MOODYS CORP /DE/

FORM 10-Q

(Quarterly Report)

Filed 8/3/2007 For Period Ending 6/30/2007

Address 99 CHURCH STREET

NEW YORK, New York 10007
Telephone 212-553-0300
CIK 0001059556
Industry Business Services
Sector Services
Fiscal Year 12/31

powered 8y EINGA ROnline

hitpiherwew_edgar-online.com/
D Copyright 2005. All Rights Reservad
Distribution and use of this document restricted under EDGAR Onlines Terms of Use.




Table of Contents

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 June 30, 2007
Or
O 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 1-14037

Moody’s Corporation

(Exact name of registrant as specified in its chaetr)

Delaware 13-3998945
(State of Incorporation) (I.R.S. Employer Identification No.)
99 Church Street, New York, N.Y. 10007
(Address of Principal Executive Offices) (Zip Code)

Registrant’s telephone number, including area code:
(212) 553-0300

Indicate by check mark whether the registrant @l filed all reports required to be filed by Seatid 3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Ye&l No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer [x] Accelerated filer O Non-accelerated filerl]
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act). YesO No
Indicate the number of shares outstanding of e&tiedssuer’s classes of common stock, as ofdtest practicable date:

Title of Each Class Shares Outstanding at June 30, 2007
Common Stock, par value $0.01 per share 266.9 million
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PART I. FINANCIAL INFORMATION
Iltem 1. Financial Statements

MOODY’'S CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(Amounts in millions, except per share data)

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Revenue $ 646.1 $ 511.¢ $1,229.0 $951.¢
Expense:!
Operating, selling, general and administra 273.3 213.C 541.: 405.t
Depreciation and amortizatic 9.1 9.3 19.4 18.7
Total expense 282.4 222.% 560.71 424.C
Operating incom: 363.7 289.1 668.4 527.
Interest and other n-operating income, ne 17.¢ 0.7 14.5 4.1
Income before provision for income tay 381.t 289.¢ 682.¢ 531.t
Provision for income taxe 119.€ 117.5 245.6 213.
Net income $ 261.¢ $ 1721 $ 437.0 $318.
Earnings per shal
Basic $ 097 $ 06C $ 1.6C $1.1C
Diluted $ 095 $ 05¢ $ 1.5€ $ 1.07
Weighted average shares outstant
Basic 269.€ 286.4 273.€ 288.t
Diluted 276.( 293.% 280.2  296.¢

The accompanying notes are an integral part ofdimelensed consolidated financial statements.
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MOODY'S CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(Amounts in millions, except share and per share da)

ASSETS
Current asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowances of $15.80087 and $14.5 in 20(
Other current asse
Total current asse
Property and equipment, net of accumulated degreciaf $120.7 in 2007 and $116.1 in 2(
Goodwill
Intangible assets, net of accumulated amortizaif@d2.5 in 2007 and $37.7 in 20
Other asset
Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Borrowings under revolving credit facili
Accounts payable and accrued liabilit
Deferred revenu
Total current liabilities
Non-current portion of deferred reven
Notes payabli
Other liabilities
Total liabilities

Contingencies (Note 1(
Shareholder (deficit) equity:
Preferred stock, par value $.01 per share; 10,000s0ares authorized; no shares is¢
Series common stock, par value $.01 per sharef@@O0 shares authorized; no shares is
Common stock, par value $.01 per share; 1,000,000:8ares authorized; 342,902,272 shares issl
June 30, 2007 and December 31, 2
Capital surplu
Retained earning
Treasury stock, at cost; 75,954,995 and 64,296s84fes of common stock at June 30, 2007 and
December 31, 2006, respectivi
Accumulated other comprehensive I
Total shareholde’ (deficit) equity

Total liabilities and sharehold¢ equity

June 30, December 31
2007 2006
$ 361.¢ $ 408.]
13.4 75.4
484.( 475.¢
59.C 43.C
918.( 1,001.¢
162.¢ 62.C
179.¢ 176.1
61.€ 65.7
231.1 192.(
$ 1,553.! $ 1,497.
$ 410.( $ —
282.¢ 339.7
398.: 360.:
1,090.° 700.C
114.: 102.1
300.C 300.C
314.2 228.2
1,819.: 1,330.:
3.4 34
380.¢€ 345.7
2,463." 2,091 .«
(3,110.0 (2,264.)
(3.6) (8.4)
(265.9) 167.
$ 1,553.: $ 1,497.

The accompanying notes are an integral part of¢inelensed consolidated financial statements.
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MOODY'S CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(Amounts in millions)

Cash flows from operating activitir
Net income
Reconciliation of net income to net cash providgmperating activities
Depreciation and amortizatic
Stocl-based compensation expel
Excess tax benefits from stc-based compensation pla
Legacy tax
Changes in assets and liabiliti
Accounts receivabl
Other current asse
Prepaid pension cos
Other asset
Accounts payable and accrued liabilit
Deferred revenu
Other liabilities
Net cash provided by operating activit
Cash flows from investing activitie
Capital addition:
Purchases of marketable securi
Sales and maturities of marketable secur
Cash paid for acquisitions, net of cash acqu
Net cash (used in) provided by investing activi
Cash flows from financing activitie
Borrowings under revolving credit facili
Net proceeds from stock pla
Cost of treasury shares repurcha
Excess tax benefits from stc-based compensation pla
Payment of dividend
Payments under capital lease obligati
Net cash used in financing activiti
Effect of exchange rate changes on cash and casvadnts
Decrease in cash and cash equival
Cash and cash equivalents, beginning of the pi
Cash and cash equivalents, end of the pe

Six Months Ended

June 30,

2007 2006
$437.C $ 318.:
19.4 18.7
477 34.€
(42.6) (74.9)

(52.9) —
(6.9) 2.€
3.3 25.1
— 2.3
(9.5) (50.5)
(25.9) (0.9)
47.1 46.4
59.1 0.3
476.F 322.¢
(93.9) (12.9)
(177.9) (338.9
239.% 429.1
(5.2) (2.0)
(36.4) 75.2

410.( —
41.4 70.5
(942.6) (775.)
42.¢ 74.:
(43.9) (40.9)

(0.9) -
(493.2) (671.9)
6.€ 10.5
(46.5)  (262.9)
408.] 486.(
$ 361.¢ $ 223.2

The accompanying notes are an integral part ofdimelensed consolidated financial statements.
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MOODY'S CORPORATION

NOTES TO CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS (UNAUDITED)
(tabular dollar and share amounts in millions, excpt per share data)

1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION

Moody’s Corporation (“Moody’s” or the “Company”) & provider of (i) credit ratings, research andysisa covering fixed income
securities, other debt instruments and the entitiasissue such instruments in the global capitakets, and credit training services and
(i) quantitative credit risk assessment produais services and credit processing software for arderporations and investors in credit-
sensitive assets. Moody’s operates in two repartabyments: Moody’s Investors Service and MoodyWB/K*MKMV”). Moody'’s Investors
Service publishes rating opinions on a broad rarigeedit obligors and credit obligations issuedldmestic and international markets,
including various corporate and governmental oliliges, structured finance securities and commepagkr programs. It also publishes
investor-oriented credit information, research andnomic commentary, including depth research on major issuers, industry studpEs;ia
comments and credit opinion handbooks. The MKMVifiess develops and distributes quantitative créskitassessment products and
services and credit processing software for bardgorations and investors in credit-sensitive @sse

The Company operated as part of The Dun & Brads@eeporation (“Old D&B”) until September 30, 200e “Distribution Date”),
when Old D&B separated into two publicly traded gamies—Moody’s Corporation and The New D&B Corpmaf{“New D&B”). At that
time, Old D&B distributed to its shareholders sisané New D&B stock. New D&B comprised the busine§©ld D&B’s Dun & Bradstreet
operating company (the “D&B Business”). The remagnbusiness of Old D&B consisted solely of the bass of providing ratings and
related research and credit risk management sergitg was renamed “Moody’s Corporation”. The methwdavhich Old D&B distributed to
its shareholders its shares of New D&B stock iemafter referred to as the “2000 Distribution”.

For purposes of governing certain ongoing relatigrs between the Company and New D&B after the 2D@@ibution and to provide
for an orderly transition, the Company and New Dé&ered into various agreements including a Distitm Agreement (the “2000
Distribution Agreement”), Tax Allocation Agreeme#tnployee Benefits Agreement, Shared Transactiovic&s Agreement, Insurance and
Risk Management Services Agreement, Data Servigeseinent and Transition Services Agreement.

These interim financial statements have been peeparaccordance with the instructions to Form 18nQ should be read in
conjunction with the Company’s consolidated finahstatements and related notes in the Companyé aanual report on Form 10-K filed
with the Securities and Exchange Commission on Mar@007. The results of interim periods are rmassarily indicative of results for the
full year or any subsequent period. In the opirdbmanagement, all adjustments (consisting of nbrewurring accruals) considered
necessary for a fair presentation of financial f@sj results of operations and cash flows at gtesland for the periods presented have been
included. The year-end condensed balance sheetvdatderived from audited financial statementsdmets not include all disclosures
required by accounting principles generally acagiiethe United States of America. Certain prioaty@amounts have been reclassified to
conform to the current year presentation.

2. STOCK-BASED COMPENSATION

On January 1, 2006, the Company adopted, undendiéfied prospective application method, the failue method of accounting for
stock-based compensation under Statement of Figlafsctounting Standards (“SFAS”) No. 123 (Revis@04) “Share-Based
Payment” (“SFAS No. 123R"). Under this pronouncetmenmpanies are required to record compensatiparee for all share-based
payment award transactions granted to employeesilmsthe fair value of the equity instrument attilme of grant. This includes shares
issued under employee stock purchase plans, spidns, restricted stock and stock appreciatiohtsig

The condensed consolidated statements of operaticiusle pre-tax compensation expense of $26.5aniind $20.7 million for the
three months ended June 30, 2007 and 2006, resggcand $47.7 million and $34.6 million for thx snonths ended June 30, 2007 and
2006, respectively, related to stock-based compiemsplans. The total income tax benefit recognirethe income statement for stock-based
compensation plans was $10.0 million and $7.8 amilfior the three months ended June 30, 2007 angl, 288pectively; and $18.2 million &
$13.2 million for the six months ended June 30,7280d 2006, respectively. The amount of compens&tipense capitalized in each of the
three and six month periods ended June 30, 2002@0& was $0.1 million.

The fair value of each employee stock option avimesstimated on the date of grant using the Blahef&s option-pricing model that
uses the assumptions noted below. The expectededidiyield is derived from the annual dividend rate
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on the date of grant. The expected stock volattityased on implied volatility from traded opticaswell as historical volatility. The ridkee
interest rate is the rate in effect at the timéhefgrant based on U.S. government zero couponshwitd maturities similar to the expected
holding period. The expected holding period wagheined by examining historical and projected pastting exercise behavior activity. T
following weighted average assumptions were usedgtions granted during the three and six montited June 30, 2007 and 2006:

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Expected dividend yiel 0.52% 0.3% 0.44% 0.44%
Expected stock volatilit 29% 23% 23% 23%
Risk-free interest rat 4.52% 4.88% 4.78% 4.5%
Expected holding perio 5.7 yrs 6.0 yre 5.7 yre 6.0 yre

Prior to the 2000 Distribution, certain employeé#loody’s received grants of Old D&B stock optiomsder Old D&B'’s 1998 Key
Employees’ Stock Incentive Plan (the “1998 PlaAt)the Distribution Date, all unexercised Old D&®Bek options held by Moody’s
employees were converted into separately exer@sgitions to acquire Moody’s common stock and sephrexercisable options to acquire
New D&B common stock, such that each option hadstimae ratio of the exercise price per option tontlagket value per share, the se
aggregate difference between market value and isggudice, and the same vesting provisions, ogieEniods and other terms and conditions
applicable prior to the 2000 Distribution. Old D&fBock options held by employees and retirees ofBi2& were converted in the same
manner. Immediately after the 2000 Distributiore 998 Plan was amended and adopted by the Company.

Under the 1998 Plan, 33,000,000 shares of the Coyrgpaommon stock have been reserved for issudimAmended and Restated
2001 Moody'’s Corporation Key Employees’ Stock IndemPlan (the “2001 Plan”), which is shareholdepm@ved, permits the granting of up
to 28,600,000 shares, of which not more than 80@@Dshares are available for grants of awards otiaer stock options. The 2001 Plan was
amended and approved on April 24, 2007 at the dreiiaaeholders meeting, increasing the number afeshreserved for issuance by
3,000,000 which are included in the aforementica@dunts. Both the 1998 Plan and the 2001 Plan ¢k3&tans”) provide that options are
exercisable not later than ten years from the giatd. The vesting period for awards under thekSRdans is generally determined by the
Board of Directors at the date of the grant anddesn four years except for employees who are m¢ar retirement eligibility, as defined,
which vesting is between one and four years. Optinay not be granted at less than the fair marietevof the Company’s common stock at
the date of grant. The Stock Plans also providéhfergranting of restricted stock. Unlike the 1998n, the 2001 Plan also provides that
consultants to the Company or any of its affilisdes eligible to be granted options.

The Company maintains a stock plan for its BoarBioéctors, the 1998 Moody’s Corporation Non-Emg@eyDirectors’ Stock
Incentive Plan (the “Directors’ Plan”), which petsithe granting of awards in the form of non-quedifstock options, restricted stock or
performance shares. The Directors’ Plan providasdptions are exercisable not later than ten yfeans the grant date. The vesting period is
determined by the Board of Directors at the datiefgrant and is generally one year for optiortsthnee years for restricted stock. Undel
Directors’ Plan, 800,000 shares of common stocleweserved for issuance. Any director of the Corgpelmo is not an employee of the
Company or any of its subsidiaries as of the daedn award is granted is eligible to participatthe Directors’ Plan.

