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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors of Morgan Stanley Smith Barney LLC
Opinion on the Financial Statement

We have audited the accompanying consolidated statement of financial condition of Morgan
Stanley Smith Barney LLC and subsidiaries (the "Company") as of December 31, 2017, and the
related notes (collectively referred to as the "financial statement™). In our opinion, the financial
statement presents fairly, in all material respects, the financial position of the Company as of
December 31, 2017, in conformity with accounting principles generally accepted in the United
States of America.

Basis for Opinion

The financial statement is the responsibility of the Company's management. Our responsibility is
to express an opinion on this financial statement based on our audit. We are a public accounting
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB)
and are required to be independent with respect to the Company in accordance with the U.S.
federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement, whether due to error or fraud.

Our audit included performing procedures to assess the risks of material misstatement of the
financial statement, whether due to error or fraud, and performing procedures that respond to
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts
and disclosures in the financial statement. Our audit also included evaluating the accounting
principles used and significant estimates made by management, as well as evaluating the overall
presentation of the financial statement. We believe that our audit of the financial statement
provides a reasonable basis for our opinion.

/S/Deloitte & Touche LLP

New York, New York
February 28, 2018

We have served as the Company’s auditor since 2009.



MORGAN STANLEY SMITH BARNEY LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2017
(In millions of dollars)

ASSETS
Cash $ 982
Cash deposited with clearing organizations or segregated under federal and
other regulations or requirements 1,128
Financial instruments owned, at fair value 431
Securities purchased under agreements to resell 6,928
Securities borrowed 234
Receivables:
Customers (net of $3 allowance for doubtful accounts) 13,445
Brokers, dealers and clearing organizations 98
Fees, interest and other 516
Affiliates 54
Goodwill 4,609
Intangible assets (net of accumulated amortization of $2,120) 1,830
Other assets 211
Total assets $ 30,466

LIABILITIES AND MEMBER'’S EQUITY

Financial instruments sold, not yet purchased, at fair value $ 38
Securities sold under agreements to repurchase 2,500
Securities loaned 1,447
Payables:
Customers 8,166
Brokers, dealers and clearing organizations 657
Interest and dividends 21
Affiliates 1,175
Other liabilities and accrued expenses 5,173
Long-term borrowings 922
Total liabilities 20,099
Subordinated liabilities 100
Member’s equity 10,267
Total liabilities and member’s equity $ 30,466

See Notes to Consolidated Statement of Financiatfion.
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MORGAN STANLEY SMITH BARNEY LLC

NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT

ION

As of December 31, 2017
(In millions of dollars, except where noted)

1. Introduction and Basis of Presentation

The Company

MSSB together with its wholly owned subsidiarieshe(t
“Company”) provides a wide variety of financial pkects and
services to a large and diversified group of cherfinancial

institutions and individuals. Its businesses inelufinancial

advisory services, sales, and trading in fixed imegoroducts,
equity products, and other instruments includingeign

exchange and new issue distribution of fixed incand equity
products. The Company provides clients with a ceftmgnsive
array of financial solutions, including MSSB protkicand

services, and products and services from thirdyparoviders,

such as insurance companies and mutual fund familide
Company offers brokerage and investment advisonyices

covering various investment alternatives; finan@ald wealth
planning services; annuity and insurance produatash

management; and retirement plan services througatwork of

approximately sixteen thousand financial advisoréhe U.S. See
the “Glossary of Common Acronyms” for definition$ @ertain

acronyms used throughout the notes to the stateofidimtancial

condition.

MSSB is registered with the SEC as a broker-demher as an
investment adviser. The Company is also registeaedan
introducing broker with
transactions through an affiliate, MS&Co.

MSSB is a wholly owned subsidiary of MSDHI. MSDH &
wholly owned subsidiary of MSCM, which is a wholbwned
subsidiary of Morgan Stanley (the “Ultimate Pargnt”

Basis of Financial Information

The consolidated statement of financial condit@piiepared in
accordance with U.S. GAAP, which require the Conypsm
make estimates and assumptions regarding the iaigabf
certain financial instruments, the valuation of dedl and
intangible assets, compensation, deferred tax sssie
outcome of legal and tax matters, and other mattexsaffect
its consolidated statement of financial conditiomd arelated
disclosures. The Company believes that the estamatkzed in
the preparation of its consolidated statement ofarfcial
condition are prudent and reasonable. Actual reswaltild differ
materially from these estimates.

Consolidation

The consolidated statement of financial conditinolides the
accounts of MSSB and its wholly owned licensed liasoe
subsidiaries in which MSSB has a controlling finahiterest.

At December 31, 2017,
subsidiaries reported $6 of assets, $3 of liaeditand $3 of
equity on a stand-alone basis.
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the CFTC and clears futures derivative contracts

All material intercompany balances and transactiath its
subsidiaries have been eliminated in consolidation.

The Company applies accounting guidance for codatidin of

VIEs to certain entities in which equity investalis not have the
characteristics of a controlling financial intere$he primary
beneficiary of a VIE is the party that both (1) ke power to
direct the activities of a VIE that most signifi¢hnaffect the

VIE's economic performance and (2) has an obligatio

absorb losses or the right to receive benefits ithaither case
could potentially be significant to the VIE. The rGpany

consolidates entities of which it is the primarynbgciary. At

December 31, 2017, there are no consolidated VIEs.

2. Significant Accounting Policies
Fair Value of Financial Instruments

Instruments within Financial instruments owned &idancial

instruments sold, not yet purchased, are measuréaravalue

in accordance with accounting guidance. These {ia&n
instruments primarily represent the Company’s trggiositions
to facilitate customer transactions and includehboash and
derivative products.

The fair value of OTC financial instruments, indlugl

related to financial instrutmsenand

commodities, is presented in the accompanying dilzded

statement of financial condition on a net-by-coupaety basis,
when appropriate. Additionally, the Company netsftir value
of cash collateral paid or received against thevaiue amounts
recognized for net derivative positions executethwhe same
counterparty under the same master netting agreemen

Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would heeireed to sell
an asset or paid to transfer a liability (i.e., tagit price”) in an
orderly transaction between market participants the
measurement date.

Fair value is a market-based measure consideren fie

perspective of a market participant rather thaemtity-specific

measure. Therefore, even when market assumptiomsnetr
readily available, assumptions are set to reflaosé that the
Company believes market participants would usericimy the

asset or liability at the measurement date. WHegeGompany
manages a group of financial assets and finaniahilities on

the basis of its net exposure to either market oiskredit risk,

the Company measures the fair value of that grdumancial

instruments consistently with how market particiggamould

price the net risk exposure at the measurement date

the Company’s consolidatedIn determining fair value, the Company uses varieaisiation

approaches and establishes a hierarchy for inpa&d un
measuring fair value that maximizes the use of veaié



observable inputs and minimizes the use of unobsé\vinputs
by requiring that the most observable inputs bedusden
available.

Observable inputs are inputs that market particgoamuld use
in pricing the asset or liability that were deveddpbased on
market data obtained from sources independenteo€tdmpany.
Unobservable inputs are inputs that reflect assiomptthe
Company believes other market participants woul@ urs
pricing the asset or liability that are developaddd on the best
information available in the circumstances. Therdrghy is
broken down into three levels based on the obséityabf
inputs as follows, with Level 1 being the highestid evel 3
being the lowest.

. Level 1 -- Valuations based on quoted pricesdiiva
markets that the Company has the ability to actmss
identical assets or liabilities. Valuation adjustitgeand
block discounts are not applied to Level 1 instratae

For assets and liabilities that are transferredvben levels in
the fair value hierarchy during the period, fairlues are
ascribed as if the assets or liabilities had beansferred as of
the beginning of the period.

