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MORGAN STANLEY SMITH BARNEY LLC

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

As of June 30, 2019
(In millions of dollars)

(Unaudited)
ASSETS
Cash 665
Cash deposited with clearing organizations or segregated under federal and
other regulations or requirements 513

Financial instruments owned, at fair value 239
Securities purchased under agreements to resell 6,701
Securities borrowed 240
Receivables:

Customers (net of $3 allowance for doubtful accounts) 10,923

Brokers, dealers and clearing organizations 107

Fees, interest and other 583

Affiliates 21
Goodwill 4,609
Intangible assets (net of accumulated amortization of $2,489) 1,461
Other assets 688
Total assets 26,750
LIABILITIES AND MEMBER'S EQUITY
Financial instruments sold, not yet purchased, at fair value 32
Securities sold under agreements to repurchase 1,110
Securities loaned 1,501
Payables:

Customers 6,372

Brokers, dealers and clearing organizations 415

Interest and dividends 17

Affiliates 274
Other liabilities and accrued expenses 4,339
Borrowings 1,405
Total liabilities 15,465
Subordinated liabilities 100
Member's equity 11,185
Total liabilities and member’s equity 26,750

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 June 30, 2019
(In millions of dollars, except where noted)

1. Introduction and Basis of Presentation
The Company

MSSB, together with its wholly owned subsidiariethe(
“Company”), provides a wide variety of financialogiucts and
services to a large and diversified group of cherftnancial

institutions and individuals. The Company offerskarage and
investment advisory services covering various itnaest

alternatives; financial and wealth planning sersjcannuity and
insurance products; cash management; and retirermpéamt

services through a network of approximately sixtéeousand
financial advisors in the U.S. The Company alsdgoers sales
and trading activities in fixed income productsuigg products,
and other instruments including foreign exchange aew issue
distribution of fixed income and equity productseeS the
“Glossary of Common Acronyms” for definitions of rtan

acronyms used throughout the notes to the consadiddatement
of financial condition.

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

MSSB is a wholly owned subsidiary of MSDHI (the teat”).
MSDHI is a wholly owned subsidiary of MSCM, whick a
wholly owned subsidiary of Morgan Stanley (the fhite
Parent”).

Basis of Financial Information

The consolidated statement of financial conditi@priepared in
accordance with U.S. GAAP, which require the Conyptm
make estimates and assumptions regarding the i@isabf
certain financial instruments, the valuation of dedl and
intangible assets, compensation, deferred tax sssée
outcome of legal and tax matters, and other mattexsaffect
its consolidated statement of financial conditiond arelated
disclosures. The Company believes that the estanatézed 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 finahinterest.

At June 30, 2019, the Company’s consolidated sidrsid
reported $12 of assets, $9 of liabilities and $3:qfity on a
stand-alone basis.

All material intercompany balances with its subsiis have
been eliminated in consolidation.
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the CFTC and clears futures

2. Significant Accounting Policies
Contracts with Customers

Receivables from contracts with customers are nmgized

across the various types of Receivables balanceghén
consolidated statement of financial condition wheine

underlying performance obligations have been satisiind the
Company has the right per the contract to bill tustomer.
Contract assets are recognized in Other assets \ithen
Company has satisfied its performance obligatiartschstomer
payment is conditional. Contract liabilities arecagnized in
Other liabilities and accrued expenses when the f2om has
collected payment from a customer based on thestarirthe

contract but the underlying performance obligatians not yet
satisfied.

Fair Value of Financial Instruments

Instruments within Financial instruments owned &idancial

instruments sold, not yet purchased, are measuréaravalue

as required by accounting guidance. These finantsduments
represent the Company'’s trading positions to fiatéi customer
transactions and include both cash and derivativdyzts.

The fair value of OTC financial instruments, inahgl

derivative contracts related to financial instrutsenand

commodities, is presented in the accompanying dolaed

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

Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would beeireed 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 fiwe

perspective of a market participant rather thaemtity-specific

measure. Therefore, even when market assumpticnsnetr
readily available, assumptions are set to reflaoseé that the
Company believes market participants would usericirg the

asset or liability at the measurement date. WHeeeGompany
manages a group of financial assets, financialiliies, and

nonfinancial items accounted for as derivativesttan basis of
its net exposure to either market risk or credit,rthe Company
measures the fair value of that group of finanaiatruments
consistently with how market participants wouldcprithe net
risk exposure at the measurement date.