A summary of option activity as of June 30, 200@ ahanges during the six months then ended is pie$delow:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Price Contractual Intrinsic
Options Shares Per Share Term Value
Outstanding, December 31, 20 20.1 $  30.4¢
Grantec 2.6 72.5%
Exercisec (2.3 21.7:
Forfeited or expirel (0.2 53.3¢

Outstanding, June 30, 20 20.t $ 37.18 6.2yre $ 548.(
Vested and unvested expected to vest, June 30, 19.€ $ 36.2¢ 6.1yre $ 544.1
Exercisable, June 30, 20 13.C $  24.7¢ 49yre $ 486.F
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The weighted average grant date fair value peopopif Moody’s options granted during the three rhergnded June 30, 2007 and 2006
was $21.37 and $23.70, respectively; and $22.64p48D7 for the six months ended June 30, 20072808, respectively. The aggregate
intrinsic value in the table above represents tt& pre-tax intrinsic value (the difference betwééoody’s closing stock price on the last
trading day of the second quarter of 2007 and Xleecise prices, multiplied by the number of in-theney options) that would have been
received by the option holders had all option haddexercised their options as of June 30, 200% afmount varies based on the fair value of
Moody’s stock. The total intrinsic value of optioesercised during the six months ended June 3, 266 2006 was $108.5 million and
$186.1 million, respectively. As of June 30, 200i&re was $103.1 million of total unrecognized cemgation expense related to options.
expense is expected to be recognized over a weligivierage period of 1.4 years. Proceeds receivet thhe exercise of stock options were
$49.0 million and $74.2 million for the six montésded June 30, 2007 and 2006, respectively. Thieemefit realized from stock options
exercised during the six months ended June 30, 20822006 was $43.0 million and $75.6 million, extjvely.

At June 30, 2007, options outstanding of 19.6 onlland 0.9 million were held by Moody’s employerd getirees and New D&B
employees and retirees, respectively.

A summary of the status of the Company’s nonvesgstticted stock as of June 30, 2007 and changasydihe six months then ended
is presented below:

Weighted Average
Grant Date Fair

Nonvested Restricted Stock Shares Value Per Share
Balance, December 31, 20 1.7 $ 52.12
Granted 0.¢ 72.5¢F
Vested (0.6) 48.9:
Forfeited _(0.9) 59.4¢
Balance, June 30, 20( _ 1 $ 63.2:

The total fair value of shares vested during tRevsbnths ended June, 30 2007 and 2006 was $4lidmahd $27.0 million,
respectively. As of June 30, 2007, there was $81llton of total unrecognized compensation expemeated to nonvested restricted stock.
The expense is expected to be recognized overghteel average period of 1.2 years. The tax beregiized from the vesting of restricted
stock during the six months ended June, 30 20072806 was $16.4 million and $10.7 million, respesly.

The Company has a policy of issuing treasury stodatisfy shares issued under stock-based comjmgdans. The Company
currently expects to use a significant portiontsfciash flow to continue its share repurchase progi’he Company implemented a systen
share repurchase program in the third quarter 8520rough a SEC Rule 10b5-1 program. Mosdyay also purchase opportunistically w
conditions warrant. On June 5, 2006, the Boardicédors authorized a $2 billion share repurchasgiam. On June 30, 2007, Moody'’s had
$0.8 billion of share repurchase authority remaninder the current $2 billion program. On July 3007, the Board of Directors of the
Company authorized an additional $2 billion shagurchase program. The Company will begin repuinbashares under the new program
upon completion of the $2 billion program authodze June 2006. There is no established expirataia for either of these authorizations.
The Company’s intent is to return capital to shalgérs in a way that serves their long-term intisre&s a result, Moody’s share repurchase
activity will continue to vary from quarter to quer.

In addition, the Company also sponsors the 1999dyacCorporation Employee Stock Purchase Plan (FEBRJnder the ESPP,
6,000,000 shares of common stock were reserveiddoance. The ESPP allows eligible employees tohase common stock of the
Company on a monthly basis at 85% of the averagieeoliigh and the low trading prices on the NewkY8tock Exchange on the last trading
day of each month. The employee purchases areduhdeugh after-tax payroll deductions, which piamticipants can elect at from one
percent to ten percent of compensation, subjettitdederal limit. This results in stock-based cemgation expense for the difference
between the purchase price and fair market valdeu8FAS No. 123R.

3. INCOME TAXES

Moody’s Corporation adopted the provisions of FAIBRrpretation No. 48, “Accounting for Uncertaintylncome Taxes” (“FIN
No. 4€"), on January 1, 2007 resulting in a reductiongimined earnings of $43.3 million. This reductiscomprised of a $32.9 million
increase in the liability for unrecognized tax bigseand accrued interest of $17.3 million ($10.4lion, net of tax). As of the date of adopti
and after the impact of recognizing the increaghénliability noted above, the Company’s unrecagditax benefits totaled $122.7 million of
which $97.5 million represents the amount thate@dognized, would impact the effective income e in future periods.
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In the quarter ended June 30, 2007 the Companyaieed its unrecognized tax benefits and asso@ataded interest by $31.8 million
and $18.9 million ($11.3 million, net of tax), respively, due to developments with respect to Lgdeax Matters for tax years 1997-2002 as
more fully described below and in Note 10. The dase to unrecognized tax benefits was recordedetuation to tax expense. The decrt
in accrued interest was recorded as a reductiort@écest expense. The Company also increasedri¢sognized tax benefits by $21.7 million
($17.3 million, net of tax) and $30.9 million ($83nillion, net of tax) in the three and six mon#ripds ended June 30, 2007, respectively,
related to a combination of legacy and other taitens. As of June 30, 2007, the Company had $12il#®&n of unrecognized tax benefits of
which $89.2 million represents the amount thate@ognized, would impact the effective income e in future periods.

The Company classifies interest related to unreizegirtax benefits in interest expense in its cosddrtonsolidated statements of
operations. Penalties, if incurred, would be redmgphin other non-operating expenses. Prior tatlaption of FIN No. 48, interest expense
and, if necessary, penalties associated with takrgencies were recorded as part of the provioincome taxes. During the three and six
month periods ended June 30, 2007, the Companyedtanterest of $4.0 million and $7.6 million, respively, related to uncertain tax
positions. As of June 30, 2007 the amount of actmierest recorded in the Company’s balance gleésted to uncertain tax positions was
$25.7 million.

Moody’s Corporation and subsidiaries are subjet1.®. federal income tax as well as income taxairous state and local and foreign
jurisdictions. In June 2007, the Internal RevenassiBe “IRS”) concluded its examination of the Companyesiéral income tax returns for
1997 through 2000 and issued Statutory Noticesdficizncy (“Notices”). Additional information peiitdang to the Notices is provided in
Note 10. Mood'’s federal income tax returns filed for the yead®2 through 2005 remain subject to examinatiorheyiRS. New York City
income tax returns for 2001 through 2003 are ctiyemder examination. New York City and New Yortat income tax returns are subject
to examination for 2004 and 2005. Tax filings ie thnited Kingdom for 2001 and 2002 are currentlgiamexamination by the U.K. taxing
authorities and for 2003 through 2005 remain opegxaimination.

Moody'’s effective tax rate was 31.3% and 40.6% for theettmonth periods ended June 30, 2007 and 20Q&atasely, which include
a $27.3 million and $1.5 million net benefit relhte Legacy Tax Matters, respectively; and 36.0% 40 1% for the six month periods ended
June 30, 2007 and 2006, respectively, which indw&27.3 million and $2.4 million net benefit teld to Legacy Tax Matters, respectively.

4. WEIGHTED AVERAGE SHARES OUTSTANDING
Below is a reconciliation of basic shares outstagdo diluted shares outstanding:

Three Months Ended  Six Months Ended

June 30, June 30,
2007 2006 2007 2006
Basic 269.¢ 286.2 273.€ 288.
Dilutive effect of shares issuable under s-based compensation pla 6.4 7.3 6.€ 8.1
Diluted 276.C 293.7 280.4 296.¢

Options to purchase 5.5 million and 2.9 million e¢oon shares for the three months ended June 30,&2@D2006, respectively; and
5.6 million and 2.9 million common shares for tileraonths ended June 30, 2007 and 2006, respectiwerie outstanding but were not
included in the computation of diluted weighted rage shares outstanding because they were aritidilut

The calculation of diluted earnings per share negutertain assumptions regarding the use of pdsabat would be received upon the
exercise of stock options. These assumed procaeligle the excess tax benefit that would be redeiymn exercise of options outstanding
as of June 30, 2007 and 2006, respectively. Assyraateds from excess tax benefits are based errdéftax assets assumed to be
calculated under the provisions of SFAS No. 123R.

5. SHORT-TERM INVESTMENTS

Short-term investments are securities with maesitireater than 90 days at the time of purchas@tbavailable for operations in the
next twelve months and include auction rate cegts at December 31, 2006. The short-term invegthaee classified as available-for-sale
and therefore are carried at fair value. The reinginontractual maturities of the short-term investts were one month to 11 months and
one month to 39 years as of June 30, 2007 and Dmwedd, 2006, respectively. Unrealized holding gaind losses on available-for-sale
securities, if any, would be included in accumulatéher comprehensive income, net of applicablenme taxes in the condensed consolid
financial statements. During the three and six m®enhded June 30, 2007 and 2006, there were ripagglains or losses from sales of
available-for-sale securities.
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Total interest income on cash and cash equivalardshort-term investments was $3.2 million and $dillion for the three months
ended June 30, 2007 and 2006, respectively; adrdlion and $11.0 million for the six months ewnld&une 30, 2007 and 2006, respectiv

6. ACQUISITIONS
Wall Street Analytics, Inc.

In December 2006, the Company acquired Wall Stkeetytics, Inc., a developer of structured finaaoalytical models and monitori
software. The acquisition has broadened Moody’slogiies in the analysis and monitoring of comp#gsuctured debt securities while
increasing the firm’s analytical and product depetent staff dedicated to creating new softwarearalytic tools for the structured finance
market. The purchase price was not material andehe term impact to operations and cash flowsisRrpected to be material.

China Cheng Xin International Credit Rating Co. Ltd

In September 2006, the Company acquired a 49% sh&hina Cheng Xin International Credit Rating Ctd. (“CCXI”) from China
Cheng Xin Credit Management Co. Ltd. (“CCXCMid an entity affiliated with CCXCM. Terms of thegaisition agreement will permit t|
Company to increase its ownership in CCXI to a migj@ver time as permitted by Chinese authoritigse purchase price was not material
and the near term impact to operations and casfsfie not expected to be material.

7. GOODWILL AND OTHER INTANGIBLE ASSETS
The following table summarizes the activity in geaditifor the periods indicated:

Six Months Ended Year Ended
June 30, 2007 December 31, 2006
Moody’s Moody’'s
Investors  Moody’s Investors  Moody’s
Service KMV Consolidatec Service KMV Consolidatec
Beginning balanc $ 52.C $1241 $ 1761 $ 28.C $124.1 $ 152.1
Additions 3.7 — 3.7 23.2 — 23.2
Foreign currency translation adjustme — — — 0.8 — 0.8
Ending balanc: $ 55.7 $1241 $ 179.t $ 52.C $124.1 $ 176.]
Intangible assets consisted of:
June 30, December 31
2007 2006
Customer lists (11.2 year weighted average $ 62.7 $ 62.5
Accumulated amortizatio (29.29) (26.9
Net customer list 33.t 35.7
MKMYV trade secret (12.0 year weighted average 25.k 25.k
Accumulated amortizatio (3.9 (2.3
Net trade secre 22.1 23.2
Other amortizable intangible assets (5.6 year wedjaverage life 15.¢ 15.4
Accumulated amortizatio (9.9 (8.6)
Net other amortizable intangible ass 6.C 6.8
Total intangible assets, n $ 61.¢ $ 65.7

Amortization expense for the six months ended Bh007 and 2006 was $4.8 million and $5.0 milli@spectively.
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Estimated future amortization expense for intarggddsets subject to amortization is as follows:
Year Ending December 31,

2007 (after June 3( $ 4.8
2008 8.5
2009 7.6
2010 7.6
2011 7.3
Thereaftel 25.¢

8. PENSION AND OTHER POST-RETIREMENT BENEFITS

Moody’s maintains both funded and unfunded noncontrilyudefined benefit pension plans in which substéptal U.S. employees ¢
the Company are eligible to participate. The plaride defined benefits using a cash balance ftaiased on years of service and career
average salary or final average pay for selectedwives. The Company also provides certain healéhand life insurance benefits for reti
U.S. employees. The post-retirement healthcaresgasm contributory with participants’ contributiomdjusted annually; the life insurance
plans are noncontributory. Moody'’s funded and ud&thpension plans, the post-retirement healthdares @and the post-retirement life
insurance plans are collectively referred to heasithe “Post-Retirement Plans”.

Following are the components of net periodic expeetated to the Post-Retirement Plans for theetaral six months ended June 30,
2007 and 2006:

Pension Plans Other Post-Retirement Plans
Three Months Three Months Three Months Three Months
Ended Ended Ended Ended
June 30, 200° June 30, 200¢ June 30, 200° June 30, 200¢
Components of net periodic expense
Service cos $ 3.4 $ 2.¢ $ 0.2 $ 0.2
Interest cos 2.C 1.7 0.1 0.1
Expected return on plan ass (2.3 (2.2) —
Amortization of net actuarial loss from earlier ipels 0.€ 0.8 — —
Amortization of prior service cos 0.1 0.1 — —
Net periodic expens $ 3.8 $ 3.4 $ 0.3 $ 0.3
Pension Plans Other Post-Retirement Plans
Six Months Six Months Six Months Six Months
Ended Ended Ended Ended
June 30, 200 June 30, 200 June 30, 200 June 30, 200
Components of net periodic expens
Service cos $ 6.2 $ 5.€ $ 0.4 $ 0.4
Interest cos 4.C 8.2 0.2 0.2
Expected return on plan ass (4.5 (4.2 — —
Amortization of net actuarial loss from earlier ipels 1.1 1.€ — —
Amortization of prior service cos 0.2 0.2 0.1 0.1
Net periodic expens $ 7.C $ 6.7 $ 0.8 $ 0.7

The Company made payments of $0.4 million to ifsinded pension plans during both the six monthgeérddine 30, 2007 and 2006.
The Company made payments of $0.2 million to iteeopost-retirement plans during the six monthsdntine 30, 2007 and made no
significant payments to its other post-retiremdahp during the six months ended June 30, 2006 Camepany presently anticipates making
payments of $0.6 million to its unfunded pensicangl and $0.2 million to its other post-retiremdahp during the remainder of 2007.
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9. INDEBTEDNESS

On September 30, 2005, the Company entered intot@ Rurchase Agreement and issued and sold theppghiate placement
transaction, $300 million aggregate principal amafrits Series 2005-1 Senior Unsecured Notes N9t The Notes have a ten-year term
and bear interest at an annual rate of 4.98%, pagaimi-annually on March 30 and September 30.pFbeeeds from the sale of the Notes
were used to refinance $300 million aggregate al@amount of the Company’s outstanding 7.61% &eNbtes which matured on
September 30, 2005. In the event that Moody’s élysr part, of the Notes in advance of their migguthe “Prepaid Principal”), such
prepayment will be subject to a penalty calculdtased on the excess, if any, of the discountecevaithe remaining scheduled payments, as
defined in the agreement, over the Prepaid Prihcipa

On September 1, 2004, Moody'’s entered into a fiearysenior, unsecured bank revolving credit fac{tihe “Facility”) in an aggregate
principal amount of $160 million that expires inpEmber 2009. Interest on borrowings under theliBais payable at rates that are based on
the London InterBank Offered Rate plus a premiuat &&an range from 17 basis points to 47.5 basistgdiepending on the Company’s ratio
of total indebtedness to earnings before intetaxgs, depreciation and amortization (“EarningséZage Ratio”), as defined in the related
agreement. At June 30, 2007, such premium was 4ig paints. The Company also pays quarterly fgdiges, regardless of borrowing
activity under the Facility. The quarterly fees cange from 8 basis points of the Facility amowont% basis points, depending on the
Company’s Earnings Coverage Ratio, and were 8 lpagigs at June 30, 2007. Under the Facility, tben@any also pays a utilization fee of
12.5 basis points on borrowings outstanding wheratigregate amount outstanding under the Facilitgedds 50% of the Facility. In October
2006, Moody’'s amended its Facility by increasing lilmit on sale proceeds resulting from a saledbask transaction of its corporate
headquarters building at 99 Church Street from $h8lton to $250 million. Additionally, the restrion on liens to secure indebtedness
related to the sale of 99 Church Street was alseased from $150 million to $250 million. The Canp also increased the expansion
feature of the credit facility from $80 million &840 million, subject to obtaining commitments floe incremental capacity at the time of
draw down from the existing lenders. In April 208ffer receipt of all necessary approvals relatinthe execution of the expansion feature,
borrowing capacity under the Facility was increage#i500 million.