Valuation Techniques

Many cash instruments and OTC derivative contrhetge bid

and ask prices that can be observed in the madctpIBid

prices reflect the highest price that a party ilivg to pay for

an asset. Ask prices represent the lowest priceahaarty is
willing to accept for an asset. The Company camiesitions at
the point within the bid-ask range that meets éstlestimate of
fair value. For offsetting positions in the sameaficial

instrument, the same price within the bid-ask sprisaused to
measure both the long and short positions.

Fair value for many cash instruments and OTC dgvea
contracts is derived using pricing models. Pricmgdels take

Since valuations are based on quoted prices that arinto account the contract terms as well as multiplputs
readily and regularly available in an active market including, where applicable, commodity prices, égurices,

valuation of these products does not entail a Bagmit
degree of judgment.

. Level 2 -- Valuations based on one or more quoted

prices in markets that are not active or for whith
significant inputs are observable, either directlly
indirectly.

interest rate yield curves, credit curves, -coriemt
creditworthiness of the counterparty, creditwordéiss of the
Company, option volatility and currency rates.

See Note 4 for a description of valuation technggapplied to
the major categories of financial instruments mesiat fair
value.

. Level 3 -- Valuations based on inputs that are Valuation Process

unobservable and significant to the overall faituea
measurement.

The availability of observable inputs can vary frgmoduct to
product and is affected by a wide variety of fastancluding,
for example, the type of product, whether the pobdsinew and
not yet established in the marketplace, the liquidi markets
and other characteristics particular to the produotthe extent
that valuation is based on models or inputs tha l@ss
observable or unobservable in the market, the ohétation of
fair value requires more judgment. Accordingly, ttegree of
judgment exercised by the Company in determinimgviue is
greatest for instruments categorized in Level 3heffair value
hierarchy.

The Company considers prices and inputs that arerduas of
the measurement date, including during periods @ifrket
dislocation. In periods of market dislocation, thieservability
of prices and inputs may be reduced for many instnts. This
condition could cause an instrument to be reclgskifrom
Level 1 to Level 2 or from Level 2 to Level 3 ofetlfair value
hierarchy (see Note 4).

In certain cases, the inputs used to measure &ievmay fall
into different levels of the fair value hierarchg.such cases, for
disclosure purposes, the level in the fair valuerdrichy within
which the fair value measurement falls in its eir is
determined based on the lowest level input thatgsificant to
the fair value measurement in its entirety.

The VRG within the FCG of the Ultimate Parent and i
consolidated subsidiaries is responsible for thiémate Parent
and its consolidated subsidiaries’ fair value vabrapolicies,
processes and procedures. VRG is independent diubieess
units and reports to the CFO, who has final authaer the
valuation of the Company’s financial instrumentsR&
implements valuation control processes designedilidate the
fair value of the Company’s financial instrumentsasured at
fair value, including those derived from pricing debs.

Model Review. VRG, in conjunction with the MRM which
reports to the CRO,
models’ theoretical soundness, the appropriateoésthe

valuation methodology and calibration techniquegetiped

by the business units using observable inputs. @&/hgruts
are not observable, VRG reviews the appropriateag$ise

proposed valuation methodology to determine thaisit
consistent with how a market participant would\arat the
unobservable input. The valuation methodologielizad in

the absence of observable inputs may include extatipn

techniques and the use of comparable observablgsinps

part of the review, VRG develops a methodology to
independently verify the fair value generated lgy lusiness
unit's valuation models. The Company generally saoty
valuations and models to a review process initiatig on a
periodic basis thereafter.

independently reviews valuation



Independent Price Verification. The business units are
responsible for determining the fair value of fineh
instruments using approved valuation models andatin
methodologies. Generally on a monthly basis, VRG
independently validates the fair values of finahcia
instruments determined using valuation models by
determining the appropriateness of the inputs usedhe
business units and by testing compliance with the
documented valuation methodologies approved imibdel
review process described above.

The results of this independent price verificatiamd any
adjustments made by VRG to the fair value generbayetthe
business units are presented to management, the &dBO
the CRO on a regular basis.

VRG uses recently executed transactions, otherredisie
market data such as exchange data, broker-deatsesju
third-party pricing vendors and aggregation sewvider
validating the fair value of financial instrumergenerated
using valuation models. VRG assesses the exteouatas
and their valuation methodologies to determine he t
external providers meet the minimum standards drpeaf
a third-party pricing source. Pricing data providég
approved external sources are evaluated using d@eruof
approaches; for example, by corroborating the azler
sources’ prices to executed trades, by analyzing th
methodology and assumptions used by the externatsdo
generate a price, and/or by evaluating how actieethird-
party pricing source (or originating sources used tie
third-party pricing source) is in the market. Baswed this
analysis, VRG generates a ranking of the observalaldet
data designed to ensure that the highest-rankekemdata
source is used to validate the business unit's Vialue of
financial instruments.

VRG reviews the models and valuation methodologdus
price new material Level 2 and Level 3 transactiand both
FCG and MRM must approve the fair value of the értitht
is initially recognized.

Level 3 Transactions. VRG reviews the business unit's
valuation techniques to assess whether these aisstent
with market participant assumptions.

Offsetting of Derivative Instruments

In connection with its derivative activities, theo@pany
generally enters into master netting agreements catldteral
agreements with its counterparties. These agresnmotide
the Company with the right, in the event of a diféay the
counterparty, to net a counterparty's rights arations under
the agreement and to liquidate and set off cobditegainst any
net amount owed by the counterparty.

For information related to offsetting of derivativand certain
collateralized transactions, see Notes 5 and fentively.

Income Taxes

The Company accounts for income taxes using thet asd
liability method. Under this method, deferred tassets and

-5-

liabilities are recorded based upon the temporaffgrdnces
between the financial statement and income taxshabassets
and liabilities using currently enacted tax rategffect for the
year in which the differences are expected to maver

The Company recognizes net deferred tax assetset@xtent
that it believes these assets are more likely thanhto be
realized. In making such a determination, the Cawpa
considers all available positive and negative ewge including
future reversals of existing taxable temporary etéhces,
projected future taxable income, tax planning eges and
results of recent operations. When performing tgessment
the Company considers all types of deferred taxetasin
combination with each other, regardless of theiorigf the
underlying temporary difference. If a deferred tagset is
determined to be unrealizable, a valuation allowarie
established. If the Company subsequently determthas it
would be able to realize deferred tax assets ieexof their net
recorded amount, it would make an adjustment todéferred
tax asset valuation allowance, which would redbeeprovision
for income taxes.

In accordance with the terms of the Tax Sharingeagrent
with the Ultimate Parent, substantially all curremd deferred
taxes (federal, combined and unitary state) aretledet
periodically with the Ultimate Parent.

Uncertain tax positions are recorded on the base two-step
process, whereby (1) the Company determines whethisr

more likely than not that the tax positions will bestained on
the basis of the technical merits of the positiad &) for those
tax positions that meet the more-likely-than-notognition

threshold, the Company recognizes the largest amoiutax

benefit that is more than 50% likely to be realizgdn ultimate
settlement with the related tax authority.

Cash
Cash represents funds deposited with financiaitinigtns.

Cash Deposited with Clearing Organizations or Seggated
Under Federal and Other Regulations or Requirements

Cash deposited with clearing organizations or ggdesl under
federal and other regulations or requirements telcash
segregated in compliance with federal and otheunlagigns and
funds deposited by customers.

Collateralized Financing

Securities borrowed, securities purchased undezeagents to
resell (“reverse repurchase agreements”), Secsilibened and
securities sold under agreements to repurchaseuftkase
agreements”) are treated as collateralized fingxiReverse
repurchase agreements and repurchase agreementsirees
on the consolidated statement of financial conditat the
amounts of cash paid or received, plus accruedeistteWhere
appropriate, repurchase agreements and reverserchega
agreements with the same counterparty are repamed net
basis. Securities borrowed and Securities loanedeorded at
the amount of cash collateral advanced or received.