In determining fair value, the Company uses variealsiation
approaches and establishes a hierarchy for inps&d un
measuring fair value that requires the most obsdevimputs be
used when available.



Observable inputs are inputs that market particgpamould 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 developeddd on the best
information available in the circumstances. Ther faalue

hierarchy is broken down into three levels based tbhe

observability of inputs as followswith Level 1 being the
highest and Level 3 being the lowest.

Level 1. Valuations based on quoted prices in active marke

that the Company has the ability to access fortidainassets or
liabilities. Valuation adjustments and block disotsuare not
applied to Level 1 instruments. Since valuations laased on
quoted prices that are readily and regularly abéélin an active
market, valuation of these products does not eataignificant
degree of judgment.

Fair value for many cash instruments and OTC dgviea
contracts is derived using pricing models. Pricingdels take
into account the contract terms as well as multipiputs
including, where applicable, commodity prices, éguyrices,
interest rate yield curves, credit curves, -coriemt
creditworthiness of the counterparty, creditwordisi® of the
Company, option volatility and currency rates.

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

Offsetting of Derivative Instruments

In connection with its derivative activities, theo@pany
generally enters into master netting agreements catidteral
agreements with its counterparties. These agresnmovide
the Company with the right, in the event of a diéféy the

Level 2. Valuations based on one or more quoted prices incounterparty, to net a counterparty's rights arldyations under

markets that are not active or for which all sigrifit inputs are
observable, either directly or indirectly.

Level 3. Valuations based on inputs that are unobservaihte
significant to the overall fair value measurement.

The availability of observable inputs can vary fremoduct to
product and is affected by a wide variety of fastdor example,
the type of product, whether the product is new aotl yet

established in the marketplace, the liquidity ofrkeés and
other characteristics particular to the product.ti® extent that
valuation is based on models or inputs that are ddservable
or unobservable in the market, the determinatioffiaof value

requires more judgment. Accordingly, the degregudfyment
exercised by the Company in determining fair vakigreatest
for instruments categorized in Level 3 of the faialue

hierarchy.

The Company considers prices and inputs that arerduas of
the measurement date, including during periods @frket
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 reclizskifrom
Level 1 to Level 2 or from Level 2 to Level 3 oftlfair value
hierarchy.

In certain cases, the inputs used to measure &ievmay fall
into different levels of the fair value hierarchy. such cases,
the total fair value amount is disclosed in theeleappropriate
for the lowest level input that is significant teettotal fair value
of the asset or liability.

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.
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the agreement and to liquidate and set off cobdtegainst any
net amount owed by the counterparty.

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

Income Taxes

Deferred tax assets and liabilities, included iétassets and
Other liabilities and accrued expenses in the dafeted
statement of financial condition, are recorded Baspon the
temporary differences between the consolidatecersiant of
financial condition and income tax bases of assedsliabilities
using currently enacted tax rates in effect forybar in which
the differences are expected to reverse.

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 Campa
considers all available positive and negative ewige including
future reversals of existing taxable temporary atéhces,
projected future taxable income, tax planning eges and
results of recent operations. When performing tsessment
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 allowaris
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 redibeeprovision
for income taxes.

Uncertain tax positions are recorded on the bases two-step
process whereby (i) the Company determines whétlemore
likely than not that the tax positions will be saieed on the
basis of the technical merits of the position, édor those tax
positions that meet this threshold, the Compangpgeizes the
largest amount of tax benefit that is more likddart not to be
realized upon ultimate settlement with the relatedauthority.



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 ggesl under
federal and other regulations or requirements {tiged cash”)
includes cash segregated in compliance with fedemel other
regulations and funds deposited by customers.

Collateralized Financings

Securities borrowed, Securities purchased undezeagegnts to
resell (“reverse repurchase agreements”), Secsilibened and
Securities sold under agreements to repurchas@uftbase
agreements”) are treated as collateralized fingwiReverse
repurchase agreements and repurchase agreementaraes
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 loanedexorded at
the amount of cash collateral advanced or received.

Receivables and Payables — Customers

Receivables from customers primarily include martpans.
Payables to customers primarily include amountsfchra cash,
short sale activity and margin requirements. S&egrowned by
customers, that collateralize margin loans, arerafi¢cted on
the consolidated statement of financial condition.

Receivables and Payables — Brokers, Dealers and &ling
Organizations

Receivables from and payables to brokers, deatetsckearing
organizations primarily include margin requiremengésd
amounts for securities failed to deliver by the @amy to the
purchaser or failed to receive by the Company fthenseller by
the settlement date. Receivables and payablesn@risom
unsettled trades are reported on a net basis.