As of June 30, 2007, the Company had borrowingstantling of $410 million under the Facility, th@peeds of which were used to
support share repurchases, the build-out of its cayworate headquarters at 7 World Trade Centep#ret operational activities. As of
August 3, 2007, the Company had $500 million ofrbeings outstanding under the Facility.

The Notes and the Facility (the “Agreements”) cantabvenants that, among other things, restricitbiity of the Company and certain
of its subsidiaries, without the approval of theders, to engage in mergers, consolidations, aates, transactions with affiliates and sale-
leaseback transactions or to incur liens, as défin¢he related agreements. The Facility alsoaiostfinancial covenants that, among other
things, require the Company to maintain an Inte@Gssterage Ratio, as defined in the agreement, toese than 3 to 1 for any period of four
consecutive fiscal quarters, and an Earnings CgeeRatio, as defined in the agreement, of not rii@e 4 to 1 at the end of any fiscal
quarter. At June 30, 2007, the Company was in camg@t with such covenants. Upon the occurrenceméin financial or economic events,
significant corporate events or certain other evennstituting an event of default under the Agrests, all loans outstanding under the
Agreements (including accrued interest and feealplaythereunder) may be declared immediately ddepagable and all commitments un
the Agreements may be terminated. In additionagedther events of default under the Agreementsladvautomatically result in amounts
outstanding becoming immediately due and payaldeafircommitments being terminated.

Moody’s interest expense on borrowings was $7.8anilnet of $0.7 million of capitalized intereafnd $3.8 million for the three
months ended June 30, 2007 and 2006, respectamdy$11.8 million, net of $0.7 million of capitadd interest, and $7.6 million for the six
months ended June 30, 2007 and 2006, respectively.

10. CONTINGENCIES

From time to time, Moody’s is involved in legal atak proceedings, claims and litigation that adantal to the Company’s business,
including claims based on ratings assigned by Mmdyoody'’s is also subject to ongoing tax auditshie normal course of business.
Management periodically assesses the Companyifitiedand contingencies based upon the latestinétion available.

Moody'’s discloses material pending legal proceeslimgher than routine litigation incidental to Mgtlbusiness, material proceedings
known to be contemplated by governmental autheraied other pending matters that it may deternurbetappropriate. For matters except
those related to income taxes, where it is bothalote that a liability has been incurred and thewamh of loss can be reasonably estimated,
the Company has recorded liabilities in the conlswéd financial statements and periodically adjtretse as appropriate. When sufficient
uncertainties exist, related to the outcome ariti@amount or range of loss, management does catda liability but discloses the
contingency if significant. As additional informati becomes available, the Company adjusts its
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assessments and estimates of such liabilities dioggy. For income tax matters, the Company emptbgsprescribed methodology of FIN
No. 48, adopted as of January 1, 2007. FIN Noed@ires a company to first determine whethermdge-likely-than-not (defined as a
likelihood of more than fifty percent) that a taasition will be sustained, based on its technicatity, as of the reporting date, assuming that
taxing authorities will examine the position andiddull knowledge of all relevant information. Axtaosition that meets this more-likely-
than-not threshold is then measured and recogmizéitk largest amount of benefit that is greaten tiftty percent likely to be realized upon
effective settlement with a taxing authority.

Based on its review of the latest information aafali¢, in the opinion of management, the ultimatbility of the Company in connectic
with pending legal and tax proceedings, claimslaiggation will not have a material adverse effeatMoody’s financial position, results of
operations or cash flows, subject to the contingendescribed below.

Legacy Contingencie

Moody'’s continues to have exposure to certain gaklmbilities assumed in connection with the 2Distribution (“Legacy
Contingencies”). The following description of tredationships among Moody’s, New D&B and their pregkesor entities is important in
understanding the Legacy Contingencies that rédet@x matters (“Legacy Tax Matters”).

In November 1996, The Dun & Bradstreet Corporasieparated into three separate public companiesbuhe Bradstreet
Corporation, ACNielsen Corporation and Cognizantg@aation (“Cognizant”). In June 1998, The Dun &alistreet Corporation separated
into two separate public companies: Old D&B and Rddnnelley Corporation. During 1998, Cognizantegeged into two separate public
companies: IMS Health Incorporated (“IMS Healthi)daNielsen Media Research, Inc. (‘“NMRI). September 2000, Old D&B separated
two separate public companies: New D&B and Moodgssfurther described in Note 1 to the condensedamated financial statements.

Old D&B and its predecessors entered into globaptanning initiatives in the normal course of mess, including through tax-free
restructurings of both their foreign and domesperations. These initiatives are subject to nomaéew by tax authorities. Old D&B and its
predecessors also entered into a series of agréegmrering the sharing of any liabilities for pagmh of taxes, penalties and interest resu
from unfavorable IRS rulings on certain tax mattarsd certain other potential tax liabilities, @il described in such agreements. Further, in
connection with the 2000 Distribution and pursuarthe terms of the 2000 Distribution AgreementwN2&B and Moody’s have agreed on
the financial responsibility for any potential libties related to Legacy Tax Matters.

Settlement agreements were executed with the IRB0B regarding Legacy Tax Matters for the yea&919990 and 1993-1996. As of
June 30, 2007, the Company continues to carryeave®f $1.8 million with respect to these matt&¥vith respect to these settlement
agreements, Moody’s and New D&B believe that IMSkteand NMR did not pay their full share of thatility to the IRS pursuant to the
terms of the applicable agreements among the paMieody’s and New D&B paid these amounts to th® R their behalf, and have been
unable to resolve this dispute with IMS Health &MR. As a result, Moody’s and New D&B have commahaeebitration proceedings
against IMS Health and NMR to collect a total opapximately $11 million owed by IMS Health and NM®Rth respect to the 1989-1990
matter. Moody’s and New D&B may also commence diitration proceeding to collect a total of approately $14.5 million owed by IMS
Health and NMR with respect to the 1993-1996 maltkrody’s cannot predict the outcome of these matéth any certainty.

Amortization Expense Deductions and 1997-2002 | RS Deficiency Notices

This legacy tax matter, which was affected by demedents in June 2007 as further described belaw|vas a partnership transaction
which resulted in amortization expense deductianthe tax returns of Old D&B since 1997. IRS audit©ld D&B’s and New D&B'’s tax
returns for the years 1997 through 2002 concludelihe 2007 without any disallowance of the amatitin expense deductions, or any other
adjustments to income related to this partnershipsiaction. These audits did result in the IRSiigsthe Notices for other tax issues for the
1997-2000 years aggregating $9.5 million in tax pedalties, plus statutory interest of approxima$al million, which will be apportioned
among Moody’s, New D&B, IMS Health and NMR pursuémthe terms of the applicable separation agre&sndtoody’s share of this
assessment is anticipated to be $6.8 million inolyihterest, net of tax. The Company believes# meritorious defenses to the deficiencies
asserted in the Notices and does not believe lteadutcome of this matter will be material to iteahcial results. The absence of any
deficiencies in the Notices for the amortizatiopexse deductions for the years 1997 through 2080nracompanion Notices of Deficiency
issued to New D&B for 2001 and 2002, combined \ligh expiration of the statute of limitations for9®through 2002, for issues not
assessed, resulted in Moody’s recording a net iecoemefit of $52.3 million in its second quartehisTis comprised of two components, as
follows: (i) a reversal of a tax liability of $2718illion related to the period from 1997 througk istribution Date, reducing the provision
for income taxes for the three and six months edded 30, 2007; and (ii) a reduction of accrueeragt expense and amounts due to New
D&B, which increased other non-operating income$Bg.9 million ($25.0 million, net of tax) for tharee and six months ended June 30,
2007.
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On the Distribution Date in 2000, New D&B paid Mgasl$55 million for 50% of certain anticipated fogutax benefits of New D&B
through 2012. It is possible that IRS audits of N2&B for tax years after 2002 could result in ina@@adjustments with respect to the
amortization expense deductions of this partnershipsaction. In the event these tax benefits atelaimed or otherwise not realized by
New D&B, or there is an audit adjustment, Mo’s would be required, pursuant to the terms of2B@0 Distribution Agreement, to repay to
New D&B an amount equal to the discounted valuiésaghare of the related future tax benefits asdliare of any tax liability. As of June
2007, Moody'’s liability with respect to this mattetals $51.1 million.

In March 2006, New D&B and Moody'’s each deposit88.8 million with the IRS in order to stop the agrof statutory interest on
potential tax deficiencies with respect to the 1886ugh 2002 tax years. In July 2007, New D&B &tabdy’s commenced procedures to
recover approximately $56 million of these depo&iA.4 million for New D&B and $31.6 million for dbdy’s), which represents the excess
of the original deposits over the total of the diefincies asserted in the Notices and in companiaiuiry Notices of Deficiency issued to
New D&B for 2001 and 2002. The remaining $23.6 iorll($15.3 million for New D&B and $8.3 million fdvioody's) will be left as
deposits, and New D&B and Moody'’s both anticipageking recovery of this balance.

At June 30, 2007, Moody’s has recorded liabilifi@sLegacy Tax Matters totaling $62.7 million. Thicludes deficiencies asserted in
the Notices, which are subject to meritorious deésrand liabilities and accrued interest due to B&B arising from the 2000 Distribution
Agreement. It is possible that the ultimate lighifor Legacy Tax Matters could be greater thanlitiiglities recorded by the Company, wh
could result in additional charges that may be nedteo Moody'’s future reported results, finanqalsition and cash flows.

11. COMPREHENSIVE INCOME
Total comprehensive income was as follows:

Three Months Ended Six Months Ended

June 30, June 30,

2007 2006 2007 2006
Net income $ 261.¢ $ 172.1 $437.2 $318.

Other comprehensive incor- derivative instrument — — 0.1 —
Other comprehensive incor- foreign currency translation adjustm 3.¢ 7.2 3.¢ 8.4

Other comprehensive income- amortization of acaliégwsses and prior service costs subsequent to

the adoption of SFAS No. 1t 0.4 — 0.€ —

Total comprehensive incon $ 266.2 $ 179.2 $442.1 $326.7

12. SEGMENT INFORMATION

Moody’s operates in two reportable segments: Maosdiyvestors Service and Moody’s KMV. The Comparporés segment
information in accordance with SFAS No. 131, “Dastires about Segments of an Enterprise and Réfdtadhation” (“SFAS No. 131").
SFAS No. 131 defines operating segments as comgmoéan enterprise for which separate financifdrimation is available that is evalua
regularly by the chief operating decision-makedétiding how to allocate resources and in asseggrfgrmance.

Moody'’s Investors Service consists of four ratimgups—structured finance, corporate finance, fir@nnostitutions and sovereign risk,
and public finance—that generate revenue pringidedim the assignment of credit ratings on issa@i issues of fixeihcome obligations i
the debt markets, and research, which primarilyegaes revenue from the sale of investor-orienteditresearch, principally produced by
the rating groups, and economic commentary. Gikierdbminance of Moody’s Investors Service to Moadwerall results, the Company
does not separately measure or report corporanegg, nor are such expenses allocated betwe&othgany’s business segments.
Accordingly, all corporate expenses are includedgarating income of the Moody'’s Investors Sengegment and none have been allocated
to the Moody’s KMV segment.

The Moody’s KMV business develops and distributearditative credit risk assessment products andcgsr and credit processing
software for banks, corporations and investorgédlit-sensitive assets. Assets used solely by Mad€yV are separately disclosed within
that segment. All other Company assets, includorgarate assets, are reported as part of Moody&shors Service. Revenue by geographic
area is generally based on the location of theoowst. Intersegment sales are insignificant and no single cust@ccounted for 10% or mc
of total revenue.
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Below is financial information by segment, Moodyhvestors Service revenue by business unit ansotidated revenue information
geographic area, each for the three and six maeribgs ended June 30, 2007 and 2006, and totakdsseegment as of June 30, 2007 and
December 31, 2006. Certain prior year amounts baea reclassified to conform to the current present.