Receivables and Payables — Customers

Receivables from customers (net of allowance foubdfol

accounts) and payables to customers include amalugson
cash, margin and other customer securities-basedinig
transactions. Securities owned by customers, idudhose
that collateralize margin or similar transactioas not reflected
on the consolidated statement of financial conditio

Receivables and Payables — Brokers, Dealers and &tang
Organizations

Receivables from brokers, dealers and clearing mzations
include amounts receivable for securities failedétiver by the
Company to a purchaser by the settlement date,imdegosits,
commissions, and net receivables/payables arisingm f
unsettled trades. Payables to brokers, dealers chaing
organizations include amounts payable for secsrifédled to
receive by the Company from a seller by the settl@date and
payables to clearing organizations. Receivables anhbles
arising from unsettled trades are reported on dhass.

Goodwill and Intangible Assets

The Company tests goodwill for impairment on anuarbasis
and on an interim basis when certain events owugistances
exist. The Company tests for impairment at the mépg unit

level. For both the annual and interim tests, tlwen@any has
the option to either (a) performgaantitative impairment test or

(b) first perform agualitative assessment to determine whether

it is more likely than not that the fair value ofeporting unit is
less than its carrying amount, in which case thentjtative test
would be performed.

When performing ajuantitative impairment test, the Company
compares the fair value of a reporting unit with darrying
amount, including goodwill. If the fair value ofehreporting
unit is less than its carrying amount, the goodwipairment
loss is equal to the lesser of the excess of thging value over
the fair value or the carrying amount of goodwilbeated to
that reporting unit.

The estimated fair value of the reporting unitésided based on
valuation techniques the Company believes marksicgzants
would use for the reporting unit. The estimated failues are
generally determined by utilizing a discounted cabbw
methodology.

Goodwill is not amortized, but, as noted aboveyrasiewed

3. Related Party Transactions

The Company enters into transactions with the WitemParent
and its consolidated affiliates, including collaiéred
financings and OTC derivatives.

The Company also obtains long-term funding froniiatés and
subordinated liabilities from the Ultimate Parestdescribed in
Notes 8 and 9, respectively.

On May 15, 2017, the Company paid a dividend o2@@,to the
Parent.

The Company has various agreements with an affjliat
MS&Co., to provide sales and distribution servicés
MS&Co.’s equities and fixed income trading actieti

The Company is a party to deposit sweep agreemgitls
MSBNA and MSPBNA, both affiliates of the Ultimatant.

The Company participates in various deferred corsaton
plans maintained by the Ultimate Parent for the effierof
certain employees that provide a return to theigpating
employees based upon the performance of variowsemfed
investments. The Company has entered into equitivative
swap contracts with an affiliate to economicallydpe its
obligations under these plans. See Note 5 for @dit
disclosures on fair value and notional amountstedldo the
derivatives associated with these deferred compiensplans,
included within equity contracts.

Receivables from and payables to affiliates consisaffiliate

transactions that occur in the normal course ofiness.

Payables to affiliates are unsecured, bear inteagstates
established by the treasury function of the UltenBarent and
are intended to approximate the market rate ofestethat the
Ultimate Parent incurs in funding its business asisi

periodically reassessed and are payable on demand.

A significant portion of collateralized transactiothat occur in
the normal course of business are with affiliatefs tioe
Company.

On March 1, 2017 the Company expanded upon a sel@iel

agreement that it signed with an affiliated sendogity, MSSG,
to receive additional support services as parteffinal phase
to reorganize support services for recovery anddluésn

planning purposes. The service level agreementidied support
services associated with multiple divisions inchgli
Operations, Finance, Legal and Compliance, Riskagament,

annua”y (Or more frequenﬂy when certain events or Human Resources, Internal Audit and Administratidrsubset

circumstances exist) for impairment. Finite livextaingible
assets are amortized over their estimated usefals liand
reviewed for impairment.

of regulatory services which exclusively suppor tBompany
and are essential in maintaining compliance witlpliapble
regulatory rules will continue to be performed bgpoyees of
the Company. In connection with this agreement,Gbenpany
effected a series of steps to transfer relatedsaasel liabilities
to MSSG, as well as support service personnel.
recognized an offsetting affiliate payable to thardnt, and
therefore, the transfer did not impact member’sitgqn the
Company. MSSG also provides healthcare and liferarse
benefits for the employees of the Company, as veal
information processing and communications services.

MSSB



An affiliated service entity, MSSBF, also providegher
services for the Company, primarily information gessing,

Liabilities and payables to affiliated companies at
are comprised of:

December 31, 2017

CommunicationS, and occupancy and equipment_ Securities sold under agreements to repurchase $ 2,500
Securities loaned 1,447
Assets and receivables from affiliated companies at  December 31, Payables - Brokers, dealers and clearing organizations 10
2017 are comprised of: Payables - Affiliates 1,175
. . . - Other liabilities and accrued expenses 320
Cash deposited with clearing organizations or segregated .
8 . Long-term borrowings 922
under federal and other regulations or requirements $ 16 . S
. L B Subordinated liabilities 100
Financial instruments owned, at fair value 184
Securities purchased under agreements to resell 6,928
Securities borrowed 234
Receivables - Customers 49
Receivables - Affiliates 54

4. Fair Values

Fair Value Measurements

Asset and Liability / Valuation Technique

\aluation Hierarchy Classification

Trading Assets and Trading Liabilities

U.S. Agency Securities

Non-callable agency-issued debt securities are generally valued using quoted market prices, and
callable agency-issued debt securities are valued by benchmarking model-derived prices to quoted
market prices and trade data for comparable instruments.

The fair value of agency mortgage pass-through pool securities is model-driven based on spreads of
comparable to-be-announced securities.

Level 1 - non-callable agency-issued
debt securities

Generally Level 2 - callable agency-
issued debt securities, agency
mortgage pass-through pool securities
Level 3 - in instances where the inputs
are unobservable

Corporate Bonds

Fair value is determined using recently executed transactions, market price quotations, bond spreads,
CDS spreads, or at the money volatility and/or volatility skew obtained from independent external
parties, such as vendors and brokers, adjusted for any basis difference between cash and derivative
instruments.

The spread data used are for the same maturity as the bond. If the spread data do not reference the
issuer, then data that reference a comparable issuer are used. When position-specific external price
data are not observable, fair value is determined based on either benchmarking to comparable
instruments or cash flow models with yield curves, bond or single name CDS spreads and recovery
rates as significant inputs.

Generally Level 2 —if value based on
observable market data for comparable
instruments

Level 3 - in instances where prices
significant spread inputs are
unobservable

Corporate Equities

Fair value is determined based on quoted prices from the exchange. To the extent these securities are
actively traded, valuation adjustments are not applied.

Generally Level 1 — if actively traded
Level 2 or 3—if the securities are not
actively traded, or are undergoing a
recent mergers and acquisitions event
or corporate actions

Listed Derivative Contracts

Listed derivatives that are actively traded are valued based on quoted prices from the exchange.
Listed derivatives that are not actively traded are valued using the same approaches as those applied to
OTC derivatives.

Level 1—if actively traded
Level 2—if not actively traded

OTC Derivative Contracts

OTC derivative contracts include forward, swap and option contracts related to interest rates,
currencies, equity prices or commodity prices

Depending on the product and the terms of the transaction, the fair value of OTC derivative products
can be modeled using a series of techniques, including closed-form analytic formulas, such as the
Black-Scholes option-pricing model, simulation models or a combination thereof. Many pricing models
do not entail material subjectivity as the methodologies employed do not necessitate significant
judgment, since model inputs may be observed from actively quoted markets, as is the case for generic
interest rate swaps, many equity, commodity and foreign currency option contracts, and certain CDS. In
the case of more established derivative products, the pricing models used by the Firm are widely
accepted by the financial services industry.