Goodwill and Intangible Assets

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

level. For both the annual and interim tests, tlwn@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 wite @arrying
amount, including goodwill. If the fair value ofehreporting
unit is less than its carrying amount, the goodwmipairment
loss is equal to the lesser of the excess of thging value over
the fair value or the carrying amount of goodwiloeated to
that reporting unit.
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The estimated fair value of the reporting unitésided based on
valuation techniques the Company believes markeicants
would use for the reporting unit. The estimated failues are
generally determined by utilizing a discounted catdw
methodology.

Goodwill is not amortized, but, as noted aboverdgiewed
annually (or more frequently when certain events
circumstances exist) for impairment. Finite livedtaingible
assets are amortized over their estimated usef@s liand
reviewed for impairment.

Deferred Compensation Plans

The Company participates in various deferred stmaded and
cash-based compensation plans for the benefitrtdinecurrent
and former employees. The deferred cash-based cwmaten
plans provide a return to the plan participantsetaspon the
performance of various referenced investments. Company
enters into a variety of derivative contracts vaéhtain affiliates
to economically hedge its obligations under theetefl cash-
based compensation plans.

Accounting Standards Adopted
The Company adopted the following accounting updaf019:

Leases

or

The Company adoptddeases, and recognized leases with terms

exceeding one year in the consolidated statemefinafcial

condition as ROU assets and corresponding liadsliti At

transition on January 1, 2019, the adoption of gtendard

resulted in a consolidated statement of finanadaldition gross
up of $21 reflected in Other assets and Other liiss and

accrued expenses. Additionally, there was no natanpact to

MSSB’s Net Capital. See Note 11 for lease disclesur
including amounts reflected in the statement ofafficial

condition.

As allowed by the guidance, the Company elected toot
reassess the following at transition: whether axgstontracts
are or contain leases, and for existing leaseselekassification
and initial direct costs.

Both at transition and for new leases thereaft€@URassets and
lease liabilities are initially recognized based thwe present
value of the future minimum lease payments oveitehse term,
including non-lease components such as fixed comearea

maintenance costs and other fixed costs such hestsde taxes
and insurance.

The discount rates used in determining the presgioe of the
leases are the incremental borrowing rates incuryedltimate

Parent and its consolidated subsidiaries (the “Biraeveloped
based upon each lease’s term and currency of pdyriéae

lease term includes options to extend or termirhte lease
when it is reasonably certain that the Company eviircise that
option. For operating leases, the ROU assets aldade any
prepaid lease payments and initial direct costsriecl and are
reduced by lease incentives.



3. Related Party Transactions

The Company enters into transactions with the Firrorder to,
among other things, manage risk, facilitate cliel@mand,
satisfy regulatory and liquidity requirements, afithd its
business activities. These transactions include d&@atives
and collateralized financings, as described in Bldeand 7,
respectively.

The Company also obtains funding as well as subatdd
liabilities primarily from the Ultimate Parent agstribed in
Notes 9 and 10, respectively.

The Company is a party to deposit sweep agreemeitls
MSBNA and MSPBNA, both bank affiliates of the Ultite

Parent. Under these sweep agreements, each bamkesou

certain deposits from the Company. These depastpramarily
garnered through the deposit program whereby certaish
balances are primarily swept into separate moneykeha
deposit accounts and demand deposit accounts. dhgpahy
receives fees froro.each bank for the deposits mddaihrough
the deposit progra. Inin addition, MSBNA and MSPBNAue
certain types of loans and lending commitmentdients of the
Company, resulting in fees charged to the Company.

The Company participates in various deferred stmaded and
cash-based compensation plans for the benefitredinecurrent
and former employees, as described in Note 2. Bivey
hedges associated with the deferred cash-basedetsaion
plans are entered into with affiliates. See Not®rsadditional
disclosures on fair value and notional amountstedldo the
derivatives associated with these deferred compiensplans,
included within equity contras. A Additionally, ti@mpany has
recognized liabilities to the Ultimate Parent fdretdeferred
stock-based compensation plans in Other liabiliéied accrued
expenses.

The Company has agreements with affiliates for rodloéivities,
including a tax sharing agreement with the UltimBerent as
described in Note 15 and other activities as deedribelow.
Unsettled amounts for these activities are recoraéthin

Receivables from or Payables to affiliates, areapsy on
demand, and bear interest at rates establishedhébyreasury
function of the Firm. These rates are periodicedlgssessed and
are intended to approximate the market rate ofestethat the
Firm incurs in funding its business.