Financial Information by Segment

Three Months Ended Three Months Ended
June 30, 2007 June 30, 2006
Moody’s Moody’'s
Investors  Moody’s Investors  Moody’s
Service KMV Consolidatec Service KMV Consolidatec
Revenue $608.2 $ 37.¢ $ 646.1 $476Ef $34¢ $ 5Hll/
Operating, selling, general and administrative espe 245.¢ 28.C 273.C 185.1 27.¢ 213.C
Depreciation and amortizatic 6.3 2.8 9.1 5.3 4.C 9.3
Operating incom: 356.¢ 7.1 363.7  286.] 3.C 289.1
Interest and other n-operating income, ne 17.¢ 0.7
Income before provision for income tay 381.t 289.¢
Provision for income taxe 119.¢ 117.7
Net income $ 261¢ $ 1721
Six Months Ended Six Months Ended
June 30, 2007 June 30, 2006
Moody’s Moody’s
Investors  Moody’s Investors  Moody's
Service KMV Consolidatec Service KMV Consolidatec
Revenue $1,155.¢ $ 73.E $ 1,229.0 $884.« $ 672 $ 951.¢
Operating, selling, general and administrative espe 485.( 56.: 541..  352.] 52.¢ 405.5
Depreciation and amortizatic 13.C 6.4 19.4 10.€ 8.1 18.7
Operating incom: 657.€ 10.¢ 668.2 521.1 6.3 527.¢
Interest and other n-operating income, nt¢ 14.F 4.1
Income before provision for income tay 682.¢ 531.t
Provision for income taxe 245.¢ 213.2
Net income $ 437 $ 318.
Moody'’s Investors Service Revenue by Business Unit
Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Ratings revenue
Structured financ $ 2734 $ 216z $ 524.¢ $390.¢
Corporate financ 141.C 103.1 255.6 184.¢
Financial institutions and sovereign ri 83.t 66.¢ 160.t  132.¢
Public finance 32.C 28.4 61.4 54.C
Total ratings revenu 530.2 414.€¢ 1,002.¢ 762.:
Research revent 78.C 61.€ 153.C 122.]
Total Moody's Investors Servic $ 608.2 $ 476.F $1,155.¢ $884.
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Consolidated Revenue Information by Geographic Area

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
United State: $ 399.1 $ 3281 $ 777.1 $607.C
International 247 .( 183.: 451.¢ 344.¢
Total $ 646.1 $ 511.¢ $1,229.. $951.¢

Revenue in Europe was $173.0 million and $128.Tianifor the three months ended June 30, 2007 806,2espectively; and $318.7
million and $236.2 million for the six months endadhe 30, 2007 and 2006, respectively.

Total Assets by Segment

June 30, 2007 December 31, 2006
Moody’s Moody’s
Investors ~ Moody’s Investors ~ Moody’s
Service KMV Consolidatec Service KMV Consolidatec
Total assets by segme $1,320.¢ $232.¢4 $ 1,553.0 $1,255.8 $241.¢ $ 1,497.

13. RECENTLY ISSUED ACCOUNTING STANDARDS

In September 2006, the FASB issued SFAS No. 1580y WValue Measurements” (“SFAS No. 157”), whichaddishes a single
authoritative definition of fair value whereby faialue is based on an exit price that would refsoih market participant®ehavior, as well ¢
sets out a framework for measuring fair value agliires additional disclosures about fair-value snemments. SFAS No. 157 is expected to
increase the consistency of fair value measurenzemsapplies only to those measurements that svadyl required or permitted by other
accounting standards except for measurements oé-bhaed payments and measurements that are similasttoot intended to be, fair vall
SFAS No. 157 imposes no requirements for additifaialvalue measures in financial statements amdfective for fair-value measures
already required or permitted by other standard$ifiancial statements issued for fiscal years teigig after November 15, 2007 and will be
adopted by the Company as of January 1, 2008. Dingp@ny is currently assessing the impacts thaadioption of this standard will have on
its consolidated financial position and result®pérations.

In February 2007, the FASB issued SFAS No. 159¢"“Fhir Value Option for Financial Assets and Finandabilities—including an
amendment of FASB Statement No. 115" (“SFAS No."L58FAS No. 159 expands the use of fair value anting but does not affect
existing standards which require assets or liadidlito be carried at fair value. Under SFAS No., E6@ompany may elect to measure many
financial instruments and certain other items &tfalue on an instrument by instrument basis whinges in fair value recognized in
earnings each reporting period. Iltems eligibleféir-value election include recognized financiadets and liabilities such as equity-method
investments and investments in equity securitiasdb not have readily determinable fair valuesttem loan commitments, and certain
warranties and insurance contracts where a waliraniasurer is permitted to pay a third party toypde the warranty goods or services. If
the use of fair value is elected, the election nbesapplied to individual instruments with certegstrictions, is irrevocable and must be
applied to an entire instrument. Any upfront casid fees related to the item elected for fair vahusst be recognized in earnings and cannot
be deferred. At the adoption date, unrealized gamslosses on existing items for which fair vatas been elected are reported as a
cumulative adjustment to beginning retained eamsiSgbsequent to the adoption of SFAS No. 159,gdmim fair value will be recognized
earnings. SFAS No. 159 is effective for fiscal weleginning after November 15, 2007 and will bepaeld by the Company as of January 1,
2008. The Company is currently determining the iotpi& any, that the adoption of this standard Wwale on its consolidated financial
position and results of operations.

14. SUBSEQUENT EVENT

On July 30, 2007, the Board of Directors of the @amy approved the declaration of a quarterly diwitlef $0.08 per share of Moody’s
common stock, payable on September 10, 2007 telsblters of record at the close of business on 812, 2007 and authorized an
additional $2 billion share repurchase program. Thenpany will begin repurchasing shares under éve program upon completion of the
$2 billion program authorized in June 2006. Therrea established expiration date for either ofetmsgthorizations.

As of August 3, 2007, the Company had outstandorgowings under the Facility of $500 million, asther discussed in Note 9 to the
condensed consolidated financial statements.
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis of financial conditol results of operations should be read in catijom with the Moody’s Corporation
condensed consolidated financial statements arebiloéreto included elsewhere in this quarterlpriepn Form 10-Q.

This Management’s Discussion and Analysis of Firer@ondition and Results of Operations containssaod-Looking Statements.
See “Forward-Looking Statements” on page 29 foisaudsion of uncertainties, risks and other facéssociated with these statements.

The Company

Except where otherwise indicated, the terms “Mostignd the “Company” refer to Moody’s Corporatiardats subsidiaries. Moody’s
is a provider of (i) credit ratings, research andlgsis covering fixed-income securities, othertdestruments and the entities that issue such
instruments in the global capital markets, anditteaining services, and (ii) quantitative creditk assessment products and services and
credit processing software for banks, corporatamms investors in credit-sensitive assets. Moodperates in two reportable segments:
Moody'’s Investors Service and Moody’s KMV.

Moody'’s Investors Service publishes rating opinionsa broad range of credit obligors and creditgattions issued in domestic and
international markets, including various corporatel governmental obligations, structured financaistes and commercial paper programs.
It also publishes investor-oriented credit reseamfirmation, research and economic commentaryudhieg in-depth research on major debt
issuers, industry studies, special comments arditapinion handbooks.

The Moody’s KMV business develops and distributearditative credit risk assessment products andcgsr and credit processing
software for banks, corporations and investorgéalit-sensitive assets.

Critical Accounting Estimates

Moody’s discussion and analysis of its financiatdition and results of operations are based oCtrapany’s condensed consolidated
financial statements, which have been prepareddardance with accounting principles generally ptee in the United States. The
preparation of these financial statements reqifresdy’s to make estimates and judgments that afegmrted amounts of assets and
liabilities and related disclosures of contingesgets and liabilities at the dates of the finamstialements and revenue and expenses durit
reporting periods. These estimates are based tribad experience and on other assumptions tleabelieved to be reasonable under the
circumstances. On an ongoing basis, Moody’s eveduigs estimates, including those related to reeegaaognition, accounts receivable
allowances, contingencies, goodwill and intangdseets, pension and other post-retirement bengfitsk-based compensation, and income
taxes. Actual results may differ from these estematnder different assumptions or conditions. Ifeflanagemens Discussion and Analys
of Financial Condition and Results of Operationghie Company’s annual report on Form 10-K forytear ended December 31, 2006,
includes descriptions of some of the judgments Maddy’s makes in applying its accounting estimatethese areas. Since the date of the
annual report on Form 10-K, there have been na atiagerial changes to the Company’s critical actiogrestimates except that the
Company has begun to consider income taxes ai@ktaccounting estimate as a result of the adopti FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes—an hpietation of FASB Statement No. 109” (“FIN No. 48Further information on income
taxes is provided below.

Income Taxes

The Company is subject to income taxes in the drismtes and various foreign jurisdictions. The @any’s tax assets and liabilities
are affected by the amounts charged for serviceighed and expenses incurred as well as other tateraasuch as intesempany transactior
The Company accounts for income taxes under thditiamethod in accordance with SFAS No. 109, “Aaating for Income Taxes”.
Therefore, income tax expense is based on repitedhe before income taxes, and deferred incomesteeflect the effect of temporary
differences between the amounts of assets anditledbthat are recognized for financial reportpuyposes and the amounts that are
recognized for income tax purposes.

Moody'’s is subject to tax audits in various jurigthns which involve legacy and other tax matté&isee Company regularly assesses the
likely outcomes of such audits in order to detemrtime appropriateness of its tax reserves. On dadua007, upon the adoption of FIN
No. 48, the Company adopted the accounting potigtassify interest related to income taxes asnapoment of interest expense in
Company’s consolidated financial statements ardassify associated penalties, if any, as partldéronon-operating expenses. Prior to the
adoption of FIN No. 48, the Company had classiiigdrest related to income taxes and associatealfEsas components of income tax
expense. In accordance with FIN No. 48, prior gkfinancial statements have not been reclassitiethis change.
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FIN No. 48 requires a company to first determinesthier it is more-likely-than-not (defined as alikeod of more than fifty percent)
that a tax position will be sustained based oteitbinical merits as of the reporting date, assunfiagtaxing authorities will examine the
position and have full knowledge of all relevarfbimation. A tax position that meets this more-ykthannot threshold is then measured
recognized at the largest amount of benefit thgteater than fifty percent likely to be realizgubn effective settlement with a taxing
authority. Upon the initial adoption of FIN No. 48e Company recorded a reduction of its Janua®pQ7 retained earnings of $43.3 million,
which is comprised of $32.9 million of tax and aged interest of $17.3 million ($10.4 million, ndttax). As the determination of FIN No. .
liabilities and associated interest and penalégsiires significant estimates to be made by thef2my, there can be no assurance that the
Company will accurately predict the outcomes ofthaudits, and thus, the eventual outcomes coulel daaterial impact on the Company’s
net income or financial condition.

Operating Segments

Moody'’s Investors Service consists of four ratimgups—structured finance, corporate finance, fir@nnostitutions and sovereign risk,
and public finance—that generate revenue pringidadim fees for the assignment of credit ratingsssuiers and issues of fixed-income
obligations in the debt markets—and investor-ogdrdredit research, principally produced by thgastgroups, and economic commentary.
For presentation purposes, Europe represents Eutapkliddle East and Africa, and public financpresents U.S. public finance only.
Research primarily generates revenue from subgmmigtles. Given the dominance of Moody’s Invesg&esvice to Moody’s overall results,
the Company does not separately measure or repqomate expenses, nor are such expenses alldeettwden the Company’s business
segments. Accordingly, all corporate expensesraaded in operating income of the Moody’s InvestBervice segment and none have beer
allocated to the Moody’s KMV segment.

The Moody’s KMV business develops and distributeardgitative credit risk assessment products andcgsr and credit processing
software for banks, corporations and investorgéalit-sensitive assets.

Certain prior year amounts have been reclassifiehform to the current presentation.

Results of Operations
Three Months Ended June 30, 2007 Compared With Tdnddonths Ended June 30, 2006
Total Company Results

Moody’s revenue for the second quarter of 2007 was $648libn, an increase of $134.7 million, or 26.3%am $511.4 million for th
second quarter of 2006. Favorable issuance conditontinued to support growth in the ratings gso@specially in global structured
finance, corporate finance and financial institnsipwhich were the main contributors to the 27.8&6dase in ratings revenue. Research and
MKMYV also contributed to Moody’s overall revenueogith increasing 26.0% and 8.6%, respectively.

Revenue in the United States totaled $399.1 milliepresenting growth of $71.0 million, or 21.6%¥arh $328.1 million in 2006. U.S.
growth was driven by structured finance and corgofiaance reflecting strong growth in ratings éoedit derivatives, commercial mortgage
backed securities and bank loans. Research, MKMuUlipfinance and financial institutions contribdte year-over-year growth as well.

Moody'’s international revenue was $247.0 million,iacrease of $63.7 million, or 34.8%, from $18B\#lion in 2006. International
ratings revenue grew $54.1 million versus the pyear, with 48.8% of the growth related to struetlfinance. All international lines of
business grew at double-digit rates generally dusrbng debt securities issuance. Foreign curramaaglation accounted for $8.9 million of
international revenue growth.

Operating, selling, general and administrative esps were $273.3 million, an increase of $60.3anillor 28.3%, from $213.0 million
in 2006. The largest contributor to this increases wompensation and benefits expense growth obzippately $38 million, reflecting salary
and bonus increases coupled with higher staffinglée Moody’s average staffing level was approxehafi6% higher than during the same
prior year period. The increases include hiringupport business growth primarily in the U.S. amddpean ratings businesses and the
corporate compliance and technology support funstiStock-based compensation expense increaseh#bo® year-over-year primarily
due to the higher Black-Scholes value of the 2GfiJitg grants. Increases in non-compensation exjgensee due to higher rent and
occupancy costs of approximately $12 million priityarelated to the Company’s relocation to its newvporate headquarters at 7 World
Trade Center and an increase in outside servigediegpproximately $9 million primarily due to imfoation technology investment spendi
Foreign currency translation accounted for apprexéty $4 million of the year-to-year expense grawth
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Operating income of $363.7 million rose $74.6 railli or 25.8%, from $289.1 million in the same pérd 2006. Foreign currency
translation increased operating income growth hyragmately $5 million. Moody’s operating margin sv&6.3% compared to 56.5% in
2006.

Moody’s reported $17.8 million of interest and athen-operating income, net compared with $0.7 millior2@06. Interest expense v
$11.8 million and $3.8 million for the three mon#reded June 30, 2007 and 2006, respectively, Witiricrease related to interest on acci
tax reserves due to the adoption of FIN No. 48 a6 &g interest expense on borrowings under thalving credit facility. Also, there was a
$31.9 million ($25.0 million, net of tax) net redion of amounts due to New D&B related to the “Atization Expense Deductions” Legacy
Tax Matters more fully described in Contingencidsgacy Contingencies, below. Foreign exchangeélgsgains were ($1.4) and $0.5
million in 2007 and 2006, respectively.

Moody'’s effective tax rate was 31.3% compared t@&%0in 2006. The 2007 and 2006 tax rate includé@7a3 million and $1.5 million
net benefit related to Legacy Tax Matters, respebti (See Contingencies—Legacy Contingenciesvielo

Net income was $261.9 million, compared to $172illian in 2006, an increase of $89.8 million, or.8%. Basic and diluted earnings
per share were $0.97 and $0.95, respectively, coedpa $0.60 and $0.59, respectively, in 2006. &diclg the legacy related tax adjustments
of $52.3 million and $1.5 million in 2007 and 200éspectively, net income increased $39.0 millan22.9%.