For further information on the valuation techniques for OTC derivative products, see Note 2.

For further information on derivative instruments and hedging activities, see Note 5.

Generally Level 2—OTC derivative
products valued using observable
inputs, or where the unobservable input
is not deemed significant.

Level 3—OTC derivative products for
which the unobservable inputs are
deemed significant




Assets and Liabilities Measured at Fair Value on a

Recurring Basis

Collateral
Level 1 Level 2 Netting December 31, 2017
Assets
Financial instruments owned:
U.S. government and agency securities
U.S. agency securities $ 1 124 - - $ 125
Other sovereign government obligations 2 - - - 2
Corporate and other debt
MABS - 5 - - 5
Corporate bonds - 69 - - 69
Total corporate and other debt - 74 - - 74
Corporate equities 1 - - - 1
Derivative contracts:
Foreign exchange contracts - 40 - - 40
Equity contracts @ - 183 - - 183
Commodity contracts - 3 - - 3
Netting - (12) - - (22)
Total derivative contracts - 214 - - 214
Physical commodities - 15 - - 15
Total financial instruments owned $ 4 3 427  $ - $ - $ 431
Liabilities
Financial instruments sold, not yet purchased:
U.S. government and agency securities
U.S. Treasury securities $ 5 % - 0% - $ - $ 5
Corporate and other debt - 2 - - 2
Corporate equities 2 7 - - 9
Derivative contracts:
Foreign exchange contracts - 38 - - 38
Commodity contracts - 11 - - 11
Netting - (12) - (15) 27)
Total derivative contracts - 37 - (15) 22
Total financial instruments sold, not yet purchased @ $ 7 % 46 3 - $ (15 3 38

@ For trading purposes, the Company holds or sells short equity securities issued by entities in diverse industries and of varying sizes.

@ Represents fair value of derivative assets associated with deferred compensation plans as mentioned in Note 3.

3)

Amounts exclude the unsettled fair value of short futures contracts of $10 included in Receivables - Brokers, dealers and clearing organizations in the

consolidated statement of financial condition. These contracts are primarily classified as Level 1 in the fair value hierarchy, actively traded, and valued based

on quoted prices from the exchange.



Transfers During 2017

For assets and liabilities that were transferretivben levels
during the period, fair values are ascribed ashé assets or
liabilities had been transferred as of January01,72

During 2017, there were no material transfers betwevels.

Valuation Techniques for Assets and Liabilities Not Measured at Fair Value

Repurchase agreements, reverse repurchase agreements, Securities borrowed, and Securities loaned
. The inputs to the valuation include contractual cash flows and collateral funding spreads, which are estimated using various benchmarks and
interest rate yield curves.

Long term borrowings and Subordinated liabilities

. The fair value is generally determined based on transactional data or third-party pricing for identical or comparable instruments, when available.
Where position-specific external prices are not observable, fair value is determined based on current interest rates and credit spreads for debt
instruments with similar terms and maturity.

The carrying values of the remaining assets and liabilities not measured at fair value in the following tables approximate fair value due to their
short-term nature.

Financial Instruments Not Measured at Fair Value

At December 31, 2017 Fair Value by Level:

Carrying Value Fair Value Level 1 Level 2 Level 3

Financial Assets
Cash $ 982 $ 982 $ 982 $ - $

Cash deposited with clearing organizations or
segregated under federal and other

regulations or requirements 1,128 1,128 1,128 -

Reverse repurchase agreements 6,928 6,928 - 6,928
Securities borrowed 234 234 - 234
Receivables:

Customers 13,445 13,445 - 13,445

Brokers, dealers and clearing organizations 98 98 - 98

Fees, interest and other 500 500 - 500

Affiliates 54 54 - 54
Other assets®® 63 63 - 63
Financial Liabilities
Repurchase agreements $ 2,500 $ 2,500 $ -8 2,500 $
Securities loaned 1,447 1,447 - 1,447
Payables:®”

Customers 8,166 8,166 - 8,166

Brokers, dealers and clearing organizations 657 657 - 657

Affiliates 1,175 1,175 - 1,175
Other liabilities and accrued expenses® 2,926 2,926 - 2,926
Long-term borrowings 922 938 - 938
Subordinated liabilities 100 107 - 107

@
)

Accrued interest, fees and dividend receivables and payables, where carrying value approximates fair value, have been excluded.
Other assets and Other liabilities and accrued expenses exclude certain non-financial instruments.



5. Derivative Instruments

The Company may trade listed futures, forwardsjoopgt and

other derivatives referencing, among other thimggrest rates,
equities, currencies, and bonds. The Company ukeset
instruments to hedge their client facilitation waityi. The

Company does not apply hedge accounting.

The Company manages its trading positions by enmog
variety of risk mitigation strategies. These siy#s include

Derivative Assets and Liabilities

diversification of risk exposures and hedging. Hed@ctivities

consist of the purchase or sale of positions iateel securities
and financial instruments, including a variety ofrigative

products (e.g., futures, forwards, swaps and og}ioThe

Company manages the market risk associated wittrating

activities on a Company-wide basis and on an iodiai

product basis.

Derivative Assets at December 31, 2017

Fair Value Notional
Bilateral Exchange Bilateral Exchange
oTC Traded Total oTC Traded Total
Derivative contracts
Interest rate contracts $ - $ - $ -8 0 $ 20 $ 110
Foreign exchange contracts 40 - 40 1,520 - 1,520
Equity contracts ® 183 - 183 1,690 - 1,690
Commodity contracts 3 - 3 3 - 3
Total gross derivative contracts 226 - 226 $ 3303 % 20 % 3,323
Counterparty netting (12) - (12)
Total derivative assets $ 214 $ - $ 214
Derivative Liabilities at December 31, 2017
Fair Value Notional
Bilateral Exchange Bilateral Exchange
oTC Traded Total oTC Traded Total

Derivative contracts
Interest rate contracts $ - $ - $ - 8% 30 $ 10 $ 40
Foreign exchange contracts 38 - 38 1,437 - 1,437
Commodity contracts 11 - 11 11 - 11
Total gross derivative contracts 49 - 49 3 1,478  $ 10 $ 1,488
Cash collateral netting (15) - (15)
Counterparty netting (12) - (12)
Total derivative liabilities $ 22 $ - $ 22

o
$1,690, as mentioned in Note 3.

Bilateral OTC Equity contracts includes derivative assets associated with deferred compensation plans with a fair value of $183 and a notional amount of
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6. Collateralized Transactions

The Company enters into reverse repurchase agrégmen

repurchase agreements, securities borrowed andritiesu
loaned transactions to, among other things, accgicarrities to
cover short positions and settle other securitiggyations, to

accommodate customers’ needs and to finance itsntowy

positions.

The Company manages credit exposure arising frooh su

transactions by, in appropriate circumstances, riegteinto
master netting agreements and collateral agreemetits
counterparties that provide the Company, in thenewd a
counterparty default (such as bankruptcy or a capatty’s
failure to pay or perform), with the right to netaunterparty’s
rights and obligations under such agreement anddiége and
set-off collateral held by the Company against rileé amount
owed by the counterparty.

The Company’s policy is generally to take possessid

securities purchased or borrowed in connection wéherse
repurchase agreements and securities borrowedattaoss,

respectively, and to receive cash and securitiigeded under
repurchase agreements or securities loaned tramssdiwith

rights of rehypothecation). In certain cases, tlmen@any may
be permitted to post collateral to a third-partgtodian under a
tri-party arrangement that enables the Companyke tontrol
of such collateral in the event of a counterpadiadit.