The Company has various agreements with an affilistroker-
dealer, MS&Co., in which MSSB provides certain sabnd
distribution services for MS&Co.’s equities andéik income
trading activities, and MS&Co. provides certain esaland
trading services to the Company.

The Company has agreements with affiliated sereiotties,

MSSG and MSSBF. MSSG provides the Company withagert
services including infrastructure group supporgltheare and
life insurance benefits for the employees of them@any,

information processing, communications, and occapaand

equipment. MSSBF provides other services including
information processing, communications, and occapaand
equipment.

At June 30,
2019

Assets and receivables from affiliated companies:
Restricted cash $ 41
Financial instruments owned, at fair value 184
Reverse repurchase agreements 6,701
Securities borrowed 240
Receivables - Customers 59
Receivables - Brokers, dealers and clearing organizations 2
Receivables - Affiliates 21
Other assets 2

Liabilities and payables to affiliated companies:
Financial instruments sold, not yet purchased, at fair value $ 2

Repurchase agreements 1,110
Securities loaned 1,501
Payables - Affiliates 274
Other liabilities and accrued expenses 421
Borrowings 1,032
Subordinated liabilities 100




4. Fair Values

Fair Value Measurements

Valuation Techniques for Assets and Liabilities Mea

sured at Fair Value

Asset and Liability / Valuation Technigue

Valuation Hierarchy Classification

Financial Instruments owned and Financial Instruments sold, not yet purchased
U.S. Treasury and Agency Securities
U.S. Treasury Securities

Fair value is determined using quoted market prices.

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.

Corporate and other debt
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.

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.

Derivative Contracts
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.

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.
In the case of more established derivative products, the pricing models used by the Firm are widely
accepted by the financial services industry.

More complex OTC derivative products are typically less liquid and require more judgment in the
implementation of the valuation technique since direct trading activity or quotes are unobservable.
This includes certain types of interest rate derivatives with both volatility and correlation exposure,
equity, commodity or foreign currency derivatives that are either longer-dated or include exposure to
multiple underlyings. Where these inputs are unobservable, relationships to observable data points,
based on historic and/or implied observations, may be employed as a technique to estimate the
model input values.

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

Level 1

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

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

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

Generally Level 1

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

Level 1 — listed derivatives that are
actively traded

Level 2 — listed derivatives that are not
actively traded

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

At June 30, 2019

Level 1 Level 2 Level 3 Netting Total
Assets at fair v alue
Financial instruments owned:
U.S. Treasury and agency securities 4 % - $ - $ - 4
Corporate and other debt - 14 1 - 15
Corporate equities? 2 1 - - 3
Derivative contracts:
Interest rate contracts 1 - - 1
Foreign exchange contracts - 28 - - 28
Equity contracts ® - 183 - - 183
Commodity contracts - 5 - - 5
Netting® - (10) - 1) (11)
Total derivative contracts 1 206 - 1) 206
Physical commodities - 11 - - 11
Total financial instruments owned 7 9% 232 $ 1 $ (1) 239
Liabilities at fair value
Financial instruments sold, not yet purchased:
U.S. Treasury and agency securities 1 3 - 0% - 8 - 1
Corporate and other debt - 3 - - 3
Corporate equities? 2 1 - - 3
Derivative contracts:
Foreign exchange contracts - 28 - - 28
Equity contracts® - 2 - - 2
Commodity contracts - 10 - - 10
Netting® - (10) - (5) (15)
Total derivative contracts - 30 - (5) 25
Total financial instruments sold, not yet purchased 3 % 34 3 - $ (5) 32

1.

For positions with the same counterparty but classified in different levels of the fair value hierarchy, both counterparty netting and cash collateral netting are included in the
column titled “Netting”. Positions classified within the same level that are with the same counterparty are netted within the column for that level. For further information on

derivative instruments, see Note 5.

. 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.



