brok
other market participants to assist them in complying with market rules, regulations and internal market
surveillance policies.

Finally, through BWise, we offer enterprise governance, risk management and compliance software and se
help companies track, measure and manage key organizational risks.

Technology

Technology plays a key role in ensuring the growth, reliability and regulation of financial markets. In 201~
NASDAQ OMX established an enterprise-wide operational excellence program. This program continued i
with the development and implementation of several technology policies and programs which continue to
strengthen the way we develop, deploy and maintain technology products in the marketplace.

The foundation for NASDAQ OMX’s core technology is INET. The INET technology is used across NAS]
OMX’s U.S. and European markets. INET is also a key building block of our Market Technology offerings
INET and X-stream INET. Genium INET and X-stream INET both combine innovative functionality with :
modular approach to manage change and create new advantages for existing and new customers

We continuously improve our core technology with a focus on improving capacity, reliability, resiliency a
market integrity.

Intellectual Property

We own or have licensed rights to trade names, trademarks, domain names and service marks that we use i
conjunction with our operations and services. We have registered many of our most important trademarks i
United States and in foreign countries. For example, our primary “NASDAQ” mark is a registered tradema
United States and in over 50 other countries worldwide and the OMX trademark also has been registered
worldwide. We also have trademark registrations for the most important trade names of NASDAQ OMX N
and our operations in Europe. Many of these trademarks are registered in a number of countries. Examples
registered trademarks used in our European operations include: OMX, GENIUM, Genium INET, SECUR,

16
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XT and EXIGO.

To support our business objectives and benefit from our investments in research and development, we activ
protection for our innovations by filing patent applications to protect inventions arising from investments i
products, systems, software and services. We believe that our patents and patent applications are important
maintaining the competitive differentiation of our products, systems, software and services, enhancing our
access technology of third parties and maximizing our return on research and development investments.

Over time, we have accumulated a robust portfolio of issued patents in the U.S., Europe and in other parts
world. We currently hold rights to patents relating to certain aspects of products, systems, software and ser
but we primarily rely on the innovative skills, technical competence and marketing abilities of our personnc
Hence, no single patent is in itself essential to us as a whole or any of our principal business areas.

We also maintain copyright protection in our NASDAQ-branded materials.

Competition

Market Services

Derivative Trading and Clearing. In derivatives trading and clearing, competition comes in the form of trad
clearing that takes place OTC, usually through banks and brokerage firms, or through trading and clearing

competition with other exchanges.

9
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Our principal competitors for trading options in the U.S. include the Chicago Board Options Exchange, Inc
CBOE, the International Securities Exchange Holdings, Inc., or ISE, NYSE ARCA, NYSE Amex, BATs O
C2 Options Exchange and the BOX Options Exchange Group, LLC and MIAX Options. Competition is foc
providing market participants with greater functionality, trading system stability, customer service, efficien
pricing, and speed of execution. The intense competition for exchange traded options results in the need to
continuously review our technology offerings and pricing.

Exchange based competition for trading in European derivatives continues to occur mainly where there is
competition in trading for the underlying equities and our competition for options on European equities is f
with EUREX Group, or EUREX, NYSE Liffe, Turquoise and, to a limited extent, the U.S. options exchang
competition is limited to options on a small number of equity securities although these securities tend to be
the most active. In addition to exchange based competition in derivatives, we continue to face competition
OTC derivative markets.

The competitive significance in Europe of varied alternative trading venues is likely to increase in the futur
the regulatory environment in Europe becoming more favorable to alternative trading venues as a result of
reforms required by the update to Markets in Financial Instruments Directive, or MiFID II and a broader ef
increase competition in financial services. To this end we have launched NASDAQ OMX NLX, offering a
alternative to current incumbent markets in short-term and long-term European interest rate derivative prod
trading in Europe evolves, competition for trading volumes in derivatives will likely increase. Both current
potential competition require us to constantly reassess our pricing and product offerings in order to remain

competitive.

Regulations such as MiFID II and the European Infrastructure Regulation, or EMIR, are altering competitic
clearing business in Europe. The EMIR requirements are changing the way we structure and operate our cle
business.

Cash Equity Trading. The cash equity securities markets are intensely competitive. As a result of the condi
the U.S. and Europe, we experience competition in our core trading activities such as execution services, qt
and trading capabilities, and reporting services. In late 2013, IntercontinentalExchange, or ICE, acquired N
Euronext. In addition, BATS and Direct Edge recently completed a merger. These transactions have the pc
to affect the competitive environment we face in both the U.S. and Europe.

We compete in the U.S. against ICE, BATS Global Markets, Inc., Direct Edge, regional exchanges and AT
Competition also comes from broker-dealers and from OTC trading in the U.S. and elsewhere. The U.S.
marketplace continues to evolve as less heavily regulated broker-owned trading systems and ATSs, known
collectively as dark pools, expand in number and activity. While many of the new entrants may have limite
liquidity, some may attract significant levels of cash equity order volume through aggressive pricing,
interconnections with other systems, and from volume originating with broker-dealer owners and investors.
Europe, our major competitors include BATS Chi-X Europe, ICE, Deutsche Borse, the London Stock Exck
Group plc, or LSE, and multilateral trading facilities, or MTFs, such as Turquoise. The European landscape
continuing to adapt to the competitive forces released by MiFID. Throughout Europe, new MTFs have bee:
with the most prominent MTFs based in the United Kingdom and attracting a significant share of electronic
matched volume. MTFs continue to grow their business in shares listed on our Nordic exchanges. Electroni
trading systems interested in pursuing block business also remain active in Europe. While the state of comy
in Europe remains evolutionary, the level of competition faced by incumbent national exchanges remains it

Fixed Income Trading. Today, many U.S. fixed-income instruments enjoy some form of electronic trading,
move to ‘electronify’ the fixed income space is still developing with some products still trading almost exc
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among voice brokers. Expanding the products further in the fixed income space could be faced with compe
forces from the voice broker community or other new electronic platform operators. Currently, other comp
in U.S. Treasury benchmark trading are ICAP’s BrokerTec platform and Dealerweb. While building a U.S.
benchmark trading business is complex, time-consuming and expensive, the risk of competition and declini
market share in the space is significant.

Listing Services

Our primary competitor for larger company listings in the U.S. is NYSE. The NASDAQ Stock Market also
competes with NYSE MKT for listing of smaller companies. In addition, now that the BATS/Direct Edge 1
has been completed, new competition may arise in listings. The NASDAQ Stock Market also competes wi
and overseas markets for listings by companies that choose to list outside of their home country.

The listings business in Europe is characterized by the large number of exchanges competing for new or se
listings. Each country has one or more national exchanges which are often the first choice of companies in-
respective countries. For those considering an alternative, the European exchanges that attract the most ove
listings are LSE, NYSE Euronext, Deutsche Borse and the exchanges that comprise NASDAQ OMX Nord

In addition to the larger exchanges, companies are able to consider smaller markets and quoting facilities, s
LSE’s Alternative Investment Market, Euronext’s Alternext, Deutsche Borse’s Entry Standard, Borsa Italia

Expandi Market, PLUS

10
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Markets plc, the Pink Sheets LLC and the Over-the-Counter Bulletin Board, or OTCBB. Other exchanges i
Sweden include the Nordic Growth Market and Aktietorget, which primarily serve companies with small i
capitalizations.

Information Services

Market Data Products. The market data business in the U.S. includes both proprietary and consolidated dat:
products. Proprietary data products are made up exclusively of data derived from each exchange’s systems.
Consolidated data products are distributed by SEC-mandated consolidators (one for NASDAQ-listed stock:
another for NYSE and other-listed stocks) that share the revenue among the exchanges that contribute data.
Europe, all market data products are proprietary as there is no official data consolidator. Competition in the
data business is intensely competitive and is influenced by rapidly changing technology and the creation of
product and service offerings.

The sale of our proprietary data products in both the U.S. and Europe is under competitive threat from alter
exchanges and trading venues that offer similar products. Our market data business competes with other ex
and third party vendors in providing information to market participants. Some of our major competitors for
proprietary data products are ICE, ICAP and S&P Dow Jones.

The consolidated market data business is under competitive pressure from other securities exchanges that ti
NASDAQ-listed securities. Current SEC regulations permit these regional exchanges and FINRA’s Altern:
Display Facility to quote and trade NASDAQ-listed securities. The UTP Plan entitles these exchanges, FIN
Alternative Display Facility, and the trade reporting facilities to a share of UTP Plan tape fees, based on the
formula required by Regulation NMS that takes into account both trading and quoting activity. In addition,
NASDAQ Stock Market similarly competes for the tape fees from the sale of information on NYSE and N°
MKT-listed securities for those respective tape plans. Participants in the tape plans have used tape fee reves
establish payment for order flow arrangements with their members and customers.

Index Licensing and Services. The NASDAQ Stock Market is subject to intense competition for the listing
financial products from other exchanges. The indexes on which these products are based face competition f
indexes created by a large number of index providers. For example, there are a number of indexes that aim
the technology sector and thereby compete with the NASDAQ-100 Index and the NASDAQ Composite In
face competition from investment banks, dedicated index providers, markets and other product developers :
designing products that meet investor needs.

Technology Solutions

Corporate Solutions. The landscape of corporate solutions competitors is varied and highly fragmented. In
investor relations space, there are many regional competitors with few global providers. However, other ex
have recently begun to partner or buy assets in order to provide investor relations services to customers alo:
their core listing services. The competitive landscape for public relations services includes large providers «
traditional wire services, full-service providers that span distribution and targeting, monitoring and analytic
large number of regional or niche providers. In multimedia and webcasting, competition is highly fragment
served by a number of firms who address various needs for enterprise buyers and typically offer managed ¢
self-service capabilities. In governance and secure collaboration, the competitive landscape is bifurcated w
competitors who serve corporate boards and deal teams. We believe customers are increasingly looking for
source providers who can address a broad range of needs within a single platform. Some of the competitors
corporate solutions business include Ipreo, Cision, PR Newswire, Business Wire, ON24, BoardVantage, Di
Intralinks and Merrill Datasite.
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Market Technology. The traditional model, where each exchange or exchange-related business developed i
technology internally sometimes aided by consultants, is evolving as many operators recognize the cost sav
made possible by buying technology already developed. Two types of competitors are emerging: other excl
providing solutions, including ICE and LSE, and pure technology providers focused on the exchange indus
These organizations offer a range of off-the-shelf technology including trading, clearing, settlement, deposi
information dissemination. They also offer customization and operation expertise.

Regulation

We are subject to extensive regulation in the United States and Europe.

U.S. Regulation

U.S. federal securities laws establish a system of cooperative regulation of securities markets, market partic
and listed companies. Self-regulatory organizations, or SROs, conduct the day-to-day administration and re
of the nation’s securities markets under the close supervision of, and subject to extensive regulation, oversi

enforcement by, the SEC. SROs, such as national securities exchanges, are registered with the SEC.

11
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This regulatory framework applies to our U.S. business in the following ways:
eregulation of our registered national securities exchanges; and
eregulation of our U.S. broker-dealer subsidiaries.

The rules and regulations that apply to our business are focused primarily on safeguarding the integrity of t
securities markets and of market participants and investors generally. Accordingly, our Board of Directors,
and employees must give due regard to the preservation of the independence of the self-regulatory function
of our SROs and to their obligations to investors and the general public, and may not take any actions that
interfere with the effectuation of decisions by the boards of directors of any of our SROs relating to their re
functions, or that would interfere with the ability of any of our SROs to carry out their responsibilities unde
Securities Exchange Act of 1934, or Exchange Act. Although the rules and regulations that apply to our bt
are not focused on the protection of our stockholders, we believe that regulation improves the quality of exc
and, therefore, our company. U.S. federal securities laws and the rules that govern our operations are subjec
frequent change.

National Securities Exchanges. SROs in the securities industry are an essential component of the regulatory
of the Exchange Act for providing fair and orderly markets and protecting investors. The Exchange Act anc
rules thereunder, as well as each SRO’s own rules, impose on the SROs many regulatory and operational
responsibilities, including the day-to-day responsibilities for market and broker-dealer oversight. Before it |
permit the registration of a national securities exchange as an SRO, the SEC must determine, among other 1
that the exchange has a set of rules that is consistent with the requirements of the Exchange Act. Moreover,
is responsible for enforcing compliance by its members, and persons associated with its members, with the
provisions of the Exchange Act, the rules and regulations thereunder, and the rules of the SRO, including 11
regulations governing the business conduct of its members.

NASDAQ OMX currently operates three cash equities and three options markets in the United States. We ¢
The NASDAQ Stock Market and The NASDAQ Options Market pursuant to The NASDAQ Stock Market
license; NASDAQ OMX BX and NASDAQ OMX BX Options pursuant to NASDAQ OMX BX’s SRO lic
NASDAQ OMX PSX and the NASDAQ OMX PHLX options market pursuant to NASDAQ OMX PHLX’
license. As SROs, each entity has separate rules pertaining to its broker-dealer members and listed compar
Broker-dealers that choose to become members of The NASDAQ Stock Market, NASDAQ OMX PHLX, ¢
NASDAQ OMX BX are subject to the rules of those exchanges.

All of our U.S. national securities exchanges are subject to SEC oversight, as prescribed by the Exchange £
including periodic and special examinations by the SEC. Our exchanges also are potentially subject to regu
legal action by the SEC or other interested parties at any time in connection with alleged regulatory violatic
also are subject to Section 17 of the Exchange Act, which imposes record-keeping requirements, including
requirement to make records available to the SEC for examination. We have been subject to a number of rc
reviews and inspections by the SEC or external auditors in the ordinary course and we have been and may |
future be subject to SEC enforcement proceedings. To the extent such actions or reviews and inspections re
regulatory or other changes, we may be required to modify the manner in which we conduct our business w
may adversely affect our business.

Section 19 of the Exchange Act provides that our exchanges must submit to the SEC proposed changes to 2
the SROs’ rules, practices and procedures, including revisions to provisions of our certificate of incorporati
by-laws that constitute SRO rules. The SEC will typically publish such proposed changes for public comm
following which the SEC may approve or disapprove the proposal, as it deems appropriate. SEC approval
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a finding by the SEC that the proposal is consistent with the requirements of the Exchange Act and the rule
regulations thereunder. Pursuant to the requirements of the Exchange Act, our exchanges must file with the
among other things, all proposals to change their pricing structure.

Pursuant to regulatory services agreements between FINRA and our SROs, FINRA provides certain regula
services to the markets operated or regulated by The NASDAQ Stock Market, NASDAQ OMX PHLX and
NASDAQ OMX BX, including the regulation of trading activity and surveillance and investigative functio
Nevertheless, we have a direct regulatory role in conducting certain real-time market monitoring, certain ec
surveillance not involving cross-market activity and most options surveillance, rulemaking and some memt
functions through our MarketWatch department. We refer suspicious trading behavior discovered by our re
staff to FINRA for further investigation. Our SROs retain ultimate regulatory responsibility for all regulato:
activities performed under regulatory agreements by FINRA, and for fulfilling all regulatory obligations fo:
FINRA does not have responsibility under the regulatory services agreements.

In addition to its other SRO responsibilities, The NASDAQ Stock Market, as a listing market, also is respo
for overseeing each listed company’s compliance with NASDAQ’s financial and corporate governance stat
Our Listing Qualifications department evaluates applications submitted by issuers interested in listing their
securities on NASDAQ to determine whether the quantitative and qualitative listing standards have been
satisfied. Once securities are listed, the Listing Qualifications department monitors each issuer’s on-going
compliance with NASDAQ’s continued listing standards.

Broker-dealer regulation. NASDAQ OMX’s broker-dealer subsidiaries are subject to regulation by the SE
SROs and the various state securities regulators. Nasdaq Execution Services, LLC currently operates as out

broker for sending orders from

12
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The Nasdaq Stock Market, NASDAQ OMX BX and NASDAQ OMX PSX to other venues for execution.
NASDAQ Options Services, LLC performs a comparable function with respect to routing of orders from T
NASDAQ Options Market, NASDAQ OMX BX Options and NASDAQ OMX PHLX. In the first half of 2
subject to regulatory approvals, NASDAQ Options Services, LLC will cease acting as the routing broker fc
options exchanges and Nasdaq Execution Services, LLC will operate as the routing broker for both our U.S
equity and options exchanges, In June 2013, Execution Access LLC, a previously inactive broker-dealer an
indirect subsidiary of NASDAQ OMX, was repurposed and approved by FINRA to operate as the broker-d
our fixed income business, including eSpeed’s electronic trading platform for U.S. Treasuries.

Nasdaq Execution Services is registered as a broker-dealer with the SEC and in all 50 states, the District of
Columbia and Puerto Rico. It is also a member of The NASDAQ Stock Market, NASDAQ OMX BX, NAS
OMX PHLX, BATS-Y Exchange, BATS-Z Exchange, CBOE, Chicago Stock Exchange, EDGA Exchange
Exchange, FINRA, National Stock Exchange, NYSE, NYSE MKT and NYSE Arca.

NASDAQ Options Services is registered as a broker-dealer with the SEC and in all 50 states, the District o
Columbia and Puerto Rico. It is also a member of The NASDAQ Stock Market, NASDAQ OMX PHLX,
NASDAQ OMX BX Options, BATS-Z Exchange, BOX, CBOE, C2 Options Exchange, FINRA, ISE, NFA
International Stock Exchange, NYSE MKT and NYSE Arca.

Execution Access LLC is registered as a broker-dealer with the SEC, FINRA and 22 states based on busine
requirements. Execution Access LLC operates a transparent central limit order book known as eSpeed to tr
U.S. Treasury securities. Execution Access LLC is an introducing broker for trades matched on the eSpeed
platform. The trades, once matched, are submitted to our fully disclosed clearing broker for clearance and
settlement.

The SEC, FINRA and the exchanges adopt rules and examine broker-dealers and require strict compliance
their rules and regulations. The SEC, SROs and state securities commissions may conduct administrative
proceedings which can result in censures, fines, the issuance of cease-and-desist orders or the suspension o
expulsion of a broker-dealer, its officers or employees. The SEC and state regulators may also institute proc
against broker-dealers seeking an injunction or other sanction. The SEC and SRO rules cover many aspects
broker-dealer’s business, including capital structure and withdrawals, sales methods, trade practices among
broker-dealers, use and safekeeping of customers’ funds and securities, record-keeping, the financing of cu
purchases, broker-dealer and employee registration and the conduct of directors, officers and employees. A
broker-dealers have an SRO that is assigned by the SEC as the broker-dealer’s designated examining autho
DEA. The DEA is responsible for examining a broker-dealer for compliance with the SEC’s financial respc
rules. FINRA is the current DEA for Nasdaq Execution Services, NASDAQ Options Services and Executic
Access LLC.

As registered broker-dealer subsidiaries, Nasdaq Execution Services, NASDAQ Options Services and Exec
Access LLC are subject to regulatory requirements intended to ensure their general financial soundness anc
liquidity, which require that they comply with certain minimum capital requirements. The SEC and FINRA
rules that require notification when net capital falls below certain predefined criteria, dictate the ratio of del
equity in the regulatory capital composition of a broker-dealer and constrain the ability of a broker-dealer t
its business under certain circumstances. Additionally, the Uniform Net Capital Rule and FINRA rules imp
certain requirements that may have the effect of prohibiting a broker-dealer from distributing or withdrawir
capital and requiring prior notice to the SEC and FINRA for certain withdrawals of capital.

As of December 31, 2013, NASDAQ Execution Services, NASDAQ Options Services and Execution Acce
were in compliance with all of the applicable capital requirements.
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Regulatory contractual relationships with FINRA. The NASDAQ Stock Market, NASDAQ OMX PHLX,
NASDAQ OMX PSX and NASDAQ OMX BX have signed a series of regulatory service agreements cove
services FINRA provides to the respective SROs. Under these agreements, FINRA personnel act as our age
performing the regulatory functions outlined above, and FINRA bills us a fee for these services. These agre
have enabled us to reduce our headcount while ensuring that the markets for which we are responsible are {
regulated. However, our SROs retain ultimate regulatory responsibility for all regulatory activities perform
these agreements by FINRA. In addition, our options markets have entered into a joint agreement with the
options exchanges for conducting insider trading surveillance. Our SROs continue to monitor the activities
conducted under the agreement and continue to have regulatory responsibility in this area.

Exchange Act Rule 17d-2 permits SROs to enter into agreements, commonly called Rule 17d-2 agreement:
approved by the SEC with respect to enforcement of common rules relating to common members. Our SRC
entered into several such agreements under which FINRA assumes regulatory responsibility for specifics cc
by the agreement:

eagreements with FINRA covering the enforcement of common rules, the majority of which relate to the re
of The NASDAQ Stock Market, NASDAQ OMX BX and the members of these exchanges;

*joint industry agreements with FINRA covering responsibility for enforcement of insider trading rules;

13
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*joint industry agreement with FINRA covering enforcement of rules related to cash equity sales practices :
certain other non-market related rules; and

*joint industry agreement covering enforcement of rules related to options sales practices.

Regulation NMS and Options Intermarket Linkage Plan. We are subject to Regulation NMS for our cash e
markets, and our options markets have joined the Options Intermarket Linkage Plan. These are designed to
facilitate the routing of orders among exchanges to create a national market system as mandated by the Exc
Act. One of the principal purposes of a national market system is to assure that brokers may execute invest
orders at the best market price. Both Regulation NMS and the Options Intermarket Linkage Plan require th:
exchanges avoid trade-throughs, locking or crossing of markets and provide market participants with electr
access to the best prices among the markets for the applicable cash equity or options order.

In addition, Regulation NMS requires that every national securities exchange on which an NMS stock is trz
every national securities association act jointly pursuant to one or more national market system plans to dis
consolidated information, including a national best bid and national best offer, on quotations for transactior
NMS stocks, and that such plan or plans provide for the dissemination of all consolidated information for a
individual NMS stock through a single plan processor. The UTP Plan was filed with and approved by the S
national market system plan in accordance with the Exchange Act and Regulation NMS to provide for the
collection, consolidation and dissemination of such information for NASDAQ-listed securities. NASDAQ ¢
the SIP for the UTP Plan. As the SIP, NASDAQ performs and discharges regulatory functions and respons
that are necessary for the members of the UTP Plan to discharge the regulatory functions related to the opes
a national market system that have been delegated to them under the Exchange Act and Regulation NMS. 1
its obligations as the SIP, NASDAQ has designed, implemented, maintained, and operated a data processin
communications system, hardware, and software and communications infrastructure to provide processing -
UTP Plan.

CFTC Regulation. Prior to 2014, we also operated NASDAQ Futures Exchange, or NQF (formerly NASD:
OMX Futures Exchange), a designated contract market under the Commodity Exchange Act and subject to
regulatory oversight by the U.S. Commodity Futures Trading Commission, or CFTC, an independent agenc
the mandate to regulate commodity futures and option markets in the U.S. On January 1, 2014, NQF becan
dormant designated contract market under CFTC rules and ceased listing futures contracts for trading. NQ!
applied to reinstate its designation and, subject to regulatory approval, is anticipated to resume operations i

The Dodd-Frank Wall Street Reform and Consumer Protection Act, or Dodd-Frank Act, also has resulted i
increased CFTC regulation of some of our subsidiaries outside the United States and their customers.

European Regulation

Regulation of our markets in the European Union and European Economic Area focuses on issues relating
financial services, listing and trading of securities and market abuse. At the end of 2012, new regulations re
CCP services and OTC derivatives transactions were adopted that will affect our clearinghouses in Europe.
regulatory environment continues to change and related opportunities arise, we intend to continue product
development, and ensure that the exchanges and clearinghouses that comprise NASDAQ OMX Nordic and
NASDAQ OMX Baltic maintain favorable liquidity and offer efficient trading.

Confidence in capital markets is paramount for trading to function properly. NASDAQ OMX Nordic carrie

market surveillance through an independent unit that is separate from the business operations. The surveillz
work is organized into two functions: one for the listing of instruments and surveillance of companies (issu
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surveillance) and one for surveillance of trading (trading surveillance). The real-time trading surveillance f
Finnish, Icelandic, Danish and Swedish markets has been centralized to Stockholm. In Iceland, the surveill:
activities are carried out by specially appointed persons. In addition, there are special personnel who carry «
surveillance activities at each of the three Baltic exchanges and at NASDAQ OMX Oslo ASA with respect
trading of commodities derivatives. There are three surveillance committees at NASDAQ OMX Nordic, on
each NASDAQ OMX Nordic exchange in Sweden, Finland and Denmark. These committees have an advis
in relation to surveillance matters. In Sweden and Finland, decisions to list new companies are made by the
committees of the exchanges. In Denmark and Iceland, listing decisions are made by the President of the e>
a duty delegated by the board of NASDAQ OMX Copenhagen and NASDAQ OMX Iceland, respectively.

If there is suspicion that a listed company or member has acted in breach of exchange regulations, the matts
dealt with by the market regulation division. Serious breaches are considered by the respective disciplinary
committee in Sweden and Finland. In Denmark, all matters are dealt with by the surveillance department. I
Iceland, enforcement committees handle all breaches of exchange regulations, while disciplinary committe
handle the determination of fines. Suspected insider trading is reported to the appropriate authorities in the
respective country or countries.

The entities that operate trading venues in the Nordic and Baltic countries are each subject to local regulati
Sweden, general supervision of the exchange market operated by NASDAQ OMX Stockholm is carried ou
SFSA, while NASDAQ OMX Clearing’s role as CCP in the clearing of derivatives is overseen by the SFS/
Swedish central bank, Riksbanken.

14
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Additionally, as a function of the Swedish two-tier supervisory model, certain surveillance in relation to the
exchange market is carried out by us, acting through our surveillance division.

NASDAQ OMX Stockholm’s exchange activities are regulated primarily by the Swedish Securities Marke
2007:528, or SSMA, which sets up basic requirements regarding the board of the exchange and its share ca
and which also outlines the conditions on which exchange licenses are issued. The SSMA also provides tha
changes to the exchange’s articles of association following initial registration must be approved by the SFS
NASDAQ OMX Clearing AB holds the license as a CCP.

In December 2012, the European Commission adopted nine implementing technical standards to compleme
obligations defined under EMIR which became effective in August 2012. As a consequence of EMIR, NAS
OMX Clearing and like other European CCPs is currently applying to reauthorize their CCP operations.

With respect to ongoing operations, the SSMA requires exchanges to conduct their activities in an honest,
professional manner, and in such a way as to maintain public confidence in the securities markets. When oj
a regulated market, an exchange must apply the principles of free access (i.e., that each person which meets
requirements established by law and by the exchange may participate in trading), neutrality (i.e., that the ex
rules for the regulated market are applied in a consistent manner to all those who participate in trading) and
transparency (i.e., that the participants must be given speedy, simultaneous and correct information concerr
trading and that the general public must be given the opportunity to access this information). Additionally,
exchange operator must identify and manage the risks that may arise in its operations, use secure technical
and identify and handle the conflicts of interest that may arise between the exchange or its owners’ interest:
interest in safeguarding effective risk management and secure technical systems. Similar requirements are ¢
the SSMA and EMIR in relation to clearing operations.

The SSMA also contains the framework for both the SFSA’s supervisory work in relation to exchanges anc
clearinghouses and the surveillance to be carried out by the exchanges themselves. The latter includes the
requirement that an exchange should have “an independent surveillance function with sufficient resources :
powers to meet the exchange’s obligations.” That requires the exchange to, among other things, supervise t
price information, compliance with laws, regulations and good market practice, participant compliance witl
participation rules, financial instrument compliance with relevant listing rules and the extent to which issue
their obligation to submit regular financial information to relevant authorities.

The regulatory environment in the other Nordic and Baltic countries in which a NASDAQ OMX entity has
trading venue is broadly similar to the regulatory environment in Sweden. Since 2005, there has been a
Memorandum of Understanding between the SFSA and the main supervisory authorities in Norway, Denm
Finland, which looks to safeguard effective and comprehensive supervision of the exchanges comprising N
OMX Nordic and the systems operated by it, and to ensure a common supervisory approach.

Employees

As of December 31, 2013, NASDAQ OMX had 3,365 employees, including staff employed at consolidatec
where we have a controlling financial interest. Of the total employees, 1,535 were based in the U.S. and 1,¢
based outside of the U.S. None of our U.S. employees are subject to collective bargaining agreements or is
represented by a union. Approximately 88 employees based in Denmark and Finland are covered by local
agreements.

NASDAQ OMX Website and Availability of SEC Filings
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We file periodic reports, proxy statements and other information with the SEC. The public may read and cc
materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC
The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statemen
other information regarding issuers that file electronically with the SEC (such as us). The address of that sif
http://www.sec.gov.

Our website is www.nasdagomx.com. Information on our website is not a part of this Form 10-K. We will :
available free of charge on our website, or provide a link to, our Forms 10-K, Forms 10-Q and Forms 8-K ¢
amendments to these documents, that are filed or furnished pursuant to Section 13(a) or 15(d) of the Excha
as soon as reasonably practicable after we electronically file such material with, or furnish it to, the SEC. T
these filings, go to NASDAQ OMX’s website and click on “Investor Relations,” then under “Financial Infc
click on “SEC Filings.”

We use our website, www.nasdagomx.com, as a means of disclosing material non-public information and f
complying with disclosure obligations under Regulation FD.
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Item 1A. Risk Factors.

The risks and uncertainties described below are not the only ones facing us. Additional risks and uncertaint
presently known to us or that we currently believe to be immaterial may also adversely affect our business.
of the following risks actually occur, our business, financial condition, or operating results could be advers:
affected.

Risks Relating to our Business
Our industry is highly competitive.

We face intense competition from other exchanges and markets for market share of trading activity and list
addition, our market data, index licensing, corporate solutions and market technology businesses face signi
competition from other market participants. This competition includes both product and price competition
continued to increase as a result of the creation of new execution and listing venues in the United States an
Europe. Increased competition may result in a decline in our share of trading activity, listings and demand 1
products we offer, thereby adversely affecting our operating results.

The liberalization and globalization of world markets has resulted in greater mobility of capital, greater
international participation in local markets and more competition. As a result, both in the U.S. and in other
countries, the competition among exchanges and other execution venues has become more intense. In the Iz
several years, many marketplaces in both Europe and the U.S. have demutualized to provide greater flexibi
future growth. The securities industry also has experienced consolidation, creating a more intense competit
environment. Regulatory changes, such as MiFID, also have facilitated the entry of new participants in the
compete with our European markets. The regulatory environment, both in the U.S. and in Europe, is structu
maintain this environment of intense competition. In addition, a high proportion of business in the securitie
markets is becoming concentrated in a smaller number of institutions and our revenue may therefore becon
concentrated in a smaller number of customers.

We also compete globally with other regulated exchanges and markets, ATSs, MTFs and other traditional ¢
non-traditional execution venues. Some of these competitors also are our customers. Our exchange compet
include ICE, LSE, Deutsche Borse and a number of other exchanges in the U.S. and around the world. The:
exchanges offer a range of services comparable to those offered by our exchanges and generally compete w
providing trade executions, trade reporting, market data, listings, regulation, index, and technology service:
ATSs in the U.S. and MTFs in Europe are broker-dealer operated systems that offer trade execution service
typically at very low cost. Other competing execution venues include broker-dealer owned systems such as
dark-pools and internalization engines that may or may not be registered as ATSs or MTFs. Like ATSs and
these venues also compete with us by offering low cost executions and differ from public ATSs and MTFs
degree of transparency they offer and in restrictions on who may access these systems.

Competitors may develop market trading platforms that are more competitive than ours. Competitors may ¢
strategic partnerships, mergers or acquisitions that could make their trading, listings, clearing or data busing
more competitive than ours. In November 2013, ICE completed its acquisition of NYSE Euronext. ICE has
indicated its intent to spin off Euronext via an IPO. In early 2014, BATS merged with Direct Edge, creating
holding company with four equity platforms that currently execute roughly the same amount of volume as
NASDAQ OMX’s three U.S. equity platforms. These transactions have the potential to affect the competiti
environment we face in both the U.S. and Europe. If we are unable to compete successfully in this environr
business, financial condition and operating results will be adversely affected.
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Price competition has affected and could continue to affect our business.

We face intense price competition in all areas of our business. In particular, the trading industry is characte
intense price competition. We have in the past lowered prices, and in the U.S., increased rebates for trade
executions to attempt to gain or maintain market share. These strategies have not always been successful ar
at times hurt operating performance. Additionally, we have also been, and may once again be, required to a
pricing to respond to actions by competitors, which could adversely impact operating results. We are also s
potential price competition from new competitors and from new and existing regulated markets and MTFs.
compete with respect to the pricing of market data and with respect to products for pre-trade book data and
post-trade last sale data. In the future, our competitors may offer rebates for quotes and trades on their syste
addition, our listing, index licensing and technology solutions pricing is subject to competitive pressures. If
unable to compete successfully in respect to the pricing of our services and products, our business, financia
condition and operating results may be adversely affected.

Economic conditions and market factors, which are beyond our control, may adversely affect our business :
financial condition.

Our business performance is impacted by a number of factors, including general economic conditions in bo
U.S. and Europe, market volatility, and other factors that are generally beyond our control. To the extent th
or national economic conditions weaken, our business is likely to be negatively impacted. Adverse market
conditions could reduce customer demand for our services and the ability of our customers, lenders and oth
counterparties to meet their obligations to us. Poor economic conditions may result in a decline in trading v
deterioration of the economic welfare of our listed companies and a reduction in the demand
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for our products, including our market data, indexes, corporate solutions and market technology. Trading v
driven primarily by general market conditions and declines in trading volume may affect our market share :
impact our pricing. In addition, our Market Services businesses receive revenues from a relatively small arr
customers concentrated in the financial industry, so any event that impacts one or more customers or the fir
industry in general could impact our revenues.

The number of listings on our markets is primarily influenced by factors such as investor demand, the glob:
economy, available sources of financing, and tax and regulatory policies. Adverse conditions may jeopardi:
ability of our listed companies to comply with the continued listing requirements of our exchanges.

Market data revenues also may be significantly affected by global economic conditions. Professional subsc
to our market data are at risk if staff reductions occur in financial services companies, which could result in
significant reductions in our market data professional user revenue. In addition, adverse market conditions
cause reductions in the number of non-professional investors with investments in the market.

A reduction in trading volumes, market share of trading, the number of our listed companies, or demand fo
data or technology products due to economic conditions or other market factors could adversely affect our |
financial condition and operating results.

A decline in trading and clearing volume will decrease our trading and clearing revenues.

Trading and clearing volumes are directly affected by economic, political and market conditions, broad trer
business and finance, unforeseen market closures or other disruptions in trading, the level and volatility of ;
rates, inflation, changes in price levels of securities and the overall level of investor confidence. In recent y
trading and clearing volumes across our markets have fluctuated significantly depending on market conditi
other factors beyond our control. Current initiatives being considered by regulators and governments, such
restrictions on algorithmic (high-frequency) trading, could have a material adverse effect on overall trading
clearing volumes. Because a significant percentage of our revenues is tied directly to the volume of securiti
traded and cleared on our markets, it is likely that a general decline in trading and clearing volumes would
revenues and may adversely affect our operating results if we are unable to offset falling volumes through j
changes. Declines in trading and clearing volumes may also impact our market share or pricing structures a
adversely affect our business and financial condition.

Our market share of trading has declined and may continue to decline.

Our matched market share in NASDAQ-listed securities executed on NASDAQ declined from 46.1% in 20
24.5% in 2013, and our combined matched market share in all U.S.-listed securities executed on all of our
platforms declined from 29.1% in 2007 to 18.8% in 2013. In addition, as a result of the adoption of MiFID,
number of MTFs have launched, thereby significantly increasing competition in Europe. As a result, our m
market share in securities listed on our exchanges comprising NASDAQ OMX Nordic and NASDAQ OM:
has declined from 100% in 2007 to 68.6% in 2013.

If our total market share in these securities continues to decrease relative to our competitors, our venues ma
viewed as less attractive sources of liquidity. If growth in overall trading volume of these securities does nc
continued declines in our market share, or if our exchanges are perceived to be less liquid, then our busines
financial condition and operating results could be adversely affected.

Since some of our exchanges offer clearing services in addition to trading services, a decline in market shar
trading could lead to a decline in clearing revenues. Declines in market share also could result in issuers vic
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the value of a listing on our exchanges as less attractive, thereby adversely affecting our listing business. Fi
declines in market share of NASDAQ-listed securities could lower NASDAQ’s share of tape pool revenues
the consolidated data plans, thereby reducing the revenues of our market data business.

System limitations or failures could harm our business.

Our businesses depend on the integrity and performance of the technology, computer and communications
supporting them. If our systems cannot expand to cope with increased demand or otherwise fail to perform,
could experience unanticipated disruptions in service, slower response times and delays in the introduction
products and services. These consequences could result in trading outages, lower trading volumes, financia
decreased customer service and satisfaction and regulatory sanctions. Our markets have experienced systen
failures and delays in the past and could experience future systems failures and delays.

Although we currently maintain and expect to maintain multiple computer facilities that are designed to prc
redundancy and back-up to reduce the risk of system disruptions and have facilities in place that are expect
maintain service during a system disruption, such systems and facilities may prove inadequate. If trading v
increase unexpectedly or other unanticipated events occur, we may need to expand and upgrade our techno!
transaction processing systems and network infrastructure. We do not know whether we will be able to acc
project the rate, timing or cost of any increases, or expand and upgrade our systems and infrastructure to
accommodate any increases in a timely manner.
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While we have programs in place to identify and minimize our exposure to vulnerabilities and work in
collaboration with the technology industry to share corrective measures with our business partners, we cant
guarantee that such events will not occur in the future. Any system issue that causes an interruption in servi
decreases the responsiveness of our services or otherwise affects our services could impair our reputation, c
our brand name and negatively impact our business, financial condition and operating results.

Our role in the global marketplace may place us at greater risk for a cyber attack or other security incidents

Our systems and operations are vulnerable to damage or interruption from security breaches, hacking, data
denial of service attacks, human error, natural disasters, power loss, fire, sabotage, terrorism, computer viru
intentional acts of vandalism and similar events. Given our position in the global securities industry, we ma
more likely than other companies to be a direct target, or an indirect casualty, of such events. In February 2
announced that, through our normal security monitoring systems, we detected suspicious files on our U.S. s
The files were immediately removed and we believe there has been no evidence that any customer informa
accessed or acquired by third parties.

While we continue to employ resources to monitor our systems and protect our infrastructure, these measur
prove insufficient depending upon the attack or threat posed. Any system issue, whether as a result of an in
breach or a natural disaster, could damage our reputation and cause us to lose customers, experience lower
volume, incur significant liabilities or otherwise have a negative impact on our business, financial conditio
operating results. We also could incur significant expense in addressing any of these problems and in addre
related data security and privacy concerns.

The success of our business depends on our ability to keep up with rapid technological and other competiti
changes affecting our industry. Specifically, we must complete development of, successfully implement an
maintain electronic trading platforms that have the functionality, performance, capacity, reliability and spec
required by our business and our regulators, as well as by our customers.

The markets in which we compete are characterized by rapidly changing technology, evolving industry and
regulatory standards, frequent enhancements to existing products and services, the adoption of new service:
products and changing customer demands. We may not be able to keep up with rapid technological and oth
competitive changes affecting our industry. For example, we must continue to enhance our electronic tradir
platforms to remain competitive as well as to address our regulatory responsibilities, and our business will |
negatively affected if our electronic trading platforms fail to function as expected. If we are unable to devel
electronic trading platforms to include other products and markets, or if our electronic trading platforms do
have the required functionality, performance, capacity, reliability and speed required by our business and o
regulators, as well as by our customers, we may not be able to compete successfully. Further, our failure to
anticipate or respond adequately to changes in technology and customer preferences, especially in our techi
solution businesses, or any significant delays in product development efforts, could have a material adverse
on our business, financial condition and operating results.

We may experience losses and liabilities as a result of systems issues that arose during the Facebook, Inc. I

In connection with the IPO by Facebook on May 18, 2012, systems issues were experienced at the opening
trading of Facebook shares. Certain of our members may have been disadvantaged by such systems issues,
have subsequently been remedied. We announced a program for voluntary accommodations to qualifying n
which was approved by the SEC in March 2013, and we paid all valid claims submitted through the progras
December 2013. As a result of the systems issues, we have been sued by retail investors and trading firms i
putative class actions, many of which have been consolidated into a single action, as well as in five other la

34



Edgar Filing: COHERENT INC - Form 10-Q

by individual investors. The plaintiffs have asserted claims for negligence, gross negligence, fraud, and vio
of Section 20(a) of the Act and Rule 10b-5, promulgated under the Act. In addition, a member organization
demand for arbitration seeking indemnification for alleged losses associated with the Facebook IPO. We be
that these lawsuits and arbitration demand are without merit and intend to defend them vigorously.

In addition, as previously disclosed, the SEC completed an investigation into the Facebook matter. Pursuan
offer of settlement, which the Commission accepted, our subsidiaries, The NASDAQ Stock Market LLC at
NASDAQ Execution Services LLC, agreed to implement several measures aimed at preventing future viol:
the Act and the rules and regulations promulgated thereunder. We fully implemented and provided the SEC
certification of our compliance with these undertakings by December 31, 2013 as agreed. In addition, The
NASDAQ Stock Market LLC paid a $10 million penalty to the United States Treasury.

While we are unable to predict the outcome of the pending litigation or arbitration, an unfavorable outcome
or more of these matters could have a material adverse effect on us. Pending the resolution of these matters
expect to incur significant additional expenses in defending the arbitration and lawsuits.

Our role as exclusive processor for NASDAQ-listed stocks is under review.

On August 22, 2013, we experienced an outage in the exclusive processor system we maintain and operate
behalf of all exchanges that trade NASDAQ stocks which resulted in a market-wide trading halt lasting
approximately three hours. Following this system outage, the Commission and others are evaluating all
infrastructure that is critical to the national market system, including the processor systems. We have propo
upgrades that are designed to make those systems more robust and resilient, the cost of such
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upgrades to be borne collectively by all exchanges that trade NASDAQ stocks. The failure of other exchan,
adopt these upgrades could impact the proper function of the processor and impose further risk on us and tt
industry. If future outages occur or the processor systems fail to function properly while we are operating tl
systems, it could have an adverse effect on our business, reputation, financial condition or operating results

Additionally, the contract for future maintenance and operation of the processor systems will shortly be sut
competitive bidding process. We may choose not to bid for the contract or may fail to obtain that contract i
bid. Although we do not expect any material adverse effect on our business if we no longer act as the SIP i
future, we could be impacted in ways that we have not foreseen.

We may not be able to successfully integrate acquired businesses, which may result in an inability to realiz
anticipated benefits of our acquisitions.

In May 2013, we acquired the TR Corporate Solutions businesses, and in June 2013, we acquired eSpeed.
we also formed NPM. We must rationalize, coordinate and integrate the operations of these and other acqu
businesses. This process involves complex technological, operational and personnel-related challenges, wh
time-consuming and expensive and may disrupt our business. The difficulties, costs and delays that could b
encountered may include:

«difficulties, costs or complications in combining the companies’ operations, including technology platform
could lead to us not achieving the synergies we anticipate;

eincompatibility of systems and operating methods;

reliance on a deal partner for transition services, including billing services;
einability to use capital assets efficiently to develop the business of the combined company;

othe difficulty of complying with government-imposed regulations in the U.S. and abroad, which may be cc

eresolving possible inconsistencies in standards, controls, procedures and policies, business cultures and
compensation structures;

othe diversion of management’s attention from ongoing business concerns and other strategic opportunities
«difficulties in operating acquired businesses in parallel with similar businesses that we operated previously
«difficulties in operating businesses we have not operated before;

«difficulty of integrating multiple acquired businesses simultaneously;

othe retention of key employees and management;

the implementation of disclosure controls, internal controls and financial reporting systems at non-U.S. sul
to enable us to comply with U.S. generally accepted accounting principles, or U.S. GAAP, and U.S. securit

and regulations, including the Sarbanes Oxley Act of 2002, required as a result of our status as a reporting «
under the Exchange Act;
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the coordination of geographically separate organizations;

sthe coordination and consolidation of ongoing and future research and development efforts;

*possible tax costs or inefficiencies associated with integrating the operations of a combined company;
epre-tax restructuring and revenue investment costs;

othe retention of strategic partners and attracting new strategic partners; and

enegative impacts on employee morale and performance as a result of job changes and reassignments.

For these reasons, we may not achieve the anticipated financial and strategic benefits from our acquisitions
initiatives. Any actual cost savings and synergies may be lower than we expect and may take a longer time
achieve than we anticipate, and we may fail to realize the anticipated benefits of acquisitions.

We will need to invest in our operations to maintain and grow our business and to integrate acquisitions, an
may need additional funds, which may not be readily available.

We depend on the availability of adequate capital to maintain and develop our business. Although we belie
we can meet our current capital requirements from internally generated funds, cash on hand and available
borrowings under our existing credit facilities, if the capital and credit markets experience volatility, access
capital or credit may not be available on terms acceptable to us or at all. Limited access to capital or credit :
future could have an impact on our ability to refinance debt, maintain our credit rating, meet our regulatory
requirements, engage in strategic initiatives, make acquisitions or strategic investments in other companies
to changing economic and business conditions. If we are unable to fund our capital or credit requirements, :
have an adverse effect on our business, financial condition and operating results.
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In addition to our debt obligations, we will need to continue to invest in our operations for the foreseeable {
integrate acquired businesses and to fund new initiatives. If we do not achieve the expected operating resuls
will need to reallocate our cash resources. This may include borrowing additional funds to service debt pay
which may impair our ability to make investments in our business or to integrate acquired businesses.

Should we need to raise funds through issuing additional equity, our equity holders will suffer dilution. Shc
need to raise funds through incurring additional debt, we may become subject to covenants even more restr
than those contained in our existing credit facilities, the indentures governing our notes and our other debt
instruments. Furthermore, if adverse economic conditions occur, we could experience decreased revenues f
operations which could affect our ability to satisfy financial and other restrictive covenants to which we are
under our existing indebtedness.

We operate in a highly regulated industry and may be subject to censures, fines and enforcement proceedin
fail to comply with regulatory obligations.

We operate in a highly regulated industry and are subject to extensive regulation in the U.S. and Europe. T
securities trading industry is subject to significant regulatory oversight and could be subject to increased
governmental and public scrutiny in the future in response to global conditions and events. In the U.S., our
and broker-dealer subsidiaries are regulated by the SEC, FINRA or CFTC and, in the Nordics, Baltics and |
markets are subject to local and/or European Union regulation. As a result, our regulated markets are subje:
audits, investigations, administrative proceedings and enforcement actions relating to compliance with app]
rules and regulations. Regulators have broad powers to impose fines, penalties or censure, issue cease-and-
orders, prohibit operations, revoke licenses or registrations and impose other sanctions on our exchanges,
broker-dealers and markets for violations of applicable requirements.

In 2013, the SEC completed an investigation into the Facebook matter and accepted our offer of settlement
included a monetary penalty and an agreement to implement certain measures aimed at preventing future vi
of the Act and the rules and regulations promulgated thereunder. See Item 3, “Legal Proceedings.” In the f
could be subject to SEC or other regulatory investigations or enforcement proceedings that could result in
substantial sanctions, including revocation of our operating licenses. Any such investigations or proceeding
whether successful or unsuccessful, could result in substantial costs, the diversion of resources, including
management time, and potential harm to our reputation, which could have a material adverse effect on our |
results of operations or financial condition. In addition, our exchanges could be required to modify or restrt
their regulatory functions in response to any changes in the regulatory environment, or they may be require
on third parties to perform regulatory and oversight functions, each of which may require us to incur substa
expenses and may harm our reputation if our regulatory services are deemed inadequate.

The regulatory framework under which we operate and new regulatory requirements or new interpretations
existing regulatory requirements could require substantial time and resources for compliance, which could :
difficult and costly for us to operate our business.

Under current U.S. federal securities laws, changes in the rules and operations of our markets, including ou
structure, must be reviewed and in many cases explicitly approved by the SEC. The SEC may approve, dis:
or recommend changes to proposals that we submit. In addition, the SEC may delay either the approval pro
the initiation of the public comment process. Any delay in approving changes, or the altering of any propos
change, could have an adverse effect on our business, financial condition and operating results. We must cc
not only with ATSs that are not subject to the same SEC approval process but also with other exchanges th:
have lower regulation and surveillance costs than us. There is a risk that trading will shift to exchanges that
lower fees because, among other reasons, they spend significantly less on regulation.
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In addition, our registered broker-dealer subsidiaries are subject to regulation by the SEC, FINRA and othe
self-regulatory organizations. These subsidiaries are subject to regulatory requirements intended to ensure t
general financial soundness and liquidity, which require that they comply with certain minimum capital
requirements. The SEC and FINRA impose rules that require notification when a broker-dealer’s net capita
below certain predefined criteria, dictate the ratio of debt to equity in the regulatory capital composition of
broker-dealer and constrain the ability of a broker-dealer to expand its business under certain circumstance:
Additionally, the Uniform Net Capital Rule and FINRA rules impose certain requirements that may have tt
of prohibiting a broker-dealer from distributing or withdrawing capital and requiring prior notice to the SE(
FINRA for certain withdrawals of capital. Any failure to comply with these broker-dealer regulations coulc
material adverse effect on the operation of our business, financial condition and operating results.

Our non-U.S. business is subject to regulatory oversight in all the countries in which we operate regulated
businesses, such as exchanges or central securities depositories. The countries in which we currently operat
share ownership in regulated businesses include Sweden, Finland, Denmark, Iceland, Estonia, Lithuania, L:
Norway, Armenia, Switzerland, the Netherlands and the United Kingdom. In all the aforementioned countr
have received authorization from the relevant authorities to conduct our regulated business activities. The
authorities may revoke this authorization if we do not suitably carry out our regulated business
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activities. The authorities are also entitled to request that we adopt measures in order to ensure that we cont
fulfill the authorities’ requirements.

Furthermore, we hold interests in other regulated entities, and certain of our customers operate in a highly r
industry. Regulatory authorities could impose regulatory changes that could impact the ability of our custor
use our exchanges. The loss of a significant number of customers or a reduction in trading activity on any c
exchanges as a result of such changes could have a material adverse effect on our business, financial condit
operating results.

Regulatory changes and changes in market structure could have a material adverse effect on our business.

Regulatory changes adopted by the SEC or other regulators of our markets, and regulatory changes that our
may adopt in fulfillment of their regulatory obligations, could materially affect our business operations. In
years, there has been increased regulatory and governmental focus on issues affecting the securities market
including market structure and technological oversight. The SEC, FINRA and the national securities excha
have introduced several initiatives to ensure the oversight, integrity and resilience of markets.

In 2013, the SEC proposed Regulation Systems, Compliance and Integrity (Regulation SCI) which, if adop
proposed, would update and extend the SEC’s oversight of technology and establish new requirements on |
exchanges, ATSs, plan processors and clearing agencies concerning the design, development, testing, main
and surveillance of technology systems that are integral to their operations. Also in 2013, the SEC implem
plan for FINRA and the national securities exchanges to institute a limit up-limit down system designed to

short-term volatility in equity trading by preventing trades in individual exchange-listed stocks from occurt
outside of a specified price band. In 2012, the SEC required national securities exchanges and FINRA to es
market-wide consolidated audit trail (CAT) to improve regulators’ ability to monitor trading activity. We a
currently working with FINRA and the other national securities exchanges in developing a plan to create a

consolidated audit trail. At the end of 2012, new regulations relating to CCP services and OTC derivatives

transactions were adopted that are affecting our clearinghouses in Europe.

In addition, the SEC has taken regulatory actions in connection with issues described in its 2010 concept re
market structure, as well as the events of the May 6, 2010 “flash crash.” In 2011, the SEC implemented a n
sale restriction that triggers when a security declines 10% from its previous close and expanded its existing
stock trading pause to include all Regulation NMS securities. Any potential rules concerning trading halts
volatile markets, market access, algorithmic (high-frequency) trading, alternative trading systems (such as «
pools), trading increments and other market structure issues could change the competitive landscape and ha
material impact on our business.

During the coming year, it is likely that there will be additional changes in the regulatory environment in w
operate our businesses, including further measures taken by government regulators and the SROs to addres
incidents involving exchanges, plan processors or market participants that have resulted in disrupted tradin;
operations, although we cannot predict the nature of these changes or their impact on our business at this tii
European Parliament continues its review of MiFID that could affect our operations in Europe. In addition,
on any of the specific regulatory issues currently under review in the U.S. and Europe such as SRO status,
selling, co-location, algorithmic (high-frequency) trading, market halts, the market data business, derivative
clearing, market transparency, taxes on stock transactions, restrictions on proprietary trading by certain of c
customers and other related proposals could have a material impact on our business. In the U.S., the CFTC
SEC also will continue to take actions to fully implement the Dodd-Frank Act, a comprehensive banking ar
financial services reform package.
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While we support regulatory efforts to review and improve market structure, resilience and integrity, the ad
of these proposed regulatory changes and future reforms could impose significant costs and obligations on:
operation of our U.S. exchanges and processor systems and have other impacts on our business.

Regulatory changes or future court rulings may have an adverse impact on our revenue from proprietary m:
data products.

Regulatory and legal developments could reduce the amount of revenue that we earn from our proprietary 1
data products. In the U.S., we generally are required to file with the SEC to establish or modify the fees tha
charge for our market data products. In recent years, certain industry groups have objected to the ability of
exchanges to charge for certain market data products. We have defeated two challenges in federal appeals ¢
an additional challenge is currently pending at the SEC. If the results of that challenge are detrimental to ou
U.S. exchanges’ ability to charge for market data, there could be a negative impact on our revenues. We ca
predict whether, or in what form, any regulatory changes will be implemented, or their potential impact on
business. A determination by the SEC, for example, to link market data fees to marginal costs, to take a mo
role in the market data rate-setting process, or to reduce the current levels of market data fees could have ar
effect on our market data revenues.
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Our European exchanges currently offer market data to customers on a non-discriminatory and reasonable
commercial basis. It is expected that the future MiFID II directive will result in a definition of the term “rez
commercial basis”. There is a risk that the final wording of this definition may influence the fees for Europ
market data adversely. In addition any future actions by the European Commission or European court decis
could affect our ability to offer market data products in the same manner that we do today thereby causing :
adverse effect on our European market data revenues.

Stagnation or decline in the initial public offering market could have an adverse effect on our revenues.

The market for initial public offerings is dependent on the prosperity of companies and the availability of ri
capital. Stagnation or decline in the initial public offering market will impact the number of new listings on
NASDAQ Stock Market and the exchanges comprising NASDAQ OMX Nordic and NASDAQ OMX Balt
thus our related revenues. We recognize revenue from new listings on The NASDAQ Stock Market on a
straight-line basis over an estimated six-year service period. As a result, a stagnant market for initial public
offerings could cause a decrease in deferred revenues for future years. Furthermore, as initial public offerin
typically actively traded following their offering date, a prolonged decrease in the number of initial public
could negatively impact the growth of our transactions revenues.