The Company also monitors the fair value of the autyihg
securities as compared with the related receivablpayable,
including accrued interest, and, as necessaryestgjadditional
collateral, as provided under the applicable agesgro ensure
such transactions are adequately collateralizedhereturn of
excess collateral.

The risk related to a decline in the market val@ieallateral

(pledged or received) is managed by setting apfatpmarket-
based haircuts. Increases in collateral margirs catl secured
financing due to market value declines may be miéd by
increases in collateral margin calls on reverseundmse
agreements and securities borrowed transactions swhilar

quality collateral. Additionally, the Company magquest lower
quality collateral pledged be replaced with highguality

collateral through collateral substitution rightisthe underlying
agreements.

The Company actively manages its secured finanémg
manner that reduces the potential refinancing aklsecured
financing for less liquid assets. The Company aersi the
quality of collateral when negotiating collaterdibivility with

counterparties, as defined by its fundability ci#te The
Company utilizes shorter-term secured financing faghly
liquid assets and has established longer tenottslifiair less
liquid assets, for which funding may be at riskhe event of a
market disruption.

Offsetting of Certain Collateralized Transactions

At December 31, 2017

Net Amounts

Gross Amounts  Amounts not Net

Amounts  Offset Presented Offset”  Amounts
Assets
Reverse
repurchase
agreements $ 6,928 $ -$ 6928 $ (6,877) % 51
Securities
borrowed 234 - 234 (228) 6
Liabilities
Repurchase
agreements $ 2,500 $ - $ 2500 $ (2,500)9% -
Securities
loaned 1,447 - 1,447 (1,409) 38

@ Amounts relate to master netting agreements that have been
determined by the Company to be legally enforceable in the event of
default but where certain other criteria are not met in accordance with
applicable offsetting accounting guidance.

For information related to offsetting of derivatiyesee Note 5.

Maturities and Collateral Pledged

Gross Secured Financing Balances by Remaining Contra  ctual
Maturity
At December 31, 2017

Overnight  Less than 30-90 Over

and Open 30 Days Days 90 Days Total
Repurchase
agreements $ 2,500 $ - 3 - $ - $ 2,500
Securities
loaned 1,447 - - - 1,447
Gross
amount of
secured
financing
included in
the above
offsetting
disclosure $ 3,947 $ - 3 - $ - 3 3,947
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Gross Secured Financing Balances by Class of Collat eral

Pledged
At December 31,

2017
Repurchase agreements
U.S. government and agency securities $ 10
Corporate equities 965
Corporate and other debt 1,525
Total repurchase agreements $ 2,500
Securities loaned
Other sovereign government obligations $ 4
Corporate and other debt 50
Corporate equities 1,393
Total securities loaned 1,447
Gross amount of secured financing included in the
above offsetting disclosure $ 3,947

Financial Instruments Pledged

The Company pledges its financial instruments owrned
collateralize repurchase agreements, securitiegetband other
secured financings. Counterparties may or may e hthe
right to sell or repledge the collateral. Pledgeddaricial
instruments that can be sold or repledged by tbared party
are identified as Financial instruments owned (péetl to
various parties) in the Company’s consolidatedestant of
financial condition. At December 31, 2017, the Camp had
not pledged any financial instruments owned thatlccde sold
or repledged. At December 31, 2017, the carryintuesaof
Financial instruments owned that have been loamquedged
to counterparties where those counterparties dohawe the
right to sell or repledge the collateral was $145.

Collateral Received

The Company receives collateral in the form of sigieg in

connection with reverse repurchase agreements,risesu
borrowed, derivative transactions, and customergmaloans.
In many cases, the Company is permitted to selteptedge
these securities held as collateral and use thgites to secure
repurchase agreements, to enter into securitiedinignand
derivative transactions or for delivery to counsetjes to cover
short positions. At December 31, 2017, the total value of

financial instruments received as collateral whéee Company
is permitted to sell or repledge the securities $28,145 and
the fair value of the portion that had been soldepiedged was
$7,103.

Customer Margin Lending

The Company also engages in margin and other cestom

securities-based lending (“margin”) to clients tldlows the
client to borrow against the value of qualifyingcssties.
Margin loans are included within Customer receieabin the
Company’s consolidated statement of financial ctomli Under
these agreements and transactions, the Companyvagce
collateral, including U.S. government and agencgugges,
other sovereign government obligations, corporatd ather

debt, and corporate equities. Customer receivaptaserated
from margin lending activities are collateralizeg tustomer-
owned securities held by the Company. The Compamwyitors
required margin levels and established credit tedaity and,
pursuant to such guidelines, requires customergdeposit
additional collateral, or reduce positions, wheoassary.

Margin loans are extended on a demand basis anchatre
committed facilities. Factors considered in thei@evof margin
loans are the amount of the loan, the intended querpthe
degree of leverage being employed in the accounmt,cerall
evaluation of the portfolio to ensure proper diifezation or, in
the case of concentrated positions, appropriatédity of the
underlying collateral or potential hedging stragsgio reduce
risk.

Underlying collateral for margin loans is reviewedh respect
to the liquidity of the proposed collateral positsp valuation of
securities, historic trading range, volatility aysé and an
evaluation of industry concentrations. For thesmngactions,
adherence to the Company’'s collateral policies iggmtly

limits its credit exposure in the event of a customlefault. The
Company may request additional margin collaterabmfr
customers, if appropriate, and, if necessary, nadlysgcurities
that have not been paid for or purchase secusstéd but not
delivered from customers. At December 31, 2017 bdlances
related to net customer receivables representingyimadoans
were $12,087.

7. Goodwill and Intangibles

The Company completed its annual goodwill impairtriesting
as of July 1, 2017. The Company’s impairment tgstid not
indicate any goodwill impairment. Adverse marketepnomic
events could result in impairment charges in fupggods

At December 31, 2017 intangible assets were $1,880
represented customer relationships.

8. Long-Term Borrowings

The total carrying value of all long term borrowsngat
December 31, 2017 was $922. The weighted averaggoooat
period-end for all long-term borrowings was 2.55%he
weighted average coupon was calculated utilizing. @nd non-
U.S. dollar interest rates.

Long-term borrowings consist exclusively of unsecur
borrowings from affiliates. These unsecured bormgsi from

affiliates are callable with maturities of 13 masitbr more from
when it is called. The interest rates for theseeonsed

borrowings from affiliates are variable in natur@daare

established by the treasury function of the UltenBfarent and
are intended to approximate the market rate oféstethat the
Ultimate Parent incurs in funding its business asisi

periodically reassessed.
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9. Subordinated Liabilities

Subordinated liabilities consist of a $250 subaatid revolving
credit agreement with the Ultimate Parent at DeasmBil,
2017. The maturity dates, interest rates and ba@dkevof the
outstanding balance on the line of credit at Decam3i, 2017
are as follows:

Interest
Subordinated Notes Maturity Date Rate Book Value

Subordinated Revolver ®  July 31, 2022 4.19% $ 100

@ The interest rate on the drawn balance of the subordinated revolving
credit agreement is three month LIBOR plus 250 basis points.

10. Commitments, Guarantees and Contingencies
Letters of Credit

The Company has the ability to issue letters oflitr® satisfy
various collateral requirements; however, none wettstanding
at December 31, 2017.