Segment Results
Moody's Investors Service

Revenue at Moody’s Investors Service was $608.Ramjlup $131.7 million, or 27.6%, from $476.5 rh in 2006. Ratings revenue
accounted for $115.6 million, or 87.8%, of the gase, with growth largely from global structurethfice and corporate finance. Favorable
foreign currency exchange rates accounted for appedely $9 million of the growth.

Structured finance revenue was $273.4 million,rendase of $57.2 million, or 26.5%, from $216.2liol in 2006. Global credit
derivatives ratings were the primary driver of staned finance revenue, increasing $29.9 milliard 1%, primarily due to deal accelerat
of collateralized debt obligations (“*CDO”) as wa# continued strength in the collateralized lodigabion (“CLO”) market. Global
commercial mortgage backed securities revenue @0$4illion increased $18.1 million, or 58.6%, fr&80.9 million in 2006. Global asset
backed securities revenue of $55.0 million incrdg&&8 million, or 16.5%, from the same period 808. International structured finance
revenue grew $26.4 million, or 38.5%, year-overryeath revenue growth in credit derivatives of 8%, residential mortgage backed
securities of 25.8%, and commercial mortgage baskedrities of 79.4% accounting for approximately $illion, $3 million and $8
million, respectively, of the increase. U.S. sturet finance revenue grew $30.8 million, or 20.@%ayhich 62.3% was attributable to ratings
for credit derivatives and 32.5% to commercial mage backed securities. U.S. residential mortgagkedu securities revenue decreased
approximately $4 million, or 10%, to $40.1 million.

Revenue for the corporate finance group was $1dill®n, up $37.9 million, or 36.8%, from $103.1 ltidn in 2006. U.S. corporate
finance revenue increased by $19.0 million, or 2&.primarily due to fees from bank loan ratings ebhincreased $11.8 million, or 53.9%,
and speculative grade bond ratings which incre&8e®imillion, or 28.4%. Both of these increaseseadriven by robust issuance from
leveraged buyouts and merger and acquisition &gtiviternational corporate finance revenue inceda&18.9 million, or 55.6%, largely due
to growth in investment and speculative grade isseidn Europe. Price increases also contributg@an-overyear growth in global corpora
finance revenue.

Financial institutions and sovereign risk revenws \$83.8 million, an increase of $16.9 million26r3%, over $66.9 million in 2006.
Internationally, financial institutions revenue ieased by $8.8 million, or 26.4 %, compared tosémae prior year period with European
banking accounting for most of the increase. InUt®., financial institutions revenue grew by $8illion, or 24.1%, reflecting higher levels
of issuance in all sectors, particularly in insuw@@and banking. Price increases also contributegvienue growth.

Public finance revenue was $32.0 million, an insesaf $3.6 million, or 12.7%, from $28.4 millionrfilne same period in 2006.
Revenue growth was influenced mainly by strong ghow refunding activity primarily in the healthrea housing and higher education
sectors of the business.

19



Table of Contents

Research revenue was $78.0 million, an increa$d@fL million, or 26.0%, from $61.9 million in 200Besearch revenue grew $8.9
million, or 26.2%, in the U.S. and $7.2 million, 26.8%, internationally, with Europe accounting T&.2% of the international growth. The
growth was primarily driven by strong sales of Mgadcore research products to existing customedsgaowth in new customers.

Operating, selling, general and administrative esps, including corporate expenses, were $245l®mikn increase of $60.2 million,
or 32.5%, from $185.1 million in 2006. Compensatoml benefits expense accounted for approximagiyndillion, or 58%, of the growth,
reflecting salary and bonus increases coupled higther staffing levels. The average staffing levak approximately 17% higher in 2007
versus the same period in 2006. The increasestdiiéng to support business growth, primarilittie U.S. and European ratings businesses,
as well as in the corporate compliance and teclyyasopport functions. Stock-based compensationresgcreased $5.6 million year-over-
year primarily due to the higher Ble-Scholes value of the 2007 equity grants. Increasaen-compensation expenses were due to higher
rent and occupancy costs of approximately $12 anilgrimarily related to the Company’s relocationtsonew corporate headquarters at 7
World Trade Center and an increase in outside ceffeies of $9 million primarily due to informatitechnology investment spending. Fore
currency translation accounted for approximatelyr#ion of the year-to-year expense growth.

Operating income of $356.6 million was up $70.5lioml, or 24.6%, from $286.1 million in 2006. Foreigurrency translation increased
operating income growth by approximately $5 million

Moody's KMV

Revenue of $37.9 million was $3.0 million, or 8.68tgre than the same period in 2006 due to growtfsknsubscriptions of $1.4
million, or 5.6%, and growth in software of $1.4llion, or 19.4%. International revenue accountads.8% of its global revenue.

Operating, selling, general and administrative esps were $28.0, an increase of $0.1 million, 4% from $27.9 million in 2006.
Compensation and benefits expense increased apmtely $2 million primarily reflecting salary in@ases coupled with increased staffing.
Offsetting this increase was a $2.5 million benéfie to the favorable settlement of a sales andaxsaudit. Operating income was $7.1
million compared with $3.0 million in 2006. Foreigarrency translation did not have a significardrym-year impact on MKMV results.

Six Months Ended June 30, 2007 Compared With SixiMtles Ended June 30, 200
Consolidated Company Results

Moody’s revenue for the six months ended June 807 2vas $1,229.1 million, an increase of $277.%ioni or 29.2%, from $951.6
million for the same period last year. Moody'’s astad strong double-digit revenue growth in almdidtrees of business and geographies.

Revenue in the United States was $777.7 milliorinarease of $170.7 million, or 28.1%, from $60million in 2006. Approximately
$132 million, or 77%, of the U.S growth was driv@nstructured finance and corporate finance. Urfantial institutions, research and pul
finance also contributed to year-over-year growth.

International revenue was $451.4 million, an inseeaf $106.8 million, or 31.0%, over $344.6 million2006. International ratings
revenue grew $88.8 million versus the prior yeath81.3% of the growth related to Europe wherengst for credit derivatives, residential
mortgage backed securities and commercial morthagked securities were primary drivers of growtlrdpean research and international
Moody’s KMV also contributed to growth. Foreign cemcy translation positively impacted internatiorealenue growth by approximately
$18 million.

Operating, selling, general and administrative esps were $541.3 million, an increase of $135.8anijlor 33.5%, from $405.5
million in 2006. The largest contributor to thiciease was growth in compensation and benefitsnsepaf approximately $92 million,
reflecting salary and bonus increases coupled higther staffing levels. Moody’s average staffingdewas approximately 16% higher than
during the same prior year period. The increasasde hiring to support business growth primaniiythe U.S. and European ratings
businesses and the corporate compliance and texnslipport functions. Stock-based compensatiopreseincreased $13.1 million year-
over-year primarily due to the higher Black-Schotakie of the 2007 equity grants. Increases in campensation expenses were due to
higher rent and occupancy costs of approximatefyiftlion primarily related to the Company’s reldica to its new corporate headquarters
at 7 World Trade Center and increases in outsidécgefees increased approximately $16 million ity due to information technology
investment spending. Foreign currency translatmoanted for approximately $9 million of the yearyear expense growth.

20



Table of Contents

Operating income of $668.4 million rose $141.0 iwil] or 26.7%, from $527.4 million in the same pdrof 2006. Foreign currency
translation increased operating income growth yragmately $9 million. Moody’s operating margin sv84.4% compared to 55.4% 2006.

Moody’s reported $14.5 million of interest and athen-operating income (expense), net compared $4th million in 2006. Interest
expense was $19.4 million and $7.6 million in 2@@id 2006, respectively, with the increase reladddterest on accrued tax reserves due to
the adoption of FIN No. 48 as well as interest eigeeon borrowings under the revolving credit facilAlso, there was a $31.9 million ($25.0
million, net of tax) net reduction of amounts daenew D&B related to the “Amortization Expense Defilans” legacy tax matter more fully
described in Contingencies — Legacy Contingenbielaw. Foreign exchange (losses) gains were ($dilfpn and $1.3 million in 2007 and
2006, respectively.

Moody's effective tax rate was 36.0% compared td %0in 2006. The 2007 and 2006 tax rate includg@d7a3 million and $2.4 million
net benefit related to Legacy Tax Matters, respebti(See Contingencies—Legacy Contingencies, below

Net income was $437.3 million, an increase of $a18illion, or 37.4%, from $318.3 million in 2006aBic and diluted earnings per
share were $1.60 and $1.56, respectively, comgarkdsic and diluted earnings per share of $1.8084r07, respectively, in 2006.
Excluding the legacy tax adjustments of $52.3 mrilland $2.4 million in 2007 and 2006, respectivest income increased $69.1 million, or
21.9%.

Segment Results
Moody's Investors Service

Revenue was $1,155.6 million, up $271.2 million36r7%, from $884.4 million in 2006. Total ratingvenue increased $240.3 milli
or 31.5%, to $1,002.6 million. Structured finance @orporate finance accounted for $205.2 millmmg5.4%, of total ratings growth.
Foreign currency translation positively impactedergue growth by approximately $19 million. Pricerases also contributed to year-over-
year growth in reported revent

Structured finance revenue was $524.9 million,rengase of $134.3 million, or 34.4%, from $390.@ioni in 2006. Approximately $€
million, or 64%, of the increase was in the U.Sthvthe collateralized debt obligations and comramortgage backed sectors contributing
approximately 89%. Other asset backed securitiesusted for 6.5% of the U.S. revenue increasernatenal structured finance revenue
grew approximately $49 million, or 40% year-oveayewvith Europe contributing approximately $45 roifl. Foreign currency translation
positively impacted international revenue growthaipproximately $7 million. Global commercial morggsbacked revenue was $89.4
million, or 43.3%, more than prior year due to sased issuance and market coverage. Global cexdirative revenue was $204.1 million,
increase of 66.9% due to strong CDO and CLO issianc

Corporate finance revenue was $255.8 million ferftbst six months of 2007, up $70.9 million or 3% from $184.9 million in the first
six months of 2006. Revenue in the U.S. increappdoximately $46 million, or 38.0%, due to issuanelated growth in bank loan ratings
and corporate bonds resulting from robust mergdraaquisition and leveraged buyout activity. Ingional corporate finance revenue
increased $24.5 million, or 39.0%, due largelyntcréased corporate bond issuance and non-issuslatedrfees in Europe. Price increases
also contributed to year-over-year growth in glatzaiporate finance revenue.

Revenue in the financial institutions and sovereigk group was $160.5 million, an increase of $2illion, or 20.9%, from $132.8
million in 2006. Revenue increased due to bothaese related and non-issuance related fees. Id.te revenue grew $12.2 million, or
19.0%, principally due to strength in the insuraand banking sectors. Internationally, revenuegased $15.5 million, or 22.6%, compared
to the prior year period, primarily due to growthratings mandates within European banking. Priceeases also contributed to year-over-
year growth in global financial institutions reven

Public finance revenue was $61.4 million, an insesaf $7.4 million, or 13.7%, from $54.0 million 2006. Long term issuance
increased due to growth in refunding activity asiess continued to take advantage of low long-textes.

Research revenue of $153.0 million was $30.9 mnijlir 25.3%, higher than the $122.1 million repdiite2006. The major compone!
of this growth are credit research, content licegsind data and analytic tools. Revenue grew by4®hélion, or 24.1%, in the U.S. and
$14.5 million, or 26.8%, internationally with Eump.ccounting for 77.2% of international growth.

Operating, selling, general and administrative esps, including corporate expenses, were $485limian increase of $132.3
million, or 37.5%, from $352.7 million in 2006. C@ensation and benefits expense accounted for appeitedy
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$84 million of the growth, reflecting salary andnos increases coupled with higher staffing levEle average staffing level was
approximately 17% higher in 2007 versus 2006. Tivesiase reflects hiring to support business grominly in the U.S. and European
ratings businesses, as well as the corporate canggiand technology support functions. Stock-basethensation expense increased $12.4
million year-over-year primarily due to the high&ack-Scholes value of the 2007 equity grants. Mompensation expenses increased di
higher rent and occupancy costs of approximate8/iiftlion related to the Compars/relocation to its new corporate headquartersvdomd
Trade Center and increases in outside serviceofeggsproximately $16 million primarily due to infoation technology investment spending.
Foreign currency translation accounted for appraxéty $8 million of the year-to-year expense grawth

Operating income of $657.6 million was up $136.8iam, or 26.2%, from $521.1 million in 2006. Fogei currency translation
increased operating income growth by approximekély million.

Moody's KMV

Revenue of $73.5 million was $6.3 million, or 9.48tgre than 2006 due to growth from risk subscriggtiof $4.4 million, or 9.1%, and
credit decisioning software products of $1.1 millior 8.0%. International revenue accounted fo6%6of its global revenue.

Operating, selling, general and administrative esps were $56.3 million, an increase of $3.5 mmillior 6.6%, from $52.8 million in
2006. Compensation and benefits expense incregpedxamately $8 million primarily reflecting salamcreases coupled with increased
staffing as well as an approximate $3 million rethreof certain employee obligations reflected @08. Offsetting this increase was a $2.5
million benefit due to the favorable settlementaafales and use tax audit. A $1.8 million charge also recorded in connection with a non-
income tax matter in the first quarter of 2006. @gieag income was $10.8 million compared with $&illion in 2006. Currency translation
did not have a significant year-to-year impact esuits.