Any reduction in our credit rating could increase the cost of our funding from the capital markets.

Our long-term debt is currently rated investment grade by two of the major rating agencies. These rating ag
regularly evaluate us and their ratings of our long-term debt are based on a number of factors, including ou
financial strength as well as factors not entirely within our control, including conditions affecting the financ
services industry generally. There can be no assurance that we will maintain our current ratings. Our failure
maintain those ratings could adversely affect the cost and other terms upon which we are able to obtain fun
increase our cost of capital. A reduction in credit ratings would also result in increases in the cost of our
outstanding debt as the interest rate on the outstanding amounts under our credit facilities, our 5.25% senio:
due 2018, and our 3.875% senior notes due 2021 fluctuates based on our credit ratings.

Damage to our reputation or brand name could have a material adverse effect on our businesses.

One of our competitive strengths is our strong reputation and brand name. Various issues may give rise to
reputational risk, including issues relating to:

eour ability to maintain the security of our data and systems;
the quality and reliability of our technology platforms and systems;
othe ability to fulfill our regulatory obligations;

othe ability to execute our business plan, key initiatives or new business ventures and the ability to keep up
changing customer demand;

othe representation of our business in the media;
othe accuracy of our financial statements and other financial and statistical information;

ethe accuracy of our financial guidance or other information provided to our investors;
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the quality of our corporate governance structure;

the quality of our products, including the reliability of our transaction-based business, the accuracy of the
trade information provided by our market data business and the accuracy of calculations used by our Globa
Group for indexes and unit investment trusts;

the quality of our disclosure controls or internal controls over financial reporting, including any failures in
supervision;

eextreme price volatility on our markets, such as that seen with the “flash crash” on May 6, 2010;
eany negative publicity surrounding our listed companies; and

eany misconduct, fraudulent activity or theft by our employees or other persons formerly or currently assoc
with us.

Damage to our reputation could cause some issuers not to list their securities on our exchanges, as well as
the trading volume on our exchanges or cause us to lose customers in our market data, index or market tech
businesses. This, in turn, may have a material adverse effect on our business, financial condition and opera
results.

We may incur goodwill, intangible asset or other long-lived asset impairment charges in the future.

Our business acquisitions typically result in the recording of goodwill and intangible assets, and the recorde
of those assets may become impaired in the future. As of December 31, 2013, goodwill totaled approximatc
billion and intangible assets, net of accumulated amortization, totaled approximately $2.4 billion. The
determination of the value of such goodwill and intangible assets requires management to make estimates a
assumptions that affect our consolidated financial statements.
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We assess goodwill and intangible assets as well as other long-lived assets, including equity method invest
property and equipment and other assets for impairment by applying a fair value based test by analyzing hi:
performance, capital requirements and projected cash flows on an annual basis or more frequently if indica
impairment arise. Considerable management judgment is necessary to evaluate the impact of operating and
macroeconomic changes and to estimate cash flows. Although there are inherent uncertainties in this assess
process, the estimates and assumptions we use are consistent with our internal planning. There was no imp:
of goodwill for the years ended December 31, 2013, 2012 and 2011. However, disruptions to our business,
economic weakness and unexpected significant declines in operating results, may result in an impairment ¢
related to our goodwill, intangible assets or other long-lived assets in the future. A significant impairment c
the future could have a material adverse effect on our operating results.

We may experience fluctuations in our operating results, which may adversely affect the market price of ot
common stock.

The financial services industry is risky and unpredictable and is directly affected by many national and inte
factors beyond our control, including:

eeconomic, political and geopolitical market conditions;

enatural disasters, terrorism, war or other catastrophes;

*broad trends in industry and finance;

echanges in price levels and volatility in the stock markets;

othe level and volatility of interest rates;

echanges in government monetary or tax policy;

eother legislative and regulatory changes;

the perceived attractiveness of the U.S. or European capital markets; and

einflation.

Any one of these factors could have a material adverse effect on our business, financial condition and oper:
results by causing a substantial decline in the financial services markets and reducing trading volumes. In
particular, our U.S. business operations are heavily concentrated on the East Coast, and our European busir
operations are heavily concentrated in Stockholm. Any event that affects either of those geographic areas c
potentially affect our ability to operate our businesses.

Additionally, since borrowings under our credit facilities bear interest at variable rates, any increase in inte:
on debt that we have not fixed using interest rate hedges will increase our interest expense and reduce our c
flow. Other than variable rate debt, we believe our business has relatively large fixed costs and low variabl
which magnifies the impact of revenue fluctuations on our operating results. As a result, a decline in our re
may lead to a relatively larger impact on operating results. A substantial portion of our operating expenses
related to personnel costs, regulation and corporate overhead, none of which can be adjusted quickly and sc
which cannot be adjusted at all. Our operating expense levels will be based on our expectations for future r

If actual revenue is below management’s expectations, or if our expenses increase before revenues do, both
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less transaction rebates, brokerage, clearance and exchange fees and operating results would be materially :
adversely affected. Because of these factors, it is possible that our operating results or other operating metr
fail to meet the expectations of stock market analysts and investors. If this happens, the market price of our
common stock may be adversely affected.

We are exposed to credit risk from third parties, including customers, counterparties and clearing agents.

We are exposed to credit risk from third parties, including customers, counterparties and clearing agents. T
parties may default on their obligations to us due to bankruptcy, lack of liquidity, operational failure or oth
reasons.

We clear or stand as riskless principal to a range of equity-related and fixed-income-related derivative prod
commodities and resale and repurchase agreements. We assume the counterparty risk for all transactions th
cleared through our markets and guarantee that our cleared contracts will be honored. We enforce minimun
financial and operational criteria for membership eligibility, require members and investors to provide coll:
and maintain established risk policies and procedures to ensure that the counterparty risks are properly mor
and pro-actively managed; however, none of these measures provides absolute assurance against experienc
financial losses from defaults by our counterparties on their obligations. No guarantee can be given that the
collateral provided will at all times be sufficient. Although we maintain clearing capital resources to serve :
additional layer of protection to help ensure that we are able to meet our obligations, these resources may n
sufficient.

In addition, one of our broker-dealer subsidiaries, Execution Access, has a clearing arrangement with Cantc
Fitzgerald & Co., or Cantor Fitzgerald. As of December 31, 2013, we have contributed $19 million of clear
deposits to Cantor Fitzgerald in connection with this clearing arrangement. Some of the trading activity in
Execution Access is cleared by Cantor Fitzgerald through the Fixed Income Clearing Corporation, or FICC
balance is cleared non-FICC. Execution Access assumes the counterparty risk of clients that do not clear th
FICC. Counterparty risk of clients exists for Execution Access between the trade date and
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settlement date of the individual transactions, which is one business day. All of Execution Access’ obligatic
the clearing arrangement with Cantor Fitzgerald are guaranteed by NASDAQ OMX. Some of the non-FIC(
counterparties are required to post collateral, provide principal letters, or provide other forms of credit enha
to Execution Access for the purpose of mitigating counterparty risk. Although we believe that the potentia
to be required to make payments under these arrangements is mitigated through the pledged collateral and «
management policies, no guarantee can be provided that these arrangements will at all times be sufficient.

We also have credit risk related to transaction and subscription-based revenues that are billed to customers
monthly or quarterly basis, in arrears. Credit losses such as those described above could adversely affect ou
consolidated financial position and results of operations.

Our leverage limits our financial flexibility, increases our exposure to weakening economic conditions and
adversely affect our ability to obtain additional financing.

In connection with acquisitions and share repurchases, we incurred a significant amount of indebtedness. O
indebtedness as of December 31, 2013 was approximately $2.6 billion. We also may borrow up to an additi
$655 million under a revolver that is part of our credit facilities.

Our leverage could:

ereduce funds available to us for operations and general corporate purposes or for capital expenditures as a
the dedication of a substantial portion of our consolidated cash flow from operations to the payment of prin
and interest on our indebtedness;

eincrease our exposure to a continued downturn in general economic conditions;
eplace us at a competitive disadvantage compared with our competitors with less debt; and

eaffect our ability to obtain additional financing in the future for refinancing indebtedness, acquisitions, wo
capital, capital expenditures or other purposes.

In addition, we must comply with the covenants in our credit facilities. Among other things, these covenant
our ability to grant liens, incur additional indebtedness, pay dividends and conduct transactions with affiliaf
Failure to meet any of the covenant terms of our credit facilities could result in an event of default. If an ev
default occurs, and we are unable to receive a waiver of default, our lenders may increase our borrowing cc
restrict our ability to obtain additional borrowings and accelerate all amounts outstanding. Our credit facilit
allow us to pay cash dividends on our common stock as long as certain leverage ratios are maintained.

We are subject to litigation risks and other liabilities.

Many aspects of our business potentially involve substantial liability risks. Although under current law we
immune from private suits arising from conduct within our regulatory authority and from acts and forbeara
incident to the exercise of our regulatory authority, this immunity only covers certain of our activities in the
and we could be exposed to liability under national and local laws, court decisions and rules and regulation
promulgated by regulatory agencies.
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Some of our other liability risks arise under the laws and regulations relating to the insurance, tax, intellectt
property, anti-money laundering, technology export, foreign asset controls and foreign corrupt practices are
Liability could also result from disputes over the terms of a trade, claims that a system failure or delay cost
customer money, claims we entered into an unauthorized transaction or claims that we provided materially
misleading statements in connection with a securities transaction. As we intend to defend any such litigatio
actively, significant legal expenses could be incurred. Although we carry insurance that may limit our risk
damages in some cases, we still may sustain uncovered losses or losses in excess of available insurance tha
affect our financial condition and results of operations.

We have self-regulatory obligations and also operate for-profit businesses, and these two roles may create
of interest.

We have obligations to regulate and monitor activities on our markets and ensure compliance with applicat
and the rules of our markets by market participants and listed companies. In the U.S., the SEC staff has exp
concern about potential conflicts of interest of “for-profit” markets performing the regulatory functions of ¢
self-regulatory organization. Although our U.S. cash equities and options exchanges outsource a substantia
of their market regulation functions to FINRA, we do perform regulatory functions and bear regulatory
responsibility related to our listed companies and our markets. Any failure by us to diligently and fairly reg
markets or to otherwise fulfill our regulatory obligations could significantly harm our reputation, prompt S
scrutiny and adversely affect our business and reputation.

Our Nordic and Baltic exchanges also monitor trading and compliance with listing standards. They monitor
listing of cash equities and other financial instruments. The prime objective of such monitoring activities is
promote confidence in the exchanges among the general public and to ensure fair and orderly functioning n
The monitoring functions within the exchanges

24

47



Edgar Filing: COHERENT INC - Form 10-Q
Table Of Contents

comprising NASDAQ OMX Nordic and NASDAQ OMX Baltic are the responsibility of the surveillance
departments or other surveillance personnel. The surveillance departments or personnel are intended to stre
the integrity of and confidence in these exchanges and to avoid conflicts of interest. Any failure to diligentl
fairly regulate the Nordic and Baltic exchanges could significantly harm our reputation, prompt scrutiny frc
regulators and adversely affect our business and reputation.

Failure to attract and retain key personnel may adversely affect our ability to conduct our business.

Our future success depends, in large part, upon our ability to attract and retain highly qualified professional
personnel. Competition for key personnel in the various localities and business segments in which we oper:
intense. Our ability to attract and retain key personnel, in particular senior officers, will be dependent on a 1
of factors, including prevailing market conditions and compensation packages offered by companies compe
the same talent. There is no guarantee that we will have the continued service of key employees who we rel
to execute our business strategy and identify and pursue strategic opportunities and initiatives. In particular
may have to incur costs to replace senior officers or other key employees who leave, and our ability to exec
business strategy could be impaired if we are unable to replace such persons in a timely manner.

We are highly dependent on the continued services of Robert Greifeld, our Chief Executive Officer, and otl
senior officers and key employees who possess extensive financial markets knowledge and technology skil
do not have employment agreements with some of these key senior officers. We do not maintain “key persc
insurance policies on any of our senior officers, managers, key employees or technical personnel. The loss
services of these persons for any reason, as well as any negative market or industry perception arising from
losses, could have a material adverse effect on our business, financial condition and operating results.

Failure to protect our intellectual property rights, or allegations that we have infringed on the intellectual pr
rights of others, could harm our brand-building efforts and ability to compete effectively.

To protect our intellectual property rights, we rely on a combination of trademark laws, copyright laws, pat
trade secret protection, confidentiality agreements and other contractual arrangements with our affiliates, cl
strategic partners and others. The protective steps that we take may be inadequate to deter misappropriation
proprietary information. We may be unable to detect the unauthorized use of, or take appropriate steps to e
our intellectual property rights.

We have registered, or applied to register, our trademarks in the United States and in over 50 foreign jurisd
and have pending U.S. and foreign applications for other trademarks. We also maintain copyright protectio
branded materials and pursue patent protection for software products, inventions and other processes devel
us. We also hold a number of patents, patent applications and licenses in the United States and other foreig;
jurisdictions. Effective trademark, copyright, patent and trade secret protection may not be available in eve:
country in which we offer our services. Failure to protect our intellectual property adequately could harm o
and affect our ability to compete effectively. Further, defending our intellectual property rights could result
expenditure of significant financial and managerial resources.

Third parties may assert intellectual property rights claims against us, which may be costly to defend, coulc
the payment of damages and could limit our ability to use certain technologies, trademarks or other intellec
property. Any intellectual property claims, with or without merit, could be expensive to litigate or settle an
divert management resources and attention. Successful challenges against us could require us to modify or
discontinue our use of technology or business processes where such use is found to infringe or violate the r
others, or require us to purchase licenses from third parties, any of which could adversely affect our busine:
financial condition and operating results.
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We rely on third parties to perform certain functions, and our business could be adversely affected if these |
parties fail to perform as expected.

We rely on third parties for regulatory, data center and other services. For example, we have a contractual
arrangement with FINRA pursuant to which FINRA performs certain regulatory functions on our behalf. W
are highly reliant on third-party data centers provided by Verizon. To the extent that FINRA, Verizon or an
vendor or third-party service provider experiences difficulties, materially changes their business relationshi
us or is unable for any reason to perform their obligations, our business or our reputation may be materially
adversely affected.

We also rely on members of our trading community to maintain markets and add liquidity. To the extent th
our largest members experiences difficulties, materially changes its business relationship with us or is unab
any reason to perform market making activities, our business or our reputation may be materially adversely
affected.

We are a holding company that depends on cash flow from our subsidiaries to meet our obligations, and an
restrictions on our subsidiaries’ ability to pay dividends or make other payments to us may have a material
effect on our results of operations and financial condition.
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We are a holding company with no direct operating businesses other than the equity interests of our subsidi
We require dividends and other payments from our subsidiaries to meet cash requirements. Minimum capit
requirements mandated by regulatory authorities having jurisdiction over some of our regulated subsidiarie
indirectly restrict the amount of dividends paid upstream. If our subsidiaries are unable to pay dividends an
other payments to us when needed, we may be unable to satisfy our obligations, which would have a mater
adverse effect on our business, financial condition and operating results.

Future acquisitions, investments, partnerships and joint ventures may require significant resources and/or re
significant unanticipated losses, costs or liabilities.

Over the past several years, acquisitions have been significant factors in our growth. Although we cannot p
our rate of growth as the result of acquisitions with complete accuracy, we believe that additional acquisitic
investments or entering into partnerships and joint ventures will be important to our growth strategy. Many
other potential purchasers of assets in our industry have greater financial resources than we have. Therefore
cannot be sure that we will be able to complete future acquisitions on terms favorable to us.

We may finance future acquisitions by issuing additional equity and/or debt. The issuance of additional eqt
connection with any such transaction could be substantially dilutive to existing shareholders. The issuance
additional debt could increase our leverage substantially. In addition, announcement or implementation of {
transactions by us or others could have a material effect on the price of our common stock. We could face f
risks associated with incurring additional debt, particularly if the debt results in significant incremental leve
Additional debt may reduce our liquidity, curtail our access to financing markets, impact our standing with
agencies and increase the cash flow required for debt service. Any incremental debt incurred to finance an
acquisition could also place significant constraints on the operation of our business.

Furthermore, any future acquisitions of businesses or facilities could entail a number of additional risks, in
eproblems with effective integration of operations;

ethe inability to maintain key pre-acquisition business relationships;

eincreased operating costs;

othe diversion of our management team from its other operations;

eproblems with regulatory bodies;

eexposure to unanticipated liabilities;

«difficulties in realizing projected efficiencies, synergies and cost savings; and

echanges in our credit rating and financing costs.

Changes in tax laws, regulations or policies could have a material adverse effect on our financial results.
Like other corporations, we are subject to taxes at the federal, state and local levels, as well as in non-U.S.

jurisdictions. Changes in tax laws, regulations or policies could result in us having to pay higher taxes, whi
would in turn reduce our net income.
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In addition, some of our subsidiaries are subject to tax in the jurisdictions in which they are organized or of
computing our tax obligation in these jurisdictions, we take various tax positions on matters that are not ent
free from doubt. We cannot assure you that upon review of these positions the applicable authorities will ag
our positions. A successful challenge by a tax authority could result in additional tax imposed on our subsic

Our non-U.S. business operates in various international markets, particularly emerging markets, that are sul
greater political, economic and social uncertainties than developed countries.

The operations of our non-U.S. business are subject to the risk inherent in international operations, includir
not limited to, risks with respect to operating in Iceland, the Baltics, Central and Eastern Europe, the Middl
Australia and Asia. Some of these economies may be subject to greater political, economic and social unce
than countries with more developed institutional structures. Political, economic or social events or develop
one or more of these countries could adversely affect our operations and financial results.

We have invested substantial capital in system platforms, and a failure to successfully implement such syst
could adversely affect our business.

In our technology operations, we have invested substantial amounts in the development of system platform
the rollout of our platforms. Although investments are carefully planned, there can be no assurance that the
for such platforms will justify the related investments and that the future levels of transactions executed on
platforms will be sufficient to generate an acceptable return on such investments. If we fail to generate ade
revenue from planned system platforms, or if we fail to do so within the envisioned timeframe, it could hav
adverse effect on our results of operations and financial condition.
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Because we have operations in several countries, we are exposed to currency risk.

We have operations in the U.S., the Nordic and Baltic countries, Australia and many other foreign countrie
therefore have significant exposure to exchange rate movements between the Euro, Swedish Krona, Danish
Norwegian Krone, British Pound Sterling, Australian Dollar and other foreign currencies towards the U.S.
Significant inflation or disproportionate changes in foreign exchange rates with respect to one or more of tt
currencies could occur as a result of general economic conditions, acts of war or terrorism, changes in
governmental monetary or tax policy or changes in local interest rates. These exchange rate differences wil
the translation of our non-U.S. results of operations and financial condition into U.S. dollars as part of the
preparation of our consolidated financial statements.

If our risk management methods are not effective, our business, reputation and financial results may be adv
affected.

We have methods to identify, monitor and manage our risks, including oversight of risk management by N.
OMX’s Risk Committee, which is comprised of employees of NASDAQ OMX. However, these methods n
be fully effective. Some of our risk management methods may depend upon evaluation of information rega
markets, customers or other matters. That information may not in all cases be accurate, complete, up-to-dat
properly evaluated. If our methods are not effective or we are not successful in monitoring or evaluating the
which we are or may be exposed, our business, reputation, financial condition and operating results could b
materially adversely affected.

Charges to earnings resulting from acquisition, restructuring and integration costs may materially adversely
the market value of our common stock.

In accordance with U.S. GAAP, we are accounting for the completion of our acquisitions using the purchas
method of accounting. We are allocating the total estimated purchase prices to net tangible assets, amortiza
intangible assets and indefinite-lived intangibles, and based on their fair values as of the date of completion
acquisitions, recording the excess of the purchase price over those fair values as goodwill. Our financial res
including earnings per share, or EPS, could be adversely affected by a number of financial adjustments req
U.S. GAAP including the following:

ewe may incur additional amortization expense over the estimated useful lives of certain of the intangible a
acquired in connection with acquisitions during such estimated useful lives;

*we may have additional depreciation expense as a result of recording purchased tangible assets at fair valu
accordance with U.S. GAAP, as compared to book value as recorded;

*to the extent the value of goodwill or intangible assets becomes impaired, we may be required to incur ma
charges relating to the impairment of those assets; and

ewe may incur certain adjustments to reflect the financial condition and operating results under U.S. GAAP
dollars.

Risks Relating to an Investment in Our Common Stock
Volatility in our stock price could adversely affect our stockholders.
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The market price of our common stock is volatile. Broad market and industry factors may adversely affect
market price of our common stock, regardless of our actual operating performance. Factors that could caus:
fluctuations in our stock price may include, among other things:

eactual or anticipated variations in our quarterly operating results;

echanges in financial estimates by us or by any securities analysts who might cover our common stock;

econditions or trends in our industry, including trading volumes, regulatory changes or changes in the secur
marketplace;

econditions or trends in the credit markets;

eannouncements by us or our competitors of significant acquisitions, strategic partnerships or divestitures;
eannouncements of investigations or regulatory scrutiny of our operations or lawsuits filed against us;
eadditions or departures of key personnel; and

epurchases or sales of our common stock, including purchases or sales of our common stock by our directo
officers, significant stockholders or strategic investors.

Decisions to declare future dividends on our common stock will be at the discretion of our board of directo:
upon a review of relevant considerations. Accordingly, there can be no guarantee that we will pay future di
to our stockholders.

In 2013, our board of directors declared quarterly cash dividend payments of $0.13 per share of outstanding
common stock. Future declarations of quarterly dividends and the establishment of future record and paym
are subject to approval by
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NASDAQ OMX’s board of directors. The board’s determination to declare dividends will depend upon ous
profitability and financial condition, contractual restrictions, restrictions imposed by applicable law and otk
factors that the board deems relevant. Based on an evaluation of these factors, the board of directors may d
not to declare future dividends at all or to declare future dividends at a reduced amount. Accordingly, there
no guarantee that we will pay future dividends to our stockholders.

The market price of our common stock could be negatively affected by sales of substantial amounts of our
stock in the public markets.

Sales of a substantial number of shares of our common stock in the public markets, or the perception that tt
sales might occur, could cause the market price of our common stock to decline or could impair our ability
capital through a future sale of, or pay for acquisitions using, our equity securities. As of December 31, 201
were 169,357,084 shares of our common stock outstanding. All of our common stock is freely transferable,
shares held by our “affiliates,” as defined in Rule 144 under the Securities Act.

The number of freely transferable shares of our common stock will increase upon any exercise of outstandi
options pursuant to NASDAQ OMX’s Equity Incentive Plan, or Equity Plan. There were 3,153,801 option:s
exercisable as of December 31, 2013 at a weighted average exercise price of $26.59.

Provisions of our certificate of incorporation, by-laws, exchange rules (including provisions included to ad
SEC concerns) and Delaware law could delay or prevent a change in control of us and entrench current
management.

Our organizational documents place restrictions on the voting rights of certain stockholders. The holders of
common stock are entitled to one vote per share on all matters to be voted upon by the stockholders except
person may exercise voting rights in respect of any shares in excess of 5% of the then outstanding shares of
common stock. Any change to the 5% voting limitation would require SEC approval.

In response to the SEC’s concern about a concentration of our ownership, the rules of our U.S. exchanges i
rule prohibiting any member or any person associated with a member of the exchange from beneficially ow
more than 20% of our outstanding voting interests. SEC consent would be required before any investor cou
more than a 20% voting interest in us. The rules of our U.S. exchanges also require the SEC’s approval of
business ventures with one of our members, subject to exceptions.

Our organizational documents contain provisions that may be deemed to have an anti-takeover effect and n
delay, deter or prevent a change of control of us, such as a tender offer or takeover proposal that might resu
premium over the market price for our common stock. Additionally, certain of these provisions make it mo
difficult to bring about a change in the composition of our board of directors, which could result in entrencl
current management.

Our certificate of incorporation and by-laws:

erequire supermajority stockholder approval to remove directors;

do not permit stockholders to act by written consent or to call special meetings;

erequire certain advance notice for director nominations and actions to be taken at annual meetings;
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erequire supermajority stockholder approval with respect to certain amendments to our certificate of incorp
and by-laws (including in respect of the provisions set forth above); and

eauthorize the issuance of undesignated preferred stock, or “blank check” preferred stock, which could be i
our board of directors without stockholder approval.

Section 203 of the Delaware General Corporation Law imposes restrictions on mergers and other business
combinations between us and any holder of 15% or more (or, in some cases, a holder who previously held -
more) of our common stock. In general, Delaware law prohibits a publicly held corporation from engaging
“business combination” with an “interested stockholder” for three years after the stockholder becomes an ir
stockholder, unless the corporation’s board of directors and stockholders approve the business combination
prescribed manner.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

The following is a description of our principal properties.

28

55



Edgar Filing: COHERENT INC - Form 10-Q

Table Of Contents
Size
(approximate,

Location Use in square feet) Type of pos
New York, New
YOrK..ooooooiiiiiieieeeeeeeeeeeeeeeeeeeeeee Location of MarketSite 25,000 Lease
New York, New U.S. headquarters 115,000 Subleased f
YOIK.ouveeiiiieieeiieeeeeeeeeee e FINRA wit

square feet

back to FIN
New York, New Subleased t
YOrK. oo General office space 53,000 parties
New York, New
Do) ST General office space 48,000 Lease
Philadelphia,
Pennsylvania.......c.cccoccevveniinninncnnenne. Location of NASDAQ OMX PHLX 94,000 Lease
Rockville,
Maryland.......ccccoviinieniiniininieiee General office space 48,000 Lease
Shelton,
CONNECHICUL.....coveeeeeeeeeeeeeeaeeaaeaees General office space 29,000 Lease
Stockholm,
Sweden......cooeeviiniinienieneeeeeeen European headquarters 296,000 Lease
London,
England.......ccccoveeiiiniiniiiieeceeeee General office space 71,000 Lease
Helsinki,
Finland..........cooooviiiiiieeee General office space 19,800 Lease
Copenhagen,
Denmark......coooeeeeeeeeeiiiieeas General office space 23,900 Lease

We also maintain local headquarters in each of the other European countries where we operate an exchange
office space in countries in which we conduct sales and operations, including Armenia, Australia, Belgium,
Canada, China, Estonia, France, Germany, Hong Kong, Iceland, India, Italy, Japan, Latvia, Lithuania, Neth
Norway, Philippines, Singapore, South Korea and Spain.

In addition to the above, we currently lease administrative, sales and disaster preparedness facilities in Cali
Colorado, Illinois, Massachusetts, Missouri, Oregon, Texas and Washington, DC.

Generally, our properties are not earmarked for use by a particular segment. Instead, most of our properties
by two or more segments. We believe the facilities we occupy are adequate for the purposes for which they
currently used and are well-maintained. As of December 31, 2013, approximately 260,864 square feet of st
available for sublease.

Item 3. Legal Proceedings.
As previously disclosed, we became a party to several legal and regulatory proceedings in 2012 and 2013 r
to the Facebook IPO that occurred on May 18, 2012. We believe that the legal actions filed against NASD/

OMX are without merit and intend to defend them vigorously.
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As described in our Annual Report on Form 10-K for the year ended December 31, 2012, we are named as
defendant in a consolidated matter captioned In re Facebook, Inc., IPO Securities and Derivative Litigation
No. 2389 (S.D.N.Y.). On April 30, 2013, lead plaintiffs in the consolidated matter filed a consolidated ame
complaint, naming our Chief Executive Officer and our prior Chief Information Officer as new defendants
connection with their roles in the Facebook IPO. The amended complaint alleges that each violated Section
the Act and Rule 10b-5, promulgated under the Act. By opinion and order entered December 16, 2013, the
Court for the Southern District of New York granted in part and denied in part our motion to dismiss the
consolidated amended complaint. The court held that the doctrine of self-regulatory organization immunity
plaintiffs’ negligence and securities laws claims to the extent they arise from our decisions not to halt tradir
cancel trades on the day of the Facebook IPO, but not to the extent they arise from the design, promotion, a
testing of our technology systems in advance of the IPO. The court also held that the economic loss doctrin
not bar plaintiffs’ negligence claims, and that the consolidated amended complaint pleads plaintiffs’ securit
claims sufficiently to withstand a motion to dismiss. We are appealing the ruling on the motion to dismiss t
Second Circuit Court of Appeals.

In our Quarterly Report on Form 10-Q for the period ended March 31, 2013, we identified a demand for arl
from a member organization seeking indemnification for alleged losses associated with the Facebook IPO.
18, 2013, the District Court for the Southern District of New York granted a preliminary injunction enjoini
arbitration, and the member organization has appealed the order granting the injunction to the Second Circt
of Appeals.

Also as previously disclosed, the staff of the SEC’s Division of Enforcement conducted an investigation re!
the systems issues experienced with the Facebook IPO. On May 29, 2013, the Commission accepted our of
settlement, resolving this matter. As part of the settlement, our subsidiaries, The NASDAQ Stock Market L
NASDAQ Execution Services LLC, agreed to implement several measures aimed at preventing future viol:
the Act and the rules and regulations promulgated thereunder. We fully implemented and provided the SEC
certification of our compliance with these undertakings by December 31, 2013 as agreed. In addition, The
NASDAQ Stock Market LLC paid a $10 million penalty to the United States Treasury.

Except as disclosed above and in prior reports filed under the Act, we are not currently a party to any litiga
proceeding that we believe could have a material adverse effect on our business, consolidated financial con
or operating results. However, from time to time, we have been threatened with, or named as a defendant ir
lawsuits or involved in regulatory proceedings.
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Item 4. Mine Safety Disclosures.
Not applicable.
Part I1

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equ
Securities.

Market Information

Our common stock has been listed on The NASDAQ Stock Market (formerly The Nasdaq National Market
February 10, 2005, under the ticker symbol “NDAQ.” From July 1, 2002 through February 9, 2005, our co:
stock traded on the OTCBB under the symbol “NDAQ.”

The following chart lists the quarterly high and low sales prices for shares of our common stock for fiscal y
2013 and 2012. These prices are between dealers and do not include retail markups, markdowns or other fe
commissions and may not represent actual transactions.

High Low
Fiscal 2013
FOUTth UATTET........eveieiieiieieieeeeee e $ $
40.64 31.76
Third QUATTET......coeiiieiieeie ettt 3441 29.51
SECONA QUATTET....c..eeiuiiriiieiieeiieete ettt 33.43 27.47
FATSt QUATTET.....oiuiiiiiiiiieeeeee e 32.89 25.27
Fiscal 2012
FOUTth UATTET........eveieiieiieiecieeeee e $ $
26.80 22.63
Third QUATTET......coviiierieeie ettt 2450 21.58
SECONA QUATTET....c..eeruiiriiiiiieeiie ettt 26.12 21.03
FATSt QUATTET ..ot 27.34 24.14

As of February 7, 2014, we had approximately 586 holders of record of our common stock. As of February
the closing price of our common stock was $37.54.

Dividends

For each quarter in 2013 and for the second, third and fourth quarters of 2012, the Company paid a quarter]
dividend of $0.13 per share and expects to pay quarterly cash dividends in the future, subject to approval by
board of directors. There were no dividends declared or paid during the first quarter of 2012. Our credit fac
allow us to pay cash dividends on our common stock as long as certain leverage ratios are maintained.
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Issuer Purchases of Equity Securities
Share Repurchase Programs

In the third quarter of 2012, our board of directors authorized the repurchase of up to $300 million of our
outstanding common stock. These purchases may be made from time to time at prevailing market prices in
market purchases, privately-negotiated transactions, block purchase techniques or otherwise, as determined
management. The purchases will be funded from existing cash balances. The share repurchase program ma
suspended, modified or discontinued at any time.

During 2013, we repurchased 321,000 shares of our common stock at an average price of $31.12, for an ag;
purchase price of $10 million. The shares repurchased under the share repurchase program are available for
corporate purposes. In April 2013, we announced that the share repurchase program is temporarily suspend
of December 31, 2013, the remaining amount for share repurchases under the program authorized in the thi
quarter of 2012 was $215 million.

Employee Transactions
During the fiscal quarter ended December 31, 2013, we purchased shares from employees in connection wi

settlement of income tax and related benefit withholding obligations arising from the vesting of restricted s
grants.
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The table below represents repurchases made by or on behalf of us or any “affiliated purchaser” of our com
during the fiscal quarter ended December 31, 2013:

(d
Maximum
Dollar
Value of
(c) Total Shares that
Number of May Yet

Shares Be
Purchased  Purchased
(b) as Part of Under the
(a) Total  Average Publicly Plans or
Number of Price Announced Programs
Shares Paid Per Plans or (in
Period Purchased Share Programs  millions)
October 2013
Share repurchase program - $ - - $ 215
Employee transactions 3,138 $ 33.06 N/A N/A
November 2013
Share repurchase program - $ - - $ 215
Employee transactions 2,367 $ 35.35 N/A N/A
December 2013
Share repurchase program - $ - - $ 215
Employee transactions 191,128  $ 39.80 N/A N/A
Total Fiscal Quarter Ended December 31, 2013
Share repurchase program - $ - - $ 215
Employee transactions 196,633 $ 39.64 N/A N/A
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PERFORMANCE GRAPH

The following graph compares the total return of our common stock to the NASDAQ Composite Stock Ind
the Standard & Poor’s, or S&P, 500 Stock Index and a selected peer group for the past five years.

In 2013, we changed our peer group, which is comprised of the following companies, collectively, referred
new peer group:

*ASX Limited;
*CBOE Holdings Inc.;
*CME Group Inc.;
eDeutsche Borse AG;
*ICE;

*[.SE; and

*TMX Group Limited.

ASX Limited, CBOE Holdings Inc. and TMX Group Limited were added to the new peer group because w
the changes result in a peer group that is more comparable to our business. NYSE Euronext was omitted frc
new peer group since it was acquired by ICE in 2013.

For the year ended December 31, 2012, the peer group was comprised of the following companies, collecti
referred to as the old peer group:

*CME Group Inc.;
eDeutsche Borse AG;
*ICE;

*[.SE; and

*NYSE Euronext.

The figures represented below assume an initial investment of $100 in the common stock or index at the clc
price on December 31, 2008 and the reinvestment of all dividends.
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12/08  12/09 12/10 12/11 12/12

The NASDAQ OMX Group, $ $ $ $ $

INC i 100.00 80.21 96.03 99.19 102.85

NASDAQ

COMPOSILE. .cuvieniieieeiientientientterite ettt sttt st siee st st e s 100.00 144.88 170.58 171.30 199.99

S&P

500 ettt ettt ettt e a et aeeneenee e ene 100.00 126.46 145.51 148.59 172.37

Old Peer

GIOUP. ¢ttt ettt ettt ettt et e e ae e st et e e e e st e e enseeees 100.00 143.14 138.54 116.80 134.02

New Peer

GIOUP. ¢+ttt ettt ettt sttt e s e ae e eee e 100.00 143.86 145.25 126.50 145.57
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Item 6. Selected Financial Data.

The following table sets forth selected financial data on a historical basis for NASDAQ OMX. The followi
information should be read in conjunction with the consolidated financial statements and notes thereto of N
OMX included elsewhere in this Form 10-K.

Selected Financial Data

Year Ended December 31,
2013(1) 2012(1) 2011(1) 2010(1) 2009

(in millions, except share and per share amounts)
Statements of Income Data:
Total revenues(2) $ 3211 $ 3,120 $ 3,438 $ 3,197 $ 341
Cost of revenues(2) (1,316) (1,446) (1,748) (1,675) (1,9:!
Revenues less transaction
rebates, brokerage, clearance

and exchange fees 1,895 1,674 1,690 1,522 1,45
Total operating expenses 1,207 984 994 891 850
Operating income 688 690 696 631 603
Net income attributable to
NASDAQ OMX 385 352 387 395 266
Net income applicable to
common stockholders 385 352 387 394 266
Per share information:
Basic earnings per share ~ $ 2.30 $ 2.09 $ 2.20 $ 1.94 $ 1.30
Diluted earnings per share $ 2.25 $ 2.04 $ 2.15 $ 1.91 $1.25
Cash dividends declared
per common share(3) $ 0.52 $ 0.39 $ - $ - $ -

Weighted-average common
shares outstanding for

earnings per share:
Basic 166,932,103 168,254,653 176,331,819 202,975,623 204,
Diluted 171,266,146 172,587,870 180,011,247 206,514,655 214,

December 31,
2013 2012 2011 2010 2009

(in millions)
Balance Sheets Data:
Cash and cash equivalents

and financial investments $ 587 $ 720 $ 785 $ 568 $ 902
Total assets(4)(5)(6) 12,577 9,132 14,091 16,207 10,7
Total long-term liabilities 3,593 2,905 3,067 3,247 2,90
Total equity 6,184 5,209 4,986 4,729 4,94
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(1) We completed several acquisitions during the years ended December 31, 2013, 2012, 2011 and 2010 at
included the financial results of such acquisitions in our consolidated financial statements from the respecti
acquisition dates.

(2) We record execution revenues from transactions on a gross basis as revenues and record related expens
cost of revenues.

(3) The $0.52 cash dividends declared per common share for 2013 reflect a quarterly dividend of $0.13 pe:
on our outstanding common stock. The $0.39 cash dividends declared per common share for 2012 reflect a
quarterly dividend of $0.13 per share on our outstanding common stock in June, September and December

(4) Total assets included resale agreements, at contract value of $3.7 billion at December 31, 2011 and $3.-
at December 31, 2010. In September 2010, we launched a clearing service for the resale and repurchase agt
market.

(5) Total assets decreased $5.0 billion at December 31, 2012 as compared to December 31, 2011, primarily
our new clearing structure which significantly changed the nature and extent of the risk of loss to NASDAC(
Clearing in the event of a member default. As a result, we no longer record derivative positions or resale an
repurchase agreements in the Consolidated Balance Sheet.

(6) Total assets increased $3.4 billion at December 31, 2013 as compared to December 31, 2012, primarily
an increase in default funds and margin deposits, reflecting the implementation of our collateral manageme
process for our Nordic Clearing business in 2013, and an increase in goodwill and intangible assets associa
the acquisitions of the TR Corporate Solutions businesses and eSpeed in 2013.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion and analysis of the financial condition and results of operations of NASDAQ OM
should be read in conjunction with our consolidated financial statements and related notes included in this |
10-K, as well as the discussion under “Item 1A. Risk Factors.”

Business Overview

The NASDAQ OMX Group, Inc. was formed from the combination of the businesses of Nasdaq and OMX
February 27, 2008. Under the purchase method of accounting, Nasdaq was treated as the accounting and le,
acquirer in the business combination with OMX AB.

We are a leading global exchange group that delivers trading, clearing, exchange technology, regulatory, se
listing, and public company services across six continents. Our global offerings are diverse and include trac
clearing across multiple asset classes, market data products, financial indexes, capital formation solutions, 1
services, corporate solutions and market technology products and services. Our technology powers markets
the globe, supporting derivatives trading, clearing and settlement, cash equity trading, fixed income trading
many other functions.

We completed the following acquisitions during 2010, 2011, 2012 and 2013:

*The assets of North American Energy Credit and Clearing Corp., March 2010;

*A derivatives trading market through the purchase of the remaining business of Nord Pool, May 2010;
*SMARTS, August 2010;

*FTEN, December 2010;

*ZVM, December 2010;

*Glide Technologies, October 2011;

*The business of RapiData, December 2011;

*NOS Clearing, July 2012;

*The index business of Mergent, Inc., including Indxis, December 2012;

*The TR Corporate Solutions businesses, May 2013; and

*eSpeed, June 2013.

These acquisitions have been treated as purchases for accounting purposes, with NASDAQ OMX treated a:
acquirer. We also purchased a 22% equity interest in the European Multilateral Clearing Facility N.V., or E
January 2009. In December 2013, EMCF merged with EuroCCP, creating EuroCCP N.V., a new combined
clearinghouse. NASDAQ OMX currently has a 25% equity interest in EuroCCP N.V. Additionally, we pur
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72% ownership interest in BWise in May 2012 and a 25% equity interest in The Order Machine, or TOM, 1
2013. In March 2013, we formed a joint venture with SharesPost creating NPM. The financial results of th
transactions are included in the consolidated financial results beginning on the date of each acquisition or s
initiative.

Business Environment

We serve listed companies, market participants and investors by providing derivative, commodities, cash
equity, and fixed income markets, thereby facilitating economic growth and corporate entrepreneurship. W
provide market technology to exchanges, clearing organizations and central securities depositories around t
world. We also offer companies and other organizations access to innovative products and software solutio
services that increase transparency, mitigate risk, improve board efficiency and facilitate better corporate
governance. In broad terms, our business performance is impacted by a number of drivers including
macroeconomic events affecting the risk and return of financial assets, investor sentiment, government and
sector demands for capital, the regulatory environment for capital markets, and changing technology partict
the financial services industry. Our future revenues and net income will continue to be influenced by a num
domestic and international economic trends including:

*Trading volumes, particularly in U.S. and European derivative and cash equity securities, which are driver
primarily by overall macroeconomic conditions;

*The number of companies seeking equity financing, which is affected by factors such as investor demand,
global economy, availability of diverse sources of financing as well as tax and regulatory policies;

*The demand for information about, or access to, our markets, which is dependent on the products we trade
importance as a liquidity center, and the quality and pricing of our data and access services;

*The demand by companies and other organizations for the products sold by our Corporate Solutions busin
which is largely driven by the overall state of the economy and the attractiveness of our offerings;
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*The demand for licensed exchange traded products and other financial products based on our indices as we
changes to the underlying assets associated with existing licensed financial products;

*The challenges created by the automation of market data consumption, including competition and the quic
evolving nature of the market data business;

*The outlook of our technology customers for capital market activity;

*Continuing pressure in transaction fee pricing due to intense competition in the U.S. and Europe;
*Competition for listings and trading related to pricing, product features and service offerings;

*Regulatory changes imposed upon certain types of instruments, transactions, or capital market participants
*Technological advancements and customers’ demand for speed, efficiency, and reliability.

Currently our business drivers are defined by investors’ and companies’ cautiously optimistic outlook abou
of global economic recovery. Although some major market indices reached record levels in 2013, Europear
markets have not performed as well and remain below their pre-financial crisis highs. As the global econon
continues to avoid the intermittent crisis environments of 2010 through 2012, we are experiencing modest |
in many of our non-transactional businesses. Since a number of significant structural issues continue to con
global economy, instability could return at any time, resulting in an increased level of market volatility, osc
trading volumes, and a return of market uncertainty. In contrast, many of the largest customers of our trans:
businesses continue to adapt their business models as they address the implementation of regulatory change
initiated following the global financial crisis, leading to lower trading volumes. In 2013, the U.S. and Euroj
cash equity trading businesses and the European derivative trading and clearing business experienced a dec
volumes due to lower overall industry trading volumes. Steady performances by major stock market indice:
consistently low volatility throughout 2013 helped to boost the U.S. IPO market. Additional impacts on our
business drivers included the international enactment and implementation of new legislative and regulatory
initiatives, and the continued rapid evolution and deployment of new technology in the financial services in
The business environment that influenced our financial performance for 2013 may be characterized as follc

*A strong pace of new equity issuance in the U.S. in 2013 with 126 IPOs on The NASDAQ Stock Market,
72 in 2012. TPO activity improved in the Nordics with 14 IPOs in 2013 compared to six IPOs in 2012 on th
exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic;

*Average daily matched equity options volume for our three U.S. options exchanges increased 3.3% in 201
compared to 2012, while overall average daily U.S. options volume increased 0.7%. The increase in our av
daily matched options volume was driven by an increase in our combined matched market share for our thr
options exchanges of 0.7 percentage points as well as a slight increase in overall U.S. options volume;

*Average daily matched share volume for all of our U.S. cash equity markets decreased by 13.1%, while av
daily U.S. share volume fell by 3.9% relative to 2012. Volatility, often a driver of volume levels, was lowes
than 2012. Losses in matched share volume were due to both lower U.S. consolidated volume and a decrea
matched market share from 20.8% in 2012 (NASDAQ 17.0%; NASDAQ OMX BX 2.7%; NASDAQ OM>
1.1%) to 18.8% in 2013 (NASDAQ 15.6%; NASDAQ OMX BX 2.5%; NASDAQ OMX PSX 0.7%);

*Continuous cost focus in the industry has further increased the growth of our NASDAQ Basic product, wh
low cost alternative to the consolidated tape. The number of NASDAQ Basic subscribers increased 128% i
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compared to 2012;

*An increase in Information Services revenues of 8.9% in 2013 relative to 2012, primarily due to increases
U.S. market data products and index licensing and services revenues;

*A 4.4% decrease relative to 2012 in the average daily number of cash equity trades on our Nordic and Bal
exchanges;

*A 6.9% increase relative to 2012 in the SEK value of cash equity transactions on our Nordic and Baltic ex

*A decline of 1.0% experienced by our Nordic and Baltic exchanges relative to 2012 in the number of trade
cleared options, futures and fixed-income contracts (excluding Finnish option contracts traded on Eurex);

Intense competition among U.S. exchanges and dealer-owned systems for trading volume and strong comyj
between multilateral trading facilities and exchanges in Europe for trading volume;

*Globalization of exchanges, customers and competitors extending the competitive horizon beyond nationa
markets; and

*Market trends requiring continued investment in technology to meet customers’ demands for speed, capac
reliability as markets adapt to a global financial industry, as increasing numbers of new companies are crea

as emerging countries show ongoing interest in developing their financial markets.
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Financial Summary

The following table summarizes our financial performance for the year ended December 31, 2013 when co
with the same period in 2012. The comparability of our results of operations between reported periods is in
by the acquisitions of eSpeed on June 28, 2013 and the TR Corporate Solutions businesses on May 31, 201
“Acquisition of eSpeed for Trading of U.S. Treasuries” and “Acquisition of the Investor Relations, Public |
and Multimedia Solutions Businesses of Thomson Reuters,” of Note 4, “Acquisitions and Divestiture,” to t
consolidated financial statements for further discussion.

Year Ended
December 31,
2013 2012 Change

Percent:

(in millions)
Revenues less transaction rebates, brokerage, clearance and exchange fees $ 1,895 $ 1,674 13.2%

Operating expenses 1,207 984 22.7%
Operating income 688 690 (0.3)%
Interest expense (111) 97 14.4%
Gain on sale of investment security 30 - #
Asset impairment charges (14) (40) (65.0)'
Loss on divestiture of business - (14) #
Income before income taxes 600 548 9.5%
Income tax provision 216 199 8.5%
Net income attributable to NASDAQ OMX $385 $352 9.4%
Diluted earnings per share $225 $204 10.3%

#Denotes a variance greater than 100.0%.

In countries with currencies other than the U.S. dollar, revenues and expenses are translated using monthly
exchange rates. The following discussion of results of operations isolates the impact of year-over-year fore:
currency fluctuations to better measure the comparability of operating results between periods. Operating r
excluding the impact of foreign currency fluctuations are calculated by translating the current period’s resu
prior period’s exchange rates.

Impacts associated with fluctuations in foreign currency are discussed in more detail under “Item 7A. Quar
and Qualitative Disclosures about Market Risk.” For the year ended December 31, 2013, approximately 34
our revenues less transaction rebates, brokerage, clearance and exchange fees and 29.0% of our operating ii
were derived in currencies other than the U.S. dollar, primarily the Swedish Krona, Euro, Norwegian Kron:
Danish Krone and British Pound.

The following summarizes significant changes in our financial performance for the year ended December 3
when compared with the same period in 2012:
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*Revenues less transaction rebates, brokerage, clearance and exchange fees increased $221 million, or 13.2
$1,895 million in 2013, compared with $1,674 million in 2012, reflecting an operational increase of $206 n
and a favorable impact from foreign exchange of $15 million. The increase in operational revenues was pri
due to an:

eincrease in Corporate Solutions revenues of $141 million, reflecting higher revenues resulting from the ac
of the TR Corporate Solutions businesses in May 2013;

eincrease in fixed income trading revenues less brokerage, clearance and exchange fees of $35 million, refls
acquisition of eSpeed;

eincrease in Market Data Products revenues of $22 million, primarily from U.S. market data products;

eincrease in Market Technology revenues of $20 million, primarily from higher change request and advisor
revenues and software as a service revenues; and

eincrease in Index Licensing and Services revenues of $11 million, partially offset by a;

edecrease in cash equity trading revenues less transaction rebates, brokerage, clearance and exchange fees ¢
million.

*Operating expenses increased $223 million, or 22.7%, to $1,207 million in 2013, compared with $984 mil
2012, reflecting an operational increase of $214 million and an unfavorable impact from foreign exchange
million. The increase in operational expenses was primarily due to additional overall expense associated wi
acquisitions of the TR Corporate Solutions businesses in May 2013 and eSpeed in June 2013, our voluntary
accommodation program, higher merger and strategic initiatives expense, and expenses paid with respect t
SEC matter, partially offset by a decrease in restructuring charges.
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eInterest expense increased $14 million, or 14.4%, to $111 million in 2013, compared with $97 million in 2
primarily due to the issuance of our €600 million aggregate principal amount of 3.875% senior unsecured n
June 2021, or the 2021 Notes, in June 2013. See “3.875% Senior Unsecured Notes,” of Note 9, “Debt Obli;
the consolidated financial statements for further discussion.

*Gain on sale of investment security of $30 million in 2013 related to the sale of our available-for-sale inve
security in Dubai Financial Market PJISC, or DFM.

*Asset impairment charges in 2013 of $14 million related to certain acquired intangible assets associated w
customer relationships ($7 million) and a certain trade name ($7 million). In 2012, asset impairment charge
million were related to certain acquired intangible assets associated with technology ($19 million), custome
relationships ($6 million), and a certain trade name ($3 million), as well as an other-than-temporary impairi
charge of $12 million related to our equity interest in EMCF.

*[oss on divestiture of business in 2012 of $14 million related to the sale of International Derivatives Clear
Group, LLC, or IDCG. See “2012 Divestiture,” of Note 4, “Acquisitions and Divestiture,” to the consolidat
statements for further discussion.

*Income tax provision increased $17 million, or 8.5%, in 2013 compared with 2012, primarily due to the in
income before income taxes in 2013 compared with 2012.

These current and prior year items are discussed in more detail below.

Excluding our voluntary accommodation program expense, gain on sale of investment security, merger and
strategic initiatives expense, expenses paid with respect to an SEC matter, asset impairment charges, restru
charges, loss on divestiture of business and other items that are not reflective of our core business performa
of taxes, non-GAAP consolidated net income attributable to NASDAQ OMX for the year ended December
2013 was $445 million, or $2.60 per diluted share, compared with $432 million, or $2.50 per diluted share,
year ended December 31, 2012. See “Non-GAAP Financial Measures” below for further discussion.

2014 Outlook

For the sixth year in a row, more share value traded on The NASDAQ Stock Market than on any other sing
equities exchange in the world. The economic environment remained stable in 2013, although uncertainty r
throughout the global economy and the debate over future fiscal policy in the U.S. continues. By traditiona
measures, it was also a difficult year for the exchange business. After reaching an all-time high in 2009, U.
equity trading volume fell for a fourth consecutive year. For the last six years, trading volume in the U.S. ai
around the world has been driven by volatility associated with the global financial crisis, rather than the prc
for economic growth. While the economic view may be that the worst of the financial crisis has passed, rot
economic growth has yet to develop. Consequently, NASDAQ OMX has intentionally structured its organi
account for the highly cyclical nature of our industry. By diversifying our earnings through the sale of Cory
Solutions, Access Services, Market Technology and Market Data products, and by delivering on cost savin
NASDAQ OMX has been able to provide stable revenues and operating income during these tough conditi
Should 2014 present an equally difficult environment, we believe our organization is positively positioned
compete.

We launched several important initiatives during 2013 that we expect to benefit us during the challenging a

competitive economic environment anticipated for 2014. In May 2013, we completed our acquisition of the
Corporate Solutions businesses, which provide insight, analytics and communications solutions. These
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complementary businesses are being integrated into our Corporate Solutions business, which is part of our
Technology Solutions segment, to create a differentiated client experience through a comprehensive portfo!
technology-driven solutions to more than 10,000 clients worldwide. We continue to leverage the opportuni
our Corporate Solutions and Market Technology businesses by offering new products to our expanding cus
base and by strengthening our direct relationships with those customers.

Additionally, in June 2013 we acquired the eSpeed platform, which operates a fully executable central limi
book for electronic trading in benchmark U.S. Treasuries, one of the largest and most liquid cash markets i
world, enabling us to enter new markets with a low-cost platform available to both existing and new clients
creating additional sales opportunities for both our Market Services and Market Data Products businesses.

During 2013, the U.S. IPO market experienced its best year since the 2008 financial crisis. In April 2012, F
Obama signed into law the Jumpstart Our Business Startups Act, or JOBS Act, which is intended to encour
companies to seek access to public capital through an IPO. While the long-term effects of the bill remain to
the overall increase in IPOs this year compared to 2011 and 2012 may be a positive sign for 2014. We expe
demand for public equity capital from companies experiencing the gradual return of global economic grow
the strong broad market returns during 2013 could support a robust IPO market if these trends continue.
Furthermore, an improved outlook for equity investments and the number of private companies seeking caj
could positively impact the IPO pipeline in 2014.
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During 2014, we expect to confront changes in both the competitive and regulatory environments. In Nove
2013, ICE completed its acquisition of NYSE Euronext. ICE has also indicated its intent to spin off Eurone
IPO. In early 2014, BATS merged with Direct Edge, creating a holding company with four equity platform
currently execute roughly the same amount of volume as NASDAQ OMX’s three U.S. equity platforms. Tl
transactions have the potential to affect the competitive environment we face in both the U.S. and Europe.

European regulators are currently considering a number of new policies affecting the operation and infrastr
the financial markets. The implementation of EMIR is changing the way we structure and operate the Nord
clearinghouse. We expect the requirements of EMIR to be finalized in 2014. Also, the update to MiFID II i
expected to be completed in 2014 with final implementation by 2016. Finally, our clients are confronting
significant regulatory changes in both the U.S. and Europe as regulations resulting from legislation in the a:
of the financial crisis are implemented. We expect global markets to continue to be marked by significant c
2014, driven primarily by regulatory initiatives in the U.S. and Europe. These policy changes could result i
continued fragmentation of cash equity markets into additional venues, and trading could continue to migra
exchanges to OTC systems, particularly in the U.S. Conversely, trading in OTC derivatives could begin to |
onto exchanges and other execution facilities.

Any further expansion of the global economy in the year ahead may be positive for our business drivers an
operations. We believe that our aggressive steps in meeting our cost, revenue, and technology objectives oy
last three years will enable us to benefit from any improving economic conditions in 2014. We will continu
for opportunities to further diversify our business with enhanced product offerings and/or acquisitions that
complementary to our existing businesses.