Premises and Equipment

At December 31, 2017, future minimum lease committsie

principally on computer equipment, furniture, fists and other
equipment, were as follows:

Fiscal Year Lease Commitments

2018 $ 17
2019 13
2020 8
2021 2
2022 -
Thereafter -
Total $ 40

Securities Activities

Financial instruments sold, not yet purchased e
obligations of the Company to deliver specified afinial
instruments at contracted prices, thereby creatorgmitments
to purchase the financial instruments in the maskedtrevailing
prices. Consequently, the Company’s ultimate okibga to
satisfy the sale of financial instruments sold, yet purchased

may exceed the amounts recognized in the consetidat

statement of financial condition.

Guarantees

to make payments to the guaranteed party basednothex
entity’s failure to perform under an agreement, vesll as
indirect guarantees of the indebtedness of others.

Derivative Contracts

Certain derivative contracts meet the accountirfgntien of a
guarantee, including certain written options anchticment
forward contracts. The Company has disclosed indbion
regarding all derivative contracts that could nteetaccounting
definition of a guarantee and has used the notianaunt as
the maximum potential payout for certain derivatoantracts,
such as written foreign currency options.

In certain situations, collateral may be held by @ompany for
those contracts that meet the definition of a guaea
Generally, the Company sets collateral requiremebys
counterparty so that the collateral covers varibassactions
and products and is not allocated specifically naividual
contracts. Also, the Company may recover amourétes to
the underlying asset delivered to the Company urtther
derivative contract.

The Company records derivative contracts at faituaia
Aggregate market risk limits have been establisiedl market
risk measures are routinely monitored against thiesés. The
Company also manages its exposure to these degvati
contracts through a variety of risk mitigation stges
including, but not limited to, entering into offiay economic
hedge positions. The Company believes that theomati
amounts of the derivative contracts generally deges its
exposure.

Legal

In addition to the matter described below, in tloenmal course

of business, the Company has been named, fromttiniee, as

a defendant in various legal actions, includingteations, class
actions and other litigation, arising in connectiaith its
activities as a financial services institution. @er of the actual

or threatened legal actions include claims for tdigl
compensatory and/or punitive damages or claims for
indeterminate amounts of damages. In some casesntities
that would otherwise be the primary defendantsuchscases
are bankrupt or in financial distress.

The Company is also involved, from time to time, dther
reviews, investigations and proceedings (both fdrraad
informal) by governmental and self-regulatory agesc
regarding the Company’s business, and involvingpragnother
matters, sales and trading activities, financiabdpicts or

The Company has obligations under certain guarante%ﬁerings sold by the Company, and accounting aetational

arrangements, including contracts and indemnificati
agreements that contingently require the Companyméke

payments to the guaranteed party based on chamgem i
underlying measure (such as an interest or foregrhange
rate, security or commodity price, an index or dlseurrence or
non-occurrence of a specified event) related tasset, liability

or equity security of a guaranteed party. Also udeld as
guarantees are contracts that contingently redh&eCompany

matters, certain of which may result in adversegjudnts,
settlements, fines, penalties, injunctions or otkéef.

The Company contests liability and/or the amountafages
as appropriate in each pending matter. Where dlaila
information indicates that it is probable a lialyilihad been
incurred at the date of the consolidated staternérfinancial
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condition and the Company can reasonably estinhat@mtount
of that loss, the Company accrues the estimatedbps charge
to income.

In many proceedings and investigations, however, isit
inherently difficult to determine whether any lasgprobable or
even possible, or to estimate the amount of ang.|d%he
Company cannot predict with certainty if, how oremhsuch
proceedings or investigations will be resolved onhatvthe
eventual settlement, fine, penalty or other relfefiny, may be,
particularly for proceedings and investigations wehie factual
record is being developed or contested or whermtjffa or
government entities seek substantial or indeterrmidamages,
restitution, disgorgement or penalties. Numerowsids may
need to be resolved, including through potentidiyngthy
discovery and determination of important factual tters,
determination of issues related to class certificatand the
calculation of damages or other relief, and by agsing novel
or unsettled legal questions relevant to the prdiogs or
investigations in question, before a loss or addé#l loss or
range of loss or additional loss can be reasoredilynated for a
proceeding or investigation. Subject to the foragoithe
Company believes, based on current knowledge aner af
consultation with counsel, that the outcome of suateedings
and investigations will not have a material advesfect on the
consolidated financial condition of the Company.

Over the last several years, the level of litigati@and
investigatory activity (both formal and informaly hovernment
and self-regulatory agencies has increased mdyeiial the
financial services industry. While the Company kdentified
below a proceeding that the Company believes tonbterial,
individually or collectively, there can be no asmwe that
additional material losses will not be incurrednfrelaims that
have not yet been asserted or are not yet detedntimebe
material.

On May 27, 2014, the Firm was named as a deferidantivil
case stylediracy Chen, as an aggrieved employee, v. Morgan
Sanley Smith Barney LLC, et al., which is pending in Orange
County Superior Court in California. Plaintiff seekcivil
penalties on behalf of the State of California aficcurrent and
former California employees allegedly aggrieveddeytain of
the Company's policies, pursuant to the CaliforRigvate
Attorney General Act, Cal. Labor Code section 2&39eq.
Plaintiff asserts that the Company's expense reisanient and
final pay policies, and specifically, the Firm’s té&lnative
Flexible Grid program, violate the California Lab©@ode under
various factual and legal theories, including bysspag the
Company's costs of doing business onto Financiaishds, and
by paying some terminated Financial Advisors ow@tsitie
statutorily prescribed time period for final wag€s August 31,
2017, the court denied both Plaintiff and the Conym
motions for summary judgment regarding the legatifythe
Alternative Flexible Grid program. Plaintiff seekser pay
period remedies based on the number of impactedogegs,
attorneys’ fees, and enhanced penalties for aftwiliolation,
which can potentially include 25% of the amountrfduo have
been unlawfully withheld. The total penalties saugire
currently unspecified.

11. Variable Interest Entities and Securitization
Activities

The Company is involved with various SPEs in therma
course of business. In most cases, these entigedeemed to
be VIEs.

The Company’s variable interests in VIEs includeébtdand
equity interests. The Company’s involvement wittE¥larises
primarily from interests purchased in connectiothveiecondary
market-making activities.

The Company determines whether it is the primamekeiary
of a VIE upon its initial involvement with the VIEnd
reassesses whether it is the primary beneficianarmmmngoing
basis as long as it has any continuing involvermeéttit the VIE.
This determination is based upon an analysis oflésign of the
VIE, including the VIE's structure and activitiethe power to
make significant economic decisions held by the gamy and
by other parties, and the variable interests owbgdthe
Company and other parties. The Company generaly nHma
power in these structures.

Securitization transactions generally involve VIBsimarily as

a result of its client facilitation activities, th@ompany owned
securities issued by securitization SPEs for wilehmaximum
exposure to loss is less than specific threshdldese securities
totaled $64 at December 31, 2017. The Companyiagisi risk
exposure is to the securities issued by the SPEedvby the
Company, with the highest risk on the most subatdirtlass of
beneficial interests. These securities are incluite&inancial
instruments owned and are measured at fair valuee T
Company does not provide additional support in déhes
transactions through contractual facilities, such lEuidity
facilities, guarantees or similar derivatives. TBempany’s
maximum exposure to loss equals the fair valudefsecurities
owned.

12. Risk Management

The Company’s trading portfolios are managed witlhiew
toward the risk and profitability of the portfoliohe following
is a discussion of the Company’'s policies and potaces
covering its market, credit, operational, and léityi risks.

The Company's risk management policies and related
procedures are aligned with those of the UltimateeRt and its
other consolidated subsidiaries. These policies asidted
procedures are administered on a coordinated glmhellegal
entity basis with consideration given to each dlibsy’s,
including the Company’s, specific capital and redoty
requirements. For the Risk Management discussioichwh
follows, the term “Company” includes the Ultimatarent and

its subsidiaries.