Liquidity and Capital Resources
Cash Flow

The Company is currently financing its operatiazapital expenditures and share repurchases threagfhflow from operations and
from financing activities. Net cash provided by g activities was $476.5 million and $322.6lor for the six months ended June 30,
2007 and 2006, respectively. The Company borrowidd $nillion during the six months ended June 3@720

Moody’s net cash provided by operating activitie007 increased by $153.9 million compared with&@rowth in net income
contributed $119.0 million to cash provided by @tielg activities. The increase in stock-based corsgion expense positively impacted
cash flow from operations by $13.1 million. Accosinéceivable grew approximately 2% in the firsf lsd2007 compared with no growth in
the first half of 2006. This resulted in accourgsaivable decreasing the first half of 2007 castw from operations by approximately $10
million compared to 2006. The impact on cash fl@ivexcess tax benefits from stock-based compemsptans decreased to $42.8 million
from $74.3 million in 2006 due to fewer stock optiexercises in 2007 compared with 2006. The favenabn-cash resolution of a legacy tax
matter in the second quarter of 2007 negativelyaictgd operating cash flow by $52.3 million compéarcedet income. The $21.8 million
reduction in cash flows from changes in other auresssets is primarily due to the receipt of appnately $16 million from New D&B
related to issuer-based tax deductions in 2006hEtmore, the $41.0 million change in cash flonsoamted with other assets is primarily
due to a payment made in the first quarter of 28fpproximately $40 million to the IRS relatingAmortization Expense Deductions, as
discussed in Note 10 to the condensed consolidazuacial statements. Operating cash flow was neglgtimpacted by $25.0 million due to
changes in accounts payable and accrued liabiliTieis is primarily due to a decrease in net aatineome taxes of approximately
$53 million offset by increases in other accrueatbilities of approximately $28 million, mostly aktmtable to an increase in incentive
compensation. Changes in other liabilities contadu$58.8 million to operating cash flow and wae ttwan increase in FIN No. 48 reserves
of approximately $24 million, a cash receipt of apgmately $15 million related to a tenant allowarassociated with the move of the
Company’s corporate headquarters to 7 World TragleteZ, and an increase in the deferred rent ltghidr 7 World Trade Center of
approximately $12 million.

The following changes in other current assets,raksets and other liabilities are significant wash transactions that occurred during
the quarter which do not impact earnings and ateeflected within the changes in assets and lt&slin the condensed consolidated
statements of cash flows:

* Anincrease to other liabilities of approximateB8#million and other assets of approximately $diamilrelating to the adoption «
FIN No. 48

* Anetincrease of approximately $19 million in atlearrent assets and approximately $34 millionthreo liabilities, in connection
with a tenant allowance associated with the mowh@Compan’s corporate headquarters to 7 World Trade Ce
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* Anincrease of approximately $16 million in othesats and other liabilities associated with a changhe tax accounting method
for deferred revenu

Net cash (used in) provided by investing activitiess ($36.4) million and $75.4 million for the shonths ended June 30, 2007 and
2006, respectively. Net sales and maturities intsieom investments was $62.0 million and $90.3ianilfor the six months ended June 30,
2007 and 2006, respectively. Capital expenditypemarily for leasehold improvements and interrsg software, totaled $93.3 million and
$12.9 million in the six months ended June 30, 288 2006, respectively. This increase relatesaiynto the build-out of the Company’s
new corporate headquarters at 7 World Trade Center.

Net cash used in financing activities was $493.laniand $671.3 million for the six months endeshd 30, 2007 and 2006,
respectively. The Company borrowed $410 millionemits revolving credit facility in the first hadff 2007 to support share repurchases,
build-out of the new corporate headquarters at TItVErade Center and other operational activit&gzending for share repurchases totaled
$942.6 million in the first half of 2007 versus $78 million in the first half of 2006. Dividends idavere $43.9 million and $40.3 million in
the six months ended June 30, 2007 and 2006, masggcThe increase in dividends reflects a quéyrtdividend paid of $0.08 per share in
the first half of 2007 versus a quarterly dividericdb0.07 per share in the first half of 2006. Thas®unts were offset in part by proceeds
from employee stock-based compensation plans a#i$4ilion in the first half of 2007 and $70.5 nwih in the first half of 2006. Excess tax
benefits from stock-based compensation plans w&2eB$million and $74.3 million for the six monthsded June 30, 2007 and 2006,
respectively. The decreases in proceeds from gilacls and the excess tax benefits relating to sbaslked compensation plans is due
primarily to a decrease in stock option exercigeviig in the first half of 2007.

Future Cash Requirements

The Company believes that it has the financialueses needed to meet its cash requirements forekietwelve months and expects to
have positive operating cash flow for fiscal ye@®2. Cash requirements for periods beyond the mastve months will depend, among other
things, on the Company’s profitability and its &lgito manage working capital requirements.

The Company plans to incur approximately $65 millad costs to build out its new corporate headauarat 7 World Trade Center over
the next year.

The Company currently intends to use a portiorisofash flow to pay dividends. On July 30, 200&, Bloard of Directors of the
Company approved the declaration of a quarterliddivd of $0.08 per share of Moody’s common stoelyable on September 10, 2007 to
shareholders of record at the close of businegsugust 20, 2007. The continued payment of divideatdbis rate, or at all, is subject to the
discretion of the Board of Directors.

The Company also currently expects to use a saamfiportion of its cash flow to continue its shampurchase program. The Company
implemented a systematic share repurchase programe ithird quarter of 2005 through an SEC RulesiDiprogram. Moody’s may also
purchase opportunistically when conditions warr@nrt.June 5, 2006, the Board of Directors author&&@ billion share repurchase program.
During August 2006, the Company had completedriégsipus $1 billion share repurchase program. They@my'’s intent is to return capital
to shareholders in a way that serves their longriaterests. As a result, Moody’s share repurclaasgity will continue to vary from quarter
to quarter. The Company may borrow from the reva\redit facility or elsewhere to fund share repases. At June 30, 2007, Moosiyiac
$0.8 billion of share repurchase authority remaninder the current $2 billion program. On July 3007, the Board of Directors of the
Company authorized an additional $2 billion shagurchase program. The Company will begin repuinbashares under the new program
upon completion of the $2 billion program authodze June 2006. There is no established expirataia for either of these authorizations.

The Company entered into an operating lease agradthe “Lease”) commencing on October 20, 200& witVorld Trade Center,
LLC for 589,945 square-feet of an office buildingated at 7 World Trade Center at 250 GreenwiobeGtNew York, New York, which will
serve as Moody’s new headquarters. The Lease hagiahterm of approximately 21 years with a fat& 20 years of renewal options. The
total base rent of the lease over its initial 2anterm is approximately $536 million including temedits from the World Trade Center Rent
Reduction Program promulgated by the Empire Statecldpment Corporation. On March 28, 2007, thedesgeement was amended for the
Company to lease an additional 78,568 square-feeiNorld Trade Center. The additional base reapjgroximately $106 million over a 20-
year term

In the first half of 2007, the Company borrowed @4illion under its Facility as described in thelébtedness section below to support
share repurchases, the build-out of Moody’s newa@te headquarters at 7 World Trade Center aret offerating activities.
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In addition, the Company will from time to time &der cash outlays for acquisitions of or investtaém complementary businesses,
products, services and technologies. The Companyatsa be required to make future cash outlaysatotp New D&B its share of potential
liabilities related to the legacy tax and legaltbagencies that are discussed in this Managem&igsussion and Analysis of Financial
Condition and Results of Operations under “Contirajes”.

These potential cash outlays could be materianaigtit affect liquidity requirements, and they coualtlise the Company to pursue
additional financing. There can be no assurandditiencing to meet cash requirements will be ald#é in amounts or on terms acceptabl
the Company, if at all.

Indebtednes:

On September 30, 2005, the Company entered intot@ Rurchase Agreement and issued and sold theopghkate placement
transaction, $300 million aggregate principal amiamfrNotes. The Notes have a ten-year term andib&est at an annual rate of 4.98%,
payable semi-annually on March 30 and SeptembeF13® proceeds from the sale of the Notes were issesfinance $300 million aggregate
principal amount of the Company’s outstanding 7.638&fior Notes which matured on September 30, 2005e event that Moody'’s pays all
or part of the Notes in advance of their matuistych prepayment will be subject to a penalty cated based on the excess, if any, of the
discounted value of the remaining scheduled paysnastdefined in the agreement, over the Prepaidipal.

On September 1, 2004, Moody’s entered into a fiearysenior, unsecured bank revolving credit facftite “Facility”) in an aggregate
principal amount of $160 million that expires inpBEmber 2009. Interest on borrowings under thelifats payable at rates that are based on
the London InterBank Offered Rate plus a premiuat &&an range from 17 basis points to 47.5 basist@diepending on the Company’s ratio
of total indebtedness to earnings before intetasgs, depreciation and amortization, as defindderrelated agreement. At June 30, 2007,
such premium was 17 basis points. The Companypage quarterly facility fees, regardless of bormgvactivity under the Facility. The
quarterly fees can range from 8 basis points of-ality amount to 15 basis points, dependingren@ompany’s Earnings Coverage Ratio
(as defined in the Facility), and were 8 basis @t June 30, 2007. Under the Facility, the Comzdso pays a utilization fee of 12.5 basis
points on borrowings outstanding when the aggregateunt outstanding under the Facility exceeds 60#e Facility. In October 2006,
Moody’s amended its Facility by increasing the tion sale proceeds resulting from a sale-leasefrankaction of its corporate headquarters
building at 99 Church Street from $150 million 58 million. Additionally, the restriction on lierte secure indebtedness related to the sale
of 99 Church Street was also increased from $185®mto $250 million. The Company also increaskd é€xpansion feature of the credit
facility from $80 million to $340 million, subje¢bd obtaining commitments for the incremental cafya&i the time of draw down from the
existing lenders. In April 2007, after receipt dfreecessary approvals relating to the executiothefexpansion feature, borrowing capacity
under the Facility was increased to $500 millios.d& August 3, 2007, the Company had $500 millibharowings outstanding under the
Facility.

Management may consider pursuing additional lomgr-financing when it is appropriate in light of bagquirements for operations,
share repurchase and other strategic opportunitieish would result in higher financing costs.

The Notes and the Facility (the “Agreements”) cantavenants that, among other things, restricathiity of the Company and certain
of its subsidiaries, without the approval of theders, to engage in mergers, consolidations, aates, transactions with affiliates and sale-
leaseback transactions or to incur liens, as dafim¢he related agreements. The Facility alsoaiostfinancial covenants that, among other
things, require the Company to maintain an Inte@Gesterage Ratio, as defined in the agreement, lese than 3 to 1 for any period of four
consecutive fiscal quarters, and an Earnings CgeeRatio, as defined in the agreement, of not riiae 4 to 1 at the end of any fiscal
quarter. At June 30, 2007, the Company was in ciam@ with such covenants. Upon the occurrenceméin financial or economic events,
significant corporate events or certain other evennstituting an event of default under the Agrests, all loans outstanding under the
Agreements (including accrued interest and feealplaythereunder) may be declared immediately ddgpagable and all commitments un
the Agreements may be terminated. In additionagerther events of default under the Agreementslavautomatically result in amounts
outstanding becoming immediately due and payaldeatircommitments being terminated.

Moody'’s interest expense on borrowings was $7.8anilnet of $0.7 million of capitalized interead $3.8 million for the three
months ended June 30, 2007 and 2006, respectavaty$11.8 million, net of $0.7 million of capitadid interest, and $7.6 million for the six
months ended June 30, 2007 and 2006, respectively.

Off-Balance Sheet Arrangements

At June 30, 2007, Moody’s did not have any relatiops with unconsolidated entities or financialtparships, such as entities often
referred to as special purpose or variable intemetities where Moody’s is the primary beneficiamhich would have been established for the
purpose of facilitating off-balance sheet arrangeter other contractually narrow or limited purgesAs such, Moody’s is not exposed to
any financing, liquidity, market or credit risk theould arise if it had engaged in such relatiopshi
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Contractual Obligations and Other Matters
The following table presents payments due undeCthrapany’s contractual obligations as of June 80,2

Payments Due by Period

Less Than: Over 5
(in millions) Total Year 1-3 Years 3-5 Years Years
Operating lease obligations ( $ 789.C $ 54 $104¢ $ 83 $546.f
Notes payable (Z 427.( 14.¢ 29.¢ 29.¢ 352.:
Purchase obligations (: 52.7 41.¢€ 8.1 2.7 —
Borrowings under revolving credit facility (- 464.¢ 27.5 437.¢ — —
Capital lease obligatior 5.5 1.6 2.6 0.7 —
Total (5) $1,739.. $ 140.7 $583.« $116.6 $898.¢

(1) Includes the operating lease agreement, whoaimeenced on October 20, 2006, between the Compahy &/orld Trade Center, LLC
for 589,945 square-feet located at 7 World Tradet€eat 250 Greenwich Street, New York, New Yorkjah will serve as Moody’s
new corporate headquarters in mid-to-late 2007March 28, 2007 the lease agreement was amendéaef@ompany to lease an
additional 78,568 sque-feet at 7 World Trade Center. $*Future Cash Requireme” for further information

(2) Includes $3.7 million of accrued interest adwfie 30, 2007 and $123.3 million of interest thiditaccrue and be due from July 1, 2007
through September 30, 2015, when the notes mz

(3) Purchase obligations include approximately 88ion, excluding approximately $19 million of atred liabilities, related to the build-
out of Moody’s new corporate headquarters at 7 Waorhde Center. Purchase obligations also inclodéracts for professional
services, data processing and telecommunicatiaticest and data ba-up facilities.

(4) Includes $3.7 million of accrued interest aadd as of June 30, 2007 and $51.2 million of isteaad fees, based on borrowings
outstanding at June 30, 2007, that will accruetandue from July 1, 2007 through September 1, 206@n the Facility expires. As of
August 3, 2007, the Company had $500 million ofbeings outstanding under the Facility. ¢Indebtednes” for further information

(5) The table above does not include the Compdoyg-term tax reserves of $89.2 million, since épected cash outflow of such
amounts by period cannot be reasonably estim

Dividends

On July 30, 2007, the Board of Directors of the @amny approved the declaration of a quarterly diwitlef $0.08 per share of Moody’s
common stock, payable on September 10, 2007 telsblters of record at the close of business on st2@, 2007.

Outlook

Moody’s outlook for 2007 is based on assumptiorsiaimany macroeconomic and capital market factocfiding interest rates,
corporate profitability and business investmenmnsiigg, merger and acquisition activity, consumeargling, residential mortgage borrowing
and refinancing activity and securitization levdlhere is an important degree of uncertainty sumiing these assumptions and, if actual
conditions differ from these assumptions, Moodgsults for the year may differ from the currentook.

For Moody'’s overall, the Company projects that rmwegrowth for the full year will meet the lowerdeof the previous guidance, or
mid-teens percent revenue growth for the full y#2207. This growth assumes foreign currency traiosiab 2007 at current exchange rates.
Moody’s expects the full-year operating margin,leding the one-time gain on the sale of Moody’sGurch Street building from 2006
results, to decline by approximately 150 basis {saim 2007 compared with 2006. This reflects inwvesits to sustain business growth
including: international expansion, improving anglgl processes, pursuing ratings transparencycantpliance initiatives, introducing new
products, improving technology infrastructure aelbcating Moody’s headquarters in New York City eTBompany expects the quarterly
spending pattern to differ from previous years,clilgould result in quarterly operating margins tfiffer materially from full-year
expectations. Diluted earnings per share in 208fhaw projected to be moderately higher compar@9@%. However, excluding the one-
time gain on the building sale from 2006 resultd #Hre impacts of adjustments related to legacyratters in 2006 and 2007, the Company
continues to project that full year 2007 dilutednéags per share will meet the previous guidancégw- to mid-teens percent growth.