Business Segments

Since January 1, 2013, we manage, operate and provide our products and services in four business segment
Market Services, Listing Services, Information Services and Technology Solutions. All prior period segme
disclosures have been recast to reflect our change in reportable segments. Certain other prior year amounts
been reclassified to conform to the current year presentation.

Prior to January 1, 2013, we managed, operated and provided our products and services in three business s¢
Market Services, Issuer Services and Market Technology.

Our reportable segments are as follows.
Market Services

Our Market Services segment includes our derivative trading and clearing, cash equity trading, fixed incom
trading, and access and broker services businesses. We offer trading on multiple exchanges and facilities ac
several asset classes, including derivatives, cash equities, debt, commodities, structured products and ETFs
addition, in some of the countries where we operate exchanges, we also provide investment firm, clearing,
settlement and central depository services. In addition, eSpeed’s electronic benchmark U.S. Treasury broke
co-location service businesses are part of our Market Services segment. See “Acquisition of eSpeed for Tra
U.S. Treasuries,” of Note 4, “Acquisitions and Divestiture,” to the consolidated financial statements for fur
discussion.

Listing Services
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Our Listing Services segment includes our U.S. and European Listing Services businesses. We offer capital
solutions to over 3,300 companies around the globe representing over $8.0 trillion in total market value as ¢
December 31, 2013.

We operate a variety of listing platforms around the world to provide multiple global capital raising solutio
private and public companies. Our main listing markets are The NASDAQ Stock Market and the exchange
comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic. We offer a consolidated global listing appli
companies to enable them to apply for listing on The NASDAQ Stock Market and the exchanges that comy
NASDAQ OMX Nordic and NASDAQ OMX Baltic, as well as NASDAQ Dubai.

Information Services

Our Information Services segment includes our Market Data Products and our Index Licensing and Service
businesses.

Our Market Data Products business delivers historical and real-time market data to 2.5 million financial
professionals and individual investors globally. In addition, eSpeed’s market data business is part of our In
Services segment. See “Acquisition of eSpeed for Trading of U.S. Treasuries,” of Note 4, “Acquisitions an
Divestiture,” to the consolidated financial statements for further discussion.
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Our Index Licensing and Services business has been creating innovative and transparent indexes since 197
December 31, 2013, there are over 9,000 structured products based on NASDAQ OMX indexes, spanning
geographies and asset classes with almost $1.5 trillion of notional value.

Technology Solutions
Our Technology Solutions segment includes our Corporate Solutions and Market Technology businesses.

Our Corporate Solutions business provides customer support services, products and programs to customers
including companies listed on our exchanges. Through Corporate Solutions offerings, companies gain acce
innovative products and software solutions and services that ease transparency, mitigate risk, improve boar
efficiency and facilitate better corporate governance. In May 2013, we acquired the TR Corporate Solution:
businesses. See “Acquisition of the Investor Relations, Public Relations and Multimedia Solutions Busines
Thomson Reuters,” of Note 4, “Acquisitions and Divestiture,” to the consolidated financial statements for f
discussion. With the acquisition of the TR Corporate Solutions businesses, Corporate Solutions revenues pi
include subscription and transaction-based income from products in the following key areas: Governance, I
Relations, Multimedia Solutions and Public Relations businesses.

Our Market Technology business is a leading global technology solutions provider and partner to exchange
clearing organizations and central securities depositories. Our technology business is also the sales channel
complete global offering to other marketplaces.

Market Technology provides technology solutions for trading, clearing, settlement, surveillance and inform
dissemination to markets with wide-ranging requirements, from the leading markets in the U.S., Europe an
smaller African markets. Our solutions can handle a wide array of assets including cash equities, currencies
various interest-bearing securities, commodities, energy products and derivatives. Market Technology also
governance, risk and compliance software solutions.

Our management allocates resources, assesses performance and manages these businesses as four separate
segments. See Note 19, “Business Segments,” to the consolidated financial statements for further discussio:

Sources of Revenues and Cost of Revenues

Market Services Revenues

Derivative Trading and Clearing Revenues

U.S. Derivative Trading and Clearing

U.S. derivative trading and clearing revenues are variable, based on traded and cleared volumes, and recog;
when executed or when contacts are cleared. The principal types of derivative contracts traded on our U.S.
exchanges are equity options, ETF options, index options and currency options. In the U.S., we record exec
revenues from transactions on a gross basis as revenues and record related expenses as cost of revenues.
For U.S. derivative trading, we credit a portion of the per share execution charge to the market participant t
provides the liquidity and record the transaction rebate as a cost of revenues in the Consolidated Statement:

Income. These transaction rebates are paid on a monthly basis and the amounts due are included in account
payable and accrued expenses in the Consolidated Balance Sheets.
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Also, we pay Section 31 fees to the SEC for supervision and regulation of securities markets. We pass thes:
along to our customers through our derivative trading and clearing fees. We collect the fees as a pass-throu,
charge from organizations executing eligible trades on our options exchanges and we recognize these amou
U.S. derivative trading and clearing cost of revenues when incurred. Section 31 fees received are included i
and cash equivalents in the Consolidated Balance Sheets at the time of receipt and, as required by law, the :
due to the SEC is remitted semiannually and recorded as Section 31 fees payable to the SEC in the Consoli
Balance Sheets until paid. Since the amount recorded as revenues is equal to the amount recorded as cost o
revenues, there is no impact on our revenues less transaction rebates, brokerage, clearance and exchange fe
we hold the cash received until payment to the SEC, we earn interest income on the related cash balances.

European Derivative Trading and Clearing

European derivative trading and clearing revenues are variable, based on the volume and value of traded an
cleared contracts, and recognized when executed or when contracts are cleared. The principal types of derix
contracts traded and cleared are stock options and futures, index options and futures, international power
derivatives, carbon and other commodity products, and fixed-income options and futures. We also generate
revenues for OTC traded derivatives for the freight market and seafood derivatives market, interest rate sw:
resale and repurchase agreements. These clearing revenues are based on the value and
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length of the contract and are recognized when cleared. In addition, NASDAQ OMX Commodities membe
billed an annual fee which is recognized ratably over the following 12-month period.

NASDAQ OMX Commodities and the exchanges that comprise NASDAQ OMX Nordic and NASDAQ O
Baltic do not have any revenue sharing agreements or cost of revenues, such as transaction rebates and brol
clearance and exchange fees.

Cash Equity Trading Revenues
U.S. Cash Equity Trading

U.S. cash equity trading revenues are variable, based on individual customer share volumes, and recognize:
transactions occur. We charge transaction fees for executing cash equity trades in NASDAQ-listed and oth
securities on our U.S. cash equity exchanges, as well as on orders that are routed to other market venues for
execution. Similar to U.S. derivative trading and clearing, we record cash equity trading revenues from trar
on a gross basis as revenues and record related expenses as cost of revenues, as we have certain risk associc
trade execution. For further discussion see “U.S. Derivative Trading and Clearing” above.

For The NASDAQ Stock Market and NASDAQ OMX PSX, we credit a portion of the per share execution
to the market participant that provides the liquidity and for NASDAQ OMX BX, we credit a portion of the
share execution charge to the market participant that takes the liquidity. We record these credits as transact:
rebates that are included in cost of revenues in the Consolidated Statements of Income. These transaction re
are paid on a monthly basis and the amounts due are included in accounts payable and accrued expenses in
Consolidated Balance Sheets.

As discussed under U.S. derivative trading and clearing, we also pay Section 31 fees to the SEC for superv:
regulation of securities markets. We pass these costs along to our customers through our cash equity tradin
We collect the fees as a pass-through charge from organizations executing eligible trades on our cash equit
platforms and we recognize these amounts in cost of revenues when incurred.

European Cash Equity Trading

We charge transaction fees for executing trades on the exchanges that comprise NASDAQ OMX Nordic ar
NASDAQ OMX Baltic. These transaction fees are charged per executed order and as per value traded.

The exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic do not have any revenue
agreements or cost of revenues, such as transaction rebates and brokerage, clearance and exchange fees.

Fixed Income Trading Revenues

We operate eSpeed, an electronic trading platform for U.S. Treasuries. The electronic trading platform pros
real-time institutional trading of benchmark U.S. Treasury securities. Customer contracts may be on a fixec
variable rate basis. Revenues from customers with a fixed rate basis are recognized ratably over the contrac
Revenues from customers with a variable rate basis are based upon individual customer share volume and ¢
recognized as revenues as the transaction occurs.

Access and Broker Services Revenues

Access Services
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We generate revenues by providing market participants with several alternatives for accessing our markets
fee. The type of connectivity is determined by the level of functionality a customer needs. As a result, Acce
Services revenues vary depending on the type of connection provided to customers. We provide co-locatior
services to market participants whereby firms may lease space for equipment within our data center. These
participants are charged monthly fees for cabinet space, connectivity and support. We also earn revenues fr
annual and monthly exchange membership and registration fees. Revenues for providing access to our marl
co-location services and revenues for monthly exchange membership and registration fees are recognized o
monthly basis as the service is provided. Revenues from annual fees for exchange membership and registra
are recognized ratably over the following 12-month period.

Access Services revenues also include revenues from the RTRM solutions we provide to the financial secu
market. As a market leader in RTRM, we provide broker-dealers and their clients the ability to manage risk
effectively in real-time, which leads to better utilization of capital as well as improved regulatory
compliance. Revenues for these services are primarily based on subscription agreements with customers. M
contracts include professional services, implementation fees, monthly subscription fees from customers acc
on-demand services, and customer support. Implementation fees are recognized upon completion of the
implementation. Monthly professional services, subscription, and usage fees are recognized in the month th
service is provided.

Broker Services
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Our Broker Services operations offer technology and customized securities administration solutions to fina
participants in the Nordic markets. The primary services offered are flexible back-office systems which allc
customers to entirely or partly outsource their company’s back-office functions. Revenues from broker sery
based on a fixed basic fee for administration or licensing, maintenance and operations, and a variable portic
depends on the number of transactions completed. Broker Services revenues are recognized on a continuou
as services are rendered.

Listing Services Revenues
U.S. Listing Services Revenues

Listing Services revenues in the U.S. include annual renewal fees, listing of additional shares fees and initi:
fees. Annual renewal fees are recognized ratably over the following 12-month period. Listing of additional
fees and initial listing fees are recognized on a straight-line basis over estimated service periods, which are
six years, respectively, based on our historical listing experience and projected future listing duration.

European Listing Services Revenues

European listing fees, which are comprised of revenues derived from annual fees received from companies
our Nordic and Baltic exchanges and NASDAQ OMX First North, are directly related to the listed compan
market capitalization on a trailing 12-month basis. These revenues are recognized ratably over the followin
12-month period.

Information Services Revenues
Market Data Products Revenues

Market Data Products revenues are earned from U.S. and European proprietary market data products and ir
products. In the U.S., we also earn revenues from U.S. tape plans.

U.S. Market Data Products

We collect and process information and earn revenues as a distributor of our own data and select third-part;
content. We provide varying levels of quote and trade information to market participants and to data distrib
who in turn sell subscriptions for this information to the public. We earn revenues primarily based on the ni
data subscribers and distributors of our data. U.S. Market Data revenues are recognized on a monthly basis.
revenues, which are subscription based, are recorded net of amounts due under revenue sharing arrangemet
market participants.

Revenues from U.S. tape plans include eligible UTP Plan revenues that are shared among UTP Plan partici
and are presented on a net basis. Under the revenue sharing provision of the UTP Plan, we are permitted to
costs associated with acting as the exclusive Securities Information Processor from the total amount of tape
revenues collected. After these costs are deducted from the tape revenues, we distribute to the respective U
participants, including The NASDAQ Stock Market, NASDAQ OMX BX and NASDAQ OMX PSX, their
tape revenues based on a formula, required by Regulation NMS, that takes into account both trading and qu
activity. In addition, all quotes and trades in NYSE- and NYSE MKT-listed securities are reported and
disseminated in real time, and as such, we share in the tape revenues for information on NYSE- and NYSE
MKT-listed securities. Revenues from net U.S. tape plans are recognized on a monthly basis.
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European Market Data Products

European Market Data Products revenues are based on the trading information from the exchanges that con
NASDAQ OMX Nordic and NASDAQ OMX Baltic, as well as NASDAQ OMX Commodities, for the foll
classes of securities: cash equities, bonds, derivatives and commodities. We provide varying levels of quote
trade information to market participants and to data distributors, who in turn provide subscriptions for this
information. Revenues from European market data are subscription-based, are generated primarily based or
number of data subscribers and distributors of our data and are recognized on a monthly basis.

Market Data Products Revenue Sharing

The most significant component of Market Data Products revenues presented on a net basis is the UTP Plar
revenue sharing in the U.S. All indicators of gross vs. net reporting under U.S. GAAP have been considere:
analyzing the appropriate presentation of UTP Plan revenue sharing. However, the following are the primar
indicators of net reporting:

*Primary Obligor: We are the Securities Information Processor for the UTP Plan, in addition to being a par
the UTP Plan. In our unique role as Securities Information Processor, we facilitate the collection and disser
of revenues on behalf of the UTP Plan participants. As a participant, we share in the net distribution of reve
according to the plan on the same terms as all other plan participants.

*Risk of Loss/Credit Risk: Risk of loss on the revenue is shared equally among plan participants according
UTP Plan.
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*Price Latitude: The operating committee of the UTP Plan, which is comprised of representatives from eacl
participants, including us solely in our capacity as a UTP Plan participant, is responsible for setting the leve
to be paid by distributors and subscribers and taking action in accordance with the provisions of the UTP P
subject to SEC approval.

The exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic do not have any market
revenue sharing agreements.

Index Data Products

Index Data Products revenues are generated from our NASDAQ OMX indexes and consist of Global Index
Services, which deliver real time index values throughout the trading day, and Global Index Watch, which
weightings and components data, corporate actions and a breadth of additional data. We earn revenues prin
based on the number of data subscribers and distributors of our data. These revenues, which are subscriptio
are recognized on a monthly basis.

Index Licensing and Services Revenues

We develop and license NASDAQ OMX branded indexes, associated derivatives and financial products as
our Global Index Group business. Revenues primarily include license fees from these branded indexes, ass
derivatives and financial products in the U.S. and abroad. We also generate revenues by licensing and listin
third-party structured products and third-party sponsored ETFs. We primarily have two types of license
agreements: transaction-based licenses and asset-based licenses. Transaction-based licenses are generally
renewable long-term agreements. Customers are charged based on transaction volume or a minimum contr:
amount, or both. If a customer is charged based on transaction volume, we recognize revenue when the trar
occurs. If a customer is charged based on a minimum contract amount, we recognize revenue on a pro-rata
over the licensing term. Asset-based licenses are also generally long-term agreements. Customers are charg
on a percentage of assets under management for licensed products, per the agreement, on a monthly or quar
basis. These revenues are recorded on a monthly or quarterly basis over the term of the license agreement.

Technology Solutions Revenues
Corporate Solutions Revenues

Corporate Solutions revenues primarily include subscription and transaction-based income from our Gover
Investor Relations, Multimedia Solutions and Public Relations businesses. Subscription-based revenues ear
these businesses are recognized ratably over the contract period, generally one to two years in length. As ps
subscription agreements, customers can also be charged usage fees based upon actual usage of the services
provided. Revenues from usage fees and other services are recognized when earned. Revenues from
transaction-based services, such as webcasting and wire distribution, are recorded as the services are provic
delivered.

Market Technology Revenues
Market Technology provides technology solutions for trading, clearing, settlement surveillance and inform:

dissemination, as well as governance, risk and compliance solutions. Revenues primarily consist of softwar
license and support revenues, change request and advisory revenues, and software as a service revenues.
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For most solutions, we enter into multiple-element sales arrangements to provide technology solutions and
to our customers. In order to recognize revenues associated with each individual element of a multiple-elen
sales arrangement separately, we are required to establish the existence of vendor specific objective eviden
VSOE, of fair value for each element. When VSOE for individual elements of an arrangement cannot be
established, revenue is generally deferred and recognized over either the final element of the arrangement ¢
entire term of the arrangement for which the services will be delivered.

We also enter into revolving subscription agreements which allow customers to connect to our servers to ac
certain services. These revenues are recognized ratably over the subscription term.

Software, License and Support

Software, license and support revenues are derived from the system solutions developed and sold by NASLC
OMX and are generally entered into in multiple-element sales arrangements. After we have developed and
system solution, the customer licenses the right to use the software and may require post contract support ai
services, such as facility management. Facility management revenues are derived when NASDAQ OMX as
responsibility for the continuous operation of a system platform for a customer and receives facility manag
revenues which can be both fixed and volume-based. Revenues for license, support and facility managemer
services are generally deferred and recognized over either the final element of the arrangement or the entire
the arrangement for which the services will be delivered, unless VSOE can be established for each element
contract. We
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record the deferral of revenue associated with multiple-element sales arrangements in deferred revenue and
non-current deferred revenue and the deferral of costs in other current assets and other non-current assets ir
Consolidated Balance Sheets.

Software, license and support revenues also include delivery project revenues which are derived from the
installation phase of the system solutions developed and sold by NASDAQ OMX. The majority of our deli
projects involve individual adaptations to the specific requirements of the customer, such as those relating t
functionality and capacity. We may customize our software technology and make significant modifications
software to meet the needs of our customers, and as such, we account for these arrangements under contrac
accounting. Under contract accounting, when VSOE for valuing certain elements of an arrangement cannot
established, total revenues, as well as costs incurred, are deferred until the customization and significant
modifications are complete and are then recognized over the post contract support period. We record the de
this revenue in deferred revenue and non-current deferred revenue and the deferral of costs in other current
and other non-current assets in the Consolidated Balance Sheets.

Change Request and Advisory

Change request and advisory revenues include configuration, customer specific adaptations and modificatic
the system solutions sold by NASDAQ OMX after delivery has occurred. Change request and advisory rev
are recognized as revenues when earned.

Software As a Service

Software as a service revenues are derived from subscription based arrangements, where customers pay a fi

access our servers to access certain services. These services include broker compliance solutions targeting |
throughout the world, as well as governance, risk and compliance services.
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NASDAQ OMX’s Operating Results

Key Drivers

The following table includes key drivers for our Market Services, Listing Services, and Technology Solutic
segments. In evaluating the performance of our business, our senior management closely watches these key

Market Services

Derivative Trading and Clearing

U.S. Equity Options

Total industry average daily volume (in millions)
NASDAQ OMX PHLX matched market share

The NASDAQ Options Market matched market share
NASDAQ OMX BX Options Market matched market share
Total market share

NASDAQ OMX Nordic and NASDAQ OMX Baltic
Average Daily Volume:

Options, futures and fixed-income contracts

Finnish option contracts traded on Eurex

NASDAQ OMX Commodities

Power contracts cleared (TWh)(1)

Cash Equity Trading

NASDAQ securities

Total average daily share volume (in billions)

Matched market share executed on NASDAQ

Matched market share executed on NASDAQ OMX BX
Matched market share executed on NASDAQ OMX PSX
Market share reported to the FINRA/NASDAQ Trade Reporting Facility
Total market share(2)

New York Stock Exchange, or NYSE, securities

Total average daily share volume (in billions)

Matched market share executed on NASDAQ

Matched market share executed on NASDAQ OMX BX
Matched market share executed on NASDAQ OMX PSX
Market share reported to the FINRA/NASDAQ Trade Reporting Facility
Total market share(2)

NYSE MKT and regional securities

Total average daily share volume (in billions)

Matched market share executed on NASDAQ

Matched market share executed on NASDAQ OMX BX
Matched market share executed on NASDAQ OMX PSX
Market share reported to the FINRA/NASDAQ Trade Reporting Facility
Total market share(2)

Total U.S.-listed securities

Year Ended December 31,

2013 2012
14.8 14.7
18.2% 21.3%
8.7% 5.5%
1.0% 0.4%
27.9% 27.2%
408,820 412,841
110,286 85,022
1,680 1,703
1.76 1.75
24.5% 25.6%
2.5% 2.7%
0.7% 1.4%
36.3% 32.3%
64.0% 62.0%
3.37 3.64
11.7% 12.9%
2.3% 2.6%
0.5% 0.7%
32.6% 29.8%
47.1% 46.0%
1.06 1.05
13.4% 17.0%
2.9% 2.8%
1.4% 1.9%
31.7% 29.3%
49.4% 51.0%
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Total average daily share volume (in billions) 6.19 6.44 7.
Matched share volume (in billions) 292.9 334.1 4]
Matched market share executed on NASDAQ 15.6% 17.0% 18
Matched market share executed on NASDAQ OMX BX 2.5% 2.7% 2.
Matched market share executed on NASDAQ OMX PSX 0.7% 1.1% 1.
Total market share 18.8% 20.8% 21
NASDAQ OMX Nordic and NASDAQ OMX Baltic securities

Average daily number of equity trades 309,967 324,322 37
Total average daily value of shares traded (in billions) $43 $ 3.9 $ 5.
Total market share 68.6% 68.7% 72

Listing Services
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Initial public offerings

NASDAQ 126 72
Exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic 14 6

New listings

NASDAQ(@3) 239 158
Exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic(4) 34 18
Number of listed companies

NASDAQ(S) 2,637 2,577
Exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic(6) 758 754
Technology Solutions

Market Technology

Order intake (in millions)(7) $322 $259 ¢
Total order value (in millions)(8) $655 $546 ¢

(1) Primarily transactions executed on Nord Pool and reported for clearing to NASDAQ OMX Commoditit
measured by TWh and one thousand metric tons of carbon dioxide (1000 tCO2).

(2) Includes transactions executed on NASDAQ’s, NASDAQ OMX BX’s and NASDAQ OMX PSX’s syst
trades reported through the FINRA/NASDAQ TRF.

(3) New listings include IPOs, including those completed on a best efforts basis, issuers that switched from
listing venues, closed-end funds and separately listed ETFs.

(4) New listings include IPOs and represent companies listed on the exchanges that comprise NASDAQ O!
Nordic and NASDAQ OMX Baltic and companies on the alternative markets of NASDAQ OMX First Nor

(5) Number of listed companies for NASDAQ at period end, including separately listed ETFs.

(6) Represents companies listed on the exchanges that comprise NASDAQ OMX Nordic and NASDAQ Ol
Baltic and companies on the alternative markets of NASDAQ OMX First North at period end.

(7) Total contract value of orders signed during the period.

(8) Represents total contract value of signed orders that are yet to be recognized as revenue. Market Technc
deferred revenue as discussed in Note 8, “Deferred Revenue,” to the consolidated financial statements, rept
cash payments received that are yet to be recognized as revenue for these signed orders.

Segment Operating Results

Of our total 2013 revenues less transaction rebates, brokerage, clearance and exchange fees of $1,895 millis
41.0% was from our Market Services segment, 12.0% was from our Listing Services segment, 23.3% was
Information Services segment and 23.7% was from our Technology Solutions segment. Of our total 2012 r
less transaction rebates, brokerage, clearance and exchange fees of $1,674 million, 45.4% was from our Mz
Services segment, 13.4% was from our Listing Services segment, 24.2% was from our Information Service
segment and 17.0% was from our Technology Solutions segment. Of our total 2011 revenues less transactic
rebates, brokerage, clearance and exchange fees of $1,690 million, 47.6% was from our Market Services se
14.0% was from our Listing Services segment, 23.1% was from our Information Services segment and 15.-
from our Technology Solutions segment.
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The following table shows our revenues by segment, cost of revenues for our Market Services segment and
revenues less transaction rebates, brokerage, clearance and exchange fees:

Market Services

Cost of revenues

Market Services revenues less transaction rebates,
brokerage, clearance and exchange fees

Listing Services

Information Services

Technology Solutions

Total revenues less transaction rebates, brokerage,
clearance and exchange fees

46

Year Ended December 31,

2013

2012

(in millions)

$ 2,092
(1,316)

776
228
442
449

$ 1,895

$ 2,206
(1,446)

760
224
406
284

$ 1,674

2011

$ 2,553
(1,748)

805
236
391
258

$ 1,690

Percentage Chang
2013 vs.

2012

(5.2)%
(9.0)%

2.1%
1.8%
8.9%
58.1%

13.2%

201
201

(13
17

(5.¢
(5.1
3.8
10.

(0.€
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MARKET SERVICES

The following table shows total revenues less transaction rebates, brokerage, clearance and exchange fees f

Market Services segment:

Year Ended December 31,
2013 2012 2011
(in millions)
Market Services Revenues:
Derivative Trading and Clearing Revenues:
U.S. derivative trading and clearing(1) $ 467 $ 458 $ 471
Cost of revenues:
Transaction rebates (259) (250) (257)
Brokerage, clearance and exchange fees(1) (33) (34) (29)
Total U.S. derivative trading and clearing cost of
revenues (292) (284) (286)
U.S. derivative trading and clearing revenues less
transaction rebates, brokerage, clearance and
exchange fees 175 174 185
European derivative trading and clearing 118 117 128
Total derivative trading and clearing revenues less
transaction rebates, brokerage, clearance and
exchange fees 293 291 313
Cash Equity Trading Revenues:
U.S. cash equity trading(2) 1,129 1,294 1,617
Cost of revenues:
Transaction rebates (743) (854) (1,087)
Brokerage, clearance and exchange fees(2) 279) (308) (375)
Total U.S. cash equity cost of revenues (1,022)  (1,162) (1,462)
U.S. cash equity trading revenues less transaction
rebates, brokerage, clearance and exchange fees 107 132 155
European cash equity trading 86 80 95
Total cash equity trading revenues less transaction
rebates, brokerage, clearance and exchange fees 193 212 250
Fixed Income Trading Revenues:
Fixed income trading 37 - -
Cost of revenues:
Brokerage, clearance and exchange fees 2) - -
Total fixed income trading revenues less brokerage,
clearance and exchange fees 35 - -
Access and Broker Services Revenues 255 257 242
Total Market Services revenues less transaction
rebates, brokerage, clearance and exchange fees $ 776 $ 760 $ 805

Percentage Chang

2013 vs.
2012

2.0%

3.6%
2.9%

2.8%
0.6%
0.9%
0.7%
(12.8)%
(13.0)%
9.4)%
(12.0)%

(18.9)%
7.5%

9.0)%
#
#

#
0.8)%

2.1%
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#Denotes a variance greater than 100.0%.

(1) Includes Section 31 fees of $27 million in 2013, $32 million in 2012 and $26 million in 2011. Section 3
are recorded as U.S. derivative trading and clearing revenues with a corresponding amount recorded in cost
revenues.
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(2) Includes Section 31 fees of $243 million in 2013, $277 million in 2012 and $304 million in 2011. Sect
fees are recorded as U.S. cash equity trading revenues with a corresponding amount recorded in cost of rev

Market Services

Market Services revenues less transaction rebates, brokerage, clearance and exchange fees increased in 201
compared with 2012 and decreased in 2012 compared with 2011. The increase in 2013 was primarily due t
additional revenues less brokerage, clearance and exchange fees from our fixed income trading business wl
acquired in June 2013 and a favorable impact from foreign exchange of $6 million, partially offset by a dec
cash equity trading revenues less brokerage, clearance and exchange fees. The decrease in 2012 was primar
to a decline in cash equity trading revenues less transaction rebates, brokerage, clearance, and exchange fee
decline in derivative trading and clearing revenues less transaction rebates, brokerage, clearance and excha
and an unfavorable impact from foreign exchange of $12 million. Partially offsetting the decrease was an ir
in Access Services revenues.

U.S. Derivative Trading and Clearing Revenues

Both the U.S. derivative trading and clearing revenues and revenues less transaction rebates, brokerage, cle
and exchange fees increased in 2013 compared to 2012 and decreased in 2012 compared to 2011. The incre
2013 were primarily due to an overall increase in our market share due to the mix of our market share betw
three U.S. options exchanges and slightly higher industry trading volumes. The increase in U.S. derivative
revenues was partially offset by a decrease in Section 31 pass-through fee revenue. The decreases in 2012 v
primarily due to declines in industry trading volumes and declines in market share on the NASDAQ OMX
market, partially offset by increases in revenue capture per traded contract, increases in market share on the
NASDAQ Options Market and the inclusion of the NASDAQ OMX BX Options market, launched in June

Section 31 fees are recorded as derivative trading and clearing revenues with a corresponding amount recot
cost of revenues. We are assessed these fees from the SEC and pass them through to our customers in the fc
incremental fees. Since the amount recorded as revenues is equal to the amount recorded as cost of revenue
is no impact on our revenues less transaction rebates, brokerage, clearance and exchange fees. Section 31 fe
$27 million in 2013, $32 million in 2012 and $26 million in 2011. The decrease in 2013 compared to 2012
primarily due to lower pass-through fee rates. The increase in 2012 compared to 2011 was primarily due to
pass-through fee rates, partially offset by a decrease in industry trading volumes.

Transaction rebates, in which we credit a portion of the per share execution charge to the market participan
increased in 2013 compared to 2012 and decreased in 2012 compared with 2011. The increase in 2013 was
primarily due to an overall increase in our combined market share and slightly higher industry trading volu
decrease in 2012 was primarily due to a decrease in industry trading volumes and a decrease in market shar
partially offset by an increase in overall rebate capture rates.

Brokerage, clearance and exchange fees decreased in 2013 compared with 2012 and increased in 2012 com
with 2011. The decrease in 2013 was primarily due to lower Section 31 pass-through fees partially offset b
increase in routing costs. The increase in 2012 was primarily due to an increase in Section 31 pass-through
European Derivative Trading and Clearing Revenues

The following table shows revenues from European derivative trading and clearing:

91



Edgar Filing: COHERENT INC - Form 10-Q

Year Ended December
31, Percentage Change
2013 2012 2011 2013 vs.2012  2012:
(in millions)

European Derivative Trading and Clearing Revenues:

Options and futures contracts $45 $44 $55 23% (20.0)
Energy, carbon and other commodity products 51 46 45  10.9% 2.2%
Fixed-income products 15 22 22 (31.8)% -
Other revenues and fees 7 5 6 40.0% (16.7)
Total European Derivative Trading and Clearing

revenues $118 $117 $ 128 09% (8.6)9

European derivative trading and clearing revenues increased in 2013 compared with 2012 and decreased in
compared with 2011. The increase in 2013 was primarily due to higher revenues in our energy, carbon and
commodity products primarily due to the acquisition of NOS Clearing in July 2012 and a favorable impact
foreign exchange of $2 million, partially offset by lower revenues on our fixed-income products primarily ¢
the impact of NLX trading incentives. The decrease in 2012 was primarily due to lower trading activity for
options and futures contracts and an unfavorable impact from foreign exchange of $5 million.
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U.S. Cash Equity Trading Revenues

U.S. cash equity trading revenues less transaction rebates, brokerage, clearance and exchange fees decrease
both 2013 compared to 2012 and 2012 compared with 2011. The decreases were primarily due to declines
industry trading volumes and declines in our matched market share. The 2012 period also includes income
million from open positions relating to the operations of the exchange.

U.S. cash equity trading revenues decreased in both 2013 compared to 2012 and 2012 compared to 2011. T
decreases were primarily due to declines in industry trading volumes and our matched market share, and a
in Section 31 pass-through fee revenues.

Similar to U.S. derivative trading and clearing, we record Section 31 fees as U.S. cash equity trading reven
a corresponding amount recorded as cost of revenues. We are assessed these fees from the SEC and pass th
through to our customers in the form of incremental fees. Since the amount recorded as revenues is equal tc
amount recorded as cost of revenues, there is no impact on our revenues less transaction rebates, brokerage
clearance and exchange fees. Section 31 fees were $243 million in 2013, $277 million in 2012 and $304 mi
2011. The decrease in 2013 compared with 2012 was primarily due to lower dollar volume traded on the N
and NASDAQ OMX BX trading systems and lower pass-through fee rates. The decrease in 2012 comparec
2011 was primarily due to lower dollar value traded on the NASDAQ and NASDAQ OMX BX trading sys
partially offset by higher pass-through fee rates.

For NASDAQ and NASDAQ OMX PSX, we credit a portion of the per share execution charge to the mark
participant that provides the liquidity and for NASDAQ OMX BX, we credit a portion of the per share exe
charge to the market participant that takes the liquidity. These transaction rebates decreased in both 2013 cc
with 2012 and 2012 compared with 2011 primarily due to a decline in industry trading volumes and our ma
market share.

Brokerage, clearance and exchange fees decreased in both 2013 compared to 2012 and 2012 compared witl
primarily due to a decrease in Section 31 pass-through fees and a decrease in the amount of volume routed
NASDAAQ due to declines in industry trading volumes and our matched market share. Brokerage, clearance
exchange fees in 2012 also include income of $11 million from open positions relating to the operations of
exchange.

European Cash Equity Trading Revenues

European cash equity trading revenues include trading revenues from equity products traded on the NASD.
OMX Nordic and NASDAQ OMX Baltic exchanges. European cash equity trading revenues increased in 2
compared to 2012 and decreased in 2012 compared to 2011. The increase in 2013 was primarily due to higl]
average value of shares traded, higher average pricing and a favorable impact from foreign exchange of $3
The decrease in 2012 was primarily due to a decline in trading activity and an unfavorable impact from for:
exchange of $5 million.

Fixed Income Trading Revenues
Fixed income trading revenues less brokerage, clearance and exchange fees includes transaction fees gener
from our eSpeed electronic benchmark U.S. Treasury trading platform that was acquired on June 28, 2013.

“Acquisition of eSpeed for Trading of U.S. Treasuries,” of Note 4, “Acquisitions and Divestiture,” to the cc
financial statements for further discussion.
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Access and Broker Services Revenues

Access and Broker Services revenues decreased in 2013 compared with 2012 and increased in 2012 compa
2011. The decrease in 2013 was primarily due to declines in customer demand for network connectivity set
partially offset by increased revenues from the addition of eSpeed hosting revenues and new products. The
in 2012 was primarily due to increased demand for services and revenues from new products.
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LISTING SERVICES

The following table shows revenues from our Listing Services segment:

Year Ended December
31, Percentage Change
2013 2012 2011 2013 vs.2012 2012 vs. 2011

(in millions)
Listing Services Revenues:

U.S. listing services $173 $174 $ 181 (0.6)% 3.9%
European listing services 55 50 55  10.0% 9.1)%
Total Listing Services revenues $228 $224 $236 1.8% B5.D)%

Listing Services

Listing Services revenues increased in 2013 compared with 2012 and decreased in 2012 compared with 20
increase in 2013 was due to an increase in European listing services revenues resulting from higher market
capitalization and a favorable impact from foreign exchange of $2 million. The decrease in 2012 was due tc
decreases in both U.S. listing services and European listing services revenues. The decrease in U.S. listing :
revenues was primarily due to a decrease in annual renewal revenues resulting from a decline in the numbe
listed companies from 2,680 as of December 31, 2011 to 2,577 as of December 31, 2012. The decrease in I
listing services revenues was primarily due to an unfavorable impact from foreign exchange of $3 million, -
as a decrease in the number of listed companies from 776 as of December 31, 2011 to 754 as of December
2012.

INFORMATION SERVICES

The following table shows revenues from our Information Services segment:

Year Ended December
31, Percentage Change
2013 2012 2011 2013 vs.2012 2012 vs. 2011

(in millions)
Information Services Revenues:
Market Data Product Revenues:
U.S. market data products $ 264 $244 $ 229 8.2% 6.6%
European market data products 77 74 80 4.1% (7.5)%
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Index data products 27 25 24 8.0% 4.2%
Total Market Data Products revenues 368 343 333 7.3% 3.0%
Index Licensing and Services revenues 74 63 58  17.5% 8.6%
Total Information Services revenues $442 $ 406 $ 391 8.9% 3.8%

Information Services

Information Services revenues increased in both 2013 compared with 2012 and 2012 compared with 2011
due to increases in U.S. market data products and Index Licensing and Services revenues.

U.S. Market Data Products Revenues

U.S. market data products revenues increased in both 2013 compared to 2012 and 2012 compared to 2011.
increase in 2013 was primarily due to an increase in audit collections, higher demand for proprietary data p
pricing changes, and an increase in revenues due to the acquisition of eSpeed which was completed on Junc
2013. See “Acquisition of eSpeed for Trading of U.S. Treasuries,” of Note 4, “Acquisitions and Divestiture
consolidated financial statements for further discussion. The increase in 2012 was primarily due to higher c
demand for proprietary data products and pricing changes.

European Market Data Products Revenues
European market data products revenues increased in 2013 compared with 2012 and decreased in 2012 con
with 2011. The increase in 2013 was primarily due to a favorable impact from foreign exchange of $3 milli

decrease in 2012 was primarily due to an unfavorable impact from foreign exchange of $4 million and a de
user populations.
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Index Data Products Revenues

Index data products revenues increased in both 2013 compared with 2012 and 2012 compared with 2011. T
increase in 2013 was primarily due to higher audit collections.

Index Licensing and Services Revenues

Index Licensing and Services revenues increased in both 2013 compared with 2012 and 2012 compared wi
The increase in 2013 was primarily due to our acquisition of the index business of Mergent, Inc., including
in December 2012 and an increase in the value of underlying assets associated with NASDAQ OMX-licens
and other financial products due to product growth and newly executed product licenses. The increase in 2(
primarily due to an increase in the value of underlying assets associated with NASDAQ OMX-licensed ET
other financial products due to product growth and newly executed product licenses, partially offset by low
futures and options volumes.

TECHNOLOGY SOLUTIONS

The following table shows revenues from our Technology Solutions segment:

Year Ended December
31, Percentage Change
2013 2012 2011 2013 vs.2012 2012 vs. 2011

(in millions)
Technology Solutions Revenues:
Corporate Solutions Revenues:

Governance $15 $10 $7 50.0% 42.9%
Investor relations 130 40 35 # 14.3%
Multimedia solutions 43 14 13 # 7.7%
Public relations 42 25 20 68.0% 25.0%
Total Corporate Solutions revenues 230 89 75 # 18.7%
Market Technology Revenues:
Software, license and support 152 143 139 6.3% 2.9%
Change request and advisory 38 29 29  31.0% -
Software as a service 29 23 15 26.1% 53.3%
Total Market Technology revenues 219 195 183 12.3% 6.6%
Total Technology Solutions revenues $ 449 $ 284 $ 258 58.1% 10.1%

#Denotes a variance greater than 100.0%.

Technology Solutions
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Technology Solutions revenues increased in both 2013 compared with 2012 and 2012 compared with 2011
increases in both Corporate Solutions revenues and Market Technology revenues. Market Technology reve
included a favorable impact from foreign exchange of $4 million in 2013 and an unfavorable impact from f
exchange of $6 million in 2012.

Corporate Solutions Revenues

Corporate Solutions revenues increased in both 2013 compared with 2012 and 2012 compared with 2011. ]
increase in 2013 was primarily due to the acquisition of the TR Corporate Solutions businesses completed ¢
31, 2013 and expanding customer utilization of our public relations products. See “Acquisition of the Inves
Relations, Public Relations and Multimedia Solutions Businesses of Thomson Reuters,” of Note 4, “Acqui:
Divestiture,” to the consolidated financial statements for further discussion of our acquisition of the TR Co
Solutions businesses. The increase in 2012 was primarily due to revenues from expanded customer utilizati
our public relations products.

Market Technology Revenues

Software, License and Support Revenues

Software, license and support revenues increased in both 2013 compared with 2012 and 2012 compared wi
The increase in 2013 was primarily due to an operational increase of $4 million, primarily due to BWise, w
was acquired in May 2012, and a favorable impact from foreign exchange of $5 million. The increase in 2(
primarily due to an increase in the recognition of previously deferred delivery project revenues. Delivery pi

revenues are derived from the system solutions developed and sold by
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NASDAQ OMX. Total revenues, as well as costs incurred, are typically deferred until the customization ar
significant modifications are completed and are then recognized over the post contract support period.

Change Request and Advisory Revenues

Change request and advisory revenues increased in 2013 compared to 2012 and were flat in 2012 comparec
2011. The increase in 2013 was primarily due to an increase in advisory revenues from BWise, which was -
in May 2012, and an increase in change requests.

Software As a Service Revenues

Software as a service revenues increased in both 2013 compared to 2012 and 2012 compared with 2011. Tl
increases were primarily due to an increase in broker compliance revenues reflecting increased customer d
The increase in 2013 was partially offset by an unfavorable impact from foreign exchange of $2 million.

Total Order Value

As of December 31, 2013, total order value, which represents the total contract value of orders signed that :
be recognized as revenues, was $655 million. Market Technology deferred revenue, included in the total
Technology Solutions deferred revenue of $152 million, represents cash payments received that are yet to t
recognized as revenue for these signed orders. See Note 8, “Deferred Revenue,” to the consolidated financi
statements for further discussion. The recognition and timing of these revenues depends on many factors, ir
those that are not within our control. As such, the following table of Market Technology revenues to be rec
in the future represents our best estimate:

Total
Order
Value
(in
millions)
Fiscal year ended:
2014 $ 174
2015 162
2016 117
2017 98
2018 56
2019 and thereafter 48
Total $ 655

Expenses
Operating Expenses
The following table shows our operating expenses:
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Year Ended December
31, Percentage Change
2013 2012 2011 2013 vs.2012 2012 vs.

(in millions)

Compensation and benefits $539 $454 $458 18.7% 0.9%
Marketing and advertising 30 26 24 154% 8.3%
Depreciation and amortization 122 104 109 17.3% (4.6)%
Professional and contract services 151 107 91 41.1% 17.6%
Computer operations and data communications 82 60 65 36.7% (7.7)%
Occupancy 98 93 91 5.4% 2.2%
Regulatory 30 34 35 (11.8)% 2.9%
Merger and strategic initiatives 22 4 38 # (89.5)%
Restructuring charges 9 44 - (79.5)% #
General, administrative and other 80 58 83 37.9% (30.1)%
Voluntary accommodation program 44 - - # -

Total operating expenses $ 1,207 $ 984 $994 22.7% (1.0)%

#Denotes a variance greater than 100.0%.

Total operating expenses increased $223 million in 2013 compared with 2012 and decreased $10 million in
compared with 2011. The increase in 2013 reflects an operational increase of $214 million and unfavorable
from foreign exchange of $9
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million. The operational increase in 2013 was primarily due to additional overall expense associated with o
acquisitions of the TR Corporate Solutions businesses in May 2013 and eSpeed in June 2013, the voluntary
accommodation program expense, higher merger and strategic initiatives expense, and expenses paid with 1
to an SEC matter, partially offset by a decrease in restructuring charges. The decrease in 2012 reflects a fav
impact from foreign exchange of $17 million, partially offset by an increase in operating expenses of $7 mi
The operational increase of $7 million in 2012 was primarily due to restructuring actions taken during 2012
increase in professional and contract services expense, partially offset by decreases in merger and strategic
initiatives expense and general, administrative and other expense.

Compensation and benefits expense increased in 2013 compared with 2012 and decreased in 2012 compare
2011. The increase in 2013 was primarily due to an operational increase of $81 million and an unfavorable
from foreign exchange of $4 million. The operational increase primarily reflects additional salary expense «
our acquisitions of the TR Corporate Solutions businesses in May 2013, eSpeed in June 2013, BWise in M:
and NOS Clearing in July 2012, as well as higher compensation expense reflecting increased financial
performance. Partially offsetting these increases were lower salary costs due to workforce reductions of 25’
positions across our organization related to restructuring actions beginning in the first quarter of 2012 throt
first quarter of 2013. The decrease in 2012 was primarily due to a favorable impact from foreign exchange
million and lower compensation expense reflecting reduced financial performance and restructuring activit
partially offset by an increase in salary expense, primarily due to our acquisitions of Glide Technologies in
2011, BWise in May 2012 and NOS Clearing in July 2012. Headcount, including staff employed at consoli
entities where we have a controlling financial interest, increased to 3,365 employees at December 31, 2013
2,506 at December 31, 2012 and increased to 2,506 employees at December 31, 2012 from 2,433 employece
December 31, 2011. The increased headcount in 2013 compared to 2012 was primarily due to our acquisiti
the TR Corporate Solutions businesses and eSpeed. The increase in headcount in 2012 compared to 2011 w
primarily due to our acquisitions of BWise and NOS Clearing, partially offset by workforce reductions of 2
positions across our organization related to restructuring actions in 2012. See Note 3, “Restructuring Charg
consolidated financial statements for a discussion of our restructuring charges incurred in 2012.

Marketing and advertising expense increased in both 2013 compared with 2012 and 2012 compared with 2
increase in 2013 was primarily due to increased advertising on behalf of new issuers and the increase in 20
primarily due to increased advertising primarily featuring listed issuers.

Depreciation and amortization expense increased in 2013 compared with 2012 and decreased in 2012 comy
with 2011. The increase in 2013 was primarily due to additional amortization expense associated with acqu
intangible assets, primarily relating to our acquisitions of the TR Corporate Solutions businesses in May 20
eSpeed in June 2013, as well as increased depreciation expense associated with technology assets placed in
in 2013. The decrease in 2012 was primarily due to the write-off of certain acquired intangible assets assoc
with technology ($19 million), customer relationships ($6 million), and a certain trade name ($3 million), tl
write-off and disposal of leasehold improvements, asset impairments related to restructuring activities, prin
consisting of fixed assets and capitalized software which have been retired, and a favorable impact from fo
exchange of $2 million, partially offset by additional depreciation and amortization expense as a result of o
acquisitions, primarily BWise in May 2012.

Professional and contract services expense increased in both 2013 compared with 2012 and 2012 comparec
2011. The increase in 2013 was primarily due to revenue-related costs incurred as a result of our acquisitio
TR Corporate Solutions businesses, costs incurred for special legal expenses, and the launch of new initiati
revenue-related costs are primarily due to the production and delivery of webcast events as well as other ev
services. The increase in 2012 was primarily due to costs incurred for special legal expenses, as well as inc
spending for professional and contract services, partially offset by a favorable impact from foreign exchang
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million.

Computer operations and data communications expense increased in 2013 compared with 2012 and decrea:s
2012 compared with 2011. The increase in 2013 was primarily due to additional expense as a result of our
acquisitions of the TR Corporate Solutions businesses in May 2013 and eSpeed in June 2013, as well as hig
communication line costs. The decrease in 2012 was primarily due to a value added tax, or VAT, refund rel
prior periods and a favorable impact from foreign exchange of $1 million, partially offset by additional con
operations and data communications expense as a result of our acquisitions, primarily Glide Technologies i
October 2011 and BWise in May 2012.

Occupancy expense increased in both 2013 compared with 2012 and 2012 compared with 2011. The increa
2013 was primarily due to additional costs related to our acquisition of the TR Corporate Solutions busines
increase in 2012 was primarily due to additional occupancy expense as a result of our acquisitions, primaril
in May 2012, as well as a $3 million sublease loss reserve charge on space we currently occupy due to an it
in net rental costs, partially offset by a favorable impact from foreign exchange of $1 million.

Merger and strategic initiatives expense was $22 million in 2013 compared with $4 million in 2012 and $3:
in 2011. Merger and strategic initiatives expense for 2013 primarily related to our acquisitions of the TR C
Solutions businesses and eSpeed, partially offset by a credit of $23 million associated with a receivable unc
sharing agreement with an unrelated party
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and the remeasurement of a contingent purchase price liability related to the BWise acquisition due to chan
the anticipated performance of BWise. Merger and strategic initiatives expense for 2012 primarily related t
agreement with Thomson Reuters to acquire its Investor Relations, Public Relations and Multimedia Soluti
businesses and costs related to other acquisitions and strategic initiatives, partially offset by a gain on our
acquisition of NOS Clearing in July 2012. Merger and strategic initiatives expense for 2011 primarily relat:
costs incurred for advisors, bank commitment fees, legal and other professional services related to our joint
proposal to acquire NYSE Euronext, as well as costs related to our acquisition of Glide Technologies in Oc
2011.

Restructuring charges were $9 million in 2013 and $44 million in 2012. Our restructuring program was cor
in the first quarter of 2013. See Note 3, “Restructuring Charges,” to the consolidated financial statements ft
discussion of our restructuring charges recorded during 2013 and 2012.

General, administrative and other expense increased in 2013 compared with 2012 and decreased in 2012 cc
with 2011. The increase in 2013 was primarily due to expenses paid with respect to an SEC matter of $10 r
additional expenses related to the acquisitions of the TR Corporate Solutions businesses in May 2013 and e
June 2013, the launch of new initiatives, and an unfavorable impact from foreign exchange of $3 million. 1
further discussion of the SEC matter, see “Litigation,” of Note 18, “Commitments, Contingencies and Guar
the consolidated financial statements. The decrease in 2012 was primarily due to a pre-tax charge recorded
of $25 million related to the write-off of a portion of the unamortized balance of debt issuance costs and de
discount related to the repayment of $335 million of the aggregate principal amount outstanding of our 2.5(
convertible senior notes due August 15, 2013, or the 2013 Convertible Notes, that was completed in Octobs
and a pre-tax charge of $6 million recorded in 2011 related to the write-off of the remaining unamortized b:
debt issuance costs related to our $700 million senior unsecured term loan facility that was repaid in Septer
2011. General, administrative and other expense included a favorable impact from foreign exchange of $3 1
in 2012.

Voluntary accommodation program expense of $44 million in 2013 relates to the one-time program for vol
accommodations to qualifying members of up to $62 million, for which a liability was recorded as the prog
approved by the SEC in March 2013. This program expanded the pool available to compensate members of
NASDAQ Stock Market for qualified losses arising directly from the system issues experienced with the F:
IPO that occurred on May 18, 2012. In October 2013, NASDAQ OMX announced the completion of initial
by The Market Regulation Department of FINRA of all claims submitted by qualifying members. Thereaft:
NASDAQ OMX informed claimants that FINRA would be conducting additional analysis with regard to o
category of claims. Upon the completion of this additional analysis, the total value of valid submitted claim
determined to be $44 million. NASDAQ OMX submitted to the SEC a filing that provided a report on the

administration of the voluntary accommodation program. After the filing became effective, our liability wa
reduced to $44 million and payment of valid claims totaling $44 million was made in the fourth quarter of

Non-operating Income and Expenses

The following table shows our non-operating income and expenses:

Year Ended December 31, Percentage Change
2013 2012 2011 2013 vs. 2012 2012
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Interest income

Interest expense

Net interest expense

Gain on sale of investment security

Asset impairment charges

Dividend and investment income

Loss on divestiture of business

Net income (loss) from unconsolidated investees
Total non-operating expenses

#Denotes a variance equal to or greater than 100.0%.

(in millions)

$9 $ 10
(11 9N
(102)  (87)
30 -
(14) (40
- (14)
2 M

$ 11 (10.0)%
(119) 14.4%
(108) 17.2%

- #
(18) (65.0)%
1 -
- #
2 #

$(88) $(142) $ (123) (38.00%

9.1)%
(18.5)
(19.4)¢

5.4%

Total non-operating expenses were $88 million in 2013 compared with $142 million in 2012 and $123 mill
2011. Total non-operating expenses for 2013 primarily include net interest expense of $102 million and ass
impairment charges of $14 million, partially offset by a gain on the sale of our available-for-sale investmen
security in DFM of $30 million. Total non-operating expenses for 2012 primarily include net interest exper
$87 million, asset impairment charges of $40 million and a loss on divestiture of business of $14 million. T
non-operating expenses for 2011 primarily include net interest expense of $108 million and an impairment
of $18 million on our available-for-sale investment security in DFM.
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Interest Income

Interest income decreased in both 2013 compared with 2012 and 2012 compared with 2011. The decreases
primarily due decreases in cash and cash equivalents.

Interest Expense

Interest expense for 2013 was $111 million, and was comprised of $101 million of interest expense, $3 mil
non-cash expense associated with accretion of debt discounts, $3 million of non-cash debt issuance amortiz
expense, and $4 million of other bank and investment-related fees. Interest expense increased in 2013 comj
with 2012 primarily due to the issuance of the 2021 Notes in June 2013.

Interest expense for 2012 was $97 million, and was comprised of $86 million of interest expense, $4 millio
non-cash expense associated with accretion of debt discounts, $3 million of non-cash debt issuance amortiz
expense, and $4 million of other bank and investment-related fees. Interest expense decreased in 2012 com
with 2011 due to lower average outstanding debt obligations in 2012 primarily resulting from the extinguis
$335 million of our 2013 Convertible Notes in the fourth quarter of 2011, as well as lower average interest

See Note 9, “Debt Obligations,” to the consolidated financial statements for further discussion of our debt «
Gain on Sale of Investment Security

In the fourth quarter of 2013, we sold an available-for-sale investment security for $48 million and recorde:
on the sale of $30 million, which is net of costs directly related to the sale, primarily broker fees.

Asset Impairment Charges

Asset impairment charges of $14 million in 2013 relate to non-cash intangible asset impairment charges rel
certain acquired intangible assets associated with customer relationships ($7 million) and a certain trade na:
million). See “Intangible Asset Impairment Charges,” of Note 5, “Goodwill and Purchased Intangible Asse
consolidated financial statements for further discussion.

In the second quarter of 2012, we recorded non-cash intangible asset impairment charges totaling $28 milli
related to certain acquired intangible assets associated with technology ($19 million), customer relationshir
million) and a certain trade name ($3 million). See “Intangible Asset Impairment Charges,” of Note 5, “Go
Purchased Intangible Assets,” to the consolidated financial statements for further discussion. In the first qu:
2012, we also recorded a non-cash other-than-temporary impairment charge of $12 million related to our ec
interest in EMCEF. See “Equity Method Investments,” of Note 6, “Investments,” to the consolidated financi:
for further discussion.

In the fourth quarter of 2011, we recorded a non-cash, other-than-temporary impairment charge of $18 mill
related to our available-for-sale investment security in DFM.

Loss on Divestiture of Businesses

In August 2012, we sold IDCG and recorded a loss of $14 million. See “2012 Divestiture,” of Note 4, “Acc
and Divestiture,” for further discussion.

Net Income (Loss) from Unconsolidated Investees
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Net loss from unconsolidated investees of $2 million in 2013 and $1 million in 2012 and net income from
consolidated investees of $2 million in 2011 was related to our share in the earnings and losses of our equit
method investments.