Risk is an inherent part of the Company’s busirsssvities.
Management believes effective risk managementta to the
success of the Company’s business activities. Afiagly, the
Company has policies and procedures in place tatifgle
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measure, monitor, advise, challenge and controlpttiecipal
risks involved in the activities of its businessdasupport
functions. The Company’s ability to properly andeefively
identify, measure, monitor, advise, challenge aodtrol each
of the various types of risk involved in its acties is critical to
its soundness and profitability.

The cornerstone of the Company’s risk managemeitaguphy
is the execution of risk-adjusted returns throughdpnt risk-
taking that protects the Company’s capital base feamtchise.
Five key principles underlie this philosophy: intiég
comprehensiveness, independence,
transparency. To help ensure the efficacy of righagement,
which is an essential component of the Companypsitegion,
senior management requires thorough and
communication and the appropriate escalation & nstters.
The fast-paced, complex, and constantly-evolvingunea of
global financial markets requires that the Compamaintain a
risk management culture that is incisive, knowledde about
specialized products and markets, and subjectdoiog review
and enhancement.

Market Risk

Market risk refers to the risk that a change inléhel of one or
more market prices, rates, indices, implied vatas (the price
volatility of the underlying instrument imputed fro option
prices) or other market factors, such as marketidity, will
result in losses for a position or portfolio owndy the
Company. Generally, the Company incurs marketassk result
of trading, investing, and client facilitation adties.

Sound market risk management is an integral partthef
Company’s culture. The various business units amadlirig
desks are responsible for ensuring that marketesiglosures are
well-managed and prudent. Market risk is monitotecbugh
various measures: using statistics; by measureposition
sensitivity; and through routine stress testingjciwhmeasures
the impact on the value of existing portfolios qfesified
changes in market factors, and through scenaridysem
conducted in collaboration with business units.

Credit Risk

Credit risk refers to the risk of loss arising wherborrower,
counterparty or issuer does not meet its finanolalgations
owned by the Company. The Company primarily inocznexdit
risk exposure to institutions and individuals. Thik may arise
from a variety of business activities, includingit mot limited
to, entering into derivative contracts under whichinterparties
have obligations to make payments to the Compaxtgneing
credit to clients; providing funding that is sealitey physical or
financial collateral whose value may at times bsufficient to
cover the loan repayment amount; and posting maaigulfor
collateral to counterparties. This type of risk uiegs credit
analysis of specific counterparties, both initiabynd on an
ongoing basis. The Company also incurs credit tiglough
margin and other customer securities-based lertdimgactions,
which are collateralized by securities.

The Company has structured its credit risk managéeme
framework to reflect that each of its businesseseg®es unique
credit risks, and establishes practices to evaluatmitor and
control credit risk exposure both within and acrissusiness
activities. The Company is responsible for ensuring
transparency of material credit risks, ensuring giiance with
established limits, approving material extensiohsredit, and
escalating risk concentrations to appropriate  senio
management. The Company’s credit risk exposureasaged
by credit professionals and risk committees ofGoenpany that
monitor risk exposures, including margin loans acredit

accountability,d ansensitive, higher risk transactions.

Operational Risk

frequent

Operational risk refers to the risk of loss, ordafmage to the
Company’s reputation, resulting from inadequate faited

processes or systems, human factors or from extewents
(e.g., fraud, theft, legal and compliance risksyeryattacks or
damage to physical assets). The Company may irnganatonal
risk across the full scope of its business ac#sitiincluding
revenue-generating activities (e.g., sales andingadand

support and control groups (e.g., information tetbgy and
trade processing). As such, the Company may inparational
risk in each of its divisions.

The goal of the operational risk management franmkvi® to
establish Company-wide operational risk standaelated to
risk measurement, monitoring and management. Qppeht
risk policies are designed to reduce the likelihaod/or impact
of operational incidents as well as to mitigatealegegulatory,
and reputational risks.

Liquidity Risk

Liquidity risk refers to the risk that the Compamnill be unable
to finance its operations due to a loss of accesthé capital
markets or difficulty in liquidating its assets. gquidity and
funding risk also encompasses the Company'’s altdityeet its
financial obligations in a timely manner withoutpexiencing
significant business disruption or reputational dgmthat may
threaten its viability as a going concern.

The primary goal of the Company’s Liquidity Risk Megement
Framework is to ensure that the Company has act®ss
adequate funding across a wide range of marketiwonsl The
framework is designed to enable the Company taillfuts
financial obligations and support the executionitefbusiness
strategies. The Company's Required Liquidity Framoew
reflects the amount of liquidity the Company mustdhin both
normal and stressed environments to ensure thdtnascial
condition or overall soundness is not adverselgcdd by an
inability (or perceived inability) to meet its finaial obligations
in a timely manner. The Required Liquidity Framekvor
considers the most constraining liquidity requiram® satisfy
all regulatory and internal limits. The Company suséquidity
Stress Tests to model liquidity inflows and outflowacross
multiple scenarios over a range of time horizonhese
scenarios contain various combinations of idiosgticr and
systemic stress events of different severity andhtthn. The
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methodology, implementation, production and analysi the
Company'’s Liquidity Stress Tests are important congnts of
the Required Liquidity Framework.

Concentration Risk

Substantially all of the collateral held by the Gmamy for
reverse repurchase agreements or bonds borrowedh wh
together represented approximately 24% of the Coyipdotal
assets at December 31, 2017, consist of secuissesd by the
U.S. government, federal agencies or other sowereig
governments.

13. Employee Stock-Based Compensation Plans

Eligible employees of the Company participate inesal of the
Ultimate Parent's stock-based compensation planse T
Ultimate Parent determines the fair value of stbaked awards
based on the grant-date fair value of its commookst

Restricted Stock Units

RSUs are generally subject to vesting over timeecgally three
years from the date of award, contingent upon ooetl
employment and subject to restrictions on salensfex or
assignment until conversion to common stock. Allagportion
of an award may be cancelled if employment is teatdd
before the end of the relevant vesting period afidr ahe
relevant vesting period in certain situations. Rexits of RSUs
may have voting rights, at the Ultimate Parent'scdition, and
generally receive dividend equivalents if the awavest. The
Ultimate Parent determines the fair value of RSHsel on the
grant-date fair value of its common stock, measuasedthe
volume-weighted average price on the date of gr@eftain
awards provide the Ultimate Parent discretion tacehall or a
portion of the award under specified circumstances.

Performance-Based Stock Units

PSUs will vest and convert to shares of commonkstody if
the Ultimate Parent satisfies predetermined perdmca and
market-based conditions over a three-year perfocegreriod.
The number of PSUs that will actually vest will based on the
extent to which the Ultimate Parent achieves theciéied
performance goals. PSUs have vesting, restrictiod a
cancellation provisions that are generally similarthose of
RSUs. The Ultimate Parent determines the fair vau®SUs
with non-market performance conditions based orgthet-date
fair value of its common stock, measured as theumet
weighted average price on the date of grant. PSitfsmarket-
based conditions are valued using a Monte Carlaat@n
model.

14. Employee Benefit Plans

Certain employees of the Company participate in leyee
benefit plans sponsored by the Ultimate Parenffiiates.
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Pension and Other Postretirement Plans

The pension and postretirement plans have genecalgsed
future benefit accruals. The pension plans genenalbvide
pension benefits that are based on each employesss of
credited service and on compensation levels specifn the
plans.

Certain employees are covered by a postretirememefti plan
that provides medical and life insurance for eligitetirees and
medical insurance for their dependents.

Morgan Stanley 401(k) Plan

Eligible employees receive discretionary 401(k) chatg cash
contributions that are allocated according to pgréints’

investment direction. In 2017, the Company madedléadfor

dollar Company match up to 4% of eligible pay, apghe IRS
limit. Eligible employees with eligible pay lessathor equal to
one hundred thousand dollars received a fixed itwtion of

2% of eligible pay. Certain employees received andition

contribution based on prior plan membership.