In the U.S., Moody’s now projects low double dig@rcent revenue growth for the Moody’s Investonw/ige ratings and research
business for the full year 2007. In the U.S. stited finance business, the Company now expectaiuevier the year to rise in the mid-single
digit percent range, including low twenties percgirwth in commercial mortgage-backed
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securities ratings and low teens percent growtireédit derivatives ratings, offset by a declineégmenue from U.S. residential mortgage-
backed securities ratings, including home equitpsgézation, in the high-teens percent range, Whsca greater decline than previously
forecast.

In the U.S. corporate finance business, Moody’sinaes to expect revenue growth for the year imtiigk-twenties percent range. This
assumption anticipates solid but decelerating gndvam rating corporate loans partially offset bgderately slower revenue growth in
speculative bond ratings.

In the U.S. financial institutions sector, the C@mp now expects revenue to grow in the mid-teensepe range, up from previous
guidance of low-teens percent range. For the WBlipfinance sector, Moody’s continues to foregasenue for 2007 to grow modestly
despite better performance in the first half, duart expected softening of issuance in certairosgdncluding healthcare, higher education
and infrastructure. The Company continues to exgexntth in the U.S. research business to be ab@nity percent.

Outside the U.S., Moody'’s still expects ratingsemrave to grow in the low twenty percent range witihkteens to low-twenty percent
growth across all major business lines, led by ginaw Europe of structured finance and financiatitations. The Company also now proje
growth in the mid- to high-twenties percent rangeifiternational research revenue.

For Moody’s KMV globally, the Company continuesebpect growth in sales and revenue from creditaggessment subscription
products, credit decision processing software,moéessional services. This should result in londale-digit percent growth in revenue with
greater growth in profitability.

Contingencies

From time to time, Moody’s is involved in legal atak proceedings, claims and litigation that adantal to the Company’s business,
including claims based on ratings assigned by Mmdyoody'’s is also subject to ongoing tax auditshie normal course of business.
Management periodically assesses the Companyi$itisband contingencies based upon the latestintion available.

Moody'’s discloses material pending legal proceeslimgher than routine litigation incidental to Mglbusiness, material proceedings
known to be contemplated by governmental autheraied other pending matters that it may deternurbetappropriate. For matters except
those related to income taxes, where it is bothaite that a liability has been incurred and thewamh of loss can be reasonably estimated,
the Company has recorded liabilities in the comlstéid financial statements and periodically adjtistse as appropriate. When sufficient
uncertainties exist, related to the outcome ariti@amount or range of loss, management does catda liability but discloses the
contingency if significant. As additional informati becomes available, the Company adjusts its sreeeds and estimates of such liabilities
accordingly. For income tax matters, the Companpleys the prescribed methodology of FIN No. 48,f#dd as of January 1, 2007. FIN
No. 48 requires a company to first determine wheithie more-likely-than-not (defined as a likelihood of mohan fifty percent) that a tax
position will be sustained, based on its technicatits, as of the reporting date, assuming thab¢eauthorities will examine the position and
have full knowledge of all relevant information.téx position that meets this more-likely-than-rfoeshold is then measured and recognized
at the largest amount of benefit that is greatan tiifty percent likely to be realized upon effeetisettlement with a taxing authority.

Based on its review of the latest information aafali¢, in the opinion of management, the ultimatbility of the Company in connecti
with pending legal and tax proceedings, claimslaiggtion will not have a material adverse effeatMoody’s financial position, results of
operations or cash flows, subject to the contingendescribed below.

Legacy Contingencie

Moody'’s continues to have exposure to certain gaklmbilities assumed in connection with the 2Distribution (“Legacy
Contingencies”). The following description of tredationships among Moody’s, New D&B and their pregkesor entities is important in
understanding the Legacy Contingencies that rédet@x matters (“Legacy Tax Matters”).

In November 1996, The Dun & Bradstreet Corporasieparated into three separate public companiesbuhes Bradstreet
Corporation, ACNielsen Corporation and Cognizantg@aation (“Cognizant”). In June 1998, The Dun &alistreet Corporation separated
into two separate public companies: Old D&B and .Rddnnelley Corporation. During 1998, Cognizantegeged into two separate public
companies: IMS Health Incorporated (“IMS Healthi)daNielsen Media Research, Inc. (“NMRI). September 2000, Old D&B separated
two separate public companies: New D&B and Moodgssfurther described in Note 1 to the condensedamated financial statements.
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Old D&B and its predecessors entered into globaptanning initiatives in the normal course of mess, including through tax-free
restructurings of both their foreign and domesperations. These initiatives are subject to nomaelew by tax authorities. Old D&B and its
predecessors also entered into a series of agréegmrering the sharing of any liabilities for pagmh of taxes, penalties and interest resu
from unfavorable IRS rulings on certain tax mattarsd certain other potential tax liabilities, @il described in such agreements. Further, in
connection with the 2000 Distribution and pursuarthe terms of the 2000 Distribution AgreementwN2&B and Moody’s have agreed on
the financial responsibility for any potential libties related to Legacy Tax Matters.

Settlement agreements were executed with the IRB0B regarding Legacy Tax Matters for the yea&919990 and 1993-1996. As of
June 30, 2007, the Company continues to carryeave®f $1.8 million with respect to these matt¥vith respect to these settlement
agreements, Moody’s and New D&B believe that IMSkteand NMR did not pay their full share of thahility to the IRS pursuant to the
terms of the applicable agreements among the paMieody’s and New D&B paid these amounts to th® R their behalf, and have been
unable to resolve this dispute with IMS Health &MR. As a result, Moody’s and New D&B have commahaebitration proceedings
against IMS Health and NMR to collect a total opapximately $11 million owed by IMS Health and NM#®Rth respect to the 1989-1990
matter. Moody’s and New D&B may also commence diitration proceeding to collect a total of approately $14.5 million owed by IMS
Health and NMR with respect to the 1993-1996 maltkrody’s cannot predict the outcome of these matéth any certainty.

Amortization Expense Deductions and 1997-2002 | RS Deficiency Notices

This legacy tax matter, which was affected by demeents in June 2007 as further described belaw|vas a partnership transaction
which resulted in amortization expense deductianthe tax returns of Old D&B since 1997. IRS audit©ld D&B’s and New D&B'’s tax
returns for the years 1997 through 2002 concludelihe 2007 without any disallowance of the amatitin expense deductions, or any other
adjustments to income related to this partnershipsiaction. These audits did result in the IRSigsthe Notices for other tax issues for the
1997-2000 years aggregating $9.5 million in tax pedalties, plus statutory interest of approxima$al million, which will be apportioned
among Moody’s, New D&B, IMS Health and NMR pursuémthe terms of the applicable separation agre&sndtoody’s share of this
assessment is anticipated to be $6.8 million inolyihterest, net of tax. The Company believes# meritorious defenses to the deficiencies
asserted in the Notices and does not believe lteadutcome of this matter will be material to iteahcial results. The absence of any
deficiencies in the Notices for the amortizatiopexse deductions for the years 1997 through 2080nacompanion Notices of Deficiency
issued to New D&B for 2001 and 2002, combined \ligh expiration of the statute of limitations for9®through 2002, for issues not
assessed, resulted in Moody’s recording a net iecoemefit of $52.3 million in its second quartehisTis comprised of two components, as
follows: (i) a reversal of a tax liability of $2718illion related to the period from 1997 througle istribution Date, reducing the provision
for income taxes for the three and six months edded 30, 2007; and (ii) a reduction of accrueeragt expense and amounts due to New
D&B, which increased other non-operating income$Bg.9 million ($25.0 million, net of tax) for tharee and six months ended June 30,
2007.

On the Distribution Date in 2000, New D&B paid Mga&l$55 million for 50% of certain anticipated fuéutax benefits of New D&B
through 2012. It is possible that IRS audits of N2&B for tax years after 2002 could result in ina@®adjustments with respect to the
amortization expense deductions of this partnershipsaction. In the event these tax benefits atelaimed or otherwise not realized by
New D&B, or there is an audit adjustment, Mo’s would be required, pursuant to the terms of2B@0 Distribution Agreement, to repay to
New D&B an amount equal to the discounted valugsashare of the related future tax benefits andliare of any tax liability. As of June
2007, Moody'’s liability with respect to this mattetals $51.1 million.

In March 2006, New D&B and Moody'’s each deposit88.8 million with the IRS in order to stop the acrof statutory interest on
potential tax deficiencies with respect to the 1886ugh 2002 tax years. In July 2007, New D&B &abdy’s commenced procedures to
recover approximately $56 million of these depof4.4 million for New D&B and $31.6 million for bbdy’s), which represents the excess
of the original deposits over the total of the diefincies asserted in the Notices and in companiaiuiry Notices of Deficiency issued to
New D&B for 2001 and 2002. The remaining $23.6 ionll($15.3 million for New D&B and $8.3 million fdvioody's) will be left as
deposits, and New D&B and Moody’s both anticipateking recovery of this balance.

At June 30, 2007, Moody’s has recorded liabilifia@sLegacy Tax Matters totaling $62.7 million. Thicludes deficiencies asserted in
the Notices, which are subject to meritorious deésmand liabilities and accrued interest due to B&B arising from the 2000 Distribution
Agreement. It is possible that the ultimate liahifor Legacy Tax Matters could be greater thanlitiialities recorded by the Company, wh
could result in additional charges that may be nmeltto Moody'’s future reported results, finanqgusition and cash flows.
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Regulation

In the United States, since 1975, Moody’s Invesgesvice has been designated as a Nationally RexshStatistical Rating
Organization (“NRSROQO") by the Securities and Exd@@ommission (“SEC”) through its “no action lettprocess. The SEC first applied
the NRSRO designation in that year to companiesseltoedit ratings could be used by broker-deatarpdrposes of determining their net
capital requirements. Since that time, Congressu@ting in certain mortgage-related legislatiohg SEC (including in certain of its
regulations under the Securities Act of 1933, asradad, the Securities Exchange Act of 1934, as detkand the Investment Company Act
of 1940, as amended) and other governmental amdtprbodies have used the ratings of NRSROs tmgdigssh between, among other thin
“investment grade” and “non-investment grade” sii@s: Moody’s Investors Service has also voluhyaggistered with the SEC as a
NRSRO under the Investment Advisers Act of 194(Garaended

In September 2006, the Credit Rating Agency RefAonof 2006 (“Reform Act”) was passed, which crebgevoluntary registration
process for rating agencies wishing to be desighaseNRSROs and have their ratings used in fedecalrities laws, and also formalized the
framework through which the SEC oversees such NRSROGwever, the legislation provides that the SB&lIs1ot regulate the substance of
credit ratings or the procedures and methodoldgyeshich any NRSRO determines credit ratings. ImeJR007, the SEC published final rt
to implement the Reform Act, which address the NRS#fplication and registration process, as wethessight rules related to
recordkeeping, financial reporting, prevention afuse of material non-public information, conflictkinterest, and prohibited acts and
practices.

On June 26, 2007, Moody’s submitted to the SE@pgdication for registration as an NRSRO. The SBE 90 days from the date of
submission to review the application and rendedétsision. Moody'’s pre-existing NRSRO status remaineffect while its application under
the SEC’s new rules is pending. Once registerathddRSRO under the SEC’s new rules, Moody’s woeldegistered under the Securities
Exchange Act of 1934 and would be subject to th€'SBversight rules described above.

Internationally, several regulatory developmentgehaccurred:

IOSCO —In December 2004, the Technical Committee of thierhational Organization of Securities Commissigh3SCO”)
published its Code of Conduct Fundamentals for i€fating Agencies (“IOSCO Code”). In June 2005,ddy’s Investors Service published
its Code of Professional Conduct (“Moody’s Codellyguant to the IOSCO Code. Moody’s Code can bedamtheRegulatory Affairs page
of the Company’s website.

European Union —The European Commission (“Commission”) statedainuary 2006 and again in January 2007 that reagopEan
Union (“EU”) financial services legislative meassitbat are relevant to credit rating agencies, éoetbwith a self-regulatory framework for
rating agencies based on the IOSCO Code, provideitable framework for the oversight of rating agies and that no legislative actions
were required at the time. The Committee of Eurag@ecurities Regulators (“CESR”) has been chargddmonitoring rating agencies’
compliance with the IOSCO Code and reporting badké Commission regularly. CESR conducted it$ firmual review to assess such
compliance during 2006 and published its repofainuary 2007. CESR concluded that four internaliipaative rating agencies operating in
the EU, including Moody’s, are largely compliantivihe IOSCO Code, and it identified a few areasmglit believed rating agencies could
improve their processes and disclosures and wherEXSCO Code could be improved. CESR has commaetec2d07 review, in which it
will evaluate the areas identified in its 2006 neptihe impact of the Reform Act on the rating Imesis in the European Union and the rating
process related to structured finance instrum@&ESR plans to publish its 2007 report in mid-2008.

The Basel Committee —In June 2004, the Basel Committee on Banking Sugien published a new bank capital adequacy fraonkw
(“Basel II") to replace its initial 1988 frameworkinder Basel I, ratings assigned by recognizeditrating agencies (called External Credit
Assessment Institutions or “ECAISs”) can be usedagks in determining credit risk weights for mayreir institutional credit exposures.
Recognized ECAIs could be subject to a broaderaafigversight. National authorities began to imptat these aspects of Basel Il in 2007
and are expected to continue the implementatiooga®through 2010. Moody’s has been recognized &Ca\l in several jurisdictions and
the recognition process is ongoing in many oth&tshis time, Moody’s cannot predict the long-teimpact of Basel Il on the manner in
which the Company conducts its business. Howevendy's does not currently believe that Basel Il wikterially affect its financial
position or results of operations.