Tax Matters

NASDAQ OMX’s income tax provision was $216 million in 2013 compared with $199 million in 2012 an
million in 2011. The overall effective tax rate was 36.0% in 2013, 36.3% in 2012 and 33.2% in 2011. The
effective tax rate in 2013 when compared to 2012 was primarily due to a reversal of a valuation allowance
associated with our available-for-sale investment security in DFM, a shift in the geographic mix of earning:
losses, and a reduction in the tax rate in Sweden. In 2013, we also recorded a lower increase in tax expense
associated with deferred tax assets and liabilities due to the impact of changes in tax rates in various jurisdi
within the U.S. and outside the U.S., compared to the impact recorded in 2012. Partially offsetting the decr
tax expense is the derecognition of a previously recognized tax benefit as a result of new information recei
2013, as well as expenses associated with investments in certain jurisdictions for which we are not able to
recognize a tax benefit. The higher effective tax rate in 2012 when compared to 2011 was primarily due to
impact to deferred tax assets and deferred tax liabilities resulting from changes in tax rates in various jurisd
within the U.S. and outside the U.S., adjustments related to our 2005 — 2011 tax
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return liabilities which resulted in an increase to the tax provision and a shift in the geographic mix of earni
losses. These increases are partially offset by a permanent tax benefit associated with certain taxable foreig
exchange revaluation losses which are not reflected in pre-tax earnings.

The effective tax rate may vary from period to period depending on, among other factors, the geographic ar
business mix of earnings and losses. These same and other factors, including history of pre-tax earnings an
are taken into account in assessing the ability to realize deferred tax assets.

In order to recognize and measure our unrecognized tax benefits, management determines whether a tax po
more likely than not to be sustained upon examination, including resolution of any related appeals or litigat
processes, based on the technical merits of the position. Once it is determined that a position meets the recc
thresholds, the position is measured to determine the amount of benefit to be recognized in the consolidatec
financial statements. Interest and/or penalties related to income tax matters are recognized in income tax ex

NASDAQ OMX and its eligible subsidiaries file a consolidated U.S. federal income tax return and applical
and local income tax returns and non-U.S. income tax returns. Federal income tax returns for the years 200
through 2010 are currently under audit by the Internal Revenue Service and we are subject to examination
and 2012. Several state tax returns are currently under examination by the respective tax authorities for the
2005 through 2010 and we are subject to examination for 2011 and 2012. Non-U.S. tax returns are subject |
examination by the respective tax authorities for the years 2006 through 2012. We anticipate that the amou
unrecognized tax benefits at December 31, 2013 will significantly decrease in the next twelve months as w
to settle certain tax audits. The final outcome of such audits cannot yet be determined. We anticipate that st
adjustments will not have a material impact on our consolidated financial position or results of operations.

In the fourth quarter of 2010, we received an appeal from the Finnish Tax Authority challenging certain in
expense deductions claimed by NASDAQ OMX in Finland for the year 2008. The appeal also demanded c:
penalties be paid with regard to the company’s tax return filing position. In October 2012, the Finnish App
Board disagreed with the company’s tax return filing position for years 2009 through 2011, even though th
return position with respect to this deduction was previously reviewed and approved by the Finnish Tax Au
NASDAQ OMX has appealed the ruling by the Finnish Appeals Board to the Finnish Administrative Cour
Through December 31, 2013, we have recorded tax benefits of $18 million associated with this filing positi
this amount we have paid $12 million to the Finnish tax authorities. We have also paid $11 million in intere
penalties. In 2014 we will pay $6 million which represents the benefit taken in 2013. We expect the Finnis}
Administrative Court to agree with our position and, if so, NASDAQ OMX will receive a refund of $29 mi

From 2009 through 2012, we recorded tax benefits associated with certain interest expense incurred in Swe
position is supported by a 2011 ruling we received from the Swedish Supreme Administrative Court. Howe
under new legislation effective January 1, 2013, limitations are imposed on certain forms of interest expens
the new legislation is unclear with regards to our ability to continue to claim such interest deductions, NAS
OMX has filed an application for an advance tax ruling with the Swedish Tax Council for Advance Tax Ru
We expect to receive a favorable response from the Swedish Tax Council for Advance Tax Rulings. Since
January 1, 2013, we have recorded tax benefits of $16 million, or $0.09 per diluted share, related to this ma
expect to record recurring quarterly tax benefits of $4 million to $5 million with respect to this issue for the
foreseeable future.

In December 2012, the Swedish Tax Agency approved our 2010 amended value added tax, or VAT, tax ret
we received a cash refund for the amount claimed. In 2013, we filed VAT tax returns for 2011 and 2012 an
utilized the same approach which was approved for the 2010 filing. However, even though the VAT return
was previously reviewed and approved by the Swedish Tax Agency, we were informed by the Swedish Ta>
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that our VAT refund claims for 2011 and 2012 are not valid. However, they will not seek reimbursement o
2010 refund. We will appeal the finding by the Swedish Tax Agency. Through December 31, 2013, we hav
recorded benefits of $14 million associated with this position.

Net Loss Attributable to Noncontrolling Interests

Net loss attributable to noncontrolling interests was $1 million in 2013, $3 million in 2012 and $4 million i
The losses in 2012 and 2011 were primarily attributable to noncontrolling interests in IDCG.

Non-GAAP Financial Measures

In addition to disclosing results determined in accordance with U.S. GAAP, we also have provided non-GA
income attributable to NASDAQ OMX and non-GAAP diluted earnings per share. Management uses this
non-GAAP information internally, along with U.S. GAAP information, in evaluating our performance and
making financial and operational decisions.

We believe our presentation of these measures provides investors with greater transparency and supplemen
relating to our financial condition and results of operations. In addition, we believe the presentation of thes:
measures is useful to investors for period-to-period comparison of results as the items described below do r
reflect operating performance. These measures are not in
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accordance with, or an alternative to, U.S. GAAP, and may be different from non-GAAP measures used by
companies. Investors should not rely on any single financial measure when evaluating our business. We
recommend investors review the U.S. GAAP financial measures included in this Annual Report on Form 1
including our consolidated financial statements and the notes thereto. When viewed in conjunction with ous
GAAP results and the accompanying reconciliation, we believe these non-GAAP measures provide greater
transparency and a more complete understanding of factors affecting our business than U.S. GAAP measur
Our management uses these measures to evaluate operating performance, and management decisions durin;
reporting period are made by excluding certain items that we believe have less significance on, or do not in
the day-to-day performance of our business. We understand that analysts and investors regularly rely on no
financial measures, such as non-GAAP net income and non-GAAP diluted earnings per share, to assess ope
performance. We use non-GAAP net income attributable to NASDAQ OMX and non-GAAP diluted earnir
share because they more clearly highlight trends in our business that may not otherwise be apparent when r
solely on U.S. GAAP financial measures, since these measures eliminate from our results specific financial
that have less bearing on our operating performance. Non-GAAP net income attributable to NASDAQ OM
the periods presented below is calculated by adjusting net income attributable to NASDAQ OMX for charg
gains related to acquisition and divestiture transactions, integration activities related to acquisitions, other
significant infrequent charges or gains and their related income tax effects that are not related to our core b
We do not believe these items are representative of our future operating performance since these charges w
consistent with our normal operating performance.

Non-GAAP adjustments for the year ended December 31, 2013 primarily related to the following:

(i) voluntary accommodation program expense of $44 million, (ii) gain on sale of investment security of $3
million related to the sale of our available-for-sale investment security in DFM, (iii) merger and strategic ir
costs of $22 million reflecting $45 million of merger and strategic initiative costs primarily associated with
acquisitions of eSpeed and the TR Corporate Solutions businesses, partially offset by a credit of $23 millios
associated with a receivable under a tax sharing agreement with an unrelated party - this credit is offset in i
(viii) below, (iv) expenses paid with respect to an SEC matter of $10 million - for further discussion of the

matter, see “Litigation,” of Note 18, “Commitments, Contingencies and Guarantees,” to the consolidated fi
statements, (v) asset impairment charges of $14 million related to certain acquired intangible assets associa
customer relationships and a certain trade name, (vi) restructuring charges of $9 million - for further discus
Note 3, “Restructuring Charges,” to the consolidated financial statements, (vii) special legal expense of $3

(viii) adjustment to the income tax provision of $17 million to reflect these non-GAAP adjustments, and (ix»
significant tax adjustments, net of $8 million due to the derecognition of a previously recognized tax benefi
increase in net deferred tax liabilities resulting from changes in tax rates in various jurisdictions.

Non-GAAP adjustments for the year ended December 31, 2012 primarily related to the following:

(i) income from open positions relating to the operations of the exchange of $11 million, (ii) merger and str
initiatives costs of $4 million related to recent acquisitions and other strategic initiatives, net of gain on acq
of NOS Clearing, (iii) loss on divestiture of business of $14 million related to the sale of IDCG, (iv) asset
impairment charges of $40 million related to certain acquired intangible assets totaling $28 million as well
other-than-temporary impairment charge related to our equity method interest in EMCF of $12

million, (v) restructuring charges of $44 million related to workforce reductions of $23 million, facilities-re
charges of $10 million, asset impairment charges of $9 million and $2 million of other charges, (vi) special
expense of $7 million, (vii) adjustment to the income tax provision of $32 million to reflect these non-GAA
adjustments, and (viii) significant tax adjustments, net of $14 million due to the impact to deferred tax asse
deferred tax liabilities resulting from changes in tax rates in various jurisdictions within the U.S. and outsid
U.S., adjustments related to our 2005—2011 tax return liabilities which resulted in an increase to the tax pr
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partially offset by a permanent tax benefit associated with certain taxable foreign exchange revaluation loss
which are not reflected in pre-tax earnings.

Non-GAAP adjustments for the year ended December 31, 2011 primarily related to the following:

(i) merger and strategic initiatives costs of $38 million, primarily costs for advisors, bank commitment fees
and other professional services, related to our joint proposal to acquire NYSE Euronext, as well as costs rel
recent acquisitions and other strategic initiatives, (ii) an asset impairment charge of $18 million related to o
available-for-sale investment security in DFM, (iii) debt extinguishment and refinancing charges of $31 mi
related to the repayment of the 2013 Convertible Notes and the repayment of our $700 million senior unsec
term loan facility, (iv) an adjustment to the income tax provision of $28 million to reflect these non-GAAP
adjustments, and (v) significant tax adjustments, net of $5 million due to the impact of changes in tax laws

certain jurisdictions where NASDAQ OMX operates.
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The following table represents reconciliations between U.S. GAAP net income and diluted earnings per she
non-GAAP net income and diluted earnings per share:

Year Ended December Year Ended December Year Ended De

31,2013 31,2012 31,2011
Diluted Diluted Dilute

Net Earnings Per ~ Net Earnings Per ~ Net Earnin

Income Share Income Share Income Share

(in millions, except share and per share amounts)
U.S. GAAP net income attributable to
NASDAQ OMX and diluted earnings
per share $ 385 $225 $ 352 $2.04 $ 387 $ 215
Non-GAAP adjustments:
Income from open positions relating to

the operations of the exchange - - (11D (0.06) - -
Voluntary accommodation program 44 0.26 - - - -
Gain on sale of investment security 30) (0.18)

Merger and strategic initiatives 22 0.13 4 0.02 38 0.21
SEC matter 10 0.06 - - - -
Loss on divestiture of business - - 14 0.08 - -
Asset impairment charges 14 0.08 40 0.23 18 0.10
Restructuring charges 9 0.05 44 0.26 - -
Special legal expense 3 0.02 7 0.04 - -
Extinguishment of debt - - - - 31 0.17
Other (3) (0.02) - - 4 0.03
Adjustment to the income tax

provision to reflect non-GAAP

adjustments(1) (17)  (0.10) (32)  (0.19) (28)  (0.1¢
Significant tax adjustments, net 8 0.05 14 0.08 5 0.03
Total non-GAAP adjustments, net of

tax 60 0.35 80 0.46 68 0.38

Non-GAAP net income attributable to

NASDAQ OMX and diluted earnings

per share $ 445 $ 2.60 $ 432 $2.50 $ 455 $ 253
Weighted-average common shares

outstanding for diluted earnings per

share 171,266,146 172,587,870 180,

(1) We determine the tax effect of each item based on the tax rules in the respective jurisdiction where the
transaction occurred.

Liquidity and Capital Resources
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While global markets and economic conditions continue to improve from adverse levels experienced durin;
past several years, investors and lenders remain cautious about the pace of the global economic recovery. T
of confidence in the prospects for growth could result in sporadic increases in market volatility and lacklust
trading volumes, which could in turn affect our ability to obtain additional funding from lenders. Currently.
and availability of funding remain healthy.

Historically, we have funded our operating activities and met our commitments through cash generated by

operations, augmented by the periodic issuance of our common stock in the capital markets and by issuing
obligations. In June 2013, NASDAQ OMX issued the 2021 Notes. We used the majority of the net proceed
the offering of the 2021 Notes to fund the cash consideration payable by us for the acquisition of eSpeed ar
related expenses. We used the remaining proceeds from the 2021 Notes for general corporate purposes. As
the acquisition of eSpeed, NASDAQ OMX has contingent future obligations to issue 992,247 shares of NA
OMX common stock annually approximating certain tax benefits associated with the transaction of $484 m
Such contingent future issuances of NASDAQ OMX common stock will be paid ratably through 2027 if N.
OMX achieves a designated revenue target in each such year. The contingent future issuances of NASDAC
common stock are subject to anti-dilution protections and acceleration upon certain events.

In addition to these cash sources, we have a $750 million revolving credit commitment (including a swingl;
facility and letter of credit facility) under our senior unsecured five-year credit facility. In May 2013, we bc
$50 million under the revolving credit commitment. We used cash on hand and a drawdown from the revol
credit commitment to fund the acquisition of the TR Corporate Solutions businesses and related expenses. ]
third quarter of 2013, we borrowed an additional $70 million under the revolving credit commitment and u:
proceeds and cash on hand to pay down our 2013 Convertible Notes that matured in August 2013. In 2013,
repaid $151 million of the revolving credit commitment. As of December 31, 2013, availability under the r
credit commitment was $655 million. See “2011 Credit Facility,” of Note 9, “Debt Obligations,” to the con
financial statements for further discussion. For further discussion of our acquisitions of eSpeed and the TR
Corporate Solutions businesses, see “Acquisition of eSpeed for Trading of U.S. Treasuries,” and “Acquisiti
Investor Relations, Public Relations and Multimedia Solutions Businesses of Thomson Reuters,” of Note 4
“Acquisitions and Divestiture,” to the consolidated financial statements.
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In the near term, we expect that our operations will provide sufficient cash to fund our operating expenses,
expenditures, debt repayments, any share repurchases, and any dividends. Working capital (calculated as ct
assets less current liabilities) was $363 million at December 31, 2013, compared with $474 million at Dece
2012, a decrease of $111 million primarily due to a decline in cash and cash equivalents and financial inves
at fair value.
Principal factors that could affect the availability of our internally-generated funds include:
edeterioration of our revenues in any of our business segments;
echanges in our working capital requirements; and
ean increase in our expenses.
Principal factors that could affect our ability to obtain cash from external sources include:
eoperating covenants contained in our credit facility that limit our total borrowing capacity;
eincreases in interest rates applicable to our floating rate loans under our credit facility;
ecredit rating downgrades, which could limit our access to additional debt;
*a decrease in the market price of our common stock; and
evolatility in the public debt and equity markets.
In connection with an increase in indebtedness to finance the acquisition of eSpeed, S&P affirmed the cred
of NASDAQ OMX at BBB and NASDAQ OMX Clearing AB at A+ and placed both NASDAQ OMX and
NASDAQ OMX Clearing AB on negative outlook. Moody’s affirmed the credit rating of NASDAQ OMX

The following sections discuss the effects of changes in our financial assets, debt obligations, clearing and
broker-dealer net capital requirements, and cash flows on our liquidity and capital resources.

Financial Assets

The following table summarizes our financial assets:

December

31, December
2013 31,2012
(in millions)

Cash and cash equivalents $ 425 $ 497
Restricted cash 84 85
Non-current restricted cash - 25
Financial investments, at fair value 162 223
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Total financial assets $ 671 $ 830
Cash and Cash Equivalents and Restricted Cash

Cash and cash equivalents include cash in banks and all non-restricted highly liquid investments with origi
maturities of three months or less at the time of purchase. The balance retained in cash and cash equivalent:
function of anticipated or possible short-term cash needs, prevailing interest rates, our investment policy, a
alternative investment choices. As of December 31, 2013, our cash and cash equivalents of $425 million we
primarily invested in money market funds. In the long-term, we may use both internally generated funds an
external sources to satisfy our debt obligations and other long-term liabilities. Cash and cash equivalents as
December 31, 2013 decreased $72 million from December 31, 2012 primarily due to net cash used in inves
activities, partially offset by net cash provided by operating activities and financing activities. See “Cash FI
Analysis” below for further discussion.

Current restricted cash, which was $84 million as of December 31, 2013 and $85 million as of December 3
is not available for general use by us due to regulatory and other requirements and is classified as restricted
the Consolidated Balance Sheets. As of December 31, 2013 and December 31, 2012, current restricted cast
primarily includes cash held for regulatory purposes at NASDAQ OMX Stockholm and NOS Clearing.
Non-current restricted cash of $25 million at December 31, 2012 was segregated for NASDAQ OMX Com
Clearing Company, or NOCC, to improve its liquidity position and was not available for general use. As a
a strategic alliance with Natural Gas Exchange Inc., or NGX, this cash was no longer needed for liquidity p
and was released from NOCC. See Note 16, “Clearing Operations,” to the consolidated financial statement:
further discussion.

Repatriation of Cash

Our cash and cash equivalents held outside of the U.S. in various foreign subsidiaries totaled $186 million :
December 31, 2013 and $198 million as of December 31, 2012. The remaining balance held in the U.S. tot:
$239 million as of December 31, 2013 and $299 million as of December 31, 2012.
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Unremitted earnings of subsidiaries outside of the U.S. are used to finance our international operations and
generally considered to be indefinitely reinvested. It is not our current intent to change this position. Howe:
majority of cash held outside the U.S. is available for repatriation, but under current law, could subject us t
additional U.S. income taxes, less applicable foreign tax credits.

Share Repurchase Program

In the third quarter of 2012, our board of directors authorized the repurchase of up to $300 million of our
outstanding common stock. These purchases may be made from time to time at prevailing market prices in
market purchases, privately-negotiated transactions, block purchase techniques or otherwise, as determined
management. The purchases are funded from existing cash balances. The share repurchase program may be
suspended, modified or discontinued at any time. In April 2013, we announced that the share repurchase pr
temporarily suspended.

During 2013, we repurchased 321,000 shares of our common stock at an average price of $31.12, for an ag;
purchase price of $10 million. The shares repurchased under the share repurchase program are available for
corporate purposes. As of December 31, 2013, the remaining amount for share repurchases under the progr
authorized in the third quarter of 2012 was $215 million.

Cash Dividends on Common Stock

In 2013, we paid quarterly cash dividends of $0.13 per share on our outstanding common stock. See “Cash
Dividends on Common Stock,” of Note 13, “NASDAQ OMX Stockholders’ Equity,” to the consolidated fi
statements for further discussion of the dividends.

In January 2014, the board of directors declared a regular quarterly cash dividend of $0.13 per share on our
outstanding common stock. The dividend is payable on March 28, 2014 to shareholders of record at the clo
business on March 14, 2014. Future declarations of quarterly dividends and the establishment of future recc
payment dates are subject to approval by the board of directors.

Financial Investments, at Fair Value

Our financial investments, at fair value totaled $162 million as of December 31, 2013 and $223 million as «
December 31, 2012 and are primarily comprised of trading securities, mainly Swedish government debt sec
Of these securities, $140 million as of December 31, 2013 and $134 million as of December 31, 2012 are ¢
utilized to meet regulatory capital requirements primarily for clearing operations at NASDAQ OMX Nordi
Clearing. At December 31, 2012 this balance also included our available-for-sale investment security in DF
valued at $22 million. In the fourth quarter of 2013, we sold this investment security and recognized a gain
sale of $30 million, which is included in gain on sale of investment security in the Consolidated Statements
Income for the year ended December 31, 2013. The $30 million gain represents cash proceeds received of
million less the adjusted cost basis of $18 million. See Note 6, “Investments,” to the consolidated financial
for further discussion of our trading securities and available-for-sale investment security.

Debt Obligations

The following table summarizes our debt obligations by contractual maturity:
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2.50% convertible senior notes

4.00% senior unsecured notes (net of discount)

$1.2 billion senior unsecured five-year credit facility:

$450 million senior unsecured term loan facility
$750 million revolving credit commitment
5.25% senior unsecured notes (net of discount)
5.55% senior unsecured notes (net of discount)
3.875% senior unsecured notes (net of discount)
Total debt obligations

Less current portion
Total long-term debt obligations

60

Maturity DecemberDecember
Date 31,2013 31,2012

(in millions)

Repaid

August 2013 $ - $ 91

January

2015 400 399

September

2016 349 394

September

2016 95 126

January

2018 368 368

January

2020 598 598

June 2021 824 -

2,634 1,976
(45) (136)

$ 2589 § 1,840
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In addition to the $750 million revolving credit commitment, we also have other credit facilities related to c
clearinghouses in order to meet liquidity and regulatory requirements. At December 31, 2013, these credit 1
which are available in multiple currencies, primarily Swedish Krona, totaled $312 million ($219 million in
available liquidity and $93 million to satisfy regulatory requirements), of which $11 million was utilized. A
December 31, 2012, these credit facilities, which are available in multiple currencies, primarily Swedish K
totaled $310 million ($217 million in available liquidity and $93 million to satisfy regulatory requirements)
of which was utilized.

At December 31, 2013, we were in compliance with the covenants of all of our debt obligations.

See Note 9, “Debt Obligations,” to the consolidated financial statements for further discussion of our debt «
Clearing and Broker-Dealer Net Capital Requirements

Clearing Operations Regulatory Capital Requirements

We are required to maintain minimum levels of regulatory capital for our clearing operations for NASDAC
Nordic Clearing and NOS Clearing. The level of regulatory capital required to be maintained is dependent
many factors, including market conditions and creditworthiness of the counterparty. At December 31, 2013
required regulatory capital consisted of $94 million of Swedish government debt securities, that are include
financial investments, at fair value in the Consolidated Balance Sheets and $68 million of cash that is inclu
restricted cash in the Consolidated Balance Sheets.

In addition, we have available credit facilities of $93 million which can be utilized to satisfy our regulatory
requirements. See “Debt Obligations” above for further discussion.

Broker-Dealer Net Capital Requirements

Our broker-dealer subsidiaries, Nasdaq Execution Services, NASDAQ Options Services and Execution Ac
subject to regulatory requirements intended to ensure their general financial soundness and liquidity. These
requirements obligate these subsidiaries to comply with minimum net capital requirements. At December 3
Nasdaq Execution Services was required to maintain minimum net capital of $0.3 million and had total net
of approximately $15.7 million, or $15.4 million in excess of the minimum amount required. At December
2013, NASDAQ Options Services also was required to maintain minimum net capital of $0.3 million and h
net capital of approximately $3.5 million, or $3.2 million in excess of the minimum amount required. At D
31, 2013, Execution Access was required to maintain minimum net capital of $0.8 million and had total net
of $43.2 million, or $42.4 million in excess of the minimum amount required.

Other Capital Requirements

NASDAQ Options Services also is required to maintain a $2 million minimum level of net capital under ot
clearing arrangement with The Options Clearing Corporation, or OCC.

Cash Flow Analysis

The following tables summarize the changes in cash flows:
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Year Ended
December 31,

Percentage
2013 2012  Change

(in millions)
Net cash provided by (used in):

Operating activities $ 574 $ 594 (3.4)%
Investing activities (1,189) (128) #
Financing activities 547 (485) #
Effect of exchange rate changes on cash and cash equivalents @) 10 #

Net decrease in cash and cash equivalents (72) 9) #

Cash and cash equivalents at the beginning of period 497 506 (1.8)%
Cash and cash equivalents at the end of period $ 425 $ 497 (14.5)%

#Denotes a variance greater than 100.0%.

Net Cash Provided by Operating Activities

The following items impacted our net cash provided by operating activities for the year ended December 3
*Net income of $384 million, plus:
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* Items to reconcile net income to cash provided by operating activities of $177 million comprised primari’
$122 million of depreciation and amortization expense, $47 million of share-based compensation expense,

income taxes of $28 million and $14 million of asset retirements and impairment charges, partially offset b
on sale of investment security of $30 million and excess tax benefits related to share-based compensation o
million.

eIncrease in accounts payable and accrued expenses of $51 million primarily due to recent acquisitions, the
payments and an increase in interest payable related to our debt obligations.

eIncrease in accrued personnel costs of $39 million primarily due to our 2013 incentive compensation accrt
increase in employee headcount, partially offset by the payment of our 2012 incentive compensation in the
quarter of 2013.

Partially offset by a:

eIncrease in accounts receivable, net of $55 million primarily due to recent acquisitions and the timing of c
and activity.

*Decrease in Section 31 fees payable to the SEC of $15 million primarily due to a decrease in Section 31 fe
The following items impacted our net cash provided by operating activities for the year ended December 3
*Net income of $349 million, plus:

* Items to reconcile net income to cash provided by operating activities of $251 million comprised primari’
$104 million of depreciation and amortization expense, $46 million of share-based compensation expense,
million related to asset retirements and impairment charges, $16 million of restructuring charges, deferred i

taxes of $16 million, and a loss on divestiture of business of $14 million.

*Decrease in other assets of $71 million primarily due to the release of restricted cash resulting from the sal
IDCG.

Partially offset by a:

eIncrease in receivables, net of $30 million primarily due to an increase in receivables across multiple busir
relating to timing of collections and activity, partially offset by a decrease in income tax receivables.

*Decrease in accrued personnel costs of $27 million primarily due to the payment of our 2011 incentive
compensation in the first quarter of 2012, partially offset by the 2012 accrual.

*Decrease in other liabilities of $17 million primarily reflecting the release of escrow amounts related to ce:
acquisitions and the utilization of sublease reserve balances.

*Decrease in Section 31 fees payable to the SEC of $9 million primarily due to lower dollar value traded or
NASDAQ and NASDAQ OMX BX trading systems, partially offset by higher Section 31 fee rates in 2012

Net Cash Used in Investing Activities
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Net cash used in investing activities for the year ended December 31, 2013 primarily consisted of cash utili
fund the acquisitions of eSpeed and the TR Corporate Solutions businesses, purchases of trading securities,
purchases of property and equipment, and cash paid for equity and cost method investments, partially offse
proceeds from sales and redemptions of trading securities and proceeds from the sale of our available-for-s:
investment security.

Net cash used in investing activities for the year ended December 31, 2012 primarily consisted of purchase
trading securities, cash used for acquisitions and purchases of property and equipment, partially offset by p
from sales and redemptions of trading securities.

Net Cash Provided by (Used in) Financing Activities

Net cash provided by financing activities for the year ended December 31, 2013 primarily consisted of proc
$895 million received from the issuance of the 2021 Notes and a partial utilization under our revolving crec
commitment, partially offset by payments of debt obligation totaling $289 million consisting of repayment
2013 Convertible Notes totaling $93 million, repayment of $151 million on our revolving credit commitme
required quarterly principal payments totaling $45 million made on our $450 million funded term loan, or t
Term Loan, and $87 million related to cash dividends paid on our common stock.

Net cash used in financing activities for the year ended December 31, 2012 primarily consisted of $275 mil
cash used in connection with our share repurchase programs, repayment of debt obligations of $145 millior
consisting of an optional prepayment of $100 million on our revolving credit commitment and required que
principal payments totaling $45 million on the 2016 Term Loan, and $65 million related to cash dividends
our common stock.

For further discussion of our acquisitions, see Note 4, “Acquisitions and Divestiture,” to the consolidated fi
statements. For further discussion of our debt obligations, see Note 9, “Debt Obligations,” to the consolidat
financial statements. For further
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discussion of our share repurchase program, see “Share Repurchase Program,” of Note 13, “NASDAQ OM
Stockholders’ Equity,” to the consolidated financial statements.

Contractual Obligations and Contingent Commitments
NASDAQ OMX has contractual obligations to make future payments under debt obligations by contract m

minimum rental commitments under non-cancelable operating leases, net and other obligations. The follow
shows these contractual obligations as of December 31, 2013:

Payments Due by Period
Less
than1 1-3 3-5
Contractual Obligations Total year  years years

(in millions)

Debt obligations by contract maturity(1) $3239 $152 $98 $ 530
Minimum rental commitments under non-cancelable operating

leases, net(2) 450 78 149 84
Other obligations(3) 33 18 15 -
Total $ 3,722 $248 $ 1,150 §$ 614

(1)Our debt obligations include both principal and interest obligations. At December 31, 2013, an interest r
1.54% was used to compute the amount of the contractual obligations for interest on the 2016 Term Loan a
interest rate of 1.34% was used to compute the amount of the contractual obligations for interest on our rev
credit commitment. All other debt obligations were calculated on a 360-day basis at the contractual fixed re
multiplied by the aggregate principal amount at December 31, 2013. See Note 9, “Debt Obligations,” to the
consolidated financial statements for further discussion.

(2)We lease some of our office space and equipment under non-cancelable operating leases with third parti
sublease office space to third parties. Some of our leases contain renewal options and escalation clauses bas
increases in property taxes and building operating costs.

(3)In connection with our acquisitions of FTEN, Glide Technologies and the index business of Mergent, In:
including Indxis, we entered into escrow agreements to secure the payment of post-closing adjustments anc
ensure other closing conditions. At December 31, 2013, these agreements provide for future payments of $
million and are included in other current liabilities in the Consolidated Balance Sheets. In addition, other
obligations include future transition service agreement payments associated with the acquisition of the TR
Corporate Solutions businesses and estimated amounts related to the purchase of the remaining 28% owner
interest in BWise.

Off-Balance Sheet Arrangements
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Default Fund Contributions and Margin Deposits Received for Clearing Operations
Default Fund Contributions

Clearing members’ eligible contributions may include cash and non-cash contributions. Cash contributions
invested by NASDAQ OMX Nordic Clearing in accordance with its investment policies and are included i1
funds and margin deposits in the Consolidated Balance Sheets. However, non-cash contributions, which inc
highly rated government debt securities that must meet the investment policies of NASDAQ OMX Nordic
and NOS Clearing, as well as pledged cash, are pledged assets that are not recorded in our Consolidated Ba
Sheets as NASDAQ OMX Nordic Clearing and NOS Clearing do not take legal ownership of these assets ¢
risks and rewards remain with the clearing members. These pledged assets are held at a nominee account in
NASDAQ OMX Nordic Clearing’s name or NOS Clearing’s name for the benefit of the clearing members
immediately accessible by NASDAQ OMX Nordic Clearing or NOS Clearing in the event of default. The
asset balances may fluctuate over time due to changes in the amount of deposits required and whether mem
choose to provide cash or non-cash contributions. See Note 16, “Clearing Operations,” to the consolidated :
statements for further discussion of our clearing operations and default fund contributions.

Margin Deposits Received for Clearing Operations
NASDAQ OMX Nordic Clearing and NOS Clearing

NASDAQ OMX Nordic Clearing and NOS Clearing each require all clearing members to provide collatera
may consist of cash and eligible securities, in a pledged bank account and/or an on-demand guarantee, to g1
performance on the clearing members’ open positions, or initial margin. In addition, clearing members mus
provide collateral to cover the daily margin call as needed, which is in addition to the initial margin. Pledge
collateral is maintained at a third-party custodian bank or deposit bank account for the benefit of the clearir
members and is immediately accessible by NASDAQ OMX Nordic Clearing or NOS Clearing in the event
default. The pledged margin deposits are not recorded in our Consolidated Balance Sheets as all risks and r
of
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collateral ownership, including interest, belong to the counterparty. Clearing member pledged collateral rel
our clearing operations was $9.5 billion as of December 31, 2013 and $6.7 billion as of December 31, 2012
April 2013, NASDAQ OMX Nordic Clearing implemented a new collateral management process. With the
implementation of this collateral management process, NASDAQ OMX Nordic Clearing now maintains an
manages all cash deposits related to margin collateral and records these cash deposits in default funds and r
deposits in the Consolidated Balance Sheets as both a current asset and current liability. The collateral proc
related to eligible pledged assets remain the same.

NASDAQ OMX Nordic Clearing and NOS Clearing mark-to-market all outstanding contracts at least daily
requiring payment from clearing members whose positions have lost value and making payments to clearin
members whose positions have gained value. The mark-to-market process helps identify any clearing mem
may not be able to satisfy their financial obligations in a timely manner which helps NASDAQ OMX Nord
Clearing and NOS Clearing manage the risk of a clearing member defaulting due to exceptionally large los:
the event of a default, NASDAQ OMX Nordic Clearing or NOS Clearing can access these margin deposits
the defaulting member’s losses.

U.S. Clearing

In the third quarter of 2013, NOCC entered into a strategic alliance with NGX. Together NGX and NOCC
a solution for transacting in physical energy in the U.S. NGX offers trading and clearing services for the all
and NOCC contributes account management, product development, and scheduling resources. Since NGX
the counterparty to all transactions and clearing arrangements, NOCC transferred all positions to NGX, rett
collateral to customers, terminated its letters of credit from banks, and cancelled all contracts with custome:

Prior to the alliance with NGX, NOCC, through riskless principal trading and clearing, was the legal count:
for each customer position traded and NOCC thereby guaranteed the fulfillment of each of its customer’s
transactions.

Market participants at NOCC were required to meet certain minimum financial standards to mitigate the ris
they became unable to satisfy their obligations and provided collateral to cover the daily margin call as nee
Customer pledged cash collateral held by NOCC, which was $33 million at December 31, 2012, was incluc
default funds and margin deposits as both a current asset and current liability in the Consolidated Balance S
as the risks and rewards of collateral ownership, including interest income, belonged to NOCC.

Guarantees Issued and Credit Facilities Available

In addition to the collateral pledged by clearing members discussed above, we have obtained financial guar
and credit facilities which are guaranteed by us through counter indemnities, to provide further liquidity an
protection. Financial guarantees issued to us totaled $20 million at December 31, 2013 and $7 million at De
31, 2012. At December 31, 2013, credit facilities, which are available in multiple currencies, primarily Swe
Krona, totaled $312 million ($219 million in available liquidity and $93 million to satisfy regulatory requir
$11 million of which was utilized. At December 31, 2012, these facilities totaled $310 million ($217 millio
available liquidity and $93 million to satisfy regulatory requirements), none of which was utilized.

Execution Access has a clearing arrangement with Cantor Fitzgerald. As of December 31, 2013, we have

contributed $19 million of clearing deposits to Cantor Fitzgerald in connection with this clearing arrangem
These deposits are recorded in other current assets in our consolidated balance sheets. Some of the trading :
in Execution Access is cleared by Cantor Fitzgerald through FICC, and the balance is cleared non-FICC. E:
Access assumes the counterparty risk of clients that do not clear through FICC. Counterparty risk of clients
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for Execution Access between the trade date and settlement date of the individual transactions, which is on
business day. All of Execution Access’ obligations under the clearing arrangement with Cantor Fitzgerald
guaranteed by NASDAQ OMX. Some of the non-FICC counterparties are required to post collateral, provi
principal letters, or provide other forms of credit enhancement to Execution Access for the purpose of mitig
counterparty risk.

We believe that the potential for us to be required to make payments under these arrangements is mitigated
the pledged collateral and our risk management policies. Accordingly, no contingent liability is recorded in
Consolidated Balance Sheets for these arrangements.

Leases

We lease some of our office space and equipment under non-cancelable operating leases with third parties :
sublease office space to third parties. Some of our lease agreements contain renewal options and escalation
based on increases in property taxes and building operating costs.

Other Guarantees

We have provided other guarantees of $16 million as of December 31, 2013 and $18 million at December -
These guarantees primarily related to obligations for our rental and leasing contracts. In addition, for certai
Technology contracts, we have provided performance guarantees of $2 million as of December 31, 2013 ar
million at December 31, 2012 related to the delivery of software technology and support services. We have
received financial guarantees from various financial institutions to support these guarantees.
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We believe that the potential for us to be required to make payments under these arrangements is unlikely.
Accordingly, no contingent liability is recorded in the Consolidated Balance Sheets for the above guarantec

In connection with the launch of NASDAQ OMX NLX, we have entered into agreements with certain mer
which may require us to make payments if certain financial goals are achieved. Since these payments are ne
currently probable and the amount cannot be quantified as of December 31, 2013, no contingent liability is
recorded in the Consolidated Balance Sheets for these payments.

Routing Brokerage Activities

Our broker-dealer subsidiaries, Nasdaq Execution Services and NASDAQ Options Services, provide guara
securities clearinghouses and exchanges under their standard membership agreements, which require memt
guarantee the performance of other members. If a member becomes unable to satisfy its obligations to a
clearinghouse or exchange, other members would be required to meet its shortfalls. To mitigate these perfo
risks, the exchanges and clearinghouses often require members to post collateral, as well as meet certain mi
financial standards. Nasdaq Execution Services’ and NASDAQ Options Services’ maximum potential liabi
these arrangements cannot be quantified. However, we believe that the potential for Nasdaq Execution Sers
NASDAQ Options Services to be required to make payments under these arrangements is unlikely. Accord
no contingent liability is recorded in the Consolidated Balance Sheets for these arrangements.

Quantitative and Qualitative Disclosures About Market Risk

Market risk represents the potential for losses that may result from changes in the market value of a financi
instrument due to changes in market conditions. As a result of our operating, investing and financing activi
are exposed to market risks such as interest rate risk and foreign currency exchange rate risk. We are also e
to credit risk as a result of our normal business activities.

We have implemented policies and procedures to measure, manage, monitor and report risk exposures, whi
reviewed regularly by management and the board of directors. We identify risk exposures and monitor and
such risks on a daily basis.

We perform sensitivity analyses to determine the effects of market risk exposures. We may use derivative
instruments solely to hedge financial risks related to our financial positions or risks that are incurred during
normal course of business. We do not use derivative instruments for speculative purposes.

Interest Rate Risk

The following table summarizes our financial assets and liabilities that are subject to interest rate risk as of
December 31, 2013:

Financial Financial Negative

Assets  Liabilities(1) impact
of a
100bp
adverse

125



Edgar Filing: COHERENT INC - Form 10-Q

shift in
interest
rate(2)

(in millions)
Floating rate positions(3) $ 2,592 $ 2,405 $ 3
Fixed rate positions(4) 40 2,195 -

(1) Represents total contractual debt obligations and amounts related to default fund contributions and mar
deposits.

(2) Annualized impact of a 100 basis point parallel adverse shift in the yield curve.
(3) Includes floating rate and fixed interest rates with a maturity or reset date due within 12 months.

(4) Financial assets primarily consist of Swedish government debt securities, which are classified as tradin
investment securities, with an average duration of 1.3 years.

We are exposed to cash flow risk on floating rate financial assets of $2,592 million and financial liabilities

$2,405 million at December 31, 2013. When interest rates on financial assets of floating rate positions decr:
interest income decreases. When interest rates on financial liabilities of floating rate positions increase, net
expense increases. Based on December 31, 2013 positions, each 1.0% adverse change in interest rate woulc
annual pre-tax income by $3 million related to our floating rate positions.

We are exposed to price risk on our fixed rate financial assets, which totaled $40 million at December 31, 2
have an average duration of 1.3 years. The net effect of a parallel shift of 1.0% of the interest rate curve, tal
account the change in fair value and the increase in interest income, would have an immaterial impact on ar
pre-tax income related to our fixed rate positions.

Foreign Currency Exchange Rate Risk

As a leading global exchange group, we are subject to foreign currency translation risk. For the year ended
December 31, 2013, approximately 34.8% of our revenues less transaction rebates, brokerage, clearance an
exchange fees and 29.0% of our operating income were derived in currencies other than the U.S. dollar, pri
the Swedish Krona, Euro, Norwegian Krone, Danish Krone and British Pound. For the year ended Decemb
2012, approximately 34.8% of our revenues less transaction rebates, brokerage,
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clearance and exchange fees and 26.5% of our operating income were derived in currencies other than the |
dollar, primarily the Swedish Krona, Euro, Norwegian Krone and Danish Krone.

Our primary exposure to foreign currency denominated revenues less transaction rebates, brokerage, cleara
exchange fees and operating income for the years ended December 31, 2013 and 2012 is presented in the fc
table:

Ot
Swedish Norwegian Danish  British Fo
Krona Euro Krone Krone Pound Cu
(in millions, except currency rate)
Twelve months ended December 31, 2013
Average foreign currency rate to the U.S.
dollar 0.1536 1.3285 0.1703 0.1781 1.5647
Percentage of revenues less transaction
rebates, brokerage, clearance and
exchange fees 20.1% 4.3% 2.7% 2.5% 1.7%
Percentage of operating income 19.9% 3.7% 4.3% 4.6% (2.6)%
Impact of a 10% adverse currency
fluctuation on revenues less transaction
rebates, brokerage, clearance and
exchange fees $ (38) $ ) $ 5 $ 5 $ 3) $
Impact of a 10% adverse currency
fluctuation on operating income $ (14 $ Q) $ 3 $ 3 $ (@ $
Other
Swedish Norwegian Danish  Foreign
Krona Euro Krone Krone Currencies

Twelve months ended December 31, 2012

Average foreign currency rate to the U.S.

dollar 0.1478 1.2864 0.1720 0.1728 #
Percentage of revenues less transaction

rebates, brokerage, clearance and

exchange fees 21.8% 4.0% 2.8% 2.5% 3.7%
Percentage of operating income 20.2% 4.2% 3.3% 3.6% (4.8)%
Impact of a 10% adverse currency

fluctuation on revenues less transaction

rebates, brokerage, clearance and

exchange fees $36) $(O $ 5 $ 4) $ (6)
Impact of a 10% adverse currency
fluctuation on operating income $ (14) $ (3 $ () $ (8) $ )

#Represents multiple foreign currency rates.
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Our investments in foreign subsidiaries are exposed to volatility in currency exchange rates through transla
the foreign subsidiaries’ net assets or equity to U.S. dollars. Substantially all of our foreign subsidiaries ope
functional currencies other than the U.S. dollar. Fluctuations in currency exchange rates may create volatili
results of operations as we are required to translate the balance sheets and operational results of these foreis
currency denominated subsidiaries into U.S. dollars for consolidated reporting. The translation of foreign
subsidiaries’ non-U.S. dollar balance sheets into U.S. dollars for consolidated reporting results in a cumulat
translation adjustment which is recorded in accumulated other comprehensive loss within stockholders’ eqt
Consolidated Balance Sheets.

Our primary exposure to net assets in foreign currencies as of December 31, 2013 is presented in the follow
table:

Impact of a

10%

Adverse
Net Currency
Assets  Fluctuation

(in millions)
Swedish Krona(1) $ 4,272 $ (427)

Norwegian Krone 297 30)
British Pound(1) 171 17)
Euro 160 (16)
Australian Dollar 98 (10)

(1) Includes goodwill of $3,510 million and intangible assets, net of $1,063 million.
Credit Risk

Credit risk is the potential loss due to the default or deterioration in credit quality of customers or counterp:s
We are exposed to credit risk from third parties, including customers, counterparties and clearing agents. T
parties may default on their obligations to us due to bankruptcy, lack of liquidity, operational failure or oth
reasons. We limit our exposure to credit risk by rigorously evaluating the counterparties with which we ma
investments and execute agreements. The financial investment portfolio objective is to invest in securities t
preserve principal while maximizing yields, without significantly increasing risk. Credit risk
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associated with investments is minimized substantially by ensuring that these financial assets are placed wi
governments which have investment grade ratings, well-capitalized financial institutions and other creditwe
counterparties.

Our subsidiaries Nasdaq Execution Services and NASDAQ Options Services may be exposed to credit risk
the default of trading counterparties, in connection with the routing services they provide for our trading cu
System trades in cash equities routed to other market centers for members of our cash equity exchanges are
by Nasdaq Execution Services for clearing to the National Securities Clearing Corporation, or NSCC. In th
function, Nasdaq Execution Services is to be neutral by the end of the trading day, but may be exposed to i
risk if a trade extends beyond the trading day and into the next day, thereby leaving Nasdaq Execution Ser
susceptible to counterparty risk in the period between accepting the trade and routing it to the clearinghoust
interim period, Nasdaq Execution Services is not novating like a clearing broker but instead is subject to th
short-term risk of counterparty failure before the clearinghouse enters the transaction. Once the clearinghot
officially accepts the trade for novation, Nasdaq Execution Services is legally removed from risk. System t
derivative contracts for the opening and closing cross and trades routed to other market centers are cleared |
NASDAQ Options Services, as a member of the OCC. For these trades, novation is done at the end of the t
day, and settlement is complete by 10:00 am on the following day.

Pursuant to the rules of the NSCC and Nasdaq Execution Services’ clearing agreement, Nasdaq Execution
is liable for any losses incurred due to a counterparty or a clearing agent’s failure to satisfy its contractual
obligations, either by making payment or delivering securities. Pursuant to the rules of the OCC and NASLC
Options Services’ clearing agreement, NASDAQ Options Services is liable for any losses incurred due to a
counterparty or a clearing agent’s failure to satisfy its contractual obligations, either by making payment or
delivering securities. Adverse movements in the prices of securities and derivative contracts that are subjec
these transactions can increase our credit risk. However, we believe that the risk of material loss is limited,
Nasdaq Execution Services’ and NASDAQ Options Services’ customers are not permitted to trade on marg
NSCC and OCC rules limit counterparty risk on self-cleared transactions by establishing credit limits and c
deposit requirements for all brokers that clear with NSCC and OCC. Historically, neither Nasdaq Executior
Services nor NASDAQ Options Services has incurred a liability due to a customer’s failure to satisfy its co
obligations as counterparty to a system trade. Credit difficulties or insolvency, or the perceived possibility «
difficulties or insolvency, of one or more larger or visible market participants could also result in market-w
credit difficulties or other market disruptions.

Execution Access has a clearing arrangement with Cantor Fitzgerald. As of December 31, 2013, we have
contributed $19 million of clearing deposits to Cantor Fitzgerald in connection with this clearing arrangem
These deposits are recorded in other current assets in our Consolidated Balance Sheets. Some of the trading
in Execution Access is cleared by Cantor Fitzgerald through FICC, and the balance is cleared non-FICC. E:
Access assumes the counterparty risk of clients that do not clear through FICC. Counterparty risk of clients
for Execution Access between the trade date and settlement date of the individual transactions, which is on
business day. All of Execution Access’ obligations under the clearing arrangement with Cantor Fitzgerald
guaranteed by NASDAQ OMX. Some of the non-FICC counterparties will be required to post collateral, p
principal letters, or provide other forms of credit enhancement to Execution Access for the purpose of mitig
counterparty risk.

We are exposed to credit risk through our clearing operations with NASDAQ OMX Nordic Clearing and N

Clearing. See “Default Fund Contributions and Margin Deposits Received for Clearing Operations,” of “Of
Sheet Arrangements,” above, as well as Note 16, “Clearing Operations” for further discussion.
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We also have credit risk related to transaction and subscription-based revenues that are billed to customers
monthly or quarterly basis, in arrears. Our potential exposure to credit losses on these transactions is repres
the receivable balances in our Consolidated Balance Sheets. On an ongoing basis, we review and evaluate
in the status of our counterparties’ creditworthiness.

Credit losses such as those described above could adversely affect our consolidated financial position and r
operations.

Critical Accounting Policies and Estimates

The preparation of Consolidated Financial Statements in conformity with U.S. GAAP requires managemen
judgment in making estimates and assumptions that affect the reported amounts of assets and liabilities, dis
of contingent assets and liabilities and the reported amounts of revenues and expenses. The following critic
accounting policies are based on, among other things, judgments and assumptions made by management th
include inherent risk and uncertainties. Management’s estimates are based on the relevant information avai
the end of each period. For a summary of our significant accounting policies, including the accounting poli
discussed below, see Note 2, “Summary of Significant Accounting Policies,” to the consolidated financial ¢
for further discussion.

Revenue Recognition
Listing Services Revenues
U.S. Listing Services
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Listing Services revenues in the U.S. include annual renewal fees, listing of additional shares fees and initi:
fees. Annual renewal fees do not require any judgments or assumptions by management as these amounts a
recognized ratably over the following 12-month period. However, listing of additional shares fees and initi:
fees are recognized on a straight-line basis over estimated service periods, which are four and six years,
respectively, based on our historical listing experience and projected future listing duration. Unamortized b
are recorded as deferred revenue in the Consolidated Balance Sheets.

Technology Solutions Revenues
Market Technology Revenues

Revenues primarily consist of software, license and support revenues, change request and advisory revenue
software as a service revenues.

For most solutions, we enter into multiple-element sales arrangements to provide technology solutions and
to our customers. In order to recognize revenues associated with each individual element of a multiple-elen
sales arrangement separately, we are required to establish the existence of VSOE of fair value for each elen
When VSOE for individual elements of an arrangement cannot be established, revenue is generally deferre
recognized over either the final element of the arrangement or the entire term of the arrangement for which
services will be delivered.

We also enter into revolving subscription agreements which allow customers to connect to our servers to ac
certain services. These revenues are recognized ratably over the subscription term.

Software, license and support revenues are derived from the system solutions developed and sold by NASLC
OMX that are generally entered into in multiple-element sales arrangements. After we have developed and
system solution, the customer licenses the right to use the software and may require post contract support ai
services, such as facility management. Facility management revenues are derived when NASDAQ OMX as
responsibility for the continuous operation of a system platform for a customer and receives facility manag
revenues which can be both fixed and volume-based. Revenues for license, support and facility managemer
services are generally deferred and recognized over either the final element of the arrangement or the entire
the arrangement for which the services will be delivered, unless VSOE can be established for each element
contract. We record the deferral of revenue associated with multiple-element sales arrangements in deferrec
revenue and non-current deferred revenue and the deferral of costs in other current assets and other non-cur
assets in the Consolidated Balance Sheets.

Software, license and support revenues also include delivery project revenues which are derived from the
installation phase of the system solutions developed and sold by NASDAQ OMX. The majority of our deli
projects involve individual adaptations to the specific requirements of the customer, such as those relating t
functionality and capacity. We may customize our software technology and make significant modifications
software to meet the needs of our customers, and as such, we account for these arrangements under contrac
accounting. Under contract accounting, when VSOE for valuing certain elements of an arrangement cannot
established, total revenues, as well as costs incurred, are deferred until the customization and significant
modifications are complete and are then recognized over the post contract support period. We record the de
this revenue in deferred revenue and non-current deferred revenue and the deferral of costs in other current
and other non-current assets in the Consolidated Balance Sheets.

Change request and advisory revenues and software as a service revenues do not require any judgments or
assumptions by management as these amounts are recognized as revenues when earned.
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Goodwill and Related Impairment

Goodwill represents the excess of purchase price over the value assigned to the net tangible and identifiable
intangible assets of a business acquired. Goodwill is allocated to our reporting units based on the assignme:
fair values of each reporting unit of the acquired company. We test goodwill for impairment at the reportin;
level annually, or in interim periods if certain events occur indicating that the carrying amount may be imp:
such as changes in the business climate, poor indicators of operating performance or the sale or disposition
significant portion of a reporting unit. For purposes of performing our goodwill impairment test, our six ref
units are the Market Services segment, the Listing Services segment, the two businesses comprising the
Information Services segment: Market Data Products and Index Licensing and Services, and the two busine
comprising the Technology Solutions segment: Corporate Solutions and Market Technology. We test for
impairment during the fourth quarter of our fiscal year using carrying amounts as of October 1. In conducti
2013 annual impairment test for goodwill, we first performed a qualitative assessment to determine whethe
more likely than not that the fair value of a reporting unit was less than the carrying amount as a basis for
determining whether it was necessary to perform the two-step quantitative goodwill impairment test descril
Financial Accounting Standards Board, or FASB, Accounting Standards Codification, or ASC, Topic 350,
“Intangibles—Goodwill and Other,” or ASC Topic 350. The more-likely-than-not threshold is defined as ha
likelihood of more than 50 percent. If, after assessing the totality of events or circumstances, we determine
more likely than not that the fair value of a reporting unit is less than its carrying amount, then the two-step
quantitative test for goodwill impairment is performed for the appropriate reporting units. Otherwise, we cc
that no impairment is indicated and the two-step quantitative test for goodwill impairment is not performed
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In conducting the qualitative assessment, we analyzed actual and projected growth trends for each reporting
well as historical performance versus plan and the results of prior quantitative tests performed. Additionally
reporting unit assesses critical areas that may impact their business, including macroeconomic conditions a
related impact, market related exposures, competitive changes, new or discontinued products, changes in k
personnel, and other potential risks to their projected financial results.

If required, the quantitative goodwill impairment test is a two-step process performed at the reporting unit |
First, the fair value of each reporting unit is compared to its corresponding carrying amount, including gooc
The fair value of each reporting unit is estimated using a combination of discounted cash flow valuation, w
incorporates assumptions regarding future growth rates, terminal values, and discount rates, as well as guid
public company valuations, incorporating relevant trading multiples of comparable companies and other fa
The estimates and assumptions used consider historical performance and are consistent with the assumptior
in determining future profit plans for each reporting unit, which are approved by our board of directors. If t
step results in the carrying amount exceeding the fair value of the reporting unit, then a second step must be
completed in order to determine the amount of goodwill impairment that should be recorded, if any. In the :
step, the implied fair value of the reporting unit’s goodwill is determined by allocating the reporting unit’s :
to all of its assets and liabilities other than goodwill in a manner similar to a purchase price allocation. The
fair value of the goodwill that results from the application of this second step is then compared to the carryi
amount of the goodwill and an impairment charge is recorded for any difference.

For our annual test of goodwill impairment in 2013, we considered the results of our quantitative test perfo
January 2013, due to the realignment of our reportable segments, which indicated that the fair value of eacl
reporting unit was in excess of its carrying amount. We also considered future financial projections, curren
conditions, and any changes in the carrying amount of the reporting units.

At the time of our 2013 annual impairment test, our goodwill balance was $6,191 million, of which $3,439
was attributable to our Market Services segment, $137 million was attributable to our Listing Services segn
$2,021 million was attributable to our Information Services segment and $594 million was attributable to o
Technology Solutions segment.

We utilized the qualitative screen for our Listing Services, Market Data Products, Index Licensing and Ser
and Market Technology reporting units, as the excesses of their fair values over their respective carrying ar
were significant. In conducting the qualitative assessment for these four reporting units, we evaluated futur
financial projections by management to determine if there were any changes in the key inputs used to deter
fair values of each reporting unit. We also considered the qualitative factors in ASC Topic 350, as well as ¢
relevant events and circumstances. Based on the results of the qualitative assessment for each reporting uni
concluded based on a preponderance of positive indicators and the weight of such indicators that the fair va
our Listing Services, Market Data Products, Index Licensing and Services and Market Technology reportir
are more likely than not greater than their respective carrying amounts and as a result, quantitative analyses
not needed. Therefore, no further testing of goodwill for impairment was performed for these reporting uni
year ended December 31, 2013.