15. Income Taxes

The Company is a single-member limited liabilityrgquany that
is treated as a disregarded entity for federal nmeotax
purposes. The Company is included in the consddi&tderal
income tax return filed by the Ultimate Parent. &w@dl income
taxes have generally been provided on a modifiguarsee
entity basis in accordance with the Tax Sharingeggrent with
the Ultimate Parent. The Company is included indbmbined
state and local income tax returns with the UltenBarent and
certain other subsidiaries of the Ultimate Par8tate and local
income taxes have been provided on separate emtityne at
the effective tax rate of the Company's combinkagfigroup.

In accordance with the terms of the Tax Sharingeagrent
with the Ultimate Parent, substantially all curremd deferred
taxes (federal, combined and unitary state) aretledet
periodically with the Ultimate Parent.

On December 22, 2017, the Tax Cuts and Jobs Aex(‘Act”)
significantly revised the U.S. corporate income taw by,
among other things, reducing the corporate inccaxerate to
21%, and broadens the tax base by partially or hyhol
eliminating a tax deduction for certain historigaleductible
expenses (e.g., executive compensation).

Notwithstanding the above, it may be appropriatergoord
future adjustments in the reporting period the siijents are
determined, depending on the nature of the estiamadereason
for the adjustment.

Deferred Tax Assets and Liabilities

Deferred income taxes reflect the net tax effed¢tsemporary
differences between the financial reporting and lases of
assets and liabilities and are measured using pipdicable
enacted tax rates and laws that will be in effebemv such
differences are expected to reverse. In absencéhefTax



Sharing Agreement with the Ultimate Parent, the Gany’'s net
deferred tax asset at December 31, 2017 would 66 &fier the
impact of the Tax Act, which is primarily attriblie to
employee compensation, goodwill and intangibles.

Earliest Tax Year Subject to Examination in Major Tax
Jurisdictions

Unrecognized Tax Benefits

The Company is subject to the income and indiraxtlaws of
the U.S., its states and municipalities in which @ompany has
significant business operations. These tax lawsanmgplex and
subject to different interpretations by the taxpagmd the
relevant governmental taxing authorities. The Camgpenust
make judgments and interpretations about the agpic of
these inherently complex tax laws when determinithg
provision for income taxes and the expense forr@uditaxes
and must also make estimates about when certairs itgffect
taxable income in the various tax jurisdictionssyites over
interpretations of the tax laws may be settled with taxing
authority upon examination or audit. The Compangquacally
evaluates the likelihood of assessments in eachngax
jurisdiction resulting from current and subsequergars’
examinations, and unrecognized tax benefits relttgubtential
losses that may arise from tax audits are estalisin
accordance with the guidance on accounting for aageized
tax benefits and incorporated into the amounts lesktt
periodically with the Ultimate Parent under the T&karing
Agreement. Once established, unrecognized tax te&nafe
adjusted when there is more information availabilevben an
event occurs requiring a change.

Tax Authority Examinations

The Company, through its inclusion in the partngrshturn of
the Ultimate Parent prior to October 31, 2014 igently under
audit by the IRS as well as New York City for tasays 2009 —
2013 and 2010 — 2012 respectively. The Compangutir its
inclusion in the return of the Ultimate Parent, usmder
continuous examination by the IRS and other takaittes in
certain states in which the Company has signifidauginess
operations, such as New York. The Company belieites
unrecognized tax benefits, and associated intefespplicable
(“tax liabilities™), is adequate in relation to theotential for
additional assessments. The Company will adjusth suc
unrecognized tax benefits only when new informatiisn
available or when an event occurs necessitatirigaage.

The Company believes that the resolution of thevabtax
matters will not have a material effect on the cdidsted
statement of financial condition.

It is reasonably possible that significant chanigethe balance
of unrecognized tax benefits occur within the ngtmonths.
At this time, however, it is not possible to reamoly estimate
the expected change to the total amount of unreézedntax
benefits and the impact on the Company’s effedtxerate over
the next 12 months.

-17

Jurisdiction Tax Year

United States 2014
New York State and New York City 2014
New York City Unincorporated Business Tax 2010

16. Regulatory Capital and Other Requirements
Regulatory Capital

MSSB is a registered U.S. broker-dealer and, aoogid is
subject to the minimum net capital requirementshef SEC.
Under SEA Rule 15c3-1, MSSB is required to maintain
minimum Net Capital, as defined, of the greater28t of
aggregate debit items arising from customer traiwas; plus
excess margin collateral on reverse repurchasecagms, or
$1. At December 31, 2017, MSSB’s Net Capital wasc62,
which exceeded the minimum requirement by $2,400.

FINRA may require a member firm to reduce its basiif net
capital is less than 4% of such aggregate debitstand may
prohibit a firm from expanding its business if mapital is less
than 5% of such aggregate debit items.

Advances to the Ultimate Parent and its affiliatepayment of
subordinated liabilities, dividend payments andeotlequity
withdrawals are subject to certain notification amdher
provisions of the SEC Net Capital rule.

Other

At December 31, 2017, cash of $1,128 and securitefair
value of $3,121 were deposited with clearing orgatidns or
segregated under federal and other regulationsairinements.
Securities deposited with clearing organizationssegregated
under federal and other regulations or requiremargssourced
from reverse repurchase agreements in the consafida
statement of financial condition.

17. Subsequent Events

The Company has evaluated subsequent events fostamdnt
to or disclosure in the consolidated statement in&nfial
condition through the date of this report and tl@m@any has
not identified any recordable or disclosable eventst
otherwise reported in these consolidated statemifihancial
condition or the notes thereto.
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Glossary of Common Acronyms

ABS — Asset-backed securities

CDS - Credit default swap

CFO - Chief Financial Officer of the Ultimate Parand its

consolidated subsidiaries
CFTC — Commodity Futures Trading Commission

CRO - Chief Risk Officer of the Ultimate Parent arsd
consolidated subsidiaries

FCG - Financial Control Group

FINRA — The Financial Industry Regulatory Authority
IRS — Internal Revenue Service

LIBOR- 3 month London Interbank Offered Rate
MABS — Mortgage- and Asset-backed securities
MRM — Model Risk Management Department
MS&Co. — Morgan Stanley & Co. LLC

MSBNA — Morgan Stanley Bank, N.A.

MSCM — Morgan Stanley Capital Management, LLC

MSDHI — Morgan Stanley Distribution Holdings, Inc.
MSPBNA — Morgan Stanley Private Bank, National Asation
MSSB — Morgan Stanley Smith Barney LLC

MSSBF — Morgan Stanley Smith Barney Financing LLC
MSSG — Morgan Stanley Services Group Inc.

OTC - Over-the-counter

PSU — Performance-based stock units

RSU — Restricted stock unit

SEC — U.S. Securities and Exchange Commission

SPE — Special purpose entities

U.S. — United States of America

U.S. GAAP — Accounting principles generally acceptethe
United States of America

VIE - Variable interest entity

VRG - Valuation Review Group

A copy of our December 31, 2017, consolidated state of financial condition filed pursuant to Rul&a-5 of the Securities
Exchange Act of 1934 is available for examinatiorine New York Office of the Securities and Exchar@mmission or at our
principal office at 2000 Westchester Avenue, Pusehdl.Y. 10577.

A copy of this Morgan Sanley Smith Barney LLC Consolidated Statement of Financial Condition can be viewed online at the Morgan
Sanley website at:
http: //www.mor ganstanl ey.com/about-us-ir/shar eholder/morganstanley smithbarney Ilc.pdf
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