Other legislation and regulation relating to crediing and research services has been consideradime to time by local, national
and multinational bodies and is likely to be coesédl in the future. In certain countries, governte@may provide financial or other suppor
locally-based rating agencies. In addition, governta may from time to time establish official ratiagencies or credit ratings criteria or
procedures for evaluating local issuers. If engcieg such legislation and
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regulation could significantly change the competitiandscape in which Moody’s operates. In addjtiba legal status of rating agencies has
been addressed by courts in various decisionssdlliicely to be considered and addressed in legadgadings from time to time in the future.
Management of Moody’s cannot predict whether tlwrsany other proposals will be enacted, the outcofamy pending or possible future
legal proceedings, or regulatory or legislativaat, or the ultimate impact of any such mattershencompetitive position, financial position
or results of operations of Moody’s.

Forward-Looking Statements

Certain statements contained in this quarterly ntepo Form 10-Q are forward-looking statements aredbased on future expectations,
plans and prospects for the Company’s businesgpaiations that involve a number of risks and uadgsiies. Such statements involve
estimates, projections, goals, forecasts, assumpéind uncertainties that could cause actual sesulbutcomes to differ materially from th
contemplated, expressed, projected, anticipatéugied in the forward-looking statements. Thosgesthents appear at various places
throughout this quarterly report on Form 10-Q, urtithg in the sections entitled “Outlook” and “Cargéencies” under Item 2. “Management’s
Discussion and Analysis of Financial Condition &®bults of Operations”, commencing on page 17isfgharterly report on Form 10-Q,
under “Legal Proceedings” in Part Il, Item 1, otRorm 10-Q, and elsewhere in the context of stategs containing the words “believe”,
“expect”, “anticipate”, “intend”, “plan”, “will", “predict”, “potential”, “continue”, “strategy”, “asge”, “target”, “forecast”, “project”,
“estimate”, “should”, “could”, “may” and similar gxessions or words and variations thereof relatinhpe Companyg views on future even
trends and contingencies. Stockholders and invesi@r cautioned not to place undue reliance oretfew/ard-looking statements. The
forward-looking statements and other informatios miade as of the date of this quarterly reportamFL0-Q, and the Company undertakes
no obligation (nor does it intend) to publicly sigmpent, update or revise such statements on a-doimgrd basis, whether as a result of
subsequent developments, changed expectationeemadse. In connection with the “safe harbor” peiens of the Private Securities
Litigation Reform Act of 1995, the Company is idé&nihg examples of factors, risks and uncertaintiest could cause actual results to differ,
perhaps materially, from those indicated by these/drdiooking statements. Those factors, risks and uaitgigs include, but are not limite
to, matters that could affect the volume of defat atiher securities issued in domestic and/or glohpital markets, including credit quality
concerns, changes in interest rates and otheiilitglat the financial markets; market perceptiarfghe utility and integrity of independent
agency ratings; possible loss of market share gir@mompetition; introduction of competing produstgechnologies by other companies;
pricing pressures from competitors and/or custombespotential emergence of government-sponsaesitaating agencies; proposed U.S.,
foreign, state and local legislation and regulajaegulations relating to the oversight of NatibnRecognized Statistical Rating
Organizations; possible judicial decisions in vasigurisdictions regarding the status of and paaehabilities of rating agencies; the possible
loss of key employees to investment or commera@akb or elsewhere and related compensation castyres; the outcome of any review by
controlling tax authorities of the Company’s globsat planning initiatives; the outcome of those aaxl legal contingencies that relate to Old
D&B, its predecessors and their affiliated compari@ which the Company has assumed portions ditacial responsibility; the outcome
of other legal actions to which the Company, frametto time, may be named as a party; the abifithe Company to successfully integrate
acquired businesses; a decline in the demand ddiitaisk management tools by financial institusomhese factors, risks and uncertainties as
well as other risks and uncertainties that coultseaMoody’s actual results to differ materiallyrfréthose contemplated, expressed, projected,
anticipated or implied in the forward-looking staents are described in greater detail under “Radtd¥s” in Part I, Item 1A of the
Company'’s annual report on Form 10-K, elsewhetbismiForm 10Q and in other filings made by the Campfrom time to time with the
Securities and Exchange Commission or in mateinatsrporated herein or therein. Stockholders andstors are cautioned that the
occurrence of any of these factors, risks and uaicgies may cause the Compasigctual results to differ materially from thosetamnplated
expressed, projected, anticipated or implied inftineard-looking statements, which could have aamat and adverse effect on the
Company’s business, results of operations and ¢iahnondition. New factors may emerge from timeitee, and it is not possible for the
Company to predict new factors, nor can the Compessgss the potential effect of any new factoris. on

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

There was no material change in the Company’s expds market risk since December 31, 2006. Faseudsion of the Company’s
exposure to market risk, refer to ltem 7A. “Quaattite and Qualitative Disclosures about Market Riskntained in the Company’s annual
report on Form 10-K for the year ended DecembefB06.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedurdés Tompany carried out an evaluation, as requiyeule 13a-15(b) under the
Securities Exchange Act of 1934, as amended (tkeH&nge Act”), under the supervision and with theipipation of the Company’s
management, including the Company’s Chief Execufifficer and Chief Financial Officer, of the effa@ness of the design and operation of
the Company’s disclosure controls and procedusedetined in Rule 13a-15(e)
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of the Exchange Act, as of the end of the periogeoed by this report (the “Evaluation Date”). Basedsuch evaluation, such officers have
concluded that, as of the Evaluation Date, the Gomjs disclosure controls and procedures were &ff=to provide reasonable assurance
that information required to be disclosed by then@any in reports that it files or submits underExehange Act is recorded, processed,
summarized and reported within the time periodsi§ipe in the Securities and Exchange Commissiomlas and forms and to provide
reasonable assurance that such information is adatma and communicated to the Company’s managemehiding the Company’s Chief
Executive Officer and Chief Financial Officer, ggpeopriate to allow timely decisions regarding riegd disclosure.

In addition, the Company’s management, includirg@ompany’s Chief Executive Officer and Chief FiciahOfficer, has determined
that there were no changes in the Company’s inteordrol over financial reporting that have maa#yi affected, or are reasonably likely to
materially affect, these internal controls oveafigial reporting during the period covered by thjsort.

PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

From time to time, Moody'’s is involved in legal atak proceedings, claims and litigation that amdantal to the Company’s business,
including claims based on ratings assigned by Mdyoody'’s is also subject to ongoing tax auditshie normal course of business.
Management periodically assesses the Companyifitisand contingencies in connection with thessters based upon the latest
information available. Moody’s discloses materiahging legal proceedings, other than routine litayaincidental to Moody’s business,
material proceedings known to be contemplated wegonental authorities, and other pending matteasit may determine to be
appropriate. For matters, except those relateddone taxes, where it is both probable that alifgltias been incurred and the amount of
can be reasonably estimated, the Company has estoederves in the consolidated financial statesreemd periodically adjusts these as
appropriate. In other instances, because of unoges related to the probable outcome and/or theuat or range of loss, management does
not record a liability but discloses the contingeifcsignificant. As additional information becomaegailable, the Company adjusts its
assessments and estimates of such liabilities dioggy. For income tax matters, the Company emptbgsprescribed methodology of FIN
No. 48, adopted as of January 1, 2007. FIN Noed@ires a company to first determine whetherrntdse-likely-than-not (defined as a
likelihood of more than fifty percent) that a taasition will be sustained based on its technicalith@s of the reporting date, assuming that
taxing authorities will examine the position andiddull knowledge of all relevant information. Axtaosition that meets this more-likely-
than-not threshold is then measured and recogmizéitk largest amount of benefit that is greaten tiftty percent likely to be realized upon
effective settlement with a taxing authority.

The discussion of the legal matters under Patém 2. “Management’s Discussion and Analysis oBRtial Condition and Results of
Operations—Contingencies”, commencing on page 2Bisfquarterly report on Form 10-Q, is incorpodaitgo this Item 1 by reference.

Based on its review of the latest information aalali¢, in the opinion of management, the ultimatbility of the Company in connectic
with pending legal and tax proceedings, claimsléigation will not have a material adverse effeatMoody’s financial position, results of
operations or cash flows, subject to the contingendescribed in Part I, Item 2. “Management’s Déston and Analysis of Financial
Condition and Results of Operations—Contingencies”.

Iltem 1A. Risk Factors

There have been no material changes since Dece8hb2006 to the significant risk factors and uraettes known to the Company
that, if they were to occur, could materially achady affect the Company’s business, financial ctoowli operating results and/or cash flow.
For a discussion of the Company’s risk factorgréd Item 1A. “Risk Factors”, contained in the Gmany’s annual report on Form 10-K for
the year ended December 31, 2006.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

MOODY'S PURCHASES OF EQUITY SECURITIES
For the Three Months Ended June 30, 2007

Total Number of Shares Approximate Dollar Value of
Purchased as Part of Shares That May yet be
Total Number of Average Price Publicly Announced Purchased Under the

Period Shares Purchased (! Paid per Share Program Program (2)
April 1-30 3,733,19I $ 63.4¢ 3,732,94! $ 1,082.8 millior
May 1-31 2,406,28! $ 67.22 2,405,52 $ 921.0 millior
June -30 1,549,55: $ 65.3¢ 1,549,18! $ 819.8 millior
Total 7,689,03. 7,687,65I
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(1) Includes the surrender to the Company of 24ireshin April; 764 shares in May; and 371 shareRime of common stock to satisfy tax
withholding obligations in connection with the \iagt of restricted stock issued to employe

(2) As of the last day of each of the months. On Jyrg986, the Board of Directors authorized a $2dsilshare repurchase program. Tt

is no established expiration date for this auttaditn. During August 2006, the Company had comglé@geprevious $1 billion share
repurchase program, which had been authorizedéBdtard of Directors in October 20(

During the second quarter of 2007, Moody'’s repuselda/.7 million shares, at an aggregate cost dd.$5@illion and issued 0.8 million
shares under employee stock-based compensatias plan

On July 30, 2007, the Board of Directors of the @any authorized an additional $2 billion share repase program. The Company

will begin repurchasing shares under the new pragrpon completion of the $2 billion program authed in June 2006. There is no
established expiration date for either of thesba@nigations.

Item 4. Submission of Matters to a Vote of Securityolders
Previously reported in the Company’s Form 10-Qtlf@r quarter ended March 31, 2007.
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Item 6. Exhibits

Exhibits
Exhibit No. Description
3 ARTICLES OF INCORPORATION AND B-LAWS

.1 Restated Certificate of Incorporation of the Reagist dated June 15, 1998, as amended effective3yri998, as
amended effective October 1, 2000, and as furtimemaled effective April 26, 2005 (incorporated bference to Exhibit
3.1 to the Report on Form 8-K of the Registram fiumber 1-14037, filed October 4, 2000, and Ex3ili to the Report
on Form &K of the Registrant, file numbe-14037, filed April 27, 2005;

.2 Amended and Restated By-laws of the Registranb(purated by reference to Exhibit 3.2 of the Regigts Registration
Statement on Form 10, file numbe14037, filed June 18, 199¢

31 CERTIFICATIONS PURSUANT TO SECTION 302 OF THE SARBIES-OXLEY ACT OF 2002
.1*  Chief Executive Officer Certification Pursuant tecBon 302 of the Sarbar-Oxley Act of 2002
.2*  Chief Financial Officer Certification Pursuant teciion 302 of the Sarbar-Oxley Act of 2002

32 CERTIFICATIONS PURSUANT TO SECTION 906 OF THE SARRBRES-OXLEY ACT OF 2002

.A*  Certification Pursuant to 18 U.S.C. Section 1330Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
(The Company has furnished this certification andsdnot intend for it to be considered filed urither Securities
Exchange Act of 1934 or incorporated by referente future filings under the Securities Act of 1983he Securities
Exchange Act of 1934

.2*  Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
(The Company has furnished this certification aodsdnot intend for it to be considered filed unither Securities
Exchange Act of 1934 or incorporated by referent¢e future filings under the Securities Act of 1383he Securities
Exchange Act of 1934

* Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf

by the undersigned, thereunto duly authorized.

Date: August 3, 2007

Date: August 3, 2007
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MOODY’'S CORPORATION

By: /s/ LINDA S. HUBER
Linda S. Huber
Executive Vice President and Chief Financial Office
(principal financial officer)

By: /s/ JosePHM ¢ C ABE
Joseph McCabe
Senior Vice President and Corporate Controller
(principal accounting officer)




EXHIBIT 31.1

CHIEF EXECUTIVE OFFICER CERTIFICATION
PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Raymond W. McDaniel, Jr., Chairman and Chief &xave Officer of Moody’s Corporation, certify that
1. | have reviewed this quarterly report on FormQ@06f Moody’s Corporation;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nistatisg with respect to the periods
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15(d)-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financigloting, or caused such internal control over fiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentikineport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an ameport) that has materially affected, or
is reasonably likely to materially affect, the igant’s internal control over financial reportiremd

5. The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal coravelr financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

/sl Raymonp W. M cD ANIEL , JR.

Raymond W. McDaniel, Jr.
Chairman and Chief Executive Officer

August 3, 2007



EXHIBIT 31.2

CHIEF FINANCIAL OFFICER CERTIFICATION
PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Linda S. Huber, Executive Vice President andeCRinancial Officer of Moody’s Corporation, ceytithat:
1. | have reviewed this quarterly report on FormQ@0f Moody’s Corporation;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nistatisg with respect to the periods
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15(d)-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over financigloting, or caused such internal control over fiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentikineport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an ameport) that has materially affected, or
is reasonably likely to materially affect, the igant’s internal control over financial reportiremd

5. The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal coravelr financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

/s/ LINDA S. HUBER

Linda S. Huber
Executive Vice President and Chief Financial Office

August 3, 2007



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MoodZerporation (the “Company”) on Form 10-Q for theipe ended June 30, 2007 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Raymond W. Mgil, Jr., Chairman and Chief
Executive Officer of the Company, certify, pursuanil8 U.S.C. § 1350, as adopted pursuant to Se@06 of the Sarbanes-Oxley Act of
2002, that to the best of my knowledge:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg@Act of 1934; and

(2) the information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations
of the Company.

/s RAymonD W. M ¢ D ANIEL , JR.
Raymond W. McDaniel, Jr.
Chairman and Chief Executive Officer

August 3, 2007



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MoodZerporation (the “Company”) on Form 10-Q for theipe ended June 30, 2007 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Linda S. Hylexecutive Vice President and Chief
Financial Officer of the Company, certify, pursuémil8 U.S.C. § 1350, as adopted pursuant to Se806 of the Sarbanes-Oxley Act of
2002, that to the best of my knowledge:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg@Act of 1934; and

(2) the information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations
of the Company.

/s/ LINDA S. HUBER
Linda S. Huber
Executive Vice President and Chief Financial Office

August 3, 2007