Due to declining cash equity trading volumes and the purchase of eSpeed in June 2013, we bypassed the qu
assessment for the Market Services reporting unit. In addition, due to the acquisition of the TR Corporate S
businesses in May 2013, we bypassed the qualitative assessment for the Corporate Solutions reporting unit.
performed step one of the quantitative goodwill impairment test for both of these reporting units and detern
that the fair values of our Market Services and Corporate Solutions reporting units exceeded their carrying

amounts. As a result, no goodwill impairment was recorded. The fair value of our Market Services and Cor
Solutions reporting units was determined using a combination of two equally weighted valuation methods,
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approach and an income approach. The market approach estimates fair value by applying revenues, earning
cash flow multiples to the Market Services and Corporate Solutions reporting units’ operating performance
multiples are derived from comparable publicly-traded companies with similar operating and investment
characteristics to our Market Services and Corporate Solutions reporting units. The market approach requir
management’s judgment to determine several valuation inputs, including the selection of comparable comp
control premium. The control premium is based on recent transactions in the marketplace. Under the incom
approach, we estimated future cash flows of our Market Services and Corporate Solutions reporting units b
internally generated forecasts of future financial performance. We determined a long-term growth rate for t
terminal year period based on historical and expected inflation rates as well as management’s estimate of tt
long-term growth of the business. We then discounted the projected cash flows using a weighted average c
capital of 11.1% for Market Services and 11.7% for Corporate Solutions.

The fair value of our Market Services reporting unit exceeded its carrying amount by less than 10%. Holdir
other assumptions constant at the testing date, a 5% decrease in the estimated free cash flows of this reporti
would not reduce the estimated fair value below the carrying amount. However, holding all other assumptic
constant, a 35 basis point increase in the discount rate used in the testing of this reporting unit would reduc
estimated fair value below its carrying amount by 1%, indicating a possible impairment. Because step two
impairment test was not required for this reporting unit, it is not possible at this time to determine if a decre
our valuation inputs would result in an impairment charge, or if such a charge would be material.
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The fair value of our Corporate Solutions reporting unit also exceeded its carrying amount by less than 109
Holding all other assumptions constant at the testing date, a 5% decrease in the estimated free cash flows o
reporting unit would not reduce the estimated fair value below the carrying amount. However, holding all c
assumptions constant, a 20 basis point increase in the discount rate used in the testing of this reporting unit
reduce the estimated fair value below its carrying amount by 1%, indicating a possible impairment. Becaus
two of the impairment test was not required for this reporting unit, it is not possible at this time to determin
decrease in our valuation inputs would result in an impairment charge, or if such a charge would be materiz

Although we believe our estimates of fair value are reasonable, the determination of certain valuation input
subject to management’s judgment. Changes in these inputs could materially affect the results of our impai
review. If our forecasts of cash flows generated by our Market Services and Corporate Solutions reporting
other key inputs are negatively revised in the future, the estimated fair value of the Market Services and Co
Solutions reporting units would be adversely impacted, potentially leading to an impairment in the future tt
materially affect our operating results.

Subsequent to our annual impairment test, no indications of an impairment were identified.
Indefinite-Lived Intangible Assets and Related Impairment

Intangible assets deemed to have indefinite useful lives are not amortized but instead are tested for impairm
least annually and more frequently whenever events or changes in circumstances indicate that the fair value
asset may be less than its carrying amount. The fair value of indefinite-lived intangible assets is primarily
determined on the basis of estimated discounted value, using the relief from royalty approach for trade nam
the Greenfield Approach for exchange and clearing registrations and licenses, both of which incorporate
assumptions regarding future revenue projections and discount rates. Similar to goodwill impairment testin
test for impairment of indefinite-lived intangible assets during the fourth quarter of our fiscal year using ca
amounts as of October 1. In conducting the 2013 annual impairment test for indefinite-lived intangible asse
first performed a qualitative assessment to determine whether it was more likely than not that the fair value
indefinite-lived intangible asset was less than the carrying amount as a basis for determining whether it was
necessary to perform the quantitative impairment test described in ASC Topic 350. The more-likely-than-n
threshold is defined as having a likelihood of more than 50 percent. If, after assessing the totality of events
circumstances, we determine that it is more likely than not that the fair value of an indefinite-lived intangib
is less than its carrying amount, then the quantitative test for indefinite-lived intangible assets impairment i
performed for the appropriate intangible assets. If the carrying amount of the indefinite-lived intangible ass
exceeds its fair value, an impairment charge is recorded for the difference.

Other Long-Lived Assets and Related Impairment

We also assess potential impairments to our other long-lived assets, including finite-lived intangible assets,
method investments, property and equipment and other assets, when there is evidence that events or change
circumstances indicate that the carrying amount of an asset may not be recovered. An impairment loss is re
when the carrying amount of the long-lived asset exceeds its fair value and is not recoverable. The carrying
of a long-lived asset is not recoverable if it exceeds the sum of the undiscounted cash flows expected to res
the use and eventual disposition of the asset. We evaluate our equity and cost method investments for

other-than-temporary declines in value by considering a variety of factors such as the earnings capacity of t
investment and the fair value of the investment compared to its carrying amount. In addition, for investmen
the market value is readily determinable, we consider the underlying stock price as an additional factor. An
required impairment loss is measured as the amount by which the carrying amount of a long-lived asset exc
fair value and is recorded as a reduction in the carrying amount of the related asset and a charge to operatin
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results.

Amortization Periods of Intangible Assets with Finite-Lives

Intangible assets, net, primarily include exchange and clearing registrations, customer relationships, trade n
licenses and technology. Intangible assets with finite-lives are amortized on a straight-line basis over their
estimated useful lives as follows:

*Technology: 2—5 years

*Customer relationships: 9—30 years

*Other: 2—10 years

The estimated useful life of developed and new technology is based on the likely duration of benefits to be
from the technology. We consider such factors as the migration cycle for re-platforming existing technolog
the development of future generations of technology. We also give consideration to the pace of the technol

changes in the industries in which we sell our products.
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The estimated useful life of customer relationships is determined based on an analysis of the historical attri
rates of customers and an analysis of the legal, regulatory, contractual, competitive, economic, or other fact
limit the useful life of customer relationships.

See Note 4, “Acquisitions and Divestitures,” and Note 5, “Goodwill and Purchased Intangible Assets,” to tl
consolidated financial statements for further discussion of intangible assets.

Income Taxes

Estimates and judgments are required in the calculation of certain tax liabilities and in the determination of
recoverability of certain deferred tax assets, which arise from net operating loss carryforwards, tax credit
carryforwards and temporary differences between the tax and financial statement recognition of revenue an
expense. Our deferred tax assets are reduced by a valuation allowance if it is more likely than not that some
or all of the recorded deferred tax assets will not be realized in future periods. Management is required to d
whether a tax position is more likely than not to be sustained upon examination, including resolution of any
appeals or litigation processes, based on the technical merits of the position. Once it is determined that a po
meets the recognition thresholds, the position is measured to determine the amount of benefit to be recogni:
the consolidated financial statements. Interest and/or penalties related to income tax matters are recognized
income tax expense.

In assessing the need for a valuation allowance, we consider all available evidence including past operating
the existence of cumulative losses in the most recent fiscal years, estimates of future taxable income and th
feasibility of tax planning strategies. In the event that we change our determination as to the amount of defe
assets that can be realized, we will adjust our valuation allowance with a corresponding impact to the provi
income taxes in the period in which such determination is made.

In addition, the calculation of our tax liabilities involves uncertainties in the application of tax regulations i
U.S. and other tax jurisdictions. We recognize potential liabilities for anticipated tax audit issues in such

jurisdictions based on our estimate of whether, and the extent to which, additional taxes and interest may b
While we believe that our tax liabilities reflect the probable outcome of identified tax uncertainties, it is rea
possible that the ultimate resolution of any tax matter may be greater or less than the amount accrued. If ev
occur and the payment of these amounts ultimately proves unnecessary, the reversal of the liabilities would
tax benefits being recognized in the period when we determine the liabilities are no longer necessary. If ou
estimate of tax liabilities proves to be less than the ultimate assessment, a further charge to expense would 1

Pension and Post-Retirement Benefits

Pension and other post-retirement benefit plan information for financial reporting purposes is developed us
actuarial valuations. We assess our pension and other post-retirement benefit plan assumptions on a regular
In evaluating these assumptions, we consider many factors, including evaluation of the discount rate, expec
of return on plan assets, healthcare cost trend rate, retirement age assumption, our historical assumptions cc
with actual results and analysis of current market conditions and asset allocations. See Note 11, “Employee
to the consolidated financial statements for further discussion.

Discount rates used for pension and other post-retirement benefit plan calculations are evaluated annually a
modified to reflect the prevailing market rates at the measurement date of a high-quality fixed-income debt
instrument portfolio that would provide the future cash flows needed to pay the benefits included in the ber
obligations as they come due. Actuarial assumptions are based upon management’s best estimates and judg
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The expected rate of return on plan assets for our U.S. pension plans represents our long-term assessment o
expectations which may change based on significant shifts in economic and financial market conditions. Tt
long-term rate of return on plan assets is derived from return assumptions based on targeted allocations for
asset classes. While we consider the pension plans’ recent performance and other economic growth and inf’
factors, which are supported by long-term historical data, the return expectations for the targeted asset cate;
represents a long-term prospective return.

Share-Based Compensation

The accounting for share-based compensation requires the measurement and recognition of compensation ¢
for all share-based awards made to employees based on estimated fair values. Share-based awards, or equit
awards, include employee stock options, restricted stock and performance share units, or PSUs. Restricted
awards generally refer to restricted stock units.

We estimate the fair value of PSUs granted under our total shareholder return, or TSR, program using the
Carlo simulation model, as these awards contain a market condition. Assumptions used in the Monte Carlo
simulation model include the weighted average risk-free rate and the expected volatility. The risk-free inter
for periods within the expected life of the award is based on the U.S. Treasury yield curve in effect at the ti
grant. We use historic volatility for PSU awards issued under the TSR program, as implied volatility data c
be obtained for all the companies in the peer groups used for relative performance measurement within the
program.

See Note 12, “Share-Based Compensation,” to the consolidated financial statements for further discussion.
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Software Costs

We capitalize and amortize significant purchased application software and operational software that are an
part of computer hardware on the straight-line method over their estimated useful lives, generally five year:
expense other purchased software as incurred.

Certain costs incurred in connection with developing or obtaining internal use software are capitalized. We
capitalize internal and third party costs incurred in connection with the development of internal use softwar

Under our Technology Solutions segment, costs of computer software to be sold, leased, or otherwise mark
separate product or as part of a product or process are capitalized after the product has reached technologic:
feasibility. Technological feasibility is established upon completion of a detail program design or, in its abs
completion. Thereafter, all software production costs shall be capitalized. Prior to reaching technological
feasibility, all costs are charged to expense. Capitalized costs are amortized on a straight-line basis over the
remaining estimated economic life of the product and are included in depreciation and amortization expens
Consolidated Statements of Income.

Foreign Currency Translation

Foreign denominated assets and liabilities are remeasured into the functional currency at exchange rates in
the balance sheet date through the income statement. Gains or losses resulting from foreign currency transa
are remeasured using the rates on the dates on which those elements are recognized during the period, and
included in general, administrative and other expense in the Consolidated Statements of Income.

Translation gains or losses resulting from translating our subsidiaries’ financial statements from the local fi
currency to the reporting currency, net of tax, are included in accumulated other comprehensive loss within
stockholders’ equity in the Consolidated Balance Sheets. Assets and liabilities are translated at the balance
date while revenues and expenses are recorded at the date the transaction occurs or at an applicable average

Deferred taxes are not provided on cumulative translation adjustments where we expect earnings of a foreig
subsidiary to be indefinitely reinvested. The income tax effect of currency translation adjustments related tc
subsidiaries that are not considered indefinitely reinvested is recorded as a component of deferred taxes wit
offset to accumulated other comprehensive loss within stockholders’ equity in the Consolidated Balance St
Recently Adopted and Issued Accounting Pronouncements

For the year ended December 31, 2013, we have not adopted any new accounting pronouncements that had
material impact on our consolidated financial statements. In addition, we have reviewed all recently issued,
yet effective, accounting pronouncements and do not believe the future adoption of any such pronounceme

have a material impact on our financial position or results of its operations.

Summarized Quarterly Financial Data (Unaudited)

Ist Qtr  2nd Qtr 3rd Qtr
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Total revenues

Cost of revenues

Revenues less transaction rebates, brokerage, clearance and exchange fees
Total operating expenses

Operating income

Net income attributable to NASDAQ OMX

Basic earnings per share

Diluted earnings per share

Cash dividends declared per common share

72

2013 2013 2013

(in millions, except per share
amounts)
$ 744 $814 $ 805
(326) (363) (299
418 451 506
328 292 304
90 159 202
$ 42 $ 88 $ 113
$026 $053 $0.68
$025 $052 $0.66
$0.13 $0.13 $0.13

Ist Qtr 2nd Qtr 3rd Qtr
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2012 2012 2012
(in millions, except per share
amounts)
Total revenues $ 804 $8I5 $ 746
Cost of revenues (390) (388) (334)
Revenues less transaction rebates, brokerage, clearance and exchange fees 414 427 412
Total operating expenses 243 252 242
Operating income 171 175 170
Net income attributable to NASDAQ OMX $ 85 $ 93 $ 89
Basic earnings per share $049 $055 $0.53
Diluted earnings per share $048 $053 $0.52
Cash dividends declared per common share $ - $013 $0.13

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Information about quantitative and qualitative disclosures about market risk is incorporated herein by refer:
from “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations—
and Qualitative Disclosures About Market Risk.”

Item 8. Financial Statements and Supplementary Data.

NASDAQ OMX’s consolidated financial statements, including Consolidated Balance Sheets as of Decemb
2013 and 2012, Consolidated Statements of Income for the years ended December 31, 2013, 2012 and 201
Consolidated Statements of Comprehensive Income for the years ended December 31, 2013, 2012 and 201
Consolidated Statements of Changes in Equity for the years ended December 31, 2013, 2012 and 2011,
Consolidated Statements of Cash Flows for the years ended December 31, 2013, 2012 and 2011 and notes t
consolidated financial statements, together with a report thereon of Ernst & Young LLP, dated February 24
are attached hereto as pages F-1 through F-55 and incorporated by reference herein.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.
Item 9A. Controls and Procedures.

(a). Disclosure controls and procedures. NASDAQ OMX’s management, with the participation of NASDA
Chief Executive Officer, and Chief Financial Officer and Executive Vice President, Corporate Strategy, ha:
evaluated the effectiveness of NASDAQ OMX’s disclosure controls and procedures (as defined in Rule 13
and Rule 15d-15(e) under the Exchange Act) as of the end of the period covered by this report. Based upon
evaluation, NASDAQ OMX’s Chief Executive Officer, and Chief Financial Officer and Executive Vice Pr
Corporate Strategy have concluded that, as of the end of such period, NASDAQ OMX’s disclosure control:
procedures are effective.

(b). Internal controls over financial reporting. On May 31, 2013, NASDAQ OMX acquired the TR Corpor:
Solutions businesses and on June 28, 2013, NASDAQ OMX acquired eSpeed. Management has considered
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transactions material to the results of operations, cash flows and financial position from the date of the acqt
through December 31, 2013, and believes that the internal controls and procedures of both acquisitions hav
material effect on internal controls over financial reporting. In accordance with SEC guidance, managemen
elected to exclude the TR Corporate Solutions businesses and eSpeed from its December 31, 2013 assessm
and report on internal controls over financial reporting. NASDAQ OMX is currently in the process of incot
the internal controls and procedures of TR Corporate Solutions businesses and eSpeed into the internal con
over financial reporting for our assessment of and report on internal controls over financial reporting for
December 31, 2014. There have been no other changes in NASDAQ OMX’s internal controls over financiz
reporting (as defined in Rule 13a-15(f) and Rule 15d-15(f) under the Exchange Act) that occurred during N
OMX’s 2013 fiscal year that have materially affected, or are reasonably likely to materially affect, NASDA
internal controls over financial reporting.

Management’s Report on Internal Control Over Financial Reporting
Management is responsible for the preparation and integrity of the consolidated financial statements appeat
the reports that we file with the SEC. The consolidated financial statements were prepared in conformity w

generally accepted accounting principles and include amounts based on management’s estimates and judgn
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Management is also responsible for establishing and maintaining adequate internal control over NASDAQ
financial reporting. Although there are inherent limitations in the effectiveness of any system of internal co
over financial reporting, we maintain a system of internal control that is designed to provide reasonable ass
as to the fair and reliable preparation and presentation of the consolidated financial statements, as well as tc
safeguard assets from unauthorized use or disposition that could have a material effect on the financial statc

Our management assessed the effectiveness of our internal control over financial reporting as of December
2013, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) (1992 framework). This evaluation inclu
review of the documentation of controls, evaluation of the design effectiveness of controls, testing of the of
effectiveness of controls and a conclusion on this evaluation. Based on its assessment, our management bel
that, as of December 31, 2013, our internal control over financial reporting is effective.

Management’s assessment of and conclusion on the effectiveness of internal control over financial reportin
include, in accordance with SEC guidance, the internal controls of the acquired TR Corporate Solutions bu:
and eSpeed which are included in the 2013 consolidated financial statements and in 2013 reflect total asset:
constituting 14% of consolidated total assets including 19% of goodwill and intangible assets, net, 2% of
consolidated total liabilities and approximately 9% of the total revenues less transaction rebates, brokerage,
clearance and exchange fees, of consolidated results.

Ernst & Young LLP, an independent registered public accounting firm, has issued an attestation report on
NASDAQ OMX’s internal control over financial reporting, which is included herein.
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of The NASDAQ OMX Group, Inc.

We have audited The NASDAQ OMX Group, Inc.’s internal control over financial reporting as of Decemb
2013, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (1992 framework) (the COSO criteria). The NASI
OMX Group, Inc.’s management is responsible for maintaining effective internal control over financial rep
and for its assessment of the effectiveness of internal control over financial reporting included in the accom
Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to express an opi
the company’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 Bo
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance ;
whether effective internal control over financial reporting was maintained in all material respects. Our audi
included obtaining an understanding of internal control over financial reporting, assessing the risk that a mz
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on t
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We t
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purpo
accordance with generally accepted accounting principles. A company’s internal control over financial repc
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable det:
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reas
assurance that transactions are recorded as necessary to permit preparation of financial statements in accorc
with generally accepted accounting principles, and that receipts and expenditures of the company are being
only in accordance with authorizations of management and directors of the company; and (3) provide reaso
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the cc
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
controls may become inadequate because of changes in conditions, or that the degree of compliance with th
policies or procedures may deteriorate.

As indicated in the accompanying Management’s Report on Internal Control Over Financial Reporting,
management’s assessment of and conclusion on the effectiveness of internal control over financial reportin,
include the internal controls of the acquired TR Corporate Solutions businesses and eSpeed which are inclu
the 2013 consolidated financial statements of The NASDAQ OMX Group, Inc. and constituted 14% of
consolidated total assets, including 19% of goodwill and intangibles, net and 2% of consolidated liabilities
December 31, 2013 and approximately 9% of the total revenues less transaction rebates, brokerage, clearan
exchange fees for the year then ended. Our audit of internal control over financial reporting of The NASD/
OMX Group, Inc. also did not include an evaluation of the internal control over financial reporting of the a
TR Corporate Solutions businesses and eSpeed.
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In our opinion, The NASDAQ OMX Group, Inc. maintained, in all material respects, effective internal con
financial reporting as of December 31, 2013, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Boar
(United States), the consolidated balance sheets of The NASDAQ OMX Group, Inc. as of December 31, 2(
2012, and the related consolidated statements of income, comprehensive income, changes in equity, and ca:

for each of the three years in the period ended December 31, 2013 of The NASDAQ OMX Group, Inc. and
report dated February 24, 2014 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP
New York, New York
February 24, 2014
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Item 9B. Other Information.

None.

Part 111
Item 10. Directors, Executive Officers and Corporate Governance.

Information about NASDAQ OMX’s directors, as required by Item 401 of Regulation S-K, is incorporated
reference from the discussion under the caption “Proposal I: Election of Directors” in NASDAQ OMX’s pr
statement for the 2014 Annual Meeting of Stockholders, or the Proxy. Information about NASDAQ OMX’
executive officers, as required by Item 401 of Regulation S-K, is incorporated by reference from the discus
under the caption “Executive Officers of NASDAQ OMX” in the Proxy. Information about Section 16 repc
required by Item 405 of Regulation S-K, is incorporated by reference from the discussion under the caption
16(a) Beneficial Ownership Reporting Compliance” in the Proxy. Information about NASDAQ OMX’s cox
ethics, as required by Item 406 of Regulation S-K, is incorporated by reference from the discussion under tl
caption “NASDAQ OMX’s Corporate Governance” in the Proxy. Information about NASDAQ OMX’s no
procedures, audit committee and audit committee financial experts, as required by Items 407(c)(3), 407(d)(
407(d)(5) of Regulation S-K, is incorporated by reference from the discussion under the caption “NASDAC(
Corporate Governance” in the Proxy.

Item 11. Executive Compensation.

Information about NASDAQ OMX’s director and executive compensation, as required by Items 402, 407 (e
407(e)(5) of Regulation S-K, is incorporated by reference from the discussion under the captions “Director
Compensation,” “Compensation Discussion and Analysis,” “Management Compensation Committee Repor
“Management Compensation Committee Interlocks and Insider Participation” and “Executive Compensatic
Proxy.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matt

Information about security ownership of certain beneficial owners and management, as required by Item 4(
Regulation S-K, is incorporated by reference from the discussion under the caption “Security Ownership of
Beneficial Owners and Management” in the Proxy.

Equity Compensation Plan Information

NASDAQ OMX’s Equity Plan provides for the issuance of our equity securities to our officers and other e
directors and consultants. In addition, most employees of NASDAQ OMX and its subsidiaries are eligible t
participate in the NASDAQ OMX Employee Stock Purchase Plan, or ESPP, at 85.0% of the fair market va
our common stock on the price calculation date. The Equity Plan and the ESPP have been approved previon
our stockholders. The following table sets forth information regarding outstanding options and shares reser
future issuance under all of NASDAQ OMX’s compensation plans as of December 31, 2013.
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Nunr
rems
Number of shares for £
to be issued upon Weighted-average unde
exercise of exercise price of com
outstanding options, outstanding options, (exc
Plan Category warrants and rights(a)(1) warrants and rights(b) refle
Equity compensation plans approved by $
stockholders........ccccccevvveennn.n. 4,926,522 25.21 5,97
Equity compensation plans not approved by
stockholders..................... — $—
TOLAL .ttt ens $
4,926,522 25.21 5,97

(1) The amounts in this column include only the number of shares to be issued upon exercise of outstandin
options, warrants and rights. At December 31, 2013, we also had 5,742,071 shares to be issued upon vestin
outstanding restricted stock and PSUs.

(2) This amount includes 2,907,578 shares of common stock that may be awarded pursuant to the Equity P
3,062,425 shares of common stock that may be issued pursuant to the ESPP.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

Information about certain relationships and related transactions, as required by Item 404 of Regulation S-K
incorporated herein by reference from the discussion under the caption “Certain Relationships and Related
Transactions” in the Proxy. Information about director independence, as required by Item 407(a) of Regula
is incorporated herein by reference from the discussion under the caption “Proposal I: Election of Directors
Proxy.
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Item 14. Principal Accountant Fees and Services.
Information about principal accountant fees and services, as required by Item 9(e) of Schedule 14A, is inco
herein by reference from the discussion under the caption “Proposal II: Ratification of the Appointment of
Independent Registered Public Accounting Firm” in the Proxy.
Part IV
Item 15. Exhibits, Financial Statement Schedules.
(a)(1) Financial Statements
See “Index to Consolidated Financial Statements and Schedule.”
(a)(2) Financial Statement Schedules
See “Index to Consolidated Financial Statements and Schedule.”
All other schedules for which provision is made in the applicable accounting regulations of the Securities a
Exchange Commission are not required under the related instructions or are inapplicable and therefore have
omitted.

(a)(3) Exhibits

Exhibit Index

Exhibit
Number

2.1 Purchase Agreement, dated as of April 1, 2013, among The NASDAQ OMX Group, Inc., BG
Partners, Inc., BGC Holdings, L.P., BGC Partners, L.P., and, solely for purposes of certain se
thereof, Cantor Fitzgerald, L.P. (incorporated herein by reference to Exhibit 2.1 to the Quartes
Report on Form 10-Q for the quarter ended June 30, 2013 filed on August 8, 2013).

2.2 Asset Purchase Agreement, dated as of May 17, 2013, among NASDAQ OMX Corporate Sol
LLC, Thomson Reuters (Markets) LLC, Thomson Reuters Global Resources, and, solely for g
of certain sections thereof, The NASDAQ OMX Group, Inc. and Thomson Reuters
Corporation (incorporated herein by reference to Exhibit 2.2 to the Quarterly Report on Form
for the quarter ended June 30, 2013 filed on August 8, 2013).

3.1 Amended and Restated Certificate of Incorporation of NASDAQ OMX (incorporated herein t
reference to Exhibit 3.1 to the Current Report on Form 8-K filed on January 28, 2014).

148



3.1.1

32

4.1

4.2

4.2.1

4.3

4.3.1
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Certificate of Elimination of NASDAQ OMX’s Series A Convertible Preferred Stock (incorp
herein by reference to Exhibit 3.1.1 to the Current Report on Form 8-K filed on January 28, 2

By-Laws of NASDAQ OMX (incorporated herein by reference to Exhibit 3.2 to the Current |
on Form 8-K filed on January 28, 2014).

Form of Common Stock certificate (incorporated herein by reference to Exhibit 4.1 to the Reg
Statement on Form 10 filed on April 30, 2001).

The NASDAQ OMX Group Inc.’s Stockholders’ Agreement, dated as of February 27, 2008, |
The NASDAQ OMX Group, Inc. and Borse Dubai Limited (incorporated herein by reference
Exhibit 10.2 to the Current Report on Form 8-K filed on March 3, 2008).

First Amendment to The NASDAQ OMX Group Inc.’s Stockholders’ Agreement, dated as of
19, 2009, between The NASDAQ OMX Group, Inc. and Borse Dubai Limited (incorporated }
reference to

Exhibit 4.10.1 to the Annual Report on Form 10-K for the year ended December 31, 2008 file
February 26, 2009).

Registration Rights Agreement, dated as of February 27, 2008, among The NASDAQ OMX (
Inc., Borse Dubai Limited and Borse Dubai Nasdaq Share Trust (incorporated herein by refer
Exhibit 10.3 to the Current Report on Form 8-K filed on March 3, 2008).

First Amendment to Registration Rights Agreement, dated as of February 19, 2009, among Tt
NASDAQ OMX Group, Inc., Borse Dubai Limited and Borse Dubai Nasdaq Share Trust
(incorporated herein by reference to

Exhibit 4.11.1 to the Annual Report on Form 10-K for the year ended December 31, 2008 file
February 26, 2009).
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Exhibit
Number
4.4 Indenture, dated as of January 15, 2010, between NASDAQ OMX and Wells Fargo Bank, Na

4.5

4.6

4.7

4.8

4.9

10.1

10.2

10.3

10.4

Association, as Trustee (incorporated herein by reference to Exhibit 4.1 to the Current Report
8-K filed on January 19, 2010).

First Supplemental Indenture, dated as of January 15, 2010, among NASDAQ OMX and Wel
Bank, National Association, as Trustee (incorporated herein by reference to Exhibit 4.2 to the
Report on Form 8-K filed on January 19, 2010).

Second Supplemental Indenture, dated as of December 17, 2010, among NASDAQ OMX and
Fargo Bank, National Association, as Trustee (incorporated herein by reference to Exhibit 4.1
Current Report on Form 8-K filed on December 21, 2010).

NASDAAQ Stockholders’ Agreement, dated as of December 16, 2010, between The NASDAC
Group, Inc. and Investor AB (incorporated herein by reference to Exhibit 4.12 to the Annual |
on Form 10-K for the year ended December 31, 2010 filed on February 24, 2011).

Indenture, dated as of June 7, 2013, between The NASDAQ OMX Group, Inc. and Wells Far;
National Association, as Trustee (incorporated herein by reference to Exhibit 4.1 to the Curre
Report on Form 8-K filed on June 10, 2013).

Supplemental Indenture, dated as of June 7, 2013, among The NASDAQ OMX Group, Inc.,
Fargo Bank, National Association, as Trustee, Deutsche Bank AG, London Branch, as paying
and Deutsche Bank Luxembourg S.A., as registrar and transfer agent (incorporated herein by
reference to Exhibit 4.2 to the Current Report on Form 8-K filed on June 10, 2013).

Registration Rights Agreement, dated as of June 28, 2013, by and among The NASDAQ OM
Group, Inc., BGC Partners, Inc., BGC Holdings, L.P. and BGC Partners, L.P. (incorporated h
reference to Exhibit 10.1 to the Current Report on Form 8-K filed on July 1, 2013).

Amended and Restated Board Compensation Policy, effective on October 17, 2013.*

The NASDAQ OMX Group, Inc. 2010 Executive Corporate Incentive Plan, effective as of Ja
2010 (incorporated herein by reference to Exhibit 10.1 to the Quarterly Report on Form 10-Q
quarter ended June 30, 2010 filed on August 4, 2010).*

Form of NASDAQ OMX Non-Qualified Stock Option Award Certificate (incorporated hereir
reference to

Exhibit 10.3 to the Annual Report on Form 10-K for the year ended December 31, 2010 filed
February 24, 2011).*

Form of NASDAQ OMX Restricted Unit Award Certificate (employees) (incorporated herein
reference to

Exhibit 10.4 to the Annual Report on Form 10-K for the year ended December 31, 2010 filed
February 24, 2011).*
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Form of NASDAQ OMX Restricted Stock Unit Award Certificate (directors) (incorporated h
reference to Exhibit 10.1 to the Quarterly Report on Form 10-Q for the quarter ended Septeml
2013 filed on November 7, 2013).*

Form of NASDAQ OMX One-Year Performance Share Unit Agreement (incorporated herein
reference to

Exhibit 10.2 to the Quarterly Report on Form 10-Q for the quarter ended September 30, 2013
November 7, 2013).*

Form of NASDAQ OMX Three-Year Performance Share Unit Agreement (incorporated here;
reference to

Exhibit 10.3 to the Quarterly Report on Form 10-Q for the quarter ended September 30, 2013
November 7, 2013).*

Amended and Restated Supplemental Executive Retirement Plan, dated as of December 17, 2
(incorporated herein by reference to Exhibit 10.6 to the Annual Report on Form 10-K for the
ended December 31, 2008 filed on February 26, 2009).*

Amendment No. 1 to Amended and Restated Supplemental Executive Retirement Plan, effect
December 31, 2008 (incorporated herein by reference to Exhibit 10.6.1 to the Annual Report
10-K for the year ended December 31, 2008 filed on February 26, 2009).*

The NASDAQ OMX Group, Inc. Supplemental Employer Retirement Contribution Plan, date
December 17, 2008 (incorporated herein by reference to Exhibit 10.7 to the Annual Report on
Form 10-K for the year ended December 31, 2008 filed on February 26, 2009).*
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10.10

10.10.1

10.11

10.12

10.13

10.14

10.15

10.15.1

Employment Agreement between NASDAQ OMX and Robert Greifeld, effective as of February 2
(incorporated herein by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on Febrt
2012).*

Memorandum of Understanding between NASDAQ OMX and Robert Greifeld, effective as of Dex
11, 2012 (incorporated herein by reference to Exhibit 10.10.1 to the Annual Report on Form 10-K
February 24, 2013).*

Nongqualified Stock Option Agreement between Nasdaq and Robert Greifeld reflecting December
grant (incorporated herein by reference to Exhibit 10.13 to the Annual Report on Form 10-K for th
ended December 31, 2007 filed on February 25, 2008).*

Nonqualified Stock Option Agreement between NASDAQ OMX and Robert Greifeld reflecting Ju
2009 grant (incorporated herein by reference to Exhibit 10.11 to the Annual Report on Form 10-K
year ended December 31, 2009 filed on February 18, 2010).*

Form of Amended and Restated Letter Agreement, effective as of December 31, 2008, between N
OMX and Certain Executive Officers (incorporated herein by reference to Exhibit 10.12 to the Ani
Report on Form 10-K for the year ended December 31, 2008 filed on February 26, 2009).*

The NASDAQ OMX Group, Inc. Change in Control Severance Plan for Executive Vice Presidents
Senior Vice Presidents, effective November 26, 2013 (incorporated herein by reference to Exhibit
the Current Report on Form 8-K filed on November 29, 2013).*

Employment Agreement between Nasdaq and Edward Knight, effective as of December 29, 2000
(incorporated herein by reference to Exhibit 10.14 to the Annual Report on Form 10-K for the year
December 31, 2002 filed on

March 31, 2003).*

First Amendment to Employment Agreement between Nasdaq and Edward Knight, effective Febrt
2002 (incorporated herein by reference to Exhibit 10.14.1 to the Annual Report on Form 10-K for
ended

December 31, 2002 filed on March 31, 2003).*

10.15.2 Second Amendment to Employment Agreement between NASDAQ OMX and Edward Knight, eff

10.15.3

10.16

as of December 31, 2008 (incorporated herein by reference to Exhibit 10.13.2 to the Annual Repor
Form 10-K for the year ended December 31, 2008 filed on February 26, 2009).*

Third Amendment to Employment Agreement between NASDAQ OMX and Edward Knight, effex
of February 22, 2012 (incorporated herein by reference to Exhibit 10.2 to the Current Report on Fc
filed on February 28, 2012).*

Employment Agreement, dated as of June 24, 2008, between OMX AB and Hans-Ole Jochumsen
(incorporated herein by reference to Exhibit 10.18 to the Annual Report on Form 10-K for the year
December 31, 2009 filed on February 18, 2010).*
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10.17  Credit Agreement, dated as of September 19, 2011, among NASDAQ OMX, Bank of America, N.
Merrill Lynch, Pierce, Fenner & Smith Incorporated, J.P. Morgan Securities, Inc., Nordea Bank Al
(publ.), Merchant Banking, Skandinaviska Enskilda Banken AB (publ.) UBS Securities LL.C and \
Fargo Securities, LLC (incorporated herein by reference to Exhibit 4.1 to the Current Report on Fc
filed on September 22, 2011).

10.17.1 Amendment No. 1, dated as of June 12, 2013, to the Credit Agreement by and among The NASDA
Group, Inc., as borrower, Bank of America, N.A., as Administrative Agent, Swingline Lender and
Bank, and the Lenders party thereto (incorporated herein by reference to Exhibit 10.1 to the Quarte
Report on Form 10-Q for the quarter ended June 30, 2013 filed on August 8, 2013).

11 Statement regarding computation of per share earnings (incorporated herein by reference from Not
the consolidated financial statements under Part II, Item 9 of this Form 10-K).

12.1  Computation of Ratio of Earnings to Fixed Charges.
21.1  List of all subsidiaries.

23.1  Consent of Ernst & Young.

24.1  Powers of Attorney.

31.1  Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 200
(“Sarbanes-Oxley”).
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31.2 Certification of Chief Financial Officer and Executive Vice President, Corporate Strateg
pursuant to Section 302 of Sarbanes-Oxley.

32.1 Certifications Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 o
Sarbanes-Oxley.

101.INS XBRL Instance Document™*

101.SCH XBRL Taxonomy Extension Schema

101.CAL XBRL Taxonomy Extension Calculation Linkbase
101.DEF Taxonomy Extension Definition Linkbase
101.LAB XBRL Taxonomy Extension Label Linkbase
101.PRE XBRL Taxonomy Extension Presentation Linkbase

*Management contract or compensatory plan or arrangement.

**The following materials from The NASDAQ OMX Group, Inc. Annual Report on Form 10-K for the ye:
December 31, 2013, formatted in XBRL (eXtensible Business Reporting Language); (i) Consolidated State
Income for the years ended December 31, 2013, 2012 and 2011; (ii) Consolidated Balance Sheets at Decen
2013 and December 31, 2012; (iii) Consolidated Statements of Comprehensive Income for the years ended
December 31, 2013, 2012 and 2011; (iv) Consolidated Statements of Changes in Equity for the years endec
December 31, 2013, 2012 and 2011: (v) Consolidated Statements of Cash Flows for the years ended Decen
2013, 2012 and 2011; and (vi) notes to consolidated financial statements.

(b)Exhibits:

See Item 15(a)(3) above.
(c)Financial Statement Schedules:
See Item 15(a)(2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant I
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on February 24,

THE NASDAQ OMX GRC
INC.

By: /S/ ROBERT GREI
Name: Robert Greifeld
Title: Chief Executive Off

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
following persons on behalf of the registrant and in the capacities indicated as of February 24, 2014.

Name Title

/S/ROBERT GREIFELD Chief Executive Officer and Director

(Principal Executive Officer)

Robert Greifeld

/S/LEE SHAVEL Chief Financial Officer and Executive Vice President, Corporate Strategy
(Principal Financial Officer)

Lee Shavel

/S/RONALD HASSEN Senior Vice President and Controller
(Principal Accounting Officer)
Ronald Hassen

* Chairman of the Board

Borje Ekholm
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* Director

Steven D. Black

* Director

Glenn H. Hutchins

* Director
Essa Kazim
* Director

John D. Markese

* Director

Ellyn A. McColgan

* Director

Thomas F. O’Neill

* Director

James S. Riepe

* Director

Michael R. Splinter

* Director
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Lars Wedenborn

*Pursuant to Power of Attorney

By: /S/EDWARD S. KNIGHT
Edward S. Knight
Attorney-in-Fact
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THE NASDAQ OMX GROUP, INC.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHEDULE

The following consolidated financial statements and schedule of The NASDAQ OMX Group, Inc. and its
subsidiaries are presented herein on the page indicated:

Report of Independent Registered Public Accounting Firm F-2
Consolidated Balance Sheets F-3
Consolidated Statements of Income F-4
Consolidated Statements of Comprehensive Income F-5
Consolidated Statements of Changes in Equity F-6
Consolidated Statements of Cash Flows F-8
Notes to Consolidated Financial Statements F-9

Financial Statement Schedule: Schedule II—Valuation and Qualifying Accounts 1
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of The NASDAQ OMX Group, Inc.

We have audited the accompanying consolidated balance sheets of The NASDAQ OMX Group, Inc. (the
“Company”) as of December 31, 2013 and 2012, and the related consolidated statements of income, compr
income, changes in equity, and cash flows for each of the three years in the period ended December 31, 201
audits also included the financial statement schedule listed in the Index under Item 15(a)(2). These financia
statements and schedule are the responsibility of the Company’s management. Our responsibility is to expr:
opinion on these financial statements and schedule based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the consoli
financial position of The NASDAQ OMX Group, Inc. at December 31, 2013 and 2012, and the consolidate
of its operations and its cash flows for each of the three years in the period ended December 31, 2013, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial st
schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in a
material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Boar
(United States), The NASDAQ OMX Group, Inc.’s internal control over financial reporting as of Decembe
2013, based on criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (1992 framework) and our report dated February 2
expressed an unqualified opinion thereon.
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The NASDAQ OMX Group, Inc.

Consolidated Balance Sheets

(in millions, except share and par value amounts)

Assets

Current assets:

Cash and cash equivalents
Restricted cash

Financial investments, at fair value
Receivables, net

Deferred tax assets

Default funds and margin deposits
Other current assets

Total current assets

Non-current restricted cash
Property and equipment, net
Non-current deferred tax assets
Goodwill

Intangible assets, net

Other non-current assets

Total assets

Liabilities
Current liabilities:

Accounts payable and accrued expenses

Sections 31 fees payable to SEC
Accrued personnel costs

Deferred revenue

Other current liabilities

Deferred tax liabilities

Default funds and margin deposits
Current portion of debt obligations
Total current liabilities

Debt obligations

Non-current deferred tax liabilities
Non-current deferred revenue
Other non-current liabilities

Total liabilities

Commitments and contingencies
Equity

December De
31,2013 31

$ 425 $
84
162
393
12
1,961
126
3,163
268
404
6,186
2,386
170
$ 12,577 ¢

$ 228 $

82
154
151
141
38
1,961
45
2,800
2,589
708
143
153
6,393
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NASDAQ OMX stockholders' equity:

Common stock, $0.01 par value, 300,000,000 shares authorized, shares issued:
214,419,155 at December 31, 2013 and 213,426,908 at December 31, 2012; shares
outstanding: 169,357,084 at December 31, 2013 and 165,605,838 at December 31, 2012
Preferred stock, 30,000,000 shares authorized, series A convertible preferred stock: shares
issued: 1,600,000 at December 31, 2013 and December 31, 2012; shares outstanding:
none at December 31, 2013 and December 31, 2012

Additional paid-in capital

Common stock in treasury, at cost: 45,062,071 shares at December 31, 2013 and
47,821,070 shares at December 31, 2012

Accumulated other comprehensive loss

Retained earnings

Total NASDAQ OMX stockholders' equity

Noncontrolling interests

Total equity

Total liabilities and equity

See accompanying notes to consolidated financial statements.

4,278

(1,005)
(67)
2,976
6,184

6,184
$ 12,577
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The NASDAQ OMX Group, Inc.

Consolidated Statements of Income

(in millions, except per share amounts)

Revenues:
Market Services
Listing Services
Information Services
Technology Solutions
Total revenues
Cost of revenues:
Transaction rebates
Brokerage, clearance
and exchange fees
Total cost of
revenues
Revenues less
transaction rebates,
brokerage, clearance
and exchange fees
Operating expenses:
Compensation and
benefits
Marketing and
advertising
Depreciation and
amortization
Professional and
contract services
Computer operations
and data
communications
Occupancy
Regulatory
Merger and strategic
initiatives
Restructuring charges

Year Ended December 31,

2013

$

2012

2,092 $
228

442

449

3,211

(1,002)

(314)

(1,316)

1,895

539
30
122
151
82

98
30

2,206
224
406
284
3,120
(1,104)
(342)

(1,446)

1,674

454
26
104
107
60

93
34

44

2011

2,553
236
391
258
3,438
(1,344)
(404)

(1,748)

1,690

458
24
109
91
65
91

35

38
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General,

administrative and

other 80 58 83

Voluntary

accommodation

program 44 - -
Total operating

expenses 1,207 984 994

Operating income 688 690 696

Interest income 9 10 11

Interest expense (111) 7 (119)

Gain on sale of

investment security 30 - -

Asset impairment

charges (14) (40) (18)

Dividend and

investment income - - 1

Loss on divestiture of

business - (14) -

Net income (loss) from

unconsolidated

investees 2) (1) 2

Income before income

taxes 600 548 573

Income tax provision 216 199 190

Net income 384 349 383

Net loss attributable to

noncontrolling

interests 1 3 4

Net income

attributable to

NASDAQ OMX $ 385 $ 352 $ 387

Per share information:
Basic earnings per

share $ 2.30 $ 2.09 $ 2.20
Diluted earnings per

share $ 2.25 $ 2.04 $ 2.15
Cash dividends

declared per common

share $ 0.52 $ 0.39 $ -

See accompanying notes to consolidated financial statements.
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The NASDAQ OMX Group, Inc.
Consolidated Statements of Comprehensive Income

(in millions)

Year Ended December 31,

2013 2012
Net income $ 384 $ 349
Other comprehensive
income (loss):
Net unrealized holding
gains (losses) on
available-for-sale
investment securities:
Unrealized holding gains
(losses) arising during
period 26 4
Reclassification
adjustment for (gains)
losses realized in net
income on
available-for-sale
investment securities 30) -
Total 4 4
Foreign currency
translation gains (losses):
Net foreign currency
translation gains (losses) (17 262
Income tax benefit
(expense) 127 95)
Total 110 167
Employee benefit plans:
Employee benefit plan
adjustment gains (losses) 21 (10)
Income tax benefit
(expense) 9) 4
Total 12 (6)
Total other
comprehensive income
(loss), net of tax 118 165

2011

165

383

(5’

(12(

40

(80,

)

(1

(78
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Comprehensive income 502 514
Comprehensive loss
attributable to

noncontrolling interests 1 3
Comprehensive income

attributable to NASDAQ

OMX $ 503 $ 517

See accompanying notes to consolidated financial statements.
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The NASDAQ OMX Group, Inc.
Consolidated Statements of Changes in Equity

(in millions, except share amounts)

Number of Common Accumulated

Common Commomdditional Stock In  Other
Stock Treasury

Shares at Paid-in  at ComprehensRetained Noncontrol
Par

Outstanding Value

Capital  Cost Loss Earnings Interests

Balance at December

31,2010 175,782,683 $ 2 $ 3,780 $(796) $ (272) $2004 $ 11
Net income (loss) - - - - - 387 4
Foreign currency

translation, net of tax of

$40 - - - - (80) - -
Employee benefit plan

adjustments, net of tax

of $1 - - - - (D) - -
Unrealized holding

losses on

available-for-sale

securities, net of

reclassification for

losses realized in net

income - - - - 3 - -
Share repurchase

program (3,983,481) - - (100) - - -
Tender offer related to

the 2013 Convertible

Notes - - 9 - - - -
Amortization and

vesting of restricted

stock and PSUs 632,682 - 14 8 - - -
Stock options

amortization and

exercises, net 1,030,721 - &) 22 - - -
Other issuances of

common stock, net 90,334 - 13 6 - - -
Sale of subsidiary shares - - - - - - 3
to noncontrolling

interests and other
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adjustments

Balance at December

31,2011 173,552,939 $ 2 $ 3,793 $@60) $ (3500 $2391 $ 10
Net income (loss) - - - - - 352 3

Foreign currency

translation, net of tax of

$95 - - - - 167 - -
Employee benefit plan

adjustments, net of tax

of $4 - - - - (6) - -
Unrealized holding

gains on

available-for-sale

securities - - - - 4 - -
Cash dividends declared

per common share - - - - - (65) -
Share repurchase

program (11,544,457) - - (275) - - -
Amortization and

vesting of restricted

stock and PSUs 1,997,516 - ) 44 - - -
Stock options

amortization and

exercises, net 2,051,066 - (22) 45 - - -
Other purchases of

common stock, net (451,226) - 8 (12) - - -

Sale of subsidiary shares
to noncontrolling
interests and other

adjustments - - - - - - (6)
Balance at December

31, 2012 165,605,838 $ 2 $ 3,771 $ (1,058) $ (185) $2678 $ 1
F-6

168



Edgar Filing: COHERENT INC - Form 10-Q

Table Of Contents

Number of
Common
Shares
Outstanding

Net income (loss) -

Foreign currency

translation, net of tax of

$127 -

Employee benefit plan

adjustments, net of tax of

$9 -

Unrealized holding gains

on available-for-sale

securities, net of

reclassification for gains

realized in net income -

Cash dividends declared

per common share -

Share repurchase

program (321,000)
Amortization and vesting

of restricted stock and

PSUs 779,614
Stock options

amortization and

exercises, net 2,346,220
Other issuances of

common stock, net (45,835)
Purchase price related to

issuance of NASDAQ

OMX common stock -

eSpeed acquisition 992,247

Common
Commomn\dditional Stock in
Stock Paid-in  Treasury

at at

Par .

Value Capital  Cost

$ - % - $ -
- - (10)
- 23 17
- (20) 52
- 20 ©6)
- 484 -

Accumulated
Other

Comprehendtatained Noncontrol

Loss

$ -
110
12
4

Balance at December 31, 169,357,084 $ 2 $ 4,278 $ (1,005) $ (67)

2013

See accompanying notes to consolidated financial statements.

Earnings Interests

$385 $ (D)
@87 -
$2976 $ -
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The NASDAQ OMX Group, Inc.
Consolidated Statements of Cash Flows

(in millions)

Year Ended Decem!

2013 2012
Cash flows from operating activities:
Net income $ 384 $ 349
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 122 104
Share-based compensation 47 46
Excess tax benefits related to share-based compensation (16) (7
Gain on sale of investment security 30) -
Provision for bad debts 5 6
Deferred income taxes 28 16
Charges related to debt extinguishment and refinancing - -
Non-cash restructuring charges 1 16
Loss on divestiture of business - 14
Asset retirements and impairment charges 14 40
Net (income) loss from unconsolidated investees 2 1
Amortization of debt issuance costs 3 3
Accretion of debt discounts 3 4
Other non-cash items included in net income 2) 8
Net change in operating assets and liabilities, net of effects of acquisitions and
divestiture:
Receivables, net (55) 30)
Other assets 8 71
Accounts payable and accrued expenses 51 1
Section 31 fees payable to SEC (15) 9
Accrued personnel costs 39 27
Deferred revenue (33) 5
Other liabilities 18 (17
Net cash provided by operating activities 574 594
Cash flows from investing activities:
Purchases of trading securities (410) (301)
Proceeds from sales and redemptions of trading securities 452 372
Proceeds from sale of available-for-sale investment security 48 -
Purchase of equity and cost method investments (43) -
Acquisitions of businesses, net of cash and cash equivalents acquired (1,121) (112)
Purchases of property and equipment (115) &7
Net cash used in investing activities (1,189) (128)
Cash flows from financing activities:
Payments of debt obligations (289) (145)
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Proceeds from debt obligations, net of debt issuance costs
Cash paid for repurchase of common stock

Cash dividends

Issuances of common stock, net of treasury stock purchases
Excess tax benefits related to share-based compensation
Other financing activities

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental Disclosure Cash Flow Information

Cash paid for:

Interest

Income taxes, net of refund

Non-cash investing activities:

Purchase price related to issuance of NASDAQ OMX common stock - eSpeed

acquisition
Investment in LCH Clearnet Group Limited

895
(10)
87)
23
16
)
547
“)
(72)
497
$ 425

$ 79
$ 157

$ 484
$ -

(275)

(65)

3)

7

“4)

(485)

10

)

506
$ 497

$ 80
$ 177

$ -
$ 37

See accompanying notes to consolidated financial statements.
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The NASDAQ OMX Group, Inc.

Notes to Consolidated Financial Statements

1. Organization and Nature of Operations

We are a leading global exchange group that delivers trading, clearing, exchange technology, regulatory, se
listing, and public company services across six continents. Our global offerings are diverse and include trac
clearing across multiple asset classes, market data products, financial indexes, capital formation solutions, 1
services, corporate solutions and market technology products and services. Our technology powers markets
the globe, supporting derivatives trading, clearing and settlement, cash equity trading, fixed income trading
many other functions.

In the U.S., we operate The NASDAQ Stock Market, a registered national securities exchange. The NASD
Stock Market is the largest single cash equities securities market in the U.S. in terms of listed companies ar
world in terms of share value traded. As of December 31, 2013, The NASDAQ Stock Market was home to
listed companies with a combined market capitalization of approximately $7.0 trillion. In addition, in the U
operate two additional cash equities trading markets, three options markets and an electronic platform for ti
U.S. Treasuries.

In Europe, we operate exchanges in Stockholm (Sweden), Copenhagen (Denmark), Helsinki (Finland), and
as NASDAQ OMX Nordic, and exchanges in Tallinn (Estonia), Riga (Latvia) and Vilnius (Lithuania) as N
OMX Baltic. Collectively, the exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Balt
trading in cash equities, bonds, structured products and ETFs, as well as trading and clearing of derivatives
clearing of resale and repurchase agreements. Through NASDAQ OMX First North, our Nordic and Baltic
operations also offer alternative marketplaces for smaller companies. As of December 31, 2013, the exchan
comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic, together with NASDAQ OMX First North,
home to 758 listed companies with a combined market capitalization of approximately $1.3 trillion. We als
operate NASDAQ OMX Armenia.

In addition, NASDAQ OMX Commodities operates the world’s largest power derivatives exchange regula
Norway and one of Europe’s largest carbon exchanges. We also operate NOS Clearing, a leading Norway-|
clearinghouse primarily for OTC traded derivatives for the freight market and seafood derivatives market. I
U.K., we operate NASDAQ OMX NLX, a new London-based market for trading of listed short-term and Ic
European (Euro and Sterling denominated) interest rate derivative products.

In some of the countries where we operate exchanges, we also provide investment firm, clearing, settlemen
central depository services.

2. Summary of Significant Accounting Policies
Basis of Presentation and Principles of Consolidation

The consolidated financial statements are prepared in accordance with U.S. GAAP. The financial statement
include the accounts of NASDAQ OMX, its wholly-owned subsidiaries and other entities in which NASD/
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OMX has a controlling financial interest. All significant intercompany accounts and transactions have been
eliminated in consolidation. When we do not have a controlling interest in an entity but exercise significant
influence over the entity’s operating and financial policies, such investment is accounted for under the equi
method of accounting. We recognize our share of earnings or losses of an equity method investee based on
ownership percentage. As permitted under U.S. GAAP, for certain equity method investments for which fir
information is not sufficiently timely for us to apply the equity method of accounting currently, we record c
of the earnings or losses of the investee from the most recently available financial statements on a lag. See
“Investments,” for further discussion of our equity method investments.

Changes in Reportable Segments and Reclassifications

Since January 1, 2013, we manage, operate and provide our products and services in four business segment
Market Services, Listing Services, Information Services and Technology Solutions. All prior period segme
disclosures have been recast to reflect our change in reportable segments. See Note 19, “Business Segment:

additional information about our segments.

Prior to January 1, 2013, we managed, operated and provided our products and services in three business s¢
Market Services, Issuer Services and Market Technology.

Certain other prior year amounts have been reclassified to conform to the current year presentation.

F-9
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Subsequent Events
We have evaluated subsequent events through the issuance date of this Annual Report on Form 10-K.
Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires management
estimates and assumptions that affect the reported amounts and the disclosure of contingent amounts in the
consolidated financial statements and accompanying notes. Actual results could differ from those estimates

Foreign Currency

Foreign denominated assets and liabilities are remeasured into the functional currency at exchange rates in
the balance sheet date and recorded through the income statement. Gains or losses resulting from foreign ct
transactions are remeasured using the rates on the dates on which those elements are recognized during the
and are included in general, administrative and other expense in the Consolidated Statements of Income.

Translation gains or losses resulting from translating our subsidiaries’ financial statements from the local fi
currency to the reporting currency, net of tax, are included in accumulated other comprehensive loss within
stockholders’ equity in the Consolidated Balance Sheets. Assets and liabilities are translated at the balance
date while revenues and expenses are translated at the date the transaction occurs or at an applicable averag

Deferred taxes are not provided on cumulative translation adjustments where we expect earnings of a foreig
subsidiary to be indefinitely reinvested. The income tax effect of currency translation adjustments related tc
subsidiaries that are not considered indefinitely reinvested is recorded as a component of deferred taxes wit
offset to accumulated other comprehensive loss within stockholders’ equity in the Consolidated Balance St

Cash and Cash Equivalents

Cash and cash equivalents include cash in banks and all non-restricted highly liquid investments with origi
maturities of three months or less at the time of purchase. Such equivalent investments included in cash anc
equivalents in the Consolidated Balance Sheets were $178 million as of December 31, 2013 and $339 milli
December 31, 2012. Cash equivalents are carried at cost plus accrued interest, which approximates fair valt
the short maturities of these investments.