Financial Instruments Not Measured at Fair Value

Carrying and Fair Values

At June 30, 2019

Fair Value
Carrying Value Level 1 Level 2 Total

Financial Assets
Cash $ 665 $ 665 - $ 665
Restricted cash 513 513 - 513
Reverse repurchase agreements 6,701 - 6,701 6,701
Securities borrowed 240 - 240 240
Receivables: *

Customers 10,923 - 10,923 10,923

Brokers, dealers and clearing organizations 107 - 107 107

Fees, interest and other 574 - 574 574

Affiliates 21 - 21 21
Other assets 33 - 33 33
Financial Liabilities
Repurchase agreements $ 1,110 - 1,110 $ 1,110
Securities loaned 1,501 - 1,501 1,501
Payables:

Customers 6,372 - 6,372 6,372

Brokers, dealers and clearing organizations 415 - 415 415

Affiliates 274 - 274 274
Other liabilities and accrued expenses 1,728 - 1,728 1,728
Borrowings 1,405 - 1,407 1,407
Subordinated liabilities 100 - 106 106

1. Accrued interest and dividend receivables and payables, where carrying value approximates fair value, have been excluded.

The previous table excludes certain financial unsients such as postretirement benefits and alfinancial assets and liabilities.



5. Derivative Instruments The Company manages its trading positions by enmog
variety of risk mitigation strategies. These stya&e include

The Company may trade listed futures, forwardsjongtand  diversification of risk exposures and hedging.

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

Company does not apply hedge accounting.

Hedging activities consist of the purchase or sélgositions in
related securities and financial instruments, idiclg a variety
of derivative products (e.g., futures, forwards,apw and
options).

Derivative Assets and Liabilities
Derivative Assets at June 30, 2019

Fair Value Notional
Exchange- Exchange-
Bilateral OTC Traded Total Bilateral OTC Traded Total

Derivative contracts
Interest rate contracts $ 1 3 - $ 1 3 1 $ - $ 1
Foreign exchange contracts 28 - 28 1,674 - 1,674
Equity contracts ! 183 - 183 2,324 - 2,324
Commodity contracts 5 - 5 5 - 5
Total gross derivative contracts 217 - 217 $ 4,004 $ - $ 4,004
Cash collateral netting Q) - Q)
Counterparty netting (10) - (10)
Total derivative assets $ 206 $ - $ 206

Derivative Liabilities at June 30, 2019

Fair Value Notional
Exchange Exchange
Bilateral OTC Traded Total Bilateral OTC Traded Total

Derivative contracts
Foreign exchange contracts $ 28 $ - $ 28 % 1,674 $ - $ 1,674
Equity contracts® 2 - 2 103 - 103
Commodity contracts 10 - 10 10 - 10
Total gross derivative contracts 40 - 0 $ 1,787  $ -8 1,787
Cash collateral netting (5) - 5)
Counterparty netting (10) - (10)
Total derivative liabilities $ 25 $ - 8 25

1. Bilateral OTC Equity contracts represent derivative assets associated with deferred compensation plans, as mentioned in Note 3.

6. Receivables related to Revenues from Contracts The Company manages credit exposure arising froeh su
with Customers transactions by, in appropriate circumstances, riggteinto

master netting agreements and collateral agreemeitts

Receivables from contracts with customers, whighiacluded  counterparties that provide the Company, in thenewd a
across the various types of Receivables balancesthen counterparty default (such as bankruptcy or a capafty’s
Company’s consolidated statement of financial ctionlj arise  failure to pay or perform), with the right to netaunterparty’s
when the Company has both recorded revenues arttidaight ~ rights and obligations under such agreement anddéde and
per the contract to bill customers. At June 30,%0he balance Set-off collateral held by the Company against tieé amount
related to Receivables from contracts with custsmems Owed by the counterparty.

1,192.
$1, The Company’'s policy is generally to take possessid

securities purchased or borrowed in connection witherse
repurchase agreements and securities borrowedattamss,

The Company enters into reverse repurchase agrégmen respectively, and to receive cash and securitiéseded under
repurchase agreements, securities borrowed andritcu ePurchase agreements or securities loaned traosswith
loaned transactions with affiliates to, among othieings, ~ 'ights of rehypothecation). In certain cases, thenfany may
acquire securities to cover short positions andleseither be permitted to post collateral to a third-partgtodian under a

securities obligations, accommodate customers’ sieadd ~ [ri-party arrangement that enables the Companyke tontrol
finance its inventory positions. of such collateral in the event of a counterpagfadit.
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7. Collateralized Transactions



The Company also monitors the fair value of the eulyihg
securities as compared with the related receivablpayable,
including accrued interest, and, as necessaryestsjadditional
collateral, as provided under the applicable ages#ro ensure
such transactions are adequately collateralizedhereturn of
excess collateral.

The risk related to a decline in the market valfiecallateral

pledged or received is managed by setting apprepnearket-
based haircuts. Increases in collateral margirs cafl secured
financing due to market value declines may be mitd by
increases in collateral margin calls on