Restricted Cash

Current restricted cash, which was $84 million as of December 31, 2013 and $85 million as of December 3
is not available for general use by us due to regulatory and other requirements and is classified as restricted
the Consolidated Balance Sheets. As of December 31, 2013 and December 31, 2012, current restricted cast
primarily includes cash held for regulatory purposes for our trading and clearing businesses.

Non-current restricted cash of $25 million as of December 31, 2012 was segregated for NOCC to improve -
liquidity position and was not available for general use. As a result of a strategic alliance with NGX, this «
no longer needed for liquidity purposes and was released from NOCC. See Note 16, “Clearing Operations,’
further discussion.
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Financial Investments

Financial investments, at fair value are primarily comprised of trading securities, mainly Swedish governm
securities. As of December 31, 2012, this balance also included our available-for-sale investment security i
In the fourth quarter of 2013, we sold this investment security and recognized a gain on the sale of $30 mill
which is included in gain on sale of investment security in the Consolidated Statements of Income for the y
ended December 31, 2013. Trading securities are bought principally to meet regulatory capital requiremen
NASDAQ OMX Nordic Clearing’s operations and are generally sold in the near term. Changes in fair valu
trading securities are included in dividend and investment income in the Consolidated Statements of Incom
Equity securities that are classified as available-for-sale investment securities are carried at fair value with
unrealized gains and losses, net of tax, reported in accumulated other comprehensive loss within stockholdk
equity. Realized gains and losses on these securities are included in earnings upon disposition of the securit
using the specific identification method. In addition, realized losses are recognized when management dete
that a decline in value is other than temporary, which requires judgment regarding the amount and timing o
recovery. For equity securities, we also consider the extent to which cost exceeds fair value, the duration of
difference, management’s judgment about the issuer’s current and prospective financial condition, as well :
intent and ability to hold the security until recovery of the unrealized losses. In addition, for equity securitic
also consider the performance of the investee’s stock price in relation to industry indexes and review the in
credit profile.

F-10
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Fair value of both trading and available-for-sale investment securities is generally obtained from third party
sources. When available, quoted market prices are used to determine fair value. If quoted market prices are
available, fair values are estimated using pricing models with observable market inputs. The inputs to the v
models vary by the type of security being priced but are typically benchmark yields, reported trades, broker
quotes, and prices of similar assets. Pricing models generally do not entail material subjectivity because the
methodologies employed use inputs observed from active markets. See Note 15, “Fair Value of Financial
Instruments,” for further discussion of fair value measures.

Receivables, net

Our receivables are concentrated with our member firms, market data distributors, listed companies and tec
solutions customers. Receivables are shown net of a reserve for uncollectible accounts. The reserve for bad
maintained at a level that management believes to be sufficient to absorb estimated losses in the accounts
receivable portfolio. The reserve is increased by the provision for bad debts which is charged against opera
results and decreased by the amount of charge-offs, net of recoveries. The amount charged against operatin
is based on several factors including, but not limited to, a continuous assessment of the collectability of eac
account, the length of time a receivable is past due and our historical experience with the particular custom
circumstances where a specific customer’s inability to meet its financial obligations is known (i.e., bankrup
filings), we record a specific provision for bad debts against amounts due to reduce the receivable to the an
reasonably believe will be collected. Due to changing economic, business and market conditions, we reviev
reserve for bad debts monthly and make changes to the reserve through the provision for bad debts as appr«
If circumstances change (i.e., higher than expected defaults or an unexpected material adverse change in a1
customer’s ability to pay), our estimates of recoverability could be reduced by a material amount. The total
netted against receivables in the Consolidated Balance Sheets was $9 million as of December 31, 2013 and
million as of December 31, 2012.

Default Funds and Margin Deposits

NASDAQ OMX Nordic Clearing members’ eligible contributions may include cash and non-cash contribu
Clearing members’ cash contributions are included in default funds and margin deposits in the Consolidate
Sheets as both a current asset and a current liability. These balances may fluctuate over time due to change:
amount of deposits required and whether members choose to provide cash or non-cash contributions. Non-c
contributions include highly rated government debt securities that must meet specific criteria approved by
NASDAQ OMX Nordic Clearing. Non-cash contributions are pledged assets that are not recorded in the
Consolidated Balance Sheets as NASDAQ OMX Nordic Clearing does not take legal ownership of these as
the risks and rewards remain with the clearing members.

As of December 31, 2012, NOCC customer pledged cash collateral was also included in default funds and :
deposits as both a current asset and current liability in the Consolidated Balance Sheets, as the risks and rev
collateral ownership, including interest income, belonged to NOCC.

Derivative Financial Instruments and Hedging Activities

We may hold derivative financial instruments that are designated and qualify for hedge accounting. Deriva
financial instruments, which are designated or qualify for hedge accounting, are recognized in the balance ¢
fair value as either assets or liabilities. The fair value of our derivative financial instruments is determined t
either market quotes or valuation models that are based upon the net present value of estimated future cash
and incorporate current market data inputs. We report our derivative assets in either other current assets or
non-current assets and our derivative liabilities in either other current liabilities or other non-current liabilit
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Consolidated Balance Sheets depending on the terms of the contract. Any ineffectiveness is recorded in ear
The accounting for the change in the fair value of a derivative financial instrument depends on its intended
the resulting hedge designation, if any. As of December 31, 2013, 2012 and 2011, there were no derivative
financial instruments that were designated or qualified for hedge accounting. There was no material ineffec
recorded in earnings for each of the three years ended December 31, 2013.

Derivative Financial Instruments that Qualify for Hedge Accounting

Derivative financial instruments that are entered into for hedging purposes are designated as such when we
into the contract. For all derivative financial instruments that are designated for hedging activities, we form
document all of the hedging relationships between the hedge instruments and the hedged items at the incep
the relationships. We also formally document our risk management objectives and strategies for entering in
hedge transactions. We formally assess, at inception and on a quarterly basis, whether derivatives designate
hedges are highly effective in offsetting the fair value or cash flows of hedged items. If it is determined tha
derivative is no longer highly effective as a hedge, we will discontinue the application of hedge accounting
not enter into any derivative hedges that were designated for hedge accounting during the years ended
December 31, 2013, 2012 and 2011.

F-11
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Non-Designated Derivatives

We also use derivatives as economic hedges that are not designed as accounting hedges or do not qualify fc
accounting treatment. For such derivative financial instruments, changes in fair value are reported in curren
earnings.

We use foreign exchange forward contracts to manage foreign currency exposure of intercompany loans. T
contracts are not designated as hedges for financial reporting purposes. The change in fair value of these co
is recognized in general, administrative and other expense in the Consolidated Statements of Income and of
foreign currency impact recognized on the intercompany loans.

As of December 31, 2013 and 2012, the fair value amounts of our derivative instruments were immaterial.
Net Investment Hedges

Net assets of our foreign subsidiaries are exposed to volatility in foreign currency exchange rates. We may
net investment hedges to offset the translation adjustment arising from re-measuring our investment in fore
subsidiaries.

Our 2021 Notes have been designated as a hedge of our net investment in certain foreign subsidiaries to mi
the foreign exchange risk associated with certain investments in these subsidiaries. Any increase or decreas
to the translation of the 2021 Notes into U.S. dollars is recorded within accumulated other comprehensive 1
the Consolidated Balance Sheets for the year ended December 31, 2013. See “3.875% Senior Unsecured N
Note 9, “Debt Obligations,” for further discussion. As of December 31, 2012, there were no outstanding ne
investment hedges.

Property and Equipment, net

Property and equipment, including leasehold improvements, are carried at cost less accumulated depreciati
amortization. Depreciation and amortization are recognized over the estimated useful lives of the related as
Estimated useful lives range from 10 to 40 years for buildings and improvements, 2 to 5 years for data proc
equipment and software and 5 to 10 years for furniture and equipment. Leasehold improvements are amorti
the shorter of their estimated useful lives or the remaining term of the related lease. Depreciation and amor
are computed using the straight-line method. See Note 7, “Property and Equipment, net,” for further discus

Goodwill

Goodwill represents the excess of purchase price over the value assigned to the net tangible and identifiable
intangible assets of a business acquired. Goodwill is allocated to our reporting units based on the assignme:
fair values of each reporting unit of the acquired company. We test goodwill for impairment at the reportin;
level annually, or in interim periods if certain events occur indicating that the carrying amount may be imp:
such as changes in the business climate, poor indicators of operating performance or the sale or disposition
significant portion of a reporting unit. For purposes of performing our goodwill impairment test, our six ref
units are the Market Services segment, the Listing Services segment, the two businesses comprising the
Information Services segment: Market Data Products and Index Licensing and Services, and the two busine
comprising the Technology Solutions segment: Corporate Solutions and Market Technology. We test for
impairment during the fourth quarter of our fiscal year using carrying amounts as of October 1. In conducti
2013 annual impairment test for goodwill, we first performed a qualitative assessment to determine whethe
more likely than not that the fair value of a reporting unit was less than the carrying amount as a basis for
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determining whether it was necessary to perform the two-step quantitative goodwill impairment test descril
ASC Topic 350. The more-likely-than-not threshold is defined as having a likelihood of more than 50 perc:
after assessing the totality of events or circumstances, we determine that it is more likely than not that the f
of a reporting unit is less than its carrying amount, then the two-step quantitative test for goodwill impairm
performed for the appropriate reporting units. Otherwise, we conclude that no impairment is indicated and
two-step quantitative test for goodwill impairment is not performed.

In conducting the qualitative assessment, we analyze actual and projected growth trends for each reporting
well as historical performance versus plan and the results of prior quantitative tests performed. Additionally
reporting unit assesses critical areas that may impact their business, including macroeconomic conditions a
related impact, market related exposures, competitive changes, new or discontinued products, changes in k
personnel, or any other potential risks to their projected financial results.

If required, the quantitative goodwill impairment test is a two-step process performed at the reporting unit |
First, the fair value of each reporting unit is compared to its corresponding carrying amount, including goo
The fair value of each reporting unit is estimated using a combination of a discounted cash flow valuation,
incorporates assumptions regarding future growth rates, terminal values, and discount rates, as well as a gu
public company valuation, incorporating relevant trading multiples of comparable companies and other fac
estimates and assumptions used consider historical performance and are consistent with the assumptions us
determining future profit plans for each reporting unit, which are approved by our board of directors. If the
step results in the carrying amount exceeding the fair value of the reporting unit, then a second step must be
completed in order to
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determine the amount of goodwill impairment that should be recorded, if any. In the second step, the implic
value of the reporting unit’s goodwill is determined by allocating the reporting unit’s fair value to all of its
liabilities other than goodwill in a manner similar to a purchase price allocation. The implied fair value of t
goodwill that results from the application of this second step is then compared to the carrying amount of th
goodwill and an impairment charge is recorded for any difference.

There was no impairment of goodwill for the years ended December 31, 2013, 2012 and 2011. However,
such as economic weakness or unexpected significant declines in operating results of reporting units may re
goodwill impairment charges in the future.

Intangible Assets, net

Intangible assets, net, primarily include exchange and clearing registrations, customer relationships, trade n
licenses and technology. Intangible assets with finite lives are amortized on a straight-line basis over their ¢
estimated useful lives as follows:

*Technology: 2—5 years
*Customer relationships: 9—30 years
*Other: 2—10 years

Intangible assets deemed to have indefinite useful lives are not amortized but instead are tested for impairm
least annually and more frequently whenever events or changes in circumstances indicate that the fair value
asset may be less than its carrying amount. The fair value of indefinite-lived intangible assets is primarily
determined on the basis of estimated discounted value, using the relief from royalty approach for trade nam
the Greenfield Approach for exchange and clearing registrations and licenses, both of which incorporate
assumptions regarding future revenue projections and discount rates. Similar to goodwill impairment testin
test for impairment of indefinite-lived intangible assets during the fourth quarter of our fiscal year using ca
amounts as of October 1. In conducting the 2013 annual impairment test for indefinite-lived intangible asse
first performed a qualitative assessment to determine whether it was more likely than not that the fair value
indefinite-lived intangible asset was less than the carrying amount as a basis for determining whether it was
necessary to perform the quantitative impairment test described in ASC Topic 350. The more-likely-than-n
threshold is defined as having a likelihood of more than 50 percent. If, after assessing the totality of events
circumstances, we determine that it is more likely than not that the fair value of an indefinite-lived intangib
is less than its carrying amount, then the quantitative test for indefinite-lived intangible assets impairment i
performed for the appropriate intangible assets. If the carrying amount of the indefinite-lived intangible ass
exceeds its fair value, an impairment charge is recorded for the difference. For finite-lived intangible assets
to amortization, impairment is considered upon certain “triggering events” and is recognized if the carrying
not recoverable and exceeds the fair value of the intangible asset.

Valuation of Other Long-Lived Assets

We also assess potential impairments to our other long-lived assets, including property and equipment, whe
is evidence that events or changes in circumstances indicate that the carrying amount of an asset may not b
recoverable. The carrying amount of a long-lived asset is not recoverable if it exceeds the sum of the undis
cash flows expected to result from the use and eventual disposition of the asset. Any required impairment I
measured as the amount by which the carrying amount of a long-lived asset exceeds its fair value and is rec
a reduction in the carrying amount of the related asset and a charge to operating results.
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Equity Method Investments

In general, the equity method of accounting is used when we own 20% to 50% of the outstanding voting st
company and when we are able to exercise significant influence over the operating and financial policies of
company. We have certain investments in which we have determined that we have significant influence anc
account for the investments under the equity method of accounting. We record our pro-rata share of earning
losses each period and record any dividends as a reduction in the investment balance. We evaluate our equi
method investments for other-than-temporary declines in value by considering a variety of factors such as t
earnings capacity of the investment and the fair value of the investment compared to its carrying amount. Ii
addition, for investments where the market value is readily determinable, we consider the underlying stock
the estimated fair value of the investment is less than the carrying amount and management considers the d
value to be other than temporary, the excess of the carrying amount over the estimated fair value is recogni
the financial statements as an impairment.

Cost Method Investments

In general, the cost method of accounting is used when we own less than 20% of the outstanding voting sto
company which does not have a readily determinable fair value and when we are not able to exercise signif
influence over the operating and financial policies of a company. Under the cost method of accounting, inv
are carried at cost and are adjusted only for other-than-temporary declines in fair value, certain distribution:
additional investments.
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Revenue Recognition and Cost of Revenues
Market Services Revenues

Derivative, Trading and Clearing Revenues
U.S. Derivative Trading and Clearing

U.S. derivative trading and clearing revenues are variable, based on traded and cleared volumes, and recog;
when executed or when contracts are cleared. The principal types of derivative contracts traded on our U.S.
exchanges are equity options, ETF options, index options and currency options. We record derivative tradit
clearing revenues from transactions on a gross basis as revenues and record related expenses as cost of reve
we have certain risk associated with trade execution.

For U.S. derivative trading, we credit a portion of the per share execution charge to the market participant t
provides the liquidity and record these transaction rebates as cost of revenues in the Consolidated Statemen
Income. These transaction rebates are paid on a monthly basis and the amounts due are included in account
payable and accrued expenses in the Consolidated Balance Sheets.

Also, we pay Section 31 fees to the SEC for supervision and regulation of securities markets. We pass thes:
along to our customers through our derivative trading and clearing fees. We collect the fees as a pass-throu,
charge from organizations executing eligible trades on our options exchanges and we recognize these amou
U.S. derivative trading and clearing cost of revenues when incurred. Section 31 fees received are included i
and cash equivalents in the Consolidated Balance Sheets at the time of receipt and, as required by law, the :
due to the SEC is remitted semiannually and recorded as Section 31 fees payable to the SEC in the Consoli
Balance Sheets until paid. Since the amount recorded as revenues is equal to the amount recorded as cost o
revenues, there is no impact on our revenues less transaction rebates, brokerage, clearance and exchange fe
we hold the cash received until payment to the SEC, we earn interest income on the related cash balances.

Under our Limitation of Liability Rule and procedures, we, subject to certain caps, provide compensation f
directly resulting from the systems’ actual failure to correctly process an order, quote, message or other dat
platform. We do not record a liability for any potential claims that may be submitted under the Limitation c
Liability Rule unless they meet the provisions required in accordance with U.S. GAAP. As such, losses ari:
result of the rule are accrued and charged to expense only if the loss is probable and estimable.

European Derivative Trading and Clearing Revenues

European derivative trading and clearing revenues are variable, based on the volume and value of traded an
cleared contracts, and recognized when executed or when contracts are cleared. The principal types of derix
contracts traded and cleared are stock options and futures, index options and futures, international power
derivatives, carbon and other commodity products, and fixed-income options and futures. We also generate
revenues for OTC traded derivatives for the freight market and seafood derivatives market, interest rate sw:
resale and repurchase agreements. These clearing revenues are based on the value and length of the contrac
recognized when cleared. In addition, NASDAQ OMX Commodities members are billed an annual fee whi
recognized ratably over the following 12-month period.

NASDAQ OMX Commodities and the exchanges that comprise NASDAQ OMX Nordic and NASDAQ O
Baltic do not have any revenue sharing agreements or cost of revenues, such as transaction rebates and brol
clearance and exchange fees.
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U.S. Cash Equity Trading

U.S. cash equity trading revenues are variable, based on individual customer share volumes, and recognize:
transactions occur. We charge transaction fees for executing cash equity trades on our U.S. cash equity exc
as well as on orders that are routed to other market venues for execution. Similar to U.S. derivative trading
clearing, we record cash equity trading revenues from transactions on a gross basis as revenues and record |
expenses as cost of revenues, as we have certain risk associated with trade execution.

For The NASDAQ Stock Market and NASDAQ OMX PSX, we credit a portion of the per share execution
to the market participant that provides the liquidity and for NASDAQ OMX BX, we credit a portion of the
share execution charge to the market participant that takes the liquidity. We record these credits as transact:
rebates that are included in cost of revenues in the Consolidated Statements of Income. These transaction re
are paid on a monthly basis and the amounts due are included in accounts payable and accrued expenses in
Consolidated Balance Sheets.

As discussed under U.S. derivatives trading and clearing, we also pay Section 31 fees to the SEC for super
and regulation of securities markets. We pass these costs along to our customers through our cash equity tr:

fees. We collect the fees as a pass-
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through charge from organizations executing eligible trades on our cash equity platforms, and we recognizc
amounts in cost of revenues when incurred.

As discussed above, in the U.S., under our Limitation of Liability Rule and procedures, we, subject to certa
provide compensation for losses directly resulting from the systems’ actual failure to correctly process an o
quote, message or other data into our platform.

European Cash Equity Trading

We charge transaction fees for executing trades on the exchanges that comprise NASDAQ OMX Nordic ar
NASDAQ OMX Baltic. These transaction fees are charged per executed order and as per value traded.

The exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic do not have cost of reve
such as transaction rebates and brokerage, clearance and exchange fees.

Fixed Income Trading Revenues

We operate eSpeed, an electronic trading platform for U.S. Treasuries. The electronic trading platform prov
real-time institutional trading of benchmark U.S. Treasury securities. Customer contracts may be on a fixec
variable rate basis. Revenues from customers with a fixed rate basis are recognized ratably over the contrac
Revenues from customers with a variable rate basis are based upon individual customer share volume and ¢
recognized as revenues as the transaction occurs.

Access and Broker Services Revenues
Access Services

We generate revenues by providing market participants with several alternatives for accessing our markets
fee. The type of connectivity is determined by the level of functionality a customer needs. As a result, Acce
Services revenues vary depending on the type of connection provided to customers. We provide co-locatior
services to market participants whereby firms may lease space for equipment within our data center. These
participants are charged monthly fees for cabinet space, connectivity and support. We also earn revenues fr
annual and monthly exchange membership and registration fees. Revenues for providing access to our marl
co-location services and revenues for monthly exchange membership and registration fees are recognized o
monthly basis as the service is provided. Revenues from annual fees for exchange membership and registra
are recognized ratably over the following 12-month period.

Access Services revenues also include revenues from the RTRM solutions we provide to the financial secu
market. As a market leader in RTRM, we provide broker-dealers and their clients the ability to manage risk
effectively in real-time, which leads to better utilization of capital as well as improved regulatory
compliance. Revenues for these services are primarily based on subscription agreements with customers. M
contracts include professional services, implementation fees, monthly subscription fees from customers acc
on-demand services, and customer support. Implementation fees are recognized upon completion of the
implementation. Monthly professional services, subscription, and usage fees are recognized in the month th
service is provided.

Broker Services
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Our Broker Services operations offer technology and customized securities administration solutions to fina
participants in the Nordic markets. The primary services consist of flexible back-office systems which allo
customers to entirely or partly outsource their company’s back-office functions. Revenues from broker sery
based on a fixed basic fee for administration or licensing, maintenance and operations, and a variable portic
depends on the number of transactions completed. Broker Services revenues are recognized on a continuou
as services are rendered.

Listing Services Revenues

U.S. Listing Services Revenues

Listing Services revenues in the U.S. include annual renewal fees, listing of additional shares fees and initi:
fees. Annual renewal fees are recognized ratably over the following 12-month period. Listing of additional

fees and initial listing fees are recognized on a straight-line basis over estimated service periods, which are
six years, respectively, based on our historical listing experience and projected future listing duration.

European Listing Services Revenues
European listing fees, which are comprised of revenues derived from annual fees received from listed comyj
our Nordic and Baltic exchanges and NASDAQ OMX First North, are directly related to the listed compan

market capitalization on a trailing 12-month basis. These revenues are recognized ratably over the followin
12-month period.
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Information Services Revenues
Market Data Products Revenues

Market Data Products revenues are earned from U.S. and European market data products and index data pr
In the U.S., we also earn revenues from U.S. tape plans.

U.S. Market Data Products

We collect and process information and earn revenues as a distributor of our own market data and select thi
content. We provide varying levels of quote and trade information to market participants and to data distrib
who in turn sell subscriptions for this information to the public. We earn revenues primarily based on the ni
data subscribers and distributors of our data. U.S. Market Data revenues are recognized on a monthly basis.
revenues, which are subscription based, are recorded net of amounts due under revenue sharing arrangemet
market participants.

U.S. Market Data Products also includes revenues from U.S. tape plans including eligible UTP Plan revenu
are shared among UTP Plan participants and are presented on a net basis. See “Market Data Products Reve
Sharing” below for further discussion of net reporting. Under the revenue sharing provision of the UTP Pla
permitted to deduct costs associated with acting as the exclusive Securities Information Processor from the
amount of tape revenues collected. After these costs are deducted from the tape revenues, we distribute to t
respective UTP Plan participants, including The NASDAQ Stock Market, NASDAQ OMX BX and NASD
OMX PSX, their share of tape revenues based on a formula, required by Regulation NMS, that takes into a
both trading and quoting activity. In addition, all quotes and trades in NYSE- and NYSE MKT-listed secur
reported and disseminated in real time, and as such, we share in the tape revenues for information on NYSI
NYSE MKT-listed securities. Revenues from net U.S. tape plans are recognized on a monthly basis.

European Market Data Products

European Market Data Products revenues are based on the trading information from the exchanges that con
NASDAQ OMX Nordic and NASDAQ OMX Baltic, as well as NASDAQ OMX Commodities, for the foll
classes of securities: cash equities, bonds, derivatives and commodities. We provide varying levels of quote
trade information to market participants and to data distributors, who in turn provide subscriptions for this
information. Revenues from European market data are subscription-based, are generated primarily based or
number of data subscribers and distributors of our data and are recognized on a monthly basis.

Market Data Products Revenue Sharing

The most significant component of Market Data Products revenues presented on a net basis is the UTP Plar
revenue sharing in the U.S. All indicators of gross vs. net reporting under U.S. GAAP have been considere:
analyzing the appropriate presentation of UTP Plan revenue sharing. However, the following are the primar
indicators of net reporting:

*Primary Obligor: We are the Securities Information Processor for the UTP Plan, in addition to being a par
the UTP Plan. In our unique role as Securities Information Processor, we facilitate the collection and disser
of revenues on behalf of the UTP Plan participants. As a participant, we share in the net distribution of reve
according to the plan on the same terms as all other plan participants.
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*Risk of Loss/Credit Risk: Risk of loss on the revenue is shared equally among plan participants according
UTP Plan.

*Price Latitude: The operating committee of the UTP Plan, which is comprised of representatives from eacl
participants, including us solely in our capacity as a UTP Plan participant, is responsible for setting the leve
to be paid by distributors and subscribers and taking action in accordance with the provisions of the UTP P
subject to SEC approval.

The exchanges that comprise NASDAQ OMX Nordic and NASDAQ OMX Baltic do not have any market
revenue sharing agreements.

Index Data Products

Index Data Products revenues are generated from our NASDAQ OMX indexes and consist of Global Index
Services, which deliver real time index values throughout the trading day, and Global Index Watch, which
weightings and components data, corporate actions and a breadth of additional data. We earn revenues prin
based on the number of data subscribers and distributors of our data. These revenues, which are subscriptio
are recognized on a monthly basis.
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Index Licensing and Services Revenues

We develop and license NASDAQ OMX branded indexes, associated derivatives and financial products as
our Index Licensing and Services business. Revenues primarily include license fees from these branded ind
associated derivatives and financial products in the U.S. and abroad. We also generate revenues by licensin
listing third-party structured products and third-party sponsored ETFs. We primarily have two types of lice
agreements: transaction-based licenses and asset-based licenses. Transaction-based licenses are generally

renewable long-term agreements. Customers are charged based on transaction volume or a minimum contr:
amount, or both. If a customer is charged based on transaction volume, we recognize revenue when the trar
occurs. If a customer is charged based on a minimum contract amount, we recognize revenue on a pro-rata
over the licensing term. Asset-based licenses are also generally long-term agreements. Customers are charg
on a percentage of assets under management for licensed products, per the agreement, on a monthly or quar
basis. These revenues are recorded on a monthly or quarterly basis over the term of the license agreement.

Technology Solutions Revenues
Corporate Solutions Revenues

Corporate Solutions revenues primarily include subscription and transaction-based income from our Gover
Investor Relations, Multimedia Solutions and Public Relations businesses. Subscription-based revenues ear
these businesses are recognized ratably over the contract period, generally one to two years in length. As ps
customer subscription agreements, customers can also be charged usage fees based upon actual usage of th
services provided. Revenues from usage fees and other services are recognized when earned. Revenues fror
transaction-based services such as webcasting and wire distribution are recorded as the services are provide
delivered.

Market Technology Revenues

Market Technology provides technology solutions for trading, clearing, settlement surveillance and inform:
dissemination, as well as governance, risk and compliance solutions. Revenues primarily consist of softwar
license and support revenues, change request and advisory revenues, and software as a service revenues.

For most solutions, we enter into multiple-element sales arrangements to provide technology solutions and
to our customers. In order to recognize revenues associated with each individual element of a multiple-elen
sales arrangement separately, we are required to establish the existence of VSOE of fair value for each elen
When VSOE for individual elements of an arrangement cannot be established, revenue is generally deferre
recognized over either the final element of the arrangement or the entire term of the arrangement for which
services will be delivered.

We also enter into revolving subscription agreements which allow customers to connect to our servers to ac
certain services. These revenues are recognized ratably over the subscription term.

Software, License and Support

Software, license and support revenues are derived from the system solutions developed and sold by NASLC
OMX and are generally entered into in multiple-element sales arrangements. After we have developed and
system solution, the customer licenses the right to use the software and may require post contract support ai
services, such as facility management. Facility management revenues are derived when NASDAQ OMX as
responsibility for the continuous operation of a system platform for a customer and receives facility manag
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revenues which can be both fixed and volume-based. Revenues for license, support and facility managemer
services are generally deferred and recognized over either the final element of the arrangement or the entire
the arrangement for which the services will be delivered, unless VSOE can be established for each element
contract. We record the deferral of revenue associated with multiple-element sales arrangements in deferrec
revenue and non-current deferred revenue and the deferral of costs in other current assets and other non-cur
assets in the Consolidated Balance Sheets.

Software, license and support revenues also include delivery project revenues which are derived from the
installation phase of the system solutions developed and sold by NASDAQ OMX. The majority of our deli
projects involve individual adaptations to the specific requirements of the customer, such as those relating t
functionality and capacity. We may customize our software technology and make significant modifications
software to meet the needs of our customers, and as such, we account for these arrangements under contrac
accounting. Under contract accounting, when VSOE for valuing certain elements of an arrangement cannot
established, total revenues, as well as costs incurred, are deferred until the customization and significant
modifications are complete and are then recognized over the post contract support period. We record the de
this revenue in deferred revenue and non-current deferred revenue and the deferral of costs in other current
and other non-current assets in the Consolidated Balance Sheets.

F-17

190



Edgar Filing: COHERENT INC - Form 10-Q
Table Of Contents

Change Request and Advisory

Change request and advisory revenues include configuration, customer specific adaptations and modificatic
the system solutions sold by NASDAQ OMX after delivery has occurred. Change request and advisory rev
are recognized as revenues when earned.

Software As a Service

Software as a service revenues are derived from subscription based arrangements, where customers pay a r
fee to access our servers to access certain services. These services include broker compliance solutions targ
brokers throughout the world, as well as governance, risk and compliance services.

Earnings Per Share

We present both basic and diluted EPS. Basic EPS is computed by dividing net income attributable to NAS
OMX by the weighted average number of common shares outstanding for the period. Diluted EPS is comp
dividing net income attributable to NASDAQ OMX by the weighted-average number of common shares an
common share equivalents outstanding during the period and reflects the assumed conversion of all dilutive
securities, which primarily consist of convertible notes, employee stock options, restricted stock and PSUs.
Common share equivalents are excluded from the computation in periods for which they have an anti-diluti
effect. Stock options for which the exercise price exceeds the average market price over the period are anti-
and, accordingly, are excluded from the calculation. See Note 14, “Earnings Per Share,” for further discuss:

Treasury Stock

We account for the purchase of treasury stock under the cost method with the shares of stock repurchased r
as a reduction to NASDAQ OMX stockholders’ equity and included in common stock in treasury, at cost ir
Consolidated Balance Sheets. When treasury shares are reissued, they are recorded at the average cost of th
treasury shares acquired.

Pension and Post-Retirement Benefits

Pension and other post-retirement benefit plan information for financial reporting purposes is developed us
actuarial valuations. We assess our pension and other post-retirement benefit plan assumptions on a regular
In evaluating these assumptions, we consider many factors, including evaluation of the discount rate, expec
of return on plan assets, healthcare cost trend rate, retirement age assumption, our historical assumptions cc
with actual results and analysis of current market conditions and asset allocations. See Note 11, “Employee
for further discussion.

Discount rates used for pension and other post-retirement benefit plan calculations are evaluated annually a
modified to reflect the prevailing market rates at the measurement date of a high-quality fixed-income debt
instrument portfolio that would provide the future cash flows needed to pay the benefits included in the ber
obligations as they come due. Actuarial assumptions are based upon management’s best estimates and judg

The expected rate of return on plan assets for our U.S. pension plans represents our long-term assessment o
expectations which may change based on significant shifts in economic and financial market conditions. Tt
long-term rate of return on plan assets is derived from return assumptions based on targeted allocations for
asset classes. While we consider the pension plans’ recent performance and other economic growth and inf’
factors, which are supported by long-term historical data, the return expectations for the targeted asset cate;
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represent a long-term prospective return.

Share-Based Compensation

Accounting for share-based compensation requires the measurement and recognition of compensation expe
all equity awards based on estimated fair values. We recognize compensation expense for equity awards on
straight-line basis over the requisite service period of the award. See Note 12, “Share-Based Compensation
further discussion.

Advertising Costs

We expense advertising costs, which include media advertising and production costs, in the periods in whic
costs are incurred. Media advertising and production costs included as marketing and advertising expense i

Consolidated Statements of Income totaled $7 million in 2013, $6 million in 2012 and $7 million for 2011
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Software Costs

Significant purchased application software and operational software that are an integral part of computer hz
are capitalized and amortized on a straight-line basis over their estimated useful lives, generally five years.
other purchased software is charged to expense as incurred. We develop systems solutions for both internal
external use.

Certain costs incurred in connection with developing or obtaining internal use software are capitalized.
Unamortized capitalized software development costs are included in data processing equipment and softwa
within property and equipment, net in the Consolidated Balance Sheets. Amortization of costs capitalized i
included in depreciation and amortization expense in the Consolidated Statements of Income.

Certain costs of computer software to be sold, leased, or otherwise marketed as a separate product or as par
product or process are capitalized after the product has reached technological feasibility. Technological fea
is established upon completion of a detailed program design or, in its absence, completion. Thereafter, all s
production costs are capitalized. Prior to reaching technological feasibility, all costs are charged to expense
Capitalized costs are amortized on a straight-line basis over the remaining estimated economic life of the pi
and are included in depreciation and amortization expense in the Consolidated Statements of Income.

Leases

We expense rent from non-cancellable operating leases, net of sublease income, on a straight line basis, bas
future minimum lease payments. The net costs are included in occupancy expense in the Consolidated Stat
of Income. See Note 17, “Leases,” for further discussion.

Income Taxes

We use the asset and liability method to determine income taxes on all transactions recorded in the consolic
financial statements. Deferred tax assets and liabilities are determined based on differences between the fin
statement carrying amounts and the tax basis of existing assets and liabilities (i.e., temporary differences) a
measured at the enacted rates that will be in effect when these differences are realized. If necessary, a valuz
allowance is established to reduce deferred tax assets to the amount that is more likely than not to be realiz

In order to recognize and measure our unrecognized tax benefits, management determines whether a tax po
more likely than not to be sustained upon examination, including resolution of any related appeals or litigat
processes, based on the technical merits of the position. Once it is determined that a position meets the recc
thresholds, the position is measured to determine the amount of benefit to be recognized in the consolidatec
financial statements. Interest and/or penalties related to income tax matters are recognized in income tax ex

Recently Adopted and Issued Accounting Pronouncements
For the year ended December 31, 2013, we have not adopted any new accounting pronouncements that had
material impact on our consolidated financial statements. In addition, we have reviewed all recently issued,

yet effective, accounting pronouncements and do not believe the future adoption of any such pronounceme
have a material impact on our financial position or results of our operations.

3. Restructuring Charges
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During the first quarter of 2012, we performed a comprehensive review of our processes, organizations and
in a company-wide effort to improve performance, cut costs, and reduce spending. This restructuring progr
completed in the first quarter of 2013.

The following table presents a summary of restructuring charges in the Consolidated Statements of Income
years ended December 31, 2013 and 2012:

Year Ended

December

31,

2013 2012

(in

millions)
Severance $6 $23
Facilities-related 1 10
Asset impairments 1 9
Other 1 2
F-19
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Total restructuring charges $ 9 $ 44

During 2013, we recognized restructuring charges totaling $9 million, including severance costs of $6 milli
related to workforce reductions of 31 positions across our organization, $1 million for facilities-related chai
discussed below, $1 million for asset impairments, primarily consisting of fixed assets and capitalized softy
have been retired, and $1 million of other charges. During 2012, we recognized restructuring charges totali
million, including severance costs of $23 million related to workforce reductions of 226 positions across ot
organization, $10 million of facilities-related charges, discussed below, $9 million of asset impairments, pr
consisting of fixed assets and capitalized software that have been retired, and $2 million of other charges.

Restructuring Reserve
Severance

The accrued severance balance totaled $3 million at December 31, 2013 and $8 million at December 31, 2(
is included in current liabilities in the Consolidated Balance Sheets. The majority of the remaining accrued
severance balance will be paid during the first quarter of 2014. During 2013, $11 million of severance was

Facilities-related

The facilities-related charges of $1 million for 2013 relate to lease rent accruals for facilities we no longer ¢
due to facilities consolidation. The facilities-related charges of $10 million for 2012 relate to lease rent acct
facilities we no longer occupy due to facilities consolidation of $5 million and the write-off and disposal of
leasehold improvements and other assets. The lease rent costs included in the facilities-related charges are ¢
the future costs associated with the facility, net of estimated proceeds from any future sublease agreements
could be reasonably obtained, based on management’s estimate. We will continue to evaluate these estimat
future periods, and thus, there may be additional charges or reversals relating to these facilities. The
facilities-related restructuring reserve will be paid over several years until the leases expire. The facilities-r
reserve balance, which totaled $1 million at December 31, 2013 and $3 million at December 31, 2012, is in
in other current liabilities and other non-current liabilities in the Consolidated Balance Sheets.

4. Acquisitions and Divestiture
We completed the following acquisitions and strategic initiatives in 2013, 2012 and 201 1. Financial results
transaction are included in our Consolidated Statements of Income from the date of each acquisition or stra

initiative.

2013 Acquisitions

Goodwill
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Purchase Total Net Purchased

Consideratiosets Intangible
(Liabilities) Assets
Acquired
(in millions)
eSpeed $1239 $§ 5 $ 715 $ 519
TR Corporate Solutions businesses 366 37 91 312

The amounts in the table above represent the preliminary allocation of the purchase price and are subject to
during the remainder of the measurement period, a period not to exceed 12 months from the acquisition dat
Adjustments to the provisional values during the measurement period will be recorded as of the date of acq
Comparative information for periods after acquisition but before the period in which the adjustments are id
will be adjusted to reflect the effects of the adjustments as if they were taken into account as of the acquisit
Changes to amounts recorded as assets and liabilities may result in a corresponding adjustment to goodwill
were no adjustments to the provisional values for the above acquisitions during 2013.

Acquisition of eSpeed for Trading of U.S. Treasuries

On June 28, 2013, we acquired eSpeed from BGC for $1.2 billion. We acquired net assets, at fair value, tot
million and purchased intangible assets of $715 million which consisted of $578 million for the eSpeed trac
$121 million in customer relationships and $16 million in technology. The eSpeed businesses are part of ot
Market Services and Information Services segments.

The purchase price consisted of $755 million in cash and contingent future annual issuances of 992,247 she
NASDAQ OMX common stock approximating certain tax benefits associated with the transaction of $484
Such contingent future issuances of NASDAQ OMX common stock will be paid ratably over 15 years if N
OMX achieves a designated revenue target in each such year. The contingent future issuances of NASDAC
common stock are subject to anti-dilution protections and acceleration upon certain events.

F-20
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NASDAQ OMX used the majority of the net proceeds from the issuance of the 2021 Notes to fund the casl

consideration paid by us for the acquisition of eSpeed. See “3.875% Senior Unsecured Notes,” of Note 9, “
Obligations,” for further discussion.

Intangible Assets
The following table presents the details of the purchased intangible assets acquired in the acquisition of eSj

purchased intangible assets with finite lives are amortized using the straight-line method. See Note 5, “Goo
Purchased Intangible Assets,” for further discussion.

Estimated
Average Remaining
Value Useful Life
Intangible assets: (in millions)  (in years)
Trade name:
Market Services $ 528 Indefinite
Information Services 50 Indefinite
Total trade name 578
Customer relationships:
Market Services 105 13 years
Information Services 16 13 years
Total customer relationships 121
Technology:
Market Services 14 5 years
Information Services 2 5 years
Total technology 16
Total intangible assets $ 715

Below is a discussion of the methods used to determine the fair value of eSpeed’s intangible assets, as well
discussion of the estimated average remaining useful life of each intangible asset. The carrying amounts of
assets and liabilities were deemed to approximate their estimated fair values.

Trade Name

NASDAQ OMX has incorporated eSpeed into two reporting segments—Market Services and Information .
The eSpeed trade name was valued as used in each of these reporting segments. The trade name is recogniz
industry and carries a reputation for quality. As such, eSpeed and related brands’ reputation and positive re
embodied in the trade name are valuable assets to NASDAQ OMX. The trade name was considered the pri
asset acquired in this transaction. In valuing the acquired trade name, we used the income approach, specifi
excess earnings method. The excess earnings method examines the economic returns contributed by the ide
tangible and intangible assets of a company, and then isolates the excess return that is attributable to the int
asset being valued.
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A discount rate of 10% was utilized, which reflects the amount of risk associated with the hypothetical casl
generated by the eSpeed trade name in the future. In developing a discount rate for the trade name, we estir
weighted average cost of capital for the overall business and we employed this rate when discounting the c:
flows. The resulting discounted cash flows were then tax-effected at a rate of 40.0%, and a discounted tax
amortization benefit was added to the fair value of the asset under the assumption that the trade name woul
amortized for tax purposes over a period of 15 years for both Market Services and Information Services.

We have estimated the useful life of the trade name to be indefinite. The useful life was based on several fa
including the number of years the name has been in service, its popularity within the industry, and our inter
continue its use.

Customer Relationships

Customer relationships represent the non-contractual and contractual relationships that eSpeed has with its
customers. The eSpeed customer relationships were valued using the income approach, specifically the
with-and-without method. The with-and-without method is commonly used when the cash flows of a busin
be estimated with and without the asset in place. The premise associated with this valuation technique is th:
value of an asset is represented by the differences in the subject business’ cash flows under scenarios where
asset is present and is used in operations (with); and (b) the asset is absent and not used in operations (with
Cash flow differentials are then discounted to present value to arrive at an estimate of fair value for the asse
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We estimated that without current customer relationships, it would take approximately 4-5 years for the cus
base to grow from 10% of current revenues to 100% of revenues. We also made estimates related to compe
levels and other expenses such as sales and marketing that would be incurred as the business was ramped u
through year 5, which is the year the customer base would be expected to reach the level that currently exis

A discount rate of 10%, which reflects the estimated weighted average cost of capital for the overall busine
utilized when discounting the cash flows. The resulting discounted cash flows were then tax-effected at a r:
40.0%, and a discounted tax amortization benefit was added to the fair value of the asset under the assumpt
the customer relationships would be amortized for tax purposes over a period of 15 years.

Based on the historical behavior of the customers and a parallel analysis of the customers using the excess «
method, we have estimated the remaining useful life to be 13 years for the acquired customer relationships.

Technology

The fair value of the eSpeed acquired developed technology was valued using the income approach, specifi
relief from royalty method, or RFRM. The RFRM is used to estimate the cost savings that accrue to the ow
intangible asset who would otherwise have to pay royalties or license fees on revenues earned through the 1
the asset. The royalty rate is applied to the projected revenue over the expected remaining life of the intang
asset to estimate royalty savings. The net after-tax royalty savings are calculated for each year in the remair
economic life of the intangible asset and discounted to present value.

To determine the royalty rate we searched for and identified market transactions and royalty rates for comp
technology. Due to the limited data, we relied on our estimates and benchmarked the estimated excess earn
eSpeed to determine a range of royalty rates that would be reasonable for the use of its intangible assets bas
profit split methodology. Profit split theory states that a reasonable market participant would be willing anc
make revenue based royalty payments of 25 to 33 percent of their operating profit to receive the rights to c
licensable intellectual property necessary for conducting business. Conversely, the owner of such intellectu
property would save that amount or be relieved from making those royalty payments. By analyzing these p:
splits at 25 and 33 percent, we estimated supportable royalty rates for the technology and selected a pre-tax
rate of 5%.

A discount rate of 10% was utilized, which reflects the estimated weighted average cost of capital for the o
business and we employed this rate when discounting the cash flows. The resulting discounted cash flows +
then tax-effected at a rate of 40.0%, and a discounted tax amortization benefit was added to the fair value o
asset under the assumption that the technology would be amortized for tax purposes over a period of 15 yez:
both Market Services and Information Services.

We have estimated the remaining useful life to be 5 years for the acquired developed technology.
Acquisition of the Investor Relations, Public Relations and Multimedia Solutions Businesses of Thomson |
On May 31, 2013, we acquired the TR Corporate Solutions businesses, which provide insight, analytics anc
communications solutions, for $390 million ($366 million cash paid plus $24 million in working capital
adjustments). We acquired net liabilities, at fair value, totaling $37 million and purchased intangible assets

million which consisted of $89 million in customer relationships and $2 million in technology. The TR Cor
Solutions businesses are part of our Corporate Solutions business within our Technology Solutions segmen
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NASDAQ OMX used cash on hand and borrowed $50 million under the revolving credit commitment to fu
acquisition. See “2011 Credit Facility,” of Note 9, “Debt Obligations,” for further discussion.

Intangible Assets
The following table presents the details of the purchased intangible assets acquired in the acquisition of the

Corporate Solutions businesses. All purchased intangible assets with finite lives are amortized using the
straight-line method. See Note 5, “Goodwill and Purchased Intangible Assets,” for further discussion.

Estimated
Average Remaining
Value Useful Life
Intangible assets: (in millions) (in years)
Customer relationships $ 89 9-14 years
Technology 2 2-5 years

Total intangible assets ~ $ 91
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Below is a discussion of the methods used to determine the fair value of the purchased intangible assets acc
the acquisition of the TR Corporate Solutions businesses, as well as a discussion of the estimated average
remaining useful life of each intangible asset. The carrying amounts of all other assets and liabilities were c
to approximate their estimated fair values.

Customer Relationships

Customer relationships represent the non-contractual and contractual relationships that each of the TR Cory
Solutions businesses has with its customers and represented a key intangible asset in this transaction. Custo
relationships were identified and valued individually for each of the TR Corporate Solutions businesses usi
income approach, specifically an excess earnings method. This valuation method relied on assumptions reg
projected revenues, attrition rates, and operating cash flows for each of the TR Corporate Solutions busines

We assumed annual revenue attrition of 10.0% for the customers for each of the TR Corporate Solutions
businesses, as well as charges for contributory assets. Operating expenses associated with maintaining the «
were applied to the attrition adjusted revenues. For the five years following 2016, operating margins were 2
in order to reach a normalized operating margin level that included an estimate for the fixed costs for the
businesses. From 2021 onward, the operating margin was held constant at a normalized level. The tax-effec
flows were discounted at a rate of 11% to 11.5% based on the risk associated with the hypothetical cash flo
generated by the customer base for each specific business line.

The cash flows were then tax-effected at a rate of 40.0%, and a discounted tax amortization benefit was adc
the fair value of the assets under the assumption that the customer relationships would be amortized for tax
purposes over a period of 15 years.

The estimated remaining useful life captured 90.0% of the present value of the cash flows generated by eac
customer relationship.

Technology

The fair values of the acquired developed technologies were valued using the income approach, specifically
RFRM, as discussed above under technology relating to eSpeed.

To determine the royalty rate we searched for and identified market transactions and royalty rates for comp
technology and relied on our estimates and expectations surrounding the relative importance of the acquire:
developed technologies, competing technologies, foreseeable shifts in the market, and expected royalty pay
for comparable technologies. We also performed a profit split analysis, as described above in technology re
eSpeed, for each separate acquired technology in order to estimate an acceptable royalty rate. Based on the
information obtained and the profit spilt analysis, we selected a pre-tax royalty rate of 1.5% for the webhos
technology and 0.5% for the public relations and multimedia solutions technologies.

A discount rate of 11% was utilized based on the risk associated with the hypothetical cash flows generatec
developed technologies and we employed this rate when discounting the cash flows. The resulting discount
flows were then tax-effected at a rate of 40.0%, and a discounted tax amortization benefit was added to the
value of the asset under the assumption that the developed technology would be amortized for tax purposes
period of 15 years.

We have estimated the remaining useful life to be 2-5 years for the acquired developed technology.
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Formation of The NASDAQ Private Market Joint Venture

In March 2013, we formed a joint venture with SharesPost creating NPM, a marketplace for private growth
companies. We own a majority interest in NPM, combining NASDAQ OMX’s resources, market and oper:
expertise with SharesPost’s web-based platform. Subject to regulatory approvals, NPM is expected to launc
first quarter of 2014. NPM is part of our U.S. Listing Services business within our Listing Services segmen

EMCEF and EuroCCP Merger

In December 2013, EMCF merged with EuroCCP, creating EuroCCP N.V., a new combined clearinghouse
NASDAQ OMX previously had a 22% equity interest in EMCF and, upon completion of the merger, curre
a 25% equity interest in EuroCCP N.V. EuroCCP N.V. combined the risk management and customer servic
organization of EuroCCP with the technology and operations infrastructure of EMCF. We account for our
investment in EuroCCP N.V. under the equity method of accounting. We purchased the additional ownersh
interest in EuroCCP N.V. for an immaterial amount. See “Equity Method Investments,” of Note 6, “Investr
further discussion of our equity method investments.

Acquisition of Dutch Cash Equities and Equity Derivatives Trading Venue

F-23

202



Edgar Filing: COHERENT INC - Form 10-Q
Table Of Contents

In April 2013, we acquired a 25% equity interest in TOM, a Dutch cash equities and equity derivatives trad
venue, for an immaterial amount. The terms of the transaction also provide us an option to acquire an addit
25.1% of the remaining shares at a future date. This transaction expanded our derivatives presence in Euroy
part of our Market Services segment. We account for our investment in TOM under the equity method of
accounting. See “Equity Method Investments,” of Note 6, “Investments,” for further discussion of our equi
investments.

2012 Acquisitions
Total Net
Assets Purchased
Purchase (Liabilities) Intangible
Consideration Acquired Assets Goodwill
(in millions)
NOS Clearing(1)  $ 40 $ 43 $ 1 $ -
BWise 77 (11) 35 53

(1) In the third quarter of 2012, we recognized a gain of $4 million on our acquisition of NOS Clearing, wi
included in merger and strategic initiatives expense in the Consolidated Statements of Income.

Acquisition of NOS Clearing

In July 2012, we acquired NOS Clearing for approximately $40 million (233 million Norwegian Krone) in
NOS Clearing is a leading Norway-based clearinghouse primarily for OTC traded derivatives for the freigh
and seafood derivatives market. We acquired net assets of $43 million, primarily restricted cash related to

regulatory capital. The purchased intangible assets totaling $1 million consisted of customer relationships. !
Clearing is part of our European derivative trading and clearing business within our Market Services segme

Acquisition of BWise

In May 2012, we acquired a 72% ownership interest in BWise, a Netherlands-based service provider that o
enterprise governance, risk management and compliance software and services to help companies track, me
and manage key organizational risks for approximately $57 million (47 million Euros) in cash. We have ag
purchase the remaining 28% ownership interest in BWise in two separate transactions, resulting in 100% o
by the first half of 2015 for a total purchase price of approximately $77 million (62 million Euros). We acq
liabilities of $2 million and recorded a current deferred tax liability of $1 million and a non-current deferre
liability of $8 million related to purchased intangible assets, resulting in total net liabilities acquired of $11
The total deferred tax liabilities of $9 million represent the tax effect of the difference between the estimate
assigned fair value of the acquired intangible assets ($35 million) and the tax basis ($0) of such assets mult
BWise’s effective tax rate of 25%. The purchased intangible assets of $35 million consisted of $23 million
customer relationships, $7 million in technology and $5 million for the BWise trade name. BWise is part of
Market Technology business within our Technology Solutions segment.
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Due to changes in the anticipated performance of BWise, the estimated amount of future expected continge
purchase price obligations is $12 million at December 31, 2013 with payment dates through March 31, 201
result, an $8 million reduction was recorded to merger and strategic initiatives expense in the Consolidated
Statements of Income for 2013.

Acquisition of the Index Business of Mergent, Inc., including Indxis

In December 2012, we acquired the index business of Mergent, Inc., including Indxis, for $15 million in ca
$5 million in intangible assets, $9 million in goodwill and $1 million in net assets resulting from this acqui
included in our Index Licensing and Services business within our Information Services segment.

We finalized the allocation of the purchase price for BWise in the second quarter of 2013, NOS Clearing in

third quarter of 2013 and the index business of Mergent, Inc., including Indxis, in the fourth quarter of 201
were no adjustments to the provisional values for the above acquisitions during 2013.

2011 Acquisitions

Acquisition of Glide Technologies

Total Net

Assets Purchased
Purchase (Liabilities) Intangible
Consideration Acquired Assets Goodwill

(in millions)
Glide Technologies $ 22 $ 2 $ 4 $ 20
In October 2011, we acquired Glide Technologies, a London-based service provider specializing in corpor:
communications and reputation management solutions, for $22 million in cash. We acquired net liabilities,
value, totaling $1 million and
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recorded a non-current deferred tax liability of $1 million related to purchased intangible assets, resulting i
net liabilities acquired of $2 million. The purchased intangible assets totaling $4 million consisted of techne
and customer relationships. Glide Technologies is part of our Corporate Solutions business within our Teck
Solutions segment.

We finalized the allocation of the purchase price for Glide Technologies in the fourth quarter of 2012. Thet
no adjustments to the provisional values for this acquisition during the year ended 2012.

Acquisition of the Business of RapiData

In December 2011, we acquired the business of RapiData LL.C, a leading provider of machine-readable ecc
news to trading firms and financial institutions, for an immaterial amount. Through RapiData, we deliver U
government and other economic news directly from the source to customers interested in receiving informa
an electronic feed. This service is part of our Market Data business within our Information Services segmet

Pro Forma Results and Acquisition-related Costs

The consolidated financial statements for the years ended December 31, 2013, 2012 and 2011 include the f
results of the above 2013, 2012 and 2011 acquisitions from the date of each acquisition. Pro forma financia
for the acquisitions completed in 2013, 2012 and 2011 have not been presented since these acquisitions bot
individually and in the aggregate were not material to our financial results.

Acquisition-related costs for the transactions described above were expensed as incurred and are included i
and strategic initiatives expense in the Consolidated Statements of Income.

2012 Divestiture

In August 2012, we sold our majority-owned subsidiary IDCG to LCH Clearnet Group, Limited, or LCH.
the terms of the transaction, NASDAQ OMX received ordinary shares of LCH valued at 19 Euros per share
resulting in NASDAQ OMX having a 3.7% pro forma ownership in LCH at that time. We recorded a $14 r
loss, which is included in loss on divestiture of business in the Consolidated Statements of Income for the y
ended December 31, 2012. IDCG was part of our U.S. derivative trading and clearing business within our |
Services segment.

F-25

205



Edgar Filing: COHERENT INC - Form 10-Q
Table Of Contents

5. Goodwill and Purchased Intangible Assets
Goodwill

The following table presents the changes in goodwill by business segment during the year ended December
2013:

Market Listing  Information Technology
Services Services Services Solutions  Total

(in millions)

Balance at December 31, 2012 $2955 $ 136 $ 1,964 $ 280 $ 5,335
Goodwill acquired 470 - 49 312 831
Foreign currency translation adjustment 8 - 6 6 20
Balance at December 31, 2013 $3433 $ 136 $ 2,019 $ 598 $ 6,186

As of December 31, 2013, the amount of goodwill that is expected to be deductible for tax purposes in futu
periods is $878 million, of which $501 million is related to our acquisition of eSpeed and $299 million is re
our acquisition of the TR Corporate Solutions businesses.

The goodwill acquired for Market Services and Information Services shown above relates to our acquisitios
eSpeed in June 2013. The goodwill acquired for Technology Solutions shown above relates to our acquisiti
TR Corporate Solutions businesses. See “2013 Acquisitions,” of Note 4, “Acquisitions and Divestiture,” fo
discussion.

Purchased Intangible Assets

The following table presents details of our total purchased intangible assets, both finite- and indefinite-live

December 31, 2013 December 31, 2012
Weighted-Average W
Useful U
Gross AccumulateNet Life (in Gross AccumulateNet L
Amount AmortizatioAmount Years) Amount AmortizatioAmount Y
(in millions) (in millions)
Finite-Lived Intangible
Assets
Technology $ 39 $ (12) $ 27 5 $ 26 $ (10) $ 16
Customer relationships 1,075 (292) 783 19 871 (238) 633
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Other 5 3) 2 8 6 2) 4
Foreign currency

translation adjustment 3 - 3 6 ) 5
Total finite-lived

intangible assets $ 1,122 $ (307) $ 815 $909 $ (251) $ 658

Indefinite-Lived
Intangible Assets
Exchange and clearing

registrations $790 $ - $ 790 $79 $ - $ 790
Trade names 756 - 756 185 - 185
Licenses 51 - 51 51 - 51
Foreign currency

translation adjustment (26) - (26) (34) - (34)
Total indefinite-lived

intangible assets $1,571 $ - $ 1,571 $992 § - $ 992
Total intangible assets $2,693 $ (307) $ 2,386 $1,901 $ (251) $ 1,650

Amortization expense for purchased finite-lived intangible assets was $63 million for the year ended Decer
2013, $52 million for the year ended December 31, 2012 and $55 million for the year ended December 31,
The increase in amortization
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expense in 2013 compared to 2012 was primarily due to amortization expense on identifiable finite-lived ir
assets purchased in connection with the acquisitions of eSpeed and the TR Corporate Solutions businesses
lower amortization expense on certain intangible assets that were impaired in the first quarter of 2013 as di:
below. The decrease in amortization expense in 2012 compared to 2011 was primarily due to lower amorti:
expense on certain intangible assets that were impaired in the second quarter of 2012 as discussed below, p
offset by amortization expense on identifiable finite-lived intangible assets purchased in connection with th
acquisition of BWise in May 2012.

The estimated future amortization expense (excluding the impact of foreign currency translation adjustmen
million as of December 31, 2013) of purchased finite-lived intangible assets as of December 31, 2013 is as

(in

millions)
2014 $ 71
2015 69
2016 67
2017 65
2018 61
2019 and thereafter 479
Total $ 812

Intangible Asset Impairment Charges

During 2013, we recorded non-cash intangible asset impairment charges totaling $14 million related to cert
acquired intangible assets associated with customer relationships ($7 million) and a certain trade name ($7
These impairments resulted primarily from changes in the forecasted revenues associated with the acquired
customer list of FTEN. The fair value of customer relationships was determined using the income approach
specifically the multi-period excess earnings method. The fair value of the trade name was determined usin
income approach, specifically the RFRM. These charges are recorded in asset impairment charges in the
Consolidated Statements of Income for 2013. These impairment charges related to our Market Services seg
However, for segment reporting purposes, these charges were allocated to corporate items based on the dec
that these charges should not be used to evaluate the segment’s operating performance.

In the second quarter of 2012, we recorded non-cash intangible asset impairment charges totaling $28 milli
related to certain acquired finite-lived intangible assets associated with technology ($19 million), customer
relationships ($6 million), and certain trade names ($3 million). These impairments resulted primarily from
replacement of certain acquired technology, as well as changes in the forecasted revenues associated with t
acquired customer list of certain businesses. The fair value of technology and trademarks was determined u
income approach, specifically the RFRM. The fair value of customer relationships was determined using th
income approach, specifically the multi-period excess earnings method. These charges were recorded in as:
impairment charges in the Consolidated Statements of Income for 2012. Of the total impairment charge rec
during the second quarter of 2012, $17 million related to our Market Services segment and $11 million rela
our Technology Solutions segment. However, for segment reporting purposes, these charges were allocatec
corporate items based on the decision that these charges should not be used to evaluate the segments’ opera
performance.

208



Edgar Filing: COHERENT INC - Form 10-Q

6. Investments
Trading Securities

Trading securities, which are included in financial investments, at fair value in the Consolidated Balance SI
were $162 million at December 31, 2013 and $201 million as of December 31, 2012. These securities are p
comprised of Swedish government debt securities, of which $140 million as of December 31, 2013 and $13
million as of December 31, 2012 are assets utilized to meet regulatory capital requirements primarily for ot
clearing operations at NASDAQ OMX Nordic Clearing.

Available-for-Sale Investment Security
Investment in DFM

In the fourth quarter of 2013, we sold our available-for-sale investment security in DFM for $48 million an
recorded a gain on the sale of $30 million, which is net of costs directly related to the sale, primarily broker
The gain is included in gain on sale of investment security in the Consolidated Statements of Income for th
ended December 31, 2013. As of December 31, 2012, our available-for-sale investment security in DFM w
included in financial investments, at fair value in the Consolidated Balance Sheets. The adjusted cost basis
security was $18 million and the fair value was $22 million. The gross change between the adjusted
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cost basis and fair value as of December 31, 2012 of $4 million was reflected as an unrealized holding gain
accumulated other comprehensive loss in the Consolidated Balance Sheets.

Equity Method Investments

The carrying amounts of our equity method investments totaled $30 million as of December 31, 2013 and §
million as of December 31, 2012 and are included in other non-current assets in the Consolidated Balance ¢
At December 31, 2013, our equity method investments consisted primarily of our equity interests in EuroC
and TOM. At December 31, 2012, our equity method investments consisted primarily of our equity interest
EMCEF. See “EMCF and EuroCCP Merger,” and “Acquisition of Dutch Cash Equities and Equity Derivatiy
Venue,” of Note 4, “Acquisitions and Divestiture,” for further discussion. Income (loss) recognized from o
interest in the earnings and losses of these equity method investments was a net loss of $2 million for the ye
ended December 31, 2013, a net loss of $1 million for the year ended December 31, 2012 and a net gain of
million for the year ended December 31, 2011.

In the first quarter of 2012, we recorded a non-cash, other-than-temporary impairment charge on our equity
investment in EMCF of $12 million due to a decline in operations at EMCF during the three months ended
March 31, 2012. This loss is included in asset impairment charges in the Consolidated Statements of Incon
year ended December 31, 2012.

Income (loss) recognized from our equity method investments is included in net income (loss) from uncons
investees in the Consolidated Statements of Income.

Cost Method Investment

The carrying amount of our cost method investment totaled $65 million as of December 31, 2013 and $37 1
as of December 31, 2012 and is included in other non-current assets in the Consolidated Balance Sheets. O
method investment represents our ownership interest in LCH which was 5% as of December 31, 2013 and :
of December 31, 2012. The increase in our ownership interest of 1.3% was the result of our participation in
capital raise in May 2013, undertaken by LCH to meet increased regulatory capital requirements. We paid |
million in cash for this additional investment. We account for this investment as a cost method investment :
not control and do not exercise significant influence over LCH and there is no readily determinable fair val
LCH’s shares since they are not publicly traded. See “2012 Divestiture,” of Note 4, “Acquisitions and Dive
further discussion.

7. Property and Equipment, net

The following table presents our major categories of property and equipment, net:

Year Ended
December 31,
2013 2012

(in millions)
Data processing equipment and software $ 511 $ 409

Furniture, equipment and leasehold improvements 216 203
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Total property and equipment 727 612
Less: accumulated depreciation and amortization (459) 401)
Total property and equipment, net $ 268 $ 211

Depreciation and amortization expense for property and equipment was $59 million for the year ended Dec
31, 2013, $52 million for the year ended December 31, 2012 and $54 million for the year ended December
2011. The increase in depreciation and amortization expense in 2013 compared to 2012 was due to an incre
assets placed in service during 2013 primarily related to software. The decrease in depreciation and amortiz
expense in 2012 compared to 2011 is primarily due to our restructuring actions taken in 2012 which includ
write-off and disposal of leasehold improvements and asset impairments primarily consisting of fixed asset
capitalized software which have been retired, partially offset by depreciation and amortization on assets pla
service in 2012. See Note 3, “Restructuring Charges,” for further discussion of our restructuring actions. Tl
amounts are included in depreciation and amortization expense in the Consolidated Statements of Income.

As of December 31, 2013 and 2012, we do not own any real estate properties.
8. Deferred Revenue
Deferred revenue represents cash payments received that are yet to be recognized as revenue. At Decembet

2013, we estimate that our deferred revenue, which is primarily related to Listing Services and Technology
Solutions revenues, will be recognized in the following years:
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Listing of  Annual
Initial Additional Renewal Technology
ListingShares and Other Solutions
Revenugevenues Revenues Revenues(l) Total

(in millions)
Fiscal year ended:

2014 $11 $ 33 $ 25 $ 82 $ 151
2015 10 23 1 30 64
2016 8 14 - 24 46
2017 6 5 - 11 22
2018 4 - - 5 9
2019 and thereafter 2 - - - 2

$41 $ 75 $ 26 $ 152 $ 294

(1) The timing of recognition of our deferred Technology Solutions revenues is dependent upon the compl
customization and any significant modifications made pursuant to existing Market Technology contracts an
timing of Corporate Solutions subscription-based contracts. As such, as it relates to Market Technology rev
the timing represents our best estimate.

The changes in our deferred revenue during the years ended December 31, 2013 and 2012 are reflected in t
following table.

Listing of  Annual
Initial Additional Renewal Technology
Listing Shares and Other Solutions
RevenudRevenues Revenues Revenues(2) Total

(in millions)

Balance at January 1, 2013 $36 $ 78 $ 32 $ 149 $ 295
Additions(1) 17 38 247 245 547
Amortization(1) (12) 41 (247) (254) (554)
Translation adjustment - - (6) 12 6
Balance at December 31,2013 $41 $ 75 $ 26 $ 152 $ 294
Balance at January 1, 2012 $39 $ 86 $ 25 $ 128 $ 278
Additions(1) 11 31 213 98 353
Amortization(1) (14) 39 (208) (85) (346)
Translation adjustment - - 2 8 10
Balance at December 31,2012 $36 $ 78 $ 32 $ 149 $ 295

212



Edgar Filing: COHERENT INC - Form 10-Q

(1) The additions and amortization for initial listing revenues, listing of additional shares revenues and ann
renewal and other revenues primarily reflect revenues from our U.S. listing services business.

(2) Technology Solutions deferred revenues primarily include revenues from our Market Technology deliv
client contracts in the support phase charged during the period and our Corporate Solutions subscription ba
contracts. For our Market Technology contracts, where customization and significant modifications to the s
are made to meet the needs of our customers, total revenues, as well as costs incurred, are deferred until sig
modifications are completed and delivered. Once delivered, deferred revenue and the related deferred costs
recognized over the post contract support period. For these Market Technology contracts, we have includec
deferral of costs in other current assets and other non-current assets in the Consolidated Balance Sheets. Th
amortization of Technology Solutions deferred revenue primarily includes revenues earned from Market

Technology client contracts and Corporate Solutions subscription based contracts recognized during the pe
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9. Debt Obligations

The following table presents the changes in the carrying amount of our debt obligations during the year enc
December 31, 2013:

Payments,
December 31, Conversions, Decembe
2012 Additions Accretion and Other 2013
(in millions)
2.50%
convertible
senior notes
repaid August
15,2013(1) $ 91 $ - $ 91) $ -

4.00% senior

unsecured notes

due January 15,

2015 (net of

discount)(2) 399 - 1 40
5.55% senior

unsecured notes

due January 15,

2020 (net of

discount)(2) 598 - - 59
5.25% senior

unsecured notes

due January 16,

2018 (net of

discount)(2) 368 - - 36
3.875% senior

unsecured notes

due June 7, 2021

(net of

discount)(2) - 782 42 82
$1.2 billion

senior unsecured

five-year credit

facility(3):

$450 million 394 - (45) 34
senior unsecured

term loan facility

credit agreement

due September

19, 2016
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(average interest

rate of 1.57% for

the period

January 1, 2013

through

December 31,

2013)

$750 million

revolving credit

commitment due

September 19,

2016 (average

interest rate of

1.36% for the

period January 1,

2013 through

December 31,

2013) 126
Total debt

obligations 1,976
Less current

portion (136)
Total long-term

debt obligations $ 1,840

(1) See “2.50% Convertible Senior Notes” below for further discussion.

120

902

902 $

(2) See “Senior Unsecured Notes” below for further discussion.

(3) See “2011 Credit Facility” below for further discussion.

2.50% Convertible Senior Notes

(151)
(244)
91

(153)

During the first quarter of 2008, in connection with the business combination with OMX AB, we complete:

offering of the 2013 Convertible Notes.

Tender Offer, Early Extinguishment of Debt and Debt Repayment

On September 20, 2011, we commenced a cash tender offer for any and all of the $428 million aggregate p
amount outstanding of the 2013 Convertible Notes, or the Offer. As a result of the Offer, in October 2011,
recorded a pre-tax charge of $25 million consisting of the write-off of the associated unamortized debt disc
$22 million, debt issuance costs of $2 million, as well as other costs of $1 million. This charge was recorde

general, administrative and other expense in the Consolidated Statements of Income for 2011. The 2013
Convertible Notes purchased pursuant to the Offer were cancelled and are no longer outstanding.

The tender offer and early extinguishment of debt discussed above resulted in a remaining aggregate princi
amount outstanding of the 2013 Convertible Notes of $93 million as of December 31, 2012. We repaid the

remaining outstanding balance of the 2013 Convertible Notes in August 2013.

Interest Expense
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Interest expense recognized on the 2013 Convertible Notes in the Consolidated Statements of Income for th
ended December 31, 2013, 2012 and 2011 is as follows:

Year Ended December 31,
2013 2012 2011

(in millions)
Components of
interest expense
recognized on the
2013 Convertible
Notes
Accretion of debt
discount $ 2 $ 3 $ 13
Contractual
interest 1 3 9
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Total interest expense recognized on the 2013 Convertible Notes $3 $6 $ 22
Senior Unsecured Notes

4.00% and 5.55% Senior Unsecured Notes

In January 2010, NASDAQ OMX issued $1 billion of senior unsecured notes, or the Notes. The Notes wer
at a discount in two separate series consisting of $400 million aggregate principal amount of 4.00% senior 1
due 2015, or the 2015 Notes, and $600 million aggregate principal amount of 5.55% senior notes due 2020.
2020 Notes. As a result of the discount, the proceeds received from the issuance were less than the aggrega
principal amounts. As of December 31, 2013, the balance of $400 million for the 2015 Notes and the balan
$598 million for the 2020 Notes reflect the aggregate principal amounts, less the unamortized debt discoun
unamortized debt discount will be accreted through interest expense over the life of the Notes.

The 2015 Notes pay interest semiannually at a rate of 4.00% per annum until January 15, 2015, and the 20
pay interest semiannually at a rate of 5.55% per annum until January 15, 2020. The Notes are general unsex
obligations of ours and rank equally with all of our existing and future unsubordinated obligations. The No
not guaranteed by any of our subsidiaries. The Notes were issued under indentures that, among other things
our ability to consolidate, merge or sell all or substantially all of our assets, create liens, and enter into sale
leaseback transactions.

Debt Issuance Costs

We incurred debt issuance and other costs of $8 million in connection with the issuance of the Notes. These
which are capitalized and included in other non-current assets in the Consolidated Balance Sheets, are bein,
amortized over the life of the debt obligations. Amortization expense, which is recorded as additional intere
expense for these costs, was $1 million for each of the three years ended December 31, 2013, 2012 and 201

5.25% Senior Unsecured Notes

In December 2010, NASDAQ OMX issued $370 million of 5.25% senior unsecured notes due January 16,
the 2018 Notes. We applied the net proceeds from the 2018 Notes of $367 million and cash on hand of $3
to repay in full all amounts outstanding under a former bridge facility, as well as related fees.

The 2018 Notes were issued at a discount. As a result of the discount, the proceeds received from the issuas
less than the aggregate principal amount. As of December 31, 2013, the balance of $368 million reflects the
aggregate principal amount, less the unamortized debt discount. The unamortized debt discount will be acc
through interest expense over the life of the 2018 Notes.

The 2018 Notes pay interest semiannually at a rate of 5.25% per annum until January 16, 2018 and such rat
vary with NASDAQ OMX’s debt rating up to a rate not to exceed 7.25%. The 2018 Notes are general unse
obligations of ours and rank equally with all of our existing and future unsubordinated obligations. They ar
guaranteed by any of our subsidiaries. The 2018 Notes were issued under indentures that among other thing
our ability to consolidate, merge or sell all or substantially all of our assets, create liens, and enter into sale

leaseback transactions. In addition, upon a change of control triggering event (as defined in the indenture),

terms require us to repurchase all or part of each holder’s notes for cash equal to 101% of the aggregate pri
amount purchased plus accrued and unpaid interest, if any.

Debt Issuance Costs
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We incurred debt issuance costs of $3 million in connection with the issuance of the 2018 Notes. These cos
which are capitalized and included in other non-current assets in the Consolidated Balance Sheets, are bein,
amortized over the life of the debt obligation. Amortization expense, which is recorded as additional intere:
expense for these costs, was immaterial for each of the three years ended December 31, 2013, 2012 and 20

3.875% Senior Unsecured Notes

In June 2013, NASDAQ OMX issued the 2021 Notes at a discount. As a result of the discount, the proceed
received from the issuance were less than the aggregate principal amount. As of December 31, 2013, the bz
$824 million reflects the aggregate principal amount, less the unamortized debt discount. The unamortized
discount will be accreted through interest expense over the life of the 2021 Notes.

The 2021 Notes pay interest annually at a rate of 3.875% per annum until June 7, 2021 and such rate may v
NASDAQ OMX’s debt rating up to a rate not to exceed 5.875%. The 2021 Notes are general unsecured ob
of ours and rank equally with all of our existing and future unsubordinated obligations. They are not guarar
any of our subsidiaries. The 2021 Notes were issued under indentures that among other things, limit our ab:
consolidate, merge or sell all or substantially all of our assets, create liens, and enter into sale and leaseback
transactions. In addition, upon a change of control triggering event (as defined in the
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indenture), the terms require us to repurchase all or part of each holder’s notes for cash equal to 101% of th
aggregate principal amount purchased plus accrued and unpaid interest, if any.

The 2021 Notes have been designated as a hedge of our net investment in certain foreign subsidiaries to mi
the foreign exchange risk associated with certain investments in these subsidiaries. The increase of $42 mil
noted in the “Payments, Conversions, Accretion and Other” column in the table above reflects the translatic
2021 Notes into U.S. dollars and is recorded in accumulated other comprehensive loss in the Consolidated
Sheets for the year ended December 31, 2013.

We used the majority of the net proceeds from the offering of the 2021 Notes to fund the cash consideratio
payable by us for the acquisition of eSpeed and related expenses. We used the remaining proceeds for gene
corporate purposes. See “Acquisition of eSpeed for Trading of U.S. Treasuries,” of Note 4, “Acquisitions a
Divestiture,” for further discussion of our acquisition of eSpeed.

Debt Issuance Costs

We incurred debt issuance and other costs of $7 million in connection with the issuance of the 2021 Notes.
costs, which are capitalized and included in other non-current assets in the Consolidated Balance Sheets, ar
amortized over the life of the debt obligations. Amortization expense, which is recorded as additional intere
expense for these costs, was $1 million for 2013.

Credit Facilities
2011 Credit Facility

In September 2011, NASDAQ OMX entered into a $1.2 billion senior unsecured five-year credit facility w
matures on September 19, 2016, or the 2011 Credit Facility. The 2011 Credit Facility consists of the 2016 "
Loan of $450 million and a $750 million revolving credit commitment (including a swingline facility and I
credit facility). NASDAQ OMX applied the $450 million in proceeds from the 2016 Term Loan to repay in
remaining $450 million principal amount outstanding on a former credit facility.

In October 2011, we borrowed $250 million under the revolving credit commitment and utilized cash on he
$96 million in order to fund the purchase of the 2013 Convertible Notes tendered in the Offer. In Novembe
we made an optional prepayment of $24 million and in March 2012 we made an optional prepayment of $1
million on the revolving credit commitment. As a result, availability under the revolving credit commitmen
$624 million as of December 31, 2012.

In May 2013, we borrowed $50 million under the revolving credit commitment to fund part of the acquisiti
TR Corporate Solutions businesses. See “Acquisition of the Investor Relations, Public Relations and Multis
Solutions Businesses of Thomson Reuters,” of Note 4, “Acquisitions and Divestiture,” for further discussio
acquisition of the TR Corporate Solutions businesses. During the third quarter of 2013, we borrowed an ad
$70 million under the revolving credit commitment and used the funds borrowed and cash on hand to pay d
2013 Convertible Notes that matured in August 2013. During 2013, we repaid $151 million of the amount ¢
the revolving credit commitment. As of December 31, 2013, availability under the revolving credit commit
was $655 million.

The loans under the 2011 Credit Facility have a variable interest rate based on either the London Interbank
Rate, or LIBOR, or the Federal Funds Rate, plus an applicable margin that varies with NASDAQ OMX’s d
rating.
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Under the 2011 Credit Facility, we are required to pay quarterly principal payments equal to 2.50% of the ¢
original principal amounts borrowed under the 2016 Term Loan. In both 2013 and 2012, we made required
quarterly principal payments totaling $45 million on the 2016 Term Loan.

The 2011 Credit Facility contains financial and operating covenants. Financial covenants include an interes
expense coverage ratio and a maximum leverage ratio. Operating covenants include limitations on NASDA
OMX’s ability to incur additional indebtedness, grant liens on assets, enter into affiliate transactions and pa
dividends. Our credit facilities allow us to pay cash dividends on our common stock as long as certain lever
ratios are maintained. The 2011 Credit Facility also contains customary affirmative covenants, including ac
financial statements, notice of defaults and certain other material events, maintenance of business and insur
and events of default, including cross-defaults to our material indebtedness.

NASDAQ OMX is permitted to repay borrowings under the 2011 Credit Facility at any time in whole or in
without penalty. We are also required to repay loans outstanding under the 2011 Credit Facility with net ca
proceeds from sales of property and assets of NASDAQ OMX and its subsidiaries (excluding inventory sal
other sales in the ordinary course of business) and casualty and condemnation proceeds, in each case subjec
specified exceptions and thresholds.

Debt Issuance Costs
We incurred debt issuance and other costs of $5 million in connection with the entry into the 2011 Credit F
These costs, which are capitalized and included in other non-current assets in the Consolidated Balance She

being amortized over the life of
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the 2011 Credit Facility. Amortization expense, which is recorded as additional interest expense for these c
was $1 million for both 2013 and 2012 and was immaterial for 2011.

Other Credit Facilities

In addition to the revolving credit commitment under our 2011 Credit Facility discussed above, we have cr
facilities related to our clearinghouses in order to meet liquidity and regulatory requirements. At December
2013, these credit facilities, which are available in multiple currencies, primarily Swedish Krona, totaled $:
million ($219 million in available liquidity and $93 million to satisfy regulatory requirements), of which $1
million was utilized. At December 31, 2012, these credit facilities, which are available in multiple currenci
primarily Swedish Krona, totaled $310 million ($217 million in available liquidity and $93 million to satisf
regulatory requirements), none of which was utilized.

Debt Covenants
At December 31, 2013, we were in compliance with the covenants of all of our debt obligations.
10. Income Taxes

The income tax provision consists of the following amounts:

Year Ended December
31,
2013 2012 2011

(in millions)
Current income taxes:

Federal $ 134 $ 130 $ 129
State 21 37 34
Foreign 33 16 23
Total current income taxes 188 183 186
Deferred income taxes:

Federal 13 (10) (18)
State 11 6 -
Foreign 4 20 22
Total deferred income taxes 28 16 4

Total income tax provision $216 $199 $ 190
U.S. federal taxes have not been provided on undistributed earnings of certain non-U.S. subsidiaries to the
such earnings will be reinvested abroad for an indefinite period of time. At December 31, 2013, the cumula
amount of undistributed earnings in these subsidiaries is approximately $167 million. We have the intent ar
to indefinitely reinvest the undistributed earnings of our non-U.S. subsidiaries.

A reconciliation of the income tax provision, based on the U.S. federal statutory rate, to our actual income |
provision for the years ended December 31, 2013, 2012 and 2011 is as follows:
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Year Ended December 31,

2013

2012

(in millions)

Federal income tax provision at the statutory rate 35.0 %
State income tax provision, net of federal effect 29 %
Non-U.S. subsidiary earnings 4.4 %
Change in deferred taxes due to change in tax rate(1) 0.6 %
Change in unrecognized tax benefits 48 %
Other, net 2.9 %
Actual income tax provision(1) 36.0 %

(1) The higher effective tax rate in 2012 when compared to 2011 was primarily due to the impact to deferr:
assets and deferred tax liabilities resulting from changes in tax rates in various jurisdictions within the U.S.
outside the U.S., adjustments related to our 2005 — 2011 tax return liabilities which resulted in an increase
provision and a shift in the geographic mix of earnings and losses. These increases are partially offset by a

permanent tax benefit associated with certain taxable foreign exchange revaluation losses which are not ref

pre-tax earnings.
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35.0 %
42 %
(6.3)%
23 %
26 %
(1.5) %
36.3 %

2011

35.0 %
33 %
(6.3)%
05 %
1.0 %
0.3)%
332 %
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The temporary differences, which give rise to our deferred tax assets and (liabilities), consisted of the follo

December 31,
2013 2012

(in millions)
Deferred tax assets:

Deferred revenues $ 36 $ 39
U.S. federal net operating loss 1 10
Foreign net operating loss 105 95
State net operating loss 1 4
Compensation and benefits 84 112
Foreign currency translation 231 103
Lease reserves 11 14
Tax credits 10 17
Other 17 14
Gross deferred tax assets 496 408

Deferred tax liabilities:

Amortization of software development costs and depreciation 91 (58)
Amortization of acquired intangible assets (631) (647)
Compensation and benefits (12) (18)
Other (12) (25)
Gross deferred tax liabilities (746) (748)
Net deferred tax liabilities before valuation allowance (250) (340)
Less: valuation allowance (80) (81)
Net deferred tax liabilities $ (330) $ (421)

A valuation allowance has been established with regards to the tax benefits primarily associated with certai
operating losses, as it is more likely than not that these benefits will not be realized in the future.

In 2013, our U.S. federal net operating loss of $1 million related to the acquisition of FTEN will expire in 2
Our foreign net operating loss of $105 million, as of December 31, 2013, includes $58 million that will exp
years 2018 through 2023 and $47 million that has no expiration date. Also, our state net operating loss of $
million, as of December 31, 2013, will expire in years 2014 through 2033. Our tax credits of $10 million in
million related to U.S. research and development credits that will expire in years 2018 through 2027, and $:
related to non-U.S. tax credits that will expire in years 2014 through 2017.

The following represents the domestic and foreign components of income before income tax provision:

Year Ended December
31,
2013 2012 2011
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(in millions)
Domestic $ 362 $ 355 $ 321
Foreign 238 193 252
Income before income tax provision $ 600 $ 548 $ 573
In 2013, 2012 and 2011, we recorded income tax benefits of $16 million, $7 million and $10 million, respe
primarily related to share-based compensation. These amounts were recorded as additional paid-in-capital i
Consolidated Balance Sheets.

We are subject to examination by federal, state and local, and foreign tax authorities. We regularly assess
likelihood of additional assessments by each jurisdiction and have established tax reserves that we believe :
adequate in relation to the potential for additional assessments. We believe that the resolution of tax matter:
not have a material effect on our financial condition but may be material to our operating results for a parti
period and the effective tax rate for that period.

As of December 31, 2013 and 2012, there are $52 million and $27 million of unrecognized tax benefits tha
recognized would affect our effective tax rate.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

Year Ended
December 31,
2013 2012

(in millions)
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Beginning balance $32 $18
Additions as a result of tax positions taken in prior periods 17 16
Additions as a result of tax positions taken in the current period 11 3
Reductions related to settlements with taxing authorities (1) ®))
Reductions as a result of lapses of the applicable statute of limitations 1 -
Ending balance $58 $32

Our policy is to recognize interest and/or penalties related to income tax matters in income tax expense. As
December 31, 2013, we had accrued $8 million for interest and penalties, net of tax effect. As of December
2012, we had accrued $5 million for interest and penalties, net of tax effect.

NASDAQ OMX and its eligible subsidiaries file a consolidated U.S. federal income tax return and applical
and local income tax returns and non-U.S. income tax returns. Federal income tax returns for the years 200
through 2010 are currently under audit by the Internal Revenue Service. In 2013, we derecognized a previo
recognized tax benefit associated with the audit of the federal income tax returns for the years 2007 througl
resulting in an increase to tax expense of $19 million. This amount is offset by a credit to operating expens
$19 million associated with a receivable under a tax sharing agreement with an unrelated party. We also rec
an increase to tax expense of $8 million associated with the $19 million receivable. This amount is partially
by a credit to operating expenses of $4 million associated with a receivable under a tax sharing agreement
unrelated party. We are subject to examination for 2011 and 2012 by the Internal Revenue Service. Several
returns are currently under examination by the respective tax authorities for the years 2005 through 2010 ar
are subject to examination for 2011 and 2012. Non-U.S. tax returns are subject to examination by the respe
authorities for the years 2006 through 2012. We anticipate that the amount of unrecognized tax benefits at
December 31, 2013 will significantly decrease in the next twelve months as we expect to settle certain tax
The final outcome of such audits cannot yet be determined. We anticipate that such adjustments will not ha
material impact on our consolidated financial position or results of operations.

In the fourth quarter of 2010, we received an appeal from the Finnish Tax Authority challenging certain in
expense deductions claimed by NASDAQ OMX in Finland for the year 2008. The appeal also demanded c:
penalties be paid with regard to the company’s tax return filing position. In October 2012, the Finnish App
Board disagreed with the company’s tax return filing position for years 2009 through 2011, even though th
return position with respect to this deduction was previously reviewed and approved by the Finnish Tax Au
NASDAQ OMX has appealed the ruling by the Finnish Appeals Board to the Finnish Administrative Cour
Through December 31, 2013, we have recorded tax benefits of $18 million associated with this filing positi
this amount we have paid $12 million to the Finnish tax authorities. We have also paid $11 million in intere
penalties. In 2014 we will pay $6 million which represents the benefit taken in 2013. We expect the Finnis}
Administrative Court to agree with our position and, if so, NASDAQ OMX will receive a refund of $29 mi

From 2009 through 2012, we recorded tax benefits associated with certain interest expense incurred in Swe
position is supported by a 2011 ruling we received from the Swedish Supreme Administrative Court. Howe
under new legislation effective January 1, 2013, limitations are imposed on certain forms of interest expens
the new legislation is unclear with regards to our ability to continue to claim such interest deductions, NAS
OMX has filed an application for an advance tax ruling with the Swedish Tax Council for Advance Tax Ru
We expect to receive a favorable response from the Swedish Tax Council for Advance Tax Rulings. Since
January 1, 2013, we have recorded tax benefits of $16 million, or $0.09 per diluted share, related to this ma
expect to record recurring quarterly tax benefits of $4 million to $5 million with respect to this issue for the
foreseeable future.

Other Tax Matters
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In December 2012, the Swedish Tax Agency approved our 2010 amended VAT tax return and we received
refund for the amount claimed. In 2013, we filed VAT tax returns for 2011 and 2012 and utilized the same
approach which was approved for the 2010 filing. However, even though the VAT return position was prev
reviewed and approved by the Swedish Tax Agency, we were informed by the Swedish Tax Agency that ot
refund claims for 2011 and 2012 are not valid. However, they will not seek reimbursement of the 2010 refu
will appeal the finding by the Swedish Tax Agency. Through December 31, 2013, we have recorded benefi
million associated with this position.

11. Employee Benefits

U.S. Defined-Benefit Pension and Supplemental Executive Retirement Plans

We maintain non-contributory, defined-benefit pension plans, non-qualified supplemental executive retiren
plans, or SERPs, for certain senior executives and post-retirement benefit plans for eligible employees in th

collectively referred to as the NASDAQ OMX Benefit Plans.
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Our pension plans and SERPs are frozen. Future service and salary for all participants do not count toward

accrual of benefits under the pension plans and SERPs.

Components of Net Periodic Benefit Cost

The following table sets forth the components of net periodic pension, SERP and post-retirement benefits c
from the NASDAQ OMX Benefit Plans recognized in compensation and benefits expense in the Consolida

Statements of Income:

Year Ended
December 31,
2013 2012 2011
(in millions)

Components of net periodic benefit cost:

Interest cost

Expected return on plan assets
Recognized net actuarial loss
Curtailment loss

Net periodic benefit cost

$5 $6 §$6
& & O
4 3
2 i, -
$6 $4 §$4

Benefit Obligations and Funded Status

The following table provides a reconciliation of the changes in the benefit obligation, the plan assets and th
status of the NASDAQ OMX Benefit Plans:

Change in benefit obligation
Benefit obligation at beginning of
year

Interest cost

Actuarial (gains) losses

Benefits paid

Settlements

(Gains) losses due to change in
discount rate

Loss due to change in mortality rate
Benefit obligation at end of year
Change in plan assets

Fair value of plan assets at
beginning of year

Actual return on plan assets

2013

Pension SERP

(in millions)

$ 104 $ 33
4 1
() (2)
) -
1s 3
5 1
91 30
75 -
6 -

2012
Post-retiremenfotal Pension SERP
$ 4 $141 $8 $ 30
- 5 4 2
(D) (1) 1 -
- “4) 4) (2)
- (5) R -
- (18) 17 3
- 6 R -
3 124 104 33
- 75 62 -
- 6 7 -

Post-retirem

$ 11

(7N

227



Edgar Filing: COHERENT INC - Form 10-Q

Company contributions 1 2 - 3 10 2 -
Benefits paid ) 2) - €)) 4) 2) -
Settlements 5 - - 5 - - -
Fair value of plan assets at end of

year 75 - - 75 75 - -
Underfunded status of the plans (16) (30) 3) 49) 29) (33) 4)
Accumulated benefit obligation $91 $30 $ 3 $124 $104 $33 § 4

The total underfunded status of the NASDAQ OMX Benefit Plans of $49 million at December 31, 2013 an
million at December 31, 2012 is included in other non-current liabilities and accrued personnel costs in the
Consolidated Balance Sheets. No plan assets are expected to be returned to us during the year ending Dece:
2014.

Actuarial Assumptions
The following tables provide the weighted-average actuarial assumptions for the NASDAQ OMX Benefit |

Weighted-average assumptions used to determine benefit obligations at the end of the fiscal year:

2013 2012
Discount rate:
Pension 490 % 4.00 %
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SERP 490 % 4.00 %

Post-retirement  4.90 % 4.00 %

Weighted-average assumptions used to determine net benefit cost for the fiscal year:

2013 2012 2011
Discount rate:

Pension 400 % 500 % 525 %

SERP 400 % 500 % 525 %

Post-retirement 400 % 500 % 525 %
Expected return on plan assets:

Pension 775 % 7175 % 8.00 %

SERP N/A N/A N/A

Post-retirement N/A N/A N/A

N/A—Not applicable

The assumptions above are used to develop the benefit obligations at fiscal year-end and to develop the net
benefit cost for the subsequent fiscal year. Therefore, the assumptions used to determine benefit obligation:
established at each year-end while the assumptions used to determine net periodic benefit cost for each yea
established at the end of each previous year.

The net periodic benefit obligations and the net periodic benefit cost are based on actuarial assumptions tha
reviewed on an annual basis. We revise these assumptions based on an annual evaluation of long-term tren
well as market conditions, which may have an impact on the cost of providing retirement benefits.

For 2014, the weighted-average assumed healthcare cost trend rate used for post-retirement measurement p
for the NASDAQ OMX Benefit Plans is 8.0%. A one percent increase or decrease in the assumed healthcar
trend would have an immaterial effect on the post-retirement service and interest cost and post-retirement b
obligation for our plans.

Plan Assets of the NASDAQ OMX Benefit Plans

NASDAQ OMX’s Pension and 401(k) Committee, which is comprised of employees of NASDAQ OMX, |
oversight responsibility for the plan assets of the NASDAQ OMX Benefit Plans. The investment policy anc
strategy of the plan assets, which was adopted by NASDAQ OMX’s Pension and 401(k) Committee, is to |
for preservation of principal, both in nominal and real terms, in order to meet the long-term spending needs
NASDAQ OMX Benefit Plans. We invest in securities per the target allocations stated below. Target alloc:
may change based on certain funded levels. Approximated allocations for plan assets as of December 31, 2
were as follows:
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Target Allocation

Equity securities 40%
Fixed income securities 44%
Other investment strategies and cash 16%
Total allocation 100%

Asset allocations are reviewed quarterly and adjusted, as appropriate, to remain within target allocations. 1
investment policy is reviewed on an annual basis, with the advice of an investment consultant, to determine
policy or asset allocation targets should be changed.

The fair value of the plan assets for the NASDAQ OMX Benefit Plans at December 31, 2013, by asset cate
fair value hierarchy, are as follows:

Fair Value
Total Benefit Plan Assets Measurements(1)
Level Level Level
as of December 31, 2013 1 2 3
(in millions)

Equity securities(2) $ 30 $ - $30 $ -
Fixed income securities(3) 32 3 29 -
Other investment strategies and cash(4) 13 3 - 10
Total benefit plan assets $ 75 $6 $59 $10

(1) See Note 15, “Fair Value of Financial Instruments,” for further discussion of fair value measurements.
(2) Includes securities held in various classes of domestic, international and emerging market equities.
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(3) Includes investments in U.S. fixed income and emerging markets debt.

(4) Includes cash, securities held in multi-strategy hedge funds, and securities held in real estate funds. Sec
held in multi-strategy hedge funds are held in multiple asset classes and include investments in equity and 1
income securities. Securities held in real estate funds include investments in a real estate exchange traded fi

an open-end commingled fund.

As of December 31, 2012, total benefit plan assets of $75 million were held entirely in cash and cash equiv
due to a transition between investment managers and classified under Level 1 of the fair value hierarchy.

The change in Level 3 plan assets for the year ended December 31, 2013 is as follows:

December Net
31, unrealized December
2012(1Purchases  gains 31,2013
Other investment strategies: (in millions)
Real estate investment $- 3 2 $ - $ 2
Hedge fund investment - 7 1
Total other investment strategies $ - $ 9 $ 1 $ 10
(D) There were no Level 3 plan assets as of December 31, 2012.

All Level 3 pension plan assets are valued by our independent third party investment plan manager. The L
plan assets in the real estate investment are valued using various valuation techniques which include the inc
capitalization approach, the sales comparison approach and the cost approach. The Level 3 plan assets in th
fund investment are valued based on the net asset value of the underlying investments.

The expected rate of return on plan assets for the NASDAQ OMX Benefit Plans represents our long-term
assessment of return expectations which may change based on significant shifts in economic and financial 1
conditions. The long-term rate of return on plan assets is derived from return assumptions determined base
asset classes held and weighted based on the current target allocation for each class. Over the long term, ou
investments in equity securities are expected to return between 7% and 10%, investments in fixed income s
are expected to return between 2% and 7%, other investment strategies are expected to return between 6% :
and cash is expected to return between 1% and 2%. While we considered the NASDAQ OMX Benefit Plan
performance and other economic growth and inflation factors, which are supported by long-term historical
return expectations for each of these asset categories represents a long-term prospective return. Based on hi
experience, the NASDAQ OMX Pension and 401(k) Committee expects that the plans’ asset managers ove
provide a modest (1% per annum) premium to their respective market benchmark indexes.

Accumulated Other Comprehensive Income (Loss)
Accumulated other comprehensive income (loss), as of December 31, 2013, consisted of the following amc

have yet to be recognized in net periodic benefit costs for the NASDAQ OMX Benefit Plans:
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PensionSERP  Post-retirement Total

(in millions)

Unrecognized net actuarial gain (loss) $29 $ () $ 8 $ (22)
Income tax benefit (expense) 12 - 3) 9
Employee benefit plan adjustments, netof tax ~ $ (17) $ (1) $ 5 $ (13)

Estimated Future Benefit Payments

We expect to make the following benefit payments to participants in the next ten fiscal years under the NA
OMX Benefit Plans:

PensioilSERP  Post-retirement Total

Fiscal Year Ended: (in millions)

2014 $3 $3 § - $ 6
2015 4 3 - 7
2016 4 2 - 6
2017 4 12 - 16
2018 5 2 - 7
2019 through 2023 26 8 1 35

$46 $ 30 $ 1 $ 77

Non—U.S. Benefit Plans
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Most employees outside the U.S. are covered by local retirement plans or by applicable social laws. Benefi
social laws are generally expensed in the periods in which the costs are incurred. These costs are included i
compensation and benefits expense in the Consolidated Statements of Income and were $19 million in 201
million in 2012 and $14 million in 2011.

As part of the acquisition of certain subsidiaries of Nord Pool, we assumed the obligation for several pensic
providing benefits for these employees. Employees covered under these pension plans are entitled to define
pension benefits based on the number of years of employment and pay at retirement age. The measurement
the plan obligations is December 31. The projected benefit obligation was $11 million at December 31, 201
$12 million at December 31, 2012. The fair value of the plan assets was $12 million at December 31, 2013
million at December 31, 2012. The overfunded status of the plans was $1 million at December 31, 2013 an
underfunded status of the plans was $3 million at December 31, 2012. We recorded a gain of $7 million in
these plans primarily due to a change in actuarial assumptions. The benefit cost for these plans was immate
2012 and $2 million in 2011.

U.S. Defined Contribution Savings Plan

We sponsor a voluntary defined contribution savings plan, or 401(k) Plan, for U.S. employees. Employees
immediately eligible to make contributions to the plan and are also eligible for an employer contribution m:
an amount equal to 100.0% of the first 4.0% of eligible employee contributions. Effective January 1, 2014,
increased our employer contribution match dollar for dollar to 6.0% of eligible employee contributions. Sa
plan expense included in compensation and benefits expense in the Consolidated Statements of Income wa:
million in 2013, $5 million in 2012 and $4 million in 2011.

We have a profit-sharing contribution feature to our 401(k) plan which allows eligible U.S. employees to re
employer retirement contributions, or ERCs, when we meet our annual corporate goals. In addition, we hav
supplemental ERC for select highly compensated employees whose ERCs are limited by the annual Interna
Revenue Service compensation limit. ERC expense recorded in compensation and benefits expense in the
Consolidated Statements of Income was $5 million in 2013, 2012 and 2011.

In December 2013, we announced changes to the ERC program. In 2014, we will reduce the basic ERC
contribution for all plan participants and effective January 1, 2015, the ERC plan will be discontinued and 1
contributions will be made.

Employee Stock Purchase Plan

We have an ESPP under which approximately 3.1 million shares of our common stock have been reserved
future issuance as of December 31, 2013.

Our ESPP allows eligible U.S. and non-U.S. employees to purchase a limited number of shares of our comi
stock at six-month intervals, called offering periods, at 85.0% of the lower of the fair market value on the fi
the last day of each offering period. The 15.0% discount given to our employees is included in compensatic
benefits expense in the Consolidated Statements of Income.

Under our ESPP, employees may purchase shares having a value not exceeding 10.0% of their annual
compensation, subject to applicable annual Internal Revenue Service limitations. During 2013, employees
purchased 271,843 shares at a weighted-average price of $24.12, during 2012, employees purchased 289,9-
at a weighted-average price of $19.34 and during 2011, employees purchased 246,850 shares at a weighted
price of $20.64 under the ESPP. We recorded compensation expense of $3 million in 2013, $2 million in 2(
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$1 million in 2011 for the 15.0% discount that is given to our employees.
12. Share-Based Compensation

We have a share-based compensation program that provides our board of directors broad discretion in creat
employee equity incentives. Share-based awards, or equity awards, granted under this program include stoc
options, restricted stock, and PSUs. Grants of equity awards are designed to reward employees for their lon
contributions and provide incentives for them to remain with us. For accounting purposes, we consider PSU
a form of restricted stock.

Restricted stock is generally time-based and vests over three—to five-year periods beginning on the date of
Stock options are also generally time-based and expire ten years from the grant date. Stock option and restr
stock awards generally include performance-based accelerated vesting features based on achievement of sp
levels of corporate performance. If NASDAQ OMX exceeds the applicable performance parameters, the gr
on the third anniversary of the grant date, if NASDAQ OMX meets the applicable performance parameters.
grants vest on the fourth anniversary of the grant date, and if NASDAQ OMX does not meet the applicable
performance parameters, the grants vest on the fifth anniversary of the grant date.

PSUs are based on performance measures that impact the amount of shares that each recipient will receive
vesting. PSUs are granted at the fair market value of our stock on the grant date and compensation cost is
recognized over the performance period and, in certain cases, an additional vesting period. For each grant ¢
an employee may receive from 0% to 150% of the target amount granted, depending on the achievement of
performance measures. We report the target number of PSUs granted, unless we
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have determined that it is more likely than not, based on the actual achievement of performance measures,
employee will receive a different amount of shares underlying the PSUs, in which case we report the amou
shares the employee is likely to receive.

We also have a performance-based long-term incentive program for our chief executive officer, executive
presidents and senior vice presidents that focuses on TSR. This program represents 100% of our chief exec
officer’s and executive vice presidents’ long-term stock-based compensation and 50% of our senior vice pr
long-term stock-based compensation. Under the program, each individual receives PSUs with a three-year

cumulative performance period that vest at the end of the performance period. Performance will be determi
comparing NASDAQ OMX’s TSR to two peer groups, each weighted 50%. The first peer group consists o
exchange companies, and the second peer group consists of all companies in the Standard & Poor 500 Inde
NASDAQ OMX’s relative performance ranking against each of these groups will determine the final numt
shares delivered to each individual under the program. The payout under this program will be between 0%
200% of the number of PSUs granted and will be determined by NASDAQ OMX’s overall performance ag
both peer groups. However, if NASDAQ OMX’s TSR is negative for the three-year performance period, re
of TSR ranking, the payout will not exceed 100% of the number of PSUs granted. We estimate the fair valt
PSU’s granted under the TSR program using the Monte Carlo simulation model, as these awards contain a

condition. The following weighted-average assumptions were used to determine the weighted-average fair
the PSU awards granted under the TSR program for the year ended December 31, 2013 and December 31, :

Year Ended

December 31,

2013 2012
Weighted-average risk free interest rate 0.45% 0.34%
Expected volatility(1) 31.4% 32.9%

Weighted-average fair value at grant date ~ $ 43.81 $ 22.50

(1) We use historic volatility for PSU awards issued under the TSR program, as implied volatility data cou
obtained for all the companies in the peer groups used for relative performance measurement within the TS
program.

Summary of 2013 Equity Awards

In July 2013, we granted restricted stock to most active employees. The restricted stock granted included a
performance-based accelerated vesting feature based on achievement of specific levels of corporate perforr
described above. In 2013, we achieved the applicable performance parameters, and therefore, we will conti
expense the grant over the four-year vesting period.

Also in July 2013, certain officers received grants of 800,152 PSUs. Of these PSUs granted, 530,823 units
subject to the performance measures and vesting schedules of the TSR program as discussed above, and the
remaining 269,329 units are subject to a one year performance period and generally vest ratably on an annu
from December 31, 2014 through December 31, 2016.
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During 2012, certain grants of PSUs with a one-year performance period exceeded the applicable performa
parameters. As a result, an additional 28,028 units were considered granted during 2013.

Summary of 2012 Equity Awards

In May 2012, we granted restricted stock to most active employees. The restricted stock granted included a
performance-based accelerated vesting feature based on achievement of specific levels of corporate perforr
described above. In 2012, we achieved the applicable performance parameters, and therefore, we will conti
expense the grant over the four-year vesting period.

Also in May 2012, certain officers received grants of 1,072,446 PSUs. Of these PSUs granted, 701,470 uni
subject to the performance measure and vesting schedule under the TSR program discussed above, and the
remaining 370,976 units are subject to a one year performance period and generally vest ratably on an annu
from December 31, 2013 through December 31, 2015.

During 2011, certain grants of PSUs with a one-year performance period exceeded the applicable performa
parameters. As a result, an additional 251,224 units were considered granted during 2012. In addition, certz
grants of PSUs issued in 2009 with a three-year performance period exceeded the applicable performance
parameters. As a result, an additional 40,000 units were considered granted in February 2012.

Summary of 2011 Equity Awards

In March 2011, we granted non-qualified stock options and/or restricted stock to most active employees. B
stock options and restricted stock granted included a performance-based accelerated vesting feature based c
achievement of specific levels of corporate performance, as described above. In 2011, we exceeded the app
performance parameters, and therefore, we will expense the grant over a three-year vesting period.
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During 2011, certain officers received grants of a target amount of 632,368 PSUs. Of these PSUs granted, °
units are subject to a three-year performance period and vest at the end of the performance period. The rem
532,368 units were subject to a one-year performance period and generally will vest ratably on an annual b:
from December 31, 2012 through December 31, 2014.

See “Summary of Stock Option Activity” and “Summary of Restricted Stock and PSU Activity” below for
discussion.

Common Shares Available Under Our Equity Plan

As of December 31, 2013, we had approximately 2.9 million shares of common stock authorized for future
under our Equity Plan.

Summary of Share-Based Compensation Expense

The following table shows the total share-based compensation expense resulting from equity awards and th
discount for the ESPP for the years ended December 31, 2013, 2012 and 2011 in the Consolidated Statemes
Income:

Year Ended December
31,
2013 2012 2011

(in millions)
Share-based compensation expense before income taxes $ 47 $ 46 $ 36
Income tax benefit (19 (18 (14
Share-based compensation expense after income taxes $28 $28 $22

We estimated the fair value of stock option awards using the Black-Scholes valuation model. No stock opti
awards were granted during 2013 and 2012. The following assumptions were utilized for the year ended De
31,2011:

2011
Expected life (in years) 5
Weighted-average risk free interest rate 2.16 %
Expected volatility 27.0 %

Dividend yield -
Weighted-average fair value at grant date $ 7.06
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Our computation of expected life was based on historical exercise patterns. The interest rate for periods wit
expected life of the award was based on the U.S. Treasury yield curve in effect at the time of grant. Our
computation of expected volatility was based on a market-based implied volatility. At the time of the 2011
was not our policy to declare or pay cash dividends on our common stock.

Summary of Stock Option Activity

A summary of stock option activity for the years ended December 31, 2013, 2012 and 2011 is as follows:

Outstanding at December 31, 2010
Granted(1)

Exercised

Forfeited or expired

Outstanding at December 31, 2011
Exercised

Forfeited or expired

Outstanding at December 31, 2012
Exercised

Forfeited or expired

Outstanding at December 31, 2013
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Stock Options Outstanding

Number of
Stock Weighted-Average
Options Exercise Price

10,112,842 § 16.92

1,267,430 25.28
(1,030,721) 9.68
(425,516) 26.85

9,924,035 $§ 1833
(2,051,066) 7.37

(327,192) 2341
7,545,777 $  21.10
(2,346,220) 12.05
(273,035) 24.32

4,926,522 $ 25.21
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(1) Stock options granted in 2011 primarily reflect our company-wide equity grants issued in March 2011,
include a performance-based accelerated vesting feature based on achievement of specific levels of corpora
performance, as described above.

We received net cash proceeds of $28 million from the exercise of approximately 2,346,220 stock options f
year ended December 31, 2013, received net cash proceeds of $15 million from the exercise of approximat
2,051,066 stock options for the year ended December 31, 2012 and received net cash proceeds of $10 millis
the exercise of approximately 1,030,721 stock options for the year ended December 31, 2011. We present ¢
tax benefits from the exercise of stock options, if any, as financing activities in the Consolidated Statement
Cash Flows.

The following table summarizes significant ranges of outstanding and exercisable stock options as of Dece
2013:

Outstanding Exercisable
Weighted- Weighted-
Average Average
Remaining Aggregate Remaining
Number
of Contractual Weighted- Intrinsic Contractual
Stock Term Average Value Number Term
Range of Exercise Exercise (in
Prices Options (in years) Price millions)  Exercisable (in years)
$ 629 -$19.74 304,168 1.03 $ 7.84 $ 10 301,932 0.99 {
$ 19.75 - $ 25.01 2,010,519 5.82 20.61 39 1,159,676  5.58
$25.02-% 3591 1,367,775 6.37 25.29 20 448,133 4.78
$ 3592 -$ 4559 1,244,060 3.01 36.81 4 1,244,060  3.01
Total 4,926,522 4.97 $ 25.21 $73 3,153,801  4.01 {

The aggregate intrinsic value in the above table represents the total pre-tax intrinsic value (i.e., the differer
between our closing stock price on December 31, 2013 of $39.80 and the exercise price, times the number
shares) based on stock options with an exercise price less than NASDAQ OMX’s closing price of $39.80 a:
December 31, 2013, which would have been received by the option holders had the option holders exercise
stock options on that date. This amount can change based on the fair market value of our common stock. Tl
number of in-the-money stock options exercisable as of December 31, 2013 was 3.0 million. As of Decemt
2012, 5.3 million outstanding stock options were exercisable and the weighted-average exercise price was !

Total fair value of stock options vested was immaterial for the year ended December 31, 2013 and $11 mill

the year ended December 31, 2012. The total pre-tax intrinsic value of stock options exercised was $48 mil
during 2013, $35 million during 2012 and $15 million during 2011.
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At December 31, 2013, $1 million of total unrecognized compensation cost related to stock options is expe
be recognized over a weighted-average period of 1 year.

Summary of Restricted Stock and PSU Activity

The following table summarizes our restricted stock and PSU activity for the years ended December 31, 20
and 2011:

Restricted Stock PSUs
Weighted-Average Weighted
Number of Grant Date Fair Number of Grant Dat
Awards Value Awards Value
Unvested balances at December 31, 2010 2,759,091 $ 22.00 1,098,629 $ 242
Granted 1,393,373 (1) 25.31 651,510 (2) 25.1
Vested (353,235) 24.26 (279,447) 28.7
Forfeited (427,896) 22.28 (155,512) 27.9:
Unvested balances at December 31, 2011 3,371,333 $ 23.10 1,315,180 $ 233
Granted 1,478,855 (1) 23.62 1,363,670 (2) 23.2.
Vested (1,295,030) 23.39 (702,486) 23.7.
Forfeited (350,970) 23.29 (96,565) 23.3
Unvested balances at December 31, 2012 3,204,188 $ 23.20 1,879,799 $ 23.1
Granted 1,182,870 (1) 32.69 828,180 (2) 39.6
Vested (266,724) 23.77 (512,890) 22.6
Forfeited (293,864) 24.40 (279,488) 25.7
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Unvested balances at December 31, 2013 3,826,470 $ 2596 1,915,601 $ 30.03

(1) Restricted stock granted in 2013, 2012 and 2011 primarily reflect our company wide grants, which incl
performance-based accelerated vesting feature based on achievement of specific levels of corporate perforr
described above.

(2) PSUs granted in 2013, 2012 and 2011 primarily reflect awards issued to certain officers, as described a

At December 31, 2013, $80 million of total unrecognized compensation cost related to restricted stock and
expected to be recognized over a weighted-average period of 1.7 years.

13. NASDAQ OMX Stockholders’ Equity
Common Stock

At December 31, 2013, 300,000,000 shares of our common stock were authorized, 214,419,155 shares wer
and 169,357,084 shares were outstanding. The holders of common stock are entitled to one vote per share,
that our certificate of incorporation limits the ability of any person to vote in excess of 5.0% of the then-ou
shares of NASDAQ OMX common stock. This limitation does not apply to persons exempted from this lin
by our board of directors prior to the time such person owns more than 5.0% of the then-outstanding shares
NASDAQ OMX common stock.

Common Stock in Treasury, at Cost

We held 45,062,071 shares of common stock in treasury as of December 31, 2013 and 47,821,070 shares a:
December 31, 2012. The decrease during the year ended December 31, 2013 was primarily due to shares of
common stock in treasury reissued under our share-based compensation program, partially offset by our sh:
repurchase program. See “Share Repurchase Program” below for further discussion of our share repurchase
and Note 12, “Share-Based Compensation,” for further discussion of our share-based compensation progras

Share Repurchase Program

In the third quarter of 2012, our board of directors authorized the repurchase of up to $300 million of our
outstanding common stock, of which $225 million was available as of December 31, 2012. These purchase
made from time to time at prevailing market prices in open market purchases, privately-negotiated transact
block purchase techniques or otherwise, as determined by our management. The purchases are funded from
cash balances. The share repurchase program may be suspended, modified or discontinued at any time. In /
2013, we announced that the share repurchase program is temporarily suspended.

During 2013, we repurchased 321,000 shares of our common stock at an average price of $31.12, for an ag;
purchase price of $10 million. The shares repurchased under the share repurchase program are available for
corporate purposes. As of December 31, 2013, the remaining amount authorized for share repurchases unde
program was $215 million.

Other Repurchases of Common Stock

For the year ended December 31, 2013, we repurchased 318,058 shares of our common stock in settlement
employee tax withholding obligations due upon the vesting of restricted stock.

241



Edgar Filing: COHERENT INC - Form 10-Q
Preferred Stock

Our certificate of incorporation authorizes the issuance of 30,000,000 shares of preferred stock, par value $
share, issuable from time to time in one or more series. At December 31, 2013 and 2012, 1,600,000 shares |
A convertible preferred stock were issued and none were outstanding.

Cash Dividends on Common Stock

During 2013, our board of directors declared the following cash dividends:

Dividend
Per
Common Total
Declaration Date ~ Share Record Date Amount(1) Payment Date
(in
millions)
January 31,2013 $ 0.13  March 14, 2013 $ 21 March 28, 2013
April 24, 2013 $ 0.13  June 14, 2013 $ 22 June 28, 2013
July 24, 2013 $ 0.13 September 13,2013 $ 22 September 27, 2013

October 21,2013 $ 0.13 December 13,2013 $§ 22 December 27, 2013

(1) These amounts were recorded in retained earnings in the Consolidated Balance Sheets at December 31
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In January 2014, pursuant to delegated authority, the board of directors declared a regular quarterly cash di
of $0.13 per share on our outstanding common stock. The dividend is payable on March 28, 2014 to shareh
record at the close of business on March 14, 2014. Future declarations of quarterly dividends and the establ
of future record and payment dates are subject to approval by the board of directors.

Accumulated Other Comprehensive Loss

The following table outlines the components of accumulated other comprehensive loss:

Unrealized Holding Foreign Accumu

Gains on Currency Employee Other

Available-For-Sale Translation Benefit Plan Compre
Adjustments

Investment Securities (D) Adjustments(2) Loss

(in millions)
Gross balance, December 31,

2012 $ 4 $ (265) $ (43) $ (304)
Income taxes 1 100 18 119
Net balance, December 31,
2012 $5 $ (165) $ (25) $ (185)
Gross balance, December 31,
2013 $ - $ (282) $ (22) $ (304)
Income taxes 1 227 9 237
Net balance, December 31,
2013 $ 1 $ (55) $ (13) $ (67)

@) Amounts include cumulative gains and losses on foreign currency translation adjustments fron

non-U.S. subsidiaries for which the functional currency is other than the U.S. dollar.
&) Amounts primarily represent unrecognized net actuarial gains (losses) related to the NASDA
Benefit Plans.

14. Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per share:

Year Ended December 31,
2013 2012 2011
(in millions, except share and per share a
Numerator:
Net income attributable to common shareholders $ 385 $ 352 $ 387
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Denominator:

Weighted-average common shares outstanding for basic

earnings per share(1) 166,932,103 168,254,653 176,
Weighted-average effect of dilutive securities:

Employee equity awards 3,969,766 4,317,577 3,64
Issuance of common stock related to the acquisition of

eSpeed(2) 364,277 - -
3.75% convertible notes(3) - 15,640 34,4
Weighted-average common shares outstanding for diluted

earnings per share 171,266,146 172,587,870 180,
Basic and diluted earnings per share:

Basic earnings per share $ 2.30 $ 2.09 $ 2.20
Diluted earnings per share $ 2.25 $ 2.04 $ 2.15

(1) The decrease in the weighted-average common shares outstanding for basic and diluted earnings per sh
primarily reflects the weighted-average impact of purchases related to our share repurchase programs made
2013, 2012 and 2011. See “Share Repurchase Program,” of Note 13, “NASDAQ OMX Stockholders’ Equi
further discussion.

(2) See “Acquisition of eSpeed for Trading of U.S. Treasuries,” of Note 4, “Acquisition and Divestiture,”
discussion.

(3) In June 2012, the remaining $0.5 million of our 3.75% convertible notes outstanding was converted int
shares of common stock in accordance with the terms of the notes.

Stock options to purchase 4,926,522 shares of common stock and 5,742,071 shares of restricted stock and |
were outstanding at December 31, 2013. For the year ended December 31, 2013, we included 3,677,618 of
outstanding stock options and 5,238,843 shares of restricted stock and PSUs in the computation of diluted ¢
per share, on a weighted-average basis, as their inclusion was dilutive. The remaining stock options and sh:
restricted stock and PSUs are antidilutive, and as such, they were properly excluded.
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Stock options to purchase 7,545,777 shares of common stock and 5,083,987 shares of restricted stock and |
were outstanding at December 31, 2012. For the year ended December 31, 2012, we included 4,313,316 of
outstanding stock options and 4,142,097 shares of restricted stock and PSUs in the computation of diluted ¢
per share, on a weighted-average basis, as their inclusion was dilutive. The remaining stock options and sh:
restricted stock and PSUs are antidilutive, and as such, they were properly excluded.

Stock options to purchase 9,924,035 shares of common stock, 4,686,513 shares of restricted stock and PSU
convertible notes convertible into 34,482 shares of common stock were outstanding at December 31, 2011.
year ended December 31, 2011, we included 6,506,899 of the outstanding stock options and 4,053,698 shar
restricted stock and PSUs in the computation of diluted earnings per share, on a weighted-average basis, as
inclusion was dilutive. The remaining stock options and shares of restricted stock and PSUs are antidilutive
such, they were properly excluded.

15. Fair Value of Financial Instruments
Fair Value Measurement—Definition and Hierarchy

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability, or the
price, in an orderly transaction between market participants at the measurement date. Fair value measureme
establishes a hierarchy of valuation techniques based on whether the inputs to those valuation techniques at
observable or unobservable. Observable inputs reflect market data obtained from independent sources, whi
unobservable inputs reflect NASDAQ OMX’s market assumptions. These two types of inputs create the fo
fair value hierarchy:

*Level 1—Quoted prices for identical instruments in active markets.

* Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar ir
in markets that are not active; and model-derived valuations whose inputs are observable or whose signific:
drivers are observable.

L evel 3—Instruments whose significant value drivers are unobservable.

This hierarchy requires the use of observable market data when available.

There were no transfers of assets between Level 1 and Level 2 of the fair value hierarchy as of December 3
and 2012. The following table presents for each of the above hierarchy levels, our financial assets that are r

at fair value on a recurring basis as of December 31, 2013 and 2012. We did not have any financial liabiliti
measured at fair value on a recurring basis as of December 31, 2013 and 2012.

December 31, 2013
Level Level
Total 1 Level2 3

(in millions)
Financial Assets Measured at Fair Value on a Recurring Basis
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Financial investments, at fair value(1) $162 $162 $ - $ -
Default fund and margin deposit investments(2) 1,867 774 1,093 -
Total $ 2029 $936 $1,093 $ -

December 31, 2012
Level Level
Total 1 Level2 3

(in millions)
Financial Assets Measured at Fair Value on a Recurring Basis

Financial investments, at fair value(1) $223  $223 $ - $ -
Default fund and margin deposit investments(2) 175 175 - -
Total $398 $398 § - $ -

(1) As of December 31, 2013, balance is comprised of trading securities, mainly Swedish government debt
securities, of $162 million. As of December 31, 2012, balance is primarily comprised of trading securities,

Swedish government debt securities, of $201 million. Of these securities, $140 million as of December 31,

and $134 million as of December 31, 2012 are assets utilized to meet regulatory capital requirements prima
clearing operations at NASDAQ OMX Nordic Clearing. As of December 31, 2012, this balance also includ
available-for-sale investment security in DFM which had a fair value of $22 million. In the fourth quarter o
we sold this investment security. See Note 6, “Investments,” for further discussion of our trading investmer
securities and available-for-sale investment security.

(2) Default fund and margin deposit investments include cash contributions invested by NASDAQ OMX 1
Clearing, in accordance with its investment policy, either in highly rated government debt securities or reve
repurchase agreements with highly rated government debt securities as collateral. Of the total balance of $1
million recorded in the Consolidated
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Balance Sheets as of December 31, 2013, $1,093 million of cash contributions have been invested in revers
repurchase agreements and $774 million of cash contributions have been invested in highly rated governme
securities and term deposits. The remainder of this balance is held in cash. As of December 31, 2012, $175
of cash contributions were invested in highly rated government debt securities. See Note 16, “Clearing Ope
for further discussion of default fund contributions and margin deposits.

Financial Instruments Not Measured at Fair Value on a Recurring Basis

Some of our financial instruments are not measured at fair value on a recurring basis but are recorded at am
that approximate fair value due to their liquid or short-term nature. Such financial assets and financial liabi
include: cash and cash equivalents, restricted cash, receivables, net, certain other current assets, non-curren
restricted cash, accounts payable and accrued expenses, Section 31 fees payable to SEC, accrued personnel
and certain other current liabilities.

In addition, our investment in LCH is carried at cost. See “Cost Method Investments,” of Note 6, “Investme
further discussion.

We also consider our debt obligations to be financial instruments. The fair value of our debt, utilizing discc
cash flow analyses for our floating rate debt and prevailing market rates for our fixed rate debt, was $2.8 bi
December 31, 2013 and $2.1 billion at December 31, 2012. The discounted cash flow analyses are based or
borrowing rates currently available to us for debt with similar terms and maturities. Our fixed rate and our
rate debt is categorized as Level 2 in the fair value hierarchy. For further discussion of our debt obligations
Note 9, “Debt Obligations.”

16. Clearing Operations
Nordic Clearing

NASDAQ OMX Nordic Clearing is authorized and supervised as a European multi-asset clearinghouse by
SFSA and is authorized to conduct clearing operations in Norway by the Norwegian Ministry of Finance. T
clearinghouse acts as the CCP for exchange and OTC trades in equity derivatives, fixed income derivatives
physical power, power derivatives, carbon derivatives, and resale and repurchase contracts.

Through our clearing operations in the financial markets, which include the resale and repurchase market, ¢
commodities markets, NASDAQ OMX Nordic Clearing is the legal counterparty for, and guarantees the fu
of, each contract cleared. These contracts are not used by NASDAQ OMX Nordic Clearing for the purpose
trading on its own behalf. As the legal counterparty of each transaction, NASDAQ OMX Nordic Clearing t
counterparty risk between the purchaser and seller in the contract. In its guarantor role, NASDAQ OMX N
Clearing has precisely equal and offsetting claims to and from clearing members on opposite sides of each
standing as an intermediary on every contract cleared. In accordance with the rules and regulations of NAS
OMX Nordic Clearing, clearing members’ open positions are aggregated to create a single portfolio for wh
default fund and margin collateral requirements are calculated. See “Default Fund Contributions and Margi
Deposits” below for further discussion of NASDAQ OMX Nordic Clearing’s default fund and margin requ

NASDAQ OMX Nordic Clearing maintains three member sponsored default funds: one related to financial
markets, one related to commodities markets, and a mutualized fund. Under this structure, NASDAQ OMX
Clearing and its clearing members must contribute to the total regulatory capital related to the clearing oper
of NASDAQ OMX Nordic Clearing. This structure applies an initial separation of default fund contributior
financial and commodities markets in order to create a buffer for each market’s counterparty risks. Simulta
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a mutualized default fund provides capital efficiencies to NASDAQ OMX Nordic Clearing with regard to t
regulatory capital required. See “Default Fund Contributions” below for further discussion of NASDAQ O
Nordic Clearing’s default fund. Power of assessment and a liability waterfall also have been implemented.
“Power of Assessment” and “Liability Waterfall” below for further discussion. These requirements ensure |
alignment of risk between NASDAQ OMX Nordic Clearing and its clearing members.

Default Fund Contributions and Margin Deposits

As of December 31, 2013, clearing member default fund contributions and margin deposits were as follows

December 31, 2013
Cash Non-Cash Total
ContributiGles(tijtiitions Contributions

(in millions)

Default fund contributions $ 246 $ 112 $ 358
Margin deposits 1,715 8,998 10,713
Total $1961 $ 9,110 $ 11,071
F-46
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(1) As of December 31, 2013, in accordance with its investment policy, NASDAQ OMX Nordic Clearing
invested cash contributions of $1,093 million in reverse repurchase agreements and $774 million in highly
government debt securities. The remainder of this balance is held in cash and term deposits.

(2) Pursuant to clearing member agreements, we pay interest on cash contributions to clearing members.
Default Fund Contributions

Contributions made to the default funds are proportional to the exposures of each clearing member. When ¢
clearing member is active in both the financial and commodities markets, contributions must be made to bo
markets’ default funds. Clearing members’ eligible contributions may include cash and non-cash contributi
contributions received are invested by NASDAQ OMX Nordic Clearing, in accordance with its investment
either in highly rated government debt securities or reverse repurchase agreements with highly rated goverr
debt securities as collateral. Clearing members’ cash contributions are included in default funds and margir
in the Consolidated Balance Sheets as both a current asset and a current liability. Non-cash contributions in
highly rated government debt securities that must meet specific criteria approved by NASDAQ OMX Nord
Clearing. Non-cash contributions are pledged assets that are not recorded in the Consolidated Balance Shee
NASDAQ OMX Nordic Clearing does not take legal ownership of these assets and the risks and rewards re
with the clearing members. These balances may fluctuate over time due to changes in the amount of deposi
required and whether members choose to provide cash or non-cash contributions. Assets pledged are held a
nominee account in NASDAQ OMX Nordic Clearing’s name for the benefit of the clearing members and a
immediately accessible by NASDAQ OMX Nordic Clearing in the event of a default. In addition to clearin
members’ required contributions to the default funds, NASDAQ OMX Nordic Clearing is also required to
capital to the default funds and overall regulatory capital as specified under its clearinghouse rules. As of D
31,2013, NASDAQ OMX Nordic Clearing committed capital totaling $94 million to the member sponsore
default funds and overall regulatory capital, in the form of government debt securities, which are recorded :
financial investments, at fair value in the Consolidated Balance Sheets. The combined regulatory capital of
clearing members and NASDAQ OMX Nordic Clearing will serve to secure the obligations of a clearing m
and may be used to cover losses sustained by a clearing member in the event of a default.

Other Capital Contributions by NASDAQ OMX Nordic Clearing

NASDAQ OMX Nordic Clearing maintains a $93 million credit facility which may be utilized in certain si
to satisfy regulatory requirements, none of which was utilized as of December 31, 2013.

Margin Deposits

NASDAQ OMX Nordic Clearing requires all clearing members to provide collateral, which may consist of
and non-cash contributions, to guarantee performance on the clearing members’ open positions, or initial m
addition, clearing members must also provide collateral to cover the daily margin call as needed, which is i
addition to the initial margin. See “Default Fund Contributions” above for further discussion of cash and nc
contributions.

In April 2013, NASDAQ OMX Nordic Clearing implemented a new collateral management process. With
implementation of this new process, NASDAQ OMX Nordic Clearing now maintains and manages all caskh
deposits related to margin collateral. Since all risks and rewards of collateral ownership, including interest,
to NASDAQ OMX Nordic Clearing, these cash deposits are recorded in default funds and margin deposits
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Consolidated Balance Sheets as both a current asset and current liability. Prior to the implementation of the
collateral management process, all collateral was maintained at a third-party custodian bank for the benefit
clearing members and was immediately accessible by NASDAQ OMX Nordic Clearing in the event of a de
The pledged margin collateral was not recorded in our Consolidated Balance Sheets as all risks and reward
collateral ownership, including interest, belonged to the counterparty. Assets pledged are held at a nominee
in NASDAQ OMX Nordic Clearing’s name for the benefit of the clearing members and are immediately ac
by NASDAQ OMX Nordic Clearing in the event of a default.

NASDAQ OMX Nordic Clearing marks to market all outstanding contracts at least daily, requiring paymer
clearing members whose positions have lost value and making payments to clearing members whose positi
gained value. The mark-to-market process helps identify any clearing members that may not be able to sati:
financial obligations in a timely manner allowing NASDAQ OMX Nordic Clearing the ability to mitigate t
of a clearing member defaulting due to exceptionally large losses. In the event of a default, NASDAQ OM:
Clearing can access the defaulting member’s margin deposits to cover the defaulting member’s losses.

Regulatory Capital and Risk Management Calculations
NASDAQ OMX Nordic Clearing manages risk through a comprehensive counterparty risk management
framework, which is comprised of policies, procedures, standards and resources. The level of regulatory ca

determined in accordance with NASDAQ
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OMX Nordic Clearing’s regulatory capital policy, as approved by the SFSA. Regulatory capital calculation
continuously updated through a proprietary capital-at-risk calculation model that establishes the appropriatc
capital.

As mentioned above, NASDAQ OMX Nordic Clearing is the legal counterparty for each contract traded ar
thereby guarantees the fulfillment of each contract. NASDAQ OMX Nordic Clearing accounts for this guar
a performance guarantee. We determine the fair value of the performance guarantee by considering daily se
of contracts and other margining and default fund requirements, the risk management program, historical &
of default payments, and the estimated probability of potential default payouts. The calculation is determin
proprietary risk management software that simulates gains and losses based on historical market prices, ext
plausible market scenarios, volatility and other factors present at that point in time for those particular unse
contracts. Based on this analysis, the estimated liability was nominal and no liability was recorded as of De
31, 2013.

The market value of derivative contracts outstanding prior to netting was as follows:

December
31,2013
(in
millions)
Commodity forwards and options(1)(2) $ 1,795
Fixed-income options and futures(2)(3) 311
Stock options and futures(2)(3) 307
Index options and futures(2)(3) 237
Total $ 2,650

(1) We determined the fair value of our forward contracts using standard valuation models that were based
market-based observable inputs including LIBOR rates and the spot price of the underlying instrument.

(2) We determined the fair value of our option contracts using standard valuation models that were based ¢
market-based observable inputs including implied volatility, interest rates and the spot price of the underlyi
instrument.

(3) We determined the fair value of our futures contracts based upon quoted market prices and average quc
market yields.

The total number of derivative contracts cleared through NASDAQ OMX Nordic Clearing for the years en
December 31, 2013 and 2012 was as follows:
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December December 31,
31,2013 2012

Commodity forwards and options(1) 675,442 879,737
Fixed-income options and futures 22,834,003 32,915,646
Stock options and futures 23,583,178 29,480,517
Index options and futures 29,960,888 42,262,577
Total 77,053,511 105,538,477

(1) The total volume in cleared power related to commodity contracts was 1,680 Terawatt hours (TWh) for
year ended December 31, 2013 and 1,703 TWh for the year ended December 31, 2012.

The outstanding contract value of resale and repurchase agreements was $4.1 billion as of December 31, 2(
total number of contracts cleared was 4,634,564 for the year ended December 31, 2013 and was 3,601,969
year ended December 31, 2012.

Power of Assessment

To further strengthen the contingent financial resources of the clearinghouse, NASDAQ OMX Nordic Clea
power of assessment that provides the ability to collect additional funds from its clearing members to cover
defaulting member’s remaining obligations up to the limits established under the terms of the clearinghouse
The power of assessment corresponds to 100% of the clearing member’s aggregate contribution to the finar
market’s and commodities market’s default funds.

Liability Waterfall

The liability waterfall is the priority order in which the capital resources would be utilized in the event of a
where the defaulting clearing member’s collateral would not be sufficient to cover the cost to settle its portf
default occurs and the defaulting clearing member’s collateral, including cash deposits and pledged assets,
depleted, then capital is utilized in the following amount and order:

ejunior capital contributed by NASDAQ OMX Nordic Clearing, which totaled $22 million at December 31

*a loss sharing pool related only to the financial market that is contributed to by clearing members and only
if the defaulting member’s portfolio includes interest rate swap products;

especific market default fund where the loss occurred, either financial or commodities market, which incluc
capital contributions of both the clearing members and NASDAQ OMX Nordic Clearing on a pro-rata basi
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esenior capital contributed by NASDAQ OMX Nordic Clearing, calculated in accordance with clearinghou
to be $23 million at December 31, 2013; and

emutualized default fund, which includes capital contributions of both the clearing members and NASDAQ
Nordic Clearing on a pro-rata basis.

If additional funds are needed after utilization of the mutualized default fund, then NASDAQ OMX Nordic
Clearing will utilize its power of assessment and additional capital contributions will be required by non-de
members up to the limits established under the terms of the clearinghouse rules.

NOS Clearing

NOS Clearing is a leading Norway-based clearinghouse primarily for OTC traded derivatives for the freigh
and seafood derivative market. NOS Clearing acts as a CCP with a clearinghouse license from the Norwegi
Ministry of Finance and is under supervision of the Financial Supervisory Authority of Norway.

Through its clearing operations, NOS Clearing is the legal counterparty for, and guarantees the fulfillment
contract cleared. These contracts are not used by NOS Clearing for the purpose of trading on its own behall
legal counterparty of each transaction, NOS Clearing bears the counterparty risk between the purchaser anc
in the contract. In its guarantor role, NOS Clearing has precisely equal and offsetting claims to and from cl
members on opposite sides of each contract, standing as an intermediary on every contract cleared. In acco
with the rules and regulations of NOS Clearing, clearing members’ open positions are aggregated to create

portfolio for which margin collateral requirements are calculated. The market value of derivative contracts

outstanding, prior to netting, was $53 million as of December 31, 2013. The total number of derivative con
cleared through NOS Clearing was 2,101,634 for the year ended December 31, 2013 and 1,778,414 for the
ended December 31, 2012.

NOS Clearing has implemented member sponsored default funds for its markets. Under this structure, NOS
Clearing and its clearing members must contribute to the total regulatory capital related to the clearing oper
of NOS Clearing. A liability waterfall has also been implemented, which helps to ensure the alignment of r
between NOS Clearing and its clearing members in the event of default.

As of December 31, 2013, NOS Clearing committed capital to the default funds in the form of cash totaling
million. This committed capital is reflected as restricted cash in the Consolidated Balance Sheets. Clearing
members’ pledged default fund contributions and margin collateral totaled $534 million as of December 31
and is not recorded in our Consolidated Balance Sheets as all risks and rewards of collateral ownership, inc
interest, belong to the counterparty.

U.S. Clearing

In the third quarter of 2013, NOCC entered into a strategic alliance with NGX. Together NGX and NOCC
a solution for transacting in physical energy in the U.S. NGX offers trading and clearing services for the all
and NOCC contributes account management, product development, and scheduling resources. Since NGX -
the counterparty to all transactions and clearing arrangements, NOCC transferred all positions to NGX, rett
collateral to customers, terminated its letters of credit from banks, and cancelled all contracts with custome:

Prior to the alliance with NGX, NOCC, through riskless principal trading and clearing, was the legal count:

for each customer position traded and NOCC thereby guaranteed the fulfillment of each of its customer’s
transactions.
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Market participants at NOCC were required to meet certain minimum financial standards to mitigate the ris
they became unable to satisfy their obligations and provided collateral to cover the daily margin call as nee
Customer pledged cash collateral held by NOCC, which was $33 million at December 31, 2012, was incluc
default funds and margin deposits as both a current asset and current liability in the Consolidated Balance S
as the risks and rewards of collateral ownership, including interest income, belonged to NOCC.
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17. Leases

We lease office space and equipment under non-cancelable operating leases with third parties. Some of our
contain renewal options and escalation clauses based on increases in property taxes and building operating

As of December 31, 2013, future minimum lease payments under non-cancelable operating leases (net of si
income) are as follows:

Gross Lease Sublease Net Lease
Commitments Income Commitments
(in millions)
Year ending December 31:

2014 $ 83 $5 $ 78
2015 81 3 78
2016 74 3 71
2017 46 2 44
2018 42 2 40
Thereafter 152 13 139
Total future minimum lease payments $ 478 $ 28 $ 450

Rent expense for operating leases (net of sublease income of $3 million in 2013 and $4 million in 2012 and
was $84 million in 2013, $83 million in 2012 and $87 million in 2011.

18. Commitments, Contingencies and Guarantees
Guarantees Issued and Credit Facilities Available

In addition to the default fund contributions and margin collateral pledged by clearing members discussed i
16, “Clearing Operations,” we have obtained financial guarantees and credit facilities which are guaranteed
through counter indemnities, to provide further liquidity and default protection related to our clearing busin
Financial guarantees issued to us totaled $20 million at December 31, 2013 and $7 million at December 31.
At December 31, 2013, credit facilities, which are available in multiple currencies, primarily Swedish Kror
totaled $312 million ($219 million in available liquidity and $93 million to satisfy regulatory requirements)
million of which was utilized. At December 31, 2012, these facilities totaled $310 million ($217 million in
available liquidity and $93 million to satisfy regulatory requirements), none of which was utilized.

Execution Access has a clearing arrangement with Cantor Fitzgerald. As of December 31, 2013, we have
contributed $19 million of clearing deposits to Cantor Fitzgerald in connection with this clearing arrangem
These deposits are recorded in other current assets in our consolidated balance sheets. Some of the trading :
in Execution Access is cleared by Cantor Fitzgerald through FICC and the balance is cleared non-FICC. Ex
Access assumes the counterparty risk of clients that do not clear through FICC. Counterparty risk of clients
for Execution Access between the trade date and the settlement date of the individual transactions, which is
business day. All of Execution Access’ obligations under the clearing arrangement with Cantor Fitzgerald
guaranteed by NASDAQ OMX. Some of the non-FICC counterparties are required to post collateral, provi
principal letters, or provide other forms of credit enhancement to Execution Access for the purpose of mitig
counterparty risk.
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We believe that the potential for us to be required to make payments under these arrangements is mitigated
the pledged collateral and our risk management policies. Accordingly, no contingent liability is recorded in
Consolidated Balance Sheets for these arrangements.

Lease Commitments

We lease some of our office space and equipment under non-cancelable operating leases with third parties :
sublease office space to third parties. Some of our lease agreements contain renewal options and escalation
based on increases in property taxes and building operating costs.

Other Guarantees

We have provided other guarantees of $16 million as of December 31, 2013 and $18 million at December -
These guarantees are primarily related to obligations for our rental and leasing contracts. In addition, for ce
Market Technology contracts, we have provided performance guarantees of $2 million as of December 31,
and $5 million as of December 31, 2012 related to the delivery of software technology and support services
have received financial guarantees from various financial institutions to support the above guarantees.
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We believe that the potential for us to be required to make payments under these arrangements is unlikely.
Accordingly, no contingent liability is recorded in the Consolidated Balance Sheets for the above guarantec

Other Commitments

In connection with our acquisition of BWise, we have agreed to purchase the remaining 28% ownership int
two separate transactions, resulting in 100% ownership by the first half of 2015. As of December 31, 2013,
estimated amount of these payments totaled $12 million. See “Acquisition of BWise,” of Note 4, “Acquisit
Divestiture,” for further discussion.

In connection with the launch of NASDAQ OMX NLX, we have entered into agreements with certain men
which may require us to make payments if certain financial goals are achieved. Since these payments are ne
currently probable and the amount cannot be quantified as of December 31, 2013, no contingent liability is
recorded in the Consolidated Balance Sheets for these payments.

Voluntary Accommodation Program

In connection with the initial public offering by Facebook on May 18, 2012, systems issues were experienc
opening of trading of Facebook shares. We announced a one-time program for voluntary accommodations |
qualifying members of up to $62 million, for which a liability was recorded as this program was approved |
SEC in March 2013. This program expanded the pool available for qualified losses arising directly from the
issues.

In October 2013, NASDAQ OMX announced the completion of initial review by The Market Regulation
Department of FINRA of all claims submitted by qualifying members. Thereafter, NASDAQ OMX inform
claimants that FINRA would be conducting additional analysis with regard to one category of claims. Upor
completion of this additional analysis, the total value of valid submitted claims was determined to be $44 n
NASDAQ OMX submitted to the SEC a filing that provided a report on the administration of the voluntary
accommodation program. After the filing became effective, our liability was reduced to $44 million and pa
valid claims totaling $44 million was made in the fourth quarter of 2013.

Escrow Agreements

In connection with our acquisitions of FTEN, Glide Technologies, and the index business of Mergent, Inc.,
including Indxis, we entered into escrow agreements to secure the payments of post-closing adjustments an
ensure other closing conditions. At December 31, 2013, these escrow agreements provide for future payme
$12 million and are included in other current liabilities and other non-current liabilities in the Consolidated
Sheets.

Routing Brokerage Activities

Our broker-dealer subsidiaries, Nasdaq Execution Services and NASDAQ Options Services, provide guara
securities clearinghouses and exchanges under their standard membership agreements, which require memt
guarantee the performance of other members. If a member becomes unable to satisfy its obligations to a

clearinghouse or exchange, other members would be required to meet its shortfalls. To mitigate these perfo
risks, the exchanges and clearinghouses often require members to post collateral, as well as meet certain mi
financial standards. Nasdaq Execution Services’ and NASDAQ Options Services’ maximum potential liabi
these arrangements cannot be quantified. However, we believe that the potential for Nasdaq Execution Sers
NASDAQ Options Services to be required to make payments under these arrangements is unlikely. Accord
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no contingent liability is recorded in the Consolidated Balance Sheets for these arrangements.
Litigation

As previously disclosed, we became a party to several legal and regulatory proceedings in 2012 and 2013 r
to the Facebook IPO that occurred on May 18, 2012. We believe that the legal actions filed against NASD/
OMX are without merit and intend to defend them vigorously.

As described in our Annual Report on Form 10-K for the year ended December 31, 2012, we are named as
defendant in a consolidated matter captioned In re Facebook, Inc., IPO Securities and Derivative Litigation
No. 2389 (S.D.N.Y.). On April 30, 2013, lead plaintiffs in the consolidated matter filed a consolidated ame
complaint, naming our Chief Executive Officer and our prior Chief Information Officer as new defendants
connection with their roles in the Facebook IPO. The amended complaint alleges that each violated Section
the Securities Exchange Act of 1934, or the Act, and Rule 10b-5, promulgated under the Act. By opinion ai
entered December 16, 2013, the District Court for the Southern District of New York granted in part and de
part our motion to dismiss the consolidated amended complaint. The court held that the doctrine of self-reg
organization immunity bars plaintiffs’ negligence and securities laws claims to the extent they arise from o
decisions not to halt trading or cancel trades on the day of the Facebook IPO, but not to the extent they aris
the design, promotion, and testing of our technology systems in advance of the IPO. The court also held thz
economic loss doctrine does not bar plaintiffs’ negligence
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claims, and that the consolidated amended complaint pleads plaintiffs’ securities laws claims sufficiently tc
withstand a motion to dismiss. We are appealing the ruling on the motion to dismiss to the Second Circuit (
Appeals.

In our Quarterly Report on Form 10-Q for the period ended March 31, 2013, we identified a demand for arl
from a member organization seeking indemnification for alleged losses associated with the Facebook IPO.
18, 2013, the District Court for the Southern District of New York granted a preliminary injunction enjoini
arbitration, and the member organization has appealed the order granting the injunction to the Second Circt
of Appeals.

Also as previously disclosed, the staff of the SEC’s Division of Enforcement conducted an investigation rel
the systems issues experienced with the Facebook IPO. On May 29, 2013, the Commission accepted our of
settlement, resolving this matter. As part of the settlement, our subsidiaries, The NASDAQ Stock Market 1
NASDAQ Execution Services LLC, agreed to implement several measures aimed at preventing future viol:
the Act and the rules and regulations promulgated thereunder. We fully implemented and provided the SEC
certification of our compliance with these undertakings by December 31, 2013 as agreed. In addition, The
NASDAQ Stock Market LLC paid a $10 million penalty to the United States Treasury.

Except as disclosed above and in prior reports filed under the Act, we are not currently a party to any litiga
proceeding that we believe could have a material adverse effect on our business, consolidated financial con
or operating results. However, from time to time, we have been threatened with, or named as a defendant ir
lawsuits or involved in regulatory proceedings.

Tax Audits

We are engaged in ongoing discussions and audits with taxing authorities on various tax matters, the resolu
which are uncertain. Currently, there are matters that may lead to assessments, some of which may not be r
for several years. Based on currently available information, we believe we have adequately provided for an
assessments that could result from those proceedings where it is more likely than not that we will be assess
review our positions on these matters as they progress.

19. Business Segments

Since January 1, 2013, we manage, operate and provide our products and services in four business segment
Market Services, Listing Services, Information Services and Technology Solutions. All prior period segme
disclosures have been recast to reflect our change in reportable segments.

Prior to January 1, 2013, we managed, operated and provided our products and services in three business s¢
Market Services, Issuer Services and Market Technology.

Certain other prior year amounts have been reclassified to conform to the current year presentation.

Our Market Services segment includes our derivative trading and clearing, cash equity trading, fixed incom
trading, and access and broker services businesses. We offer trading on multiple exchanges and facilities a
several asset classes, including derivatives, cash equity, debt, commodities, structured products and ETFs. |
addition, in some of the countries where we operate exchanges, we also provide investment firm, clearing,

settlement and central depository services. Our transaction-based platforms provide market participants wit
ability to access, process, display and integrate orders and quotes for cash equity securities, derivatives and
The platforms allow the routing and execution of buy and sell orders as well as the reporting of transaction:
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cash equity securities, derivatives and ETFs, providing fee-based revenues. In addition, eSpeed’s electronic
benchmark U.S. Treasury brokerage and co-location service businesses are part of our Market Services seg
See “Acquisition of eSpeed for Trading of U.S. Treasuries,” of Note 4, “Acquisitions and Divestiture,” for
discussion.

Our Listing Services segment includes our U.S. and European Listing Services businesses. We operate a va
listing platforms around the world to provide multiple global capital raising solutions for private and public
companies. Our main listing markets are The NASDAQ Stock Market and the exchanges that comprise NA
OMX Nordic and NASDAQ OMX Baltic. We offer a consolidated global listing application to companies |
them to apply for listing on The NASDAQ Stock Market and the exchanges that comprise NASDAQ OMX
and NASDAQ OMX Baltic, as well as NASDAQ Dubai.

Our Information Services segment includes our Market Data Products and Index Licensing and Services
businesses. Our Market Data Products business sells and distributes quote and trade information to market
participants and data distributers. Our market data products enhance transparency and provide critical infor
to professional and non-professional investors. Our Index Licensing and Services business develops and lic
NASDAQ OMX branded indexes, associated derivatives, and financial products and also provides custom
calculation services for third-party clients. In addition, eSpeed’s market data business is part of our Inform:
Services segment. See “Acquisition of eSpeed for Trading of U.S. Treasuries,” of Note 4, “Acquisitions an
Divestiture,” for further discussion.
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Our Technology Solutions segment includes our Corporate Solutions and Market Technology businesses. (
Corporate Solutions business provides customer support services, products and programs to customers, incl
companies listed on our exchanges. Through Corporate Solutions offerings, companies gain access to innov
products and software solutions and services that ease transparency, mitigate risk, maximize board efficien
facilitate better corporate governance. In 2013, we acquired the TR Corporate Solutions businesses. See
“Acquisition of the Investor Relations, Public Relations and Multimedia Solutions Businesses of Thomson
of Note 4, “Acquisitions and Divestiture,” for further discussion. With the acquisition of the TR Corporate
businesses, Corporate Solutions revenues primarily include product revenues from the following key areas:
Governance, Investor Relations, Multimedia Solutions and Public Relations businesses. Our Market Techn
business is a leading global technology solutions provider and partner to exchanges, clearing organizations
central securities depositories. Our technology business is also the sales channel for our complete global of
other marketplaces. Market Technology provides technology solutions for trading, clearing, settlement, sur
and information dissemination to markets with wide-ranging requirements, from the leading markets in the
Europe and Asia to smaller African markets. Our solutions can handle a wide array of assets including cask
equities, currencies, various interest-bearing securities, commodities, energy products and derivatives. Mar
Technology also provides broker services and enterprise governance, risk management and compliance sof
and services.

Our management allocates resources, assesses performance and manages these businesses as four separate
segments. We evaluate the performance of our segments based on several factors, of which the primary fin:
measure is operating income. Results of individual businesses are presented based on our management acce
practices and our management structure. Certain amounts are allocated to corporate items in our manageme
reports based on the decision that those activities should not be used to evaluate the segment’s operating
performance. These amounts include, but are not limited to, amounts related to our voluntary accommodati
program, expenses paid with respect to an SEC matter, restructuring actions, mergers and strategic initiativ
financing activities. See below for further discussion.

The following table presents certain information regarding these operating segments for the years ended
December 31, 2013, 2012 and 2011.

Corporate
Market  Listing Information Technology Items and
Services Services Services  Solutions EliminationsCon
(in millions)

2013

Total revenues $2092 $ 228 $ 442 $ 449 $ - $ 3
Cost of revenues (1,316) - - - - (
Revenues less transaction rebates,

brokerage, clearance and exchange fees 776 228 442 449 - 1
Depreciation and amortization 79 3 11 29 - 1
Operating income (loss)(1) 322 92 321 39 (86) 6
Total assets(2) 7,789 262 2,557 1,108 861 1
Purchase of property and equipment 47 5 9 54 - 1
2012
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Total revenues $2206 $ 224 $ 406
Cost of revenues (1,446) - -
Revenues less transaction rebates,

brokerage, clearance and exchange fees 760 224 406
Depreciation and amortization 73 4 10
Operating income (loss)(3) 322 94 296
Total assets(2) 4,981 254 2,456
Purchase of property and equipment 52 4 8
2011

Total revenues $ 2553 $ 236 391
Cost of revenues (1,748) - -
Revenues less transaction rebates,

brokerage, clearance and exchange fees 805 236 391
Depreciation and amortization 74 4 9
Operating income (loss)(4) 344 102 282
Total assets(2) 10,007 242 2,356
F-53

$ 284

284
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22
625
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$ 258

258
19
35
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Purchase of property and equipment 54 5 8 19 2 88

(1) The 2013 corporate items and eliminations primarily include:

*Expense related to our voluntary accommodation program of $44 million;

*Merger and strategic initiatives expense of $22 million;

*Expenses paid with respect to an SEC matter of $10 million; and

*Restructuring charges of $9 million.

(2) Total assets increased $3.4 billion at December 31, 2013 as compared to December 31, 2012 primarily
an increase in default funds and margin deposits, reflecting the implementation of our collateral manageme
process at NASDAQ OMX Nordic Clearing in 2013 and an increase in goodwill and intangible assets asso
with the acquisitions of the TR Corporate Solutions businesses and eSpeed in 2013. Total assets decreased
billion at December 31, 2012 as compared to December 31, 2011 primarily due to our new clearing structu
significantly changed the nature and extent of the risk of loss to NASDAQ OMX Nordic Clearing in the ev

member default. As a result, we no longer record derivative positions or resale and repurchase agreements |
Consolidated Balance Sheet.

(3) The 2012 corporate items and eliminations primarily include:

*Costs associated with restructuring charges of $44 million. See Note 3, “Restructuring Charges,” for furthe
discussion;

*Special legal expenses of $7 million from the proposed voluntary accommodation program and other expe
related to the systems issues experienced at the time of the Facebook IPO; and

*Merger and strategic initiative costs of $4 million, partially offset by;

*Income from open positions of $11 million relating to the operations of the exchange.

(4) The 2011 corporate items and eliminations primarily include:

*Merger and strategic initiative costs of $38 million primarily related to costs incurred for advisors, bank
commitment fees, legal and other professional services related to our joint proposal to acquire NYSE Euror

well as costs related to our acquisition of Glide Technologies in October 2011; and

*Debt extinguishment and refinancing charges of $31 million. See “2.50% Convertible Senior Notes,” and
Facility,” of Note 9, “Debt Obligations,” for further discussion.

For further discussion of our segments’ results, see “Item 7. Management’s Discussion and Analysis of Fin
Condition and Results of Operations—Segment Operating Results.”

Geographic Data
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The following table presents revenues and property and equipment, net by geographic area for 2013, 2012 :
2011. Revenues are classified based upon the location of the customer. Property and equipment informatior
based on the physical location of the assets.

Property and
Total Equipment,
Revenues Net
(in millions)

2013:

United States $ 2,386 $ 166

All other countries(1) 825 102
Total $ 3211 $ 268

2012:

United States $ 2,423 $ 131

All other countries(1) 697 80
Total $ 3,120 $ 211

2011:

United States $ 2,707 $ 125

All other countries(1) 731 68
Total $ 3,438 $ 193

F-54
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(1) Property and equipment, net for all other countries primarily includes assets held in Sweden.

No single customer accounted for 10.0% or more of our revenues in 2013, 2012 and 2011.
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Schedule II—Valuation and Qualifying Accounts
Three Years Ended December 31, 2013

(in millions)

Balance at beginning of period
Additions:

Charges to income

Recoveries of amounts previously written-off
Deductions:

Charges for which reserves were provided
Balance at end of period

Reserve for Bad
Debts
2013 2012 2011

$5 $3 $3
5 6
- - 1
Hn @ O
$9 $5 $3
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Exhibit Index

Exhibit
Number

2.1

22

3.1

3.1.1

3.2

4.1

4.2

4.2.1

4.3

4.3.1

Purchase Agreement, dated as of April 1, 2013, among The NASDAQ OMX Group, Inc., BG
Partners, Inc., BGC Holdings, L.P., BGC Partners, L.P., and, solely for purposes of certain se
thereof, Cantor Fitzgerald, L.P. (incorporated herein by reference to Exhibit 2.1 to the Quarte:
Report on Form 10-Q for the quarter ended June 30, 2013 filed on August 8, 2013).

Asset Purchase Agreement, dated as of May 17, 2013, among NASDAQ OMX Corporate Sol
LLC, Thomson Reuters (Markets) LLC, Thomson Reuters Global Resources, and, solely for g
of certain sections thereof, The NASDAQ OMX Group, Inc. and Thomson Reuters
Corporation (incorporated herein by reference to Exhibit 2.2 to the Quarterly Report on Form
for the quarter ended June 30, 2013 filed on August 8, 2013).

Amended and Restated Certificate of Incorporation of NASDAQ OMX (incorporated herein t
reference to Exhibit 3.1 to the Current Report on Form 8-K filed on January 28, 2014).

Certificate of Elimination of NASDAQ OMX’s Series A Convertible Preferred Stock (incorp
herein by reference to Exhibit 3.1.1 to the Current Report on Form 8-K filed on January 28, 2

By-Laws of NASDAQ OMX (incorporated herein by reference to Exhibit 3.2 to the Current |
on Form 8-K filed on January 28, 2014).

Form of Common Stock certificate (incorporated herein by reference to Exhibit 4.1 to the Reg
Statement on Form 10 filed on April 30, 2001).

The NASDAQ OMX Group Inc.’s Stockholders’ Agreement, dated as of February 27, 2008, |
The NASDAQ OMX Group, Inc. and Borse Dubai Limited (incorporated herein by reference
Exhibit 10.2 to the Current Report on Form 8-K filed on March 3, 2008).

First Amendment to The NASDAQ OMX Group Inc.’s Stockholders’ Agreement, dated as of
19, 2009, between The NASDAQ OMX Group, Inc. and Borse Dubai Limited (incorporated }
reference to

Exhibit 4.10.1 to the Annual Report on Form 10-K for the year ended December 31, 2008 file
February 26, 2009).

Registration Rights Agreement, dated as of February 27, 2008, among The NASDAQ OMX (

Inc., Borse Dubai Limited and Borse Dubai Nasdaq Share Trust (incorporated herein by refer
Exhibit 10.3 to the Current Report on Form 8-K filed on March 3, 2008).
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First Amendment to Registration Rights Agreement, dated as of February 19, 2009, among Tt
NASDAQ OMX Group, Inc., Borse Dubai Limited and Borse Dubai Nasdaq Share Trust
(incorporated herein by reference to

Exhibit 4.11.1 to the Annual Report on Form 10-K for the year ended December 31, 2008 file
February 26, 2009).

Indenture, dated as of January 15, 2010, between NASDAQ OMX and Wells Fargo Bank, Na
Association, as Trustee (incorporated herein by reference to Exhibit 4.1 to the Current Report
8-K filed on January 19, 2010).

First Supplemental Indenture, dated as of January 15, 2010, among NASDAQ OMX and Wel
Bank, National Association, as Trustee (incorporated herein by reference to Exhibit 4.2 to the
Report on Form 8-K filed on January 19, 2010).

Second Supplemental Indenture, dated as of December 17, 2010, among NASDAQ OMX and
Fargo Bank, National Association, as Trustee (incorporated herein by reference to Exhibit 4.1
Current Report on Form 8-K filed on December 21, 2010).

NASDAAQ Stockholders’ Agreement, dated as of December 16, 2010, between The NASDAC
Group, Inc. and Investor AB (incorporated herein by reference to Exhibit 4.12 to the Annual |
on Form 10-K for the year ended December 31, 2010 filed on February 24, 2011).

Indenture, dated as of June 7, 2013, between The NASDAQ OMX Group, Inc. and Wells Far;
National Association, as Trustee (incorporated herein by reference to Exhibit 4.1 to the Curre
Report on Form 8-K filed on June 10, 2013).

Supplemental Indenture, dated as of June 7, 2013, among The NASDAQ OMX Group, Inc.,
Fargo Bank, National Association, as Trustee, Deutsche Bank AG, London Branch, as paying
and Deutsche Bank Luxembourg S.A., as registrar and transfer agent (incorporated herein by
reference to Exhibit 4.2 to the Current Report on Form 8-K filed on June 10, 2013).
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4.10

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.8.1

10.9

10.10

Registration Rights Agreement, dated as of June 28, 2013, by and among The NASDAQ OMX Gr
Inc., BGC Partners, Inc., BGC Holdings, L.P. and BGC Partners, L.P. (incorporated herein by refe
Exhibit 10.1 to the Current Report on Form 8-K filed on July 1, 2013).

Amended and Restated Board Compensation Policy, effective on October 17, 2013.*

The NASDAQ OMX Group, Inc. 2010 Executive Corporate Incentive Plan, effective as of January
(incorporated herein by reference to Exhibit 10.1 to the Quarterly Report on Form 10-Q for the qu:
ended June 30, 2010 filed on August 4, 2010).*

Form of NASDAQ OMX Non-Qualified Stock Option Award Certificate (incorporated herein by 1
to

Exhibit 10.3 to the Annual Report on Form 10-K for the year ended December 31, 2010 filed on
February 24, 2011).*

Form of NASDAQ OMX Restricted Unit Award Certificate (employees) (incorporated herein by r
to

Exhibit 10.4 to the Annual Report on Form 10-K for the year ended December 31, 2010 filed on
February 24, 2011).*

Form of NASDAQ OMX Restricted Stock Unit Award Certificate (directors) (incorporated herein
reference to Exhibit 10.1 to the Quarterly Report on Form 10-Q for the quarter ended September 3
filed on November 7, 2013).*

Form of NASDAQ OMX One-Year Performance Share Unit Agreement (incorporated herein by r
to

Exhibit 10.2 to the Quarterly Report on Form 10-Q for the quarter ended September 30, 2013 filed
November 7, 2013).*

Form of NASDAQ OMX Three-Year Performance Share Unit Agreement (incorporated herein by
reference to

Exhibit 10.3 to the Quarterly Report on Form 10-Q for the quarter ended September 30, 2013 filed
November 7, 2013).*

Amended and Restated Supplemental Executive Retirement Plan, dated as of December 17, 2008
(incorporated herein by reference to Exhibit 10.6 to the Annual Report on Form 10-K for the year
December 31, 2008 filed on February 26, 2009).*

Amendment No. 1 to Amended and Restated Supplemental Executive Retirement Plan, effective a
December 31, 2008 (incorporated herein by reference to Exhibit 10.6.1 to the Annual Report on Fc
10-K for the year ended December 31, 2008 filed on February 26, 2009).*

The NASDAQ OMX Group, Inc. Supplemental Employer Retirement Contribution Plan, dated as
December 17, 2008 (incorporated herein by reference to Exhibit 10.7 to the Annual Report on Fort
for the year ended December 31, 2008 filed on February 26, 2009).*

Employment Agreement between NASDAQ OMX and Robert Greifeld, effective as of February 2
(incorporated herein by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on Febrt
2012).*
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10.10.1 Memorandum of Understanding between NASDAQ OMX and Robert Greifeld, effective as of De
11, 2012 (incorporated herein by reference to Exhibit 10.10.1 to the Annual Report on Form 10-K
February 24, 2013).*

10.11  Nonqualified Stock Option Agreement between Nasdaq and Robert Greifeld reflecting December
grant (incorporated herein by reference to Exhibit 10.13 to the Annual Report on Form 10-K for th
ended December 31, 2007 filed on February 25, 2008).*

10.12  Nonqualified Stock Option Agreement between NASDAQ OMX and Robert Greifeld reflecting Ju
2009 grant (incorporated herein by reference to Exhibit 10.11 to the Annual Report on Form 10-K
year ended December 31, 2009 filed on February 18, 2010).*
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10.13 Form of Amended and Restated Letter Agreement, effective as of December 31, 2008, betwec

10.14

10.15

10.15.1

10.15.2

10.15.3

10.16

10.17

10.17.1

NASDAQ OMX and Certain Executive Officers (incorporated herein by reference to Exhibit
the Annual Report on Form 10-K for the year ended December 31, 2008 filed on February 26

The NASDAQ OMX Group, Inc. Change in Control Severance Plan for Executive Vice Presi
and Senior Vice Presidents, effective November 26, 2013 (incorporated herein by reference tc
10.1 to the Current Report on Form 8-K filed on November 29, 2013).*

Employment Agreement between Nasdaq and Edward Knight, effective as of December 29, 2
(incorporated herein by reference to Exhibit 10.14 to the Annual Report on Form 10-K for the
ended December 31, 2002 filed on

March 31, 2003).*

First Amendment to Employment Agreement between Nasdaq and Edward Knight, effective ]
1, 2002 (incorporated herein by reference to Exhibit 10.14.1 to the Annual Report on Form 1(
the year ended

December 31, 2002 filed on March 31, 2003).*

Second Amendment to Employment Agreement between NASDAQ OMX and Edward Knigk
effective as of December 31, 2008 (incorporated herein by reference to Exhibit 10.13.2 to the
Report on Form 10-K for the year ended December 31, 2008 filed on February 26, 2009).*

Third Amendment to Employment Agreement between NASDAQ OMX and Edward Knight,
effective as of February 22, 2012 (incorporated herein by reference to Exhibit 10.2 to the Curs
Report on Form 8-K filed on February 28, 2012).*

Employment Agreement, dated as of June 24, 2008, between OMX AB and Hans-Ole Jochun
(incorporated herein by reference to Exhibit 10.18 to the Annual Report on Form 10-K for the
ended December 31, 2009 filed on February 18, 2010).*

Credit Agreement, dated as of September 19, 2011, among NASDAQ OMX, Bank of Americ
Merrill Lynch, Pierce, Fenner & Smith Incorporated, J.P. Morgan Securities, Inc., Nordea Bas
(publ.), Merchant Banking, Skandinaviska Enskilda Banken AB (publ.) UBS Securities LLC :
Wells Fargo Securities, LLC (incorporated herein by reference to Exhibit 4.1 to the Current R
Form 8-K filed on September 22, 2011).

Amendment No. 1, dated as of June 12, 2013, to the Credit Agreement by and among The NA
OMX Group, Inc., as borrower, Bank of America, N.A., as Administrative Agent, Swingline
and Issuing Bank, and the Lenders party thereto (incorporated herein by reference to Exhibit |
the Quarterly Report on Form 10-Q for the quarter ended June 30, 2013 filed on August 8, 20
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23.1
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31.1

31.2

32.1

101.INS

101.SCH

101.CAL

101.DEF
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Statement regarding computation of per share earnings (incorporated herein by reference fron
14 to the consolidated financial statements under Part II, Item 9 of this Form 10-K).

Computation of Ratio of Earnings to Fixed Charges.
List of all subsidiaries.

Consent of Ernst & Young.

Powers of Attorney.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
(“Sarbanes-Oxley”).

Certification of Chief Financial Officer and Executive Vice President, Corporate Strategy pur
Section 302 of Sarbanes-Oxley.

Certifications Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
Sarbanes-Oxley.

XBRL Instance Document™**

XBRL Taxonomy Extension Schema

XBRL Taxonomy Extension Calculation Linkbase
Taxonomy Extension Definition Linkbase

XBRL Taxonomy Extension Label Linkbase
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101.PRE XBRL Taxonomy Extension Presentation Linkbase

*Management contract or compensatory plan or arrangement.

**The following materials from The NASDAQ OMX Group, Inc. Annual Report on Form 10-K for the ye:
December 31, 2013, formatted in XBRL (eXtensible Business Reporting Language); (i) Consolidated State
Income for the years ended December 31, 2013, 2012 and 2011; (ii) Consolidated Balance Sheets at Decen
2013 and December 31, 2012; (iii) Consolidated Statements of Comprehensive Income for the years ended
December 31, 2013, 2012 and 2011; (iv) Consolidated Statements of Changes in Equity for the years endec
December 31, 2013, 2012 and 2011: (v) Consolidated Statements of Cash Flows for the years ended Decen
2013, 2012 and 2011; and (vi) notes to consolidated financial statements.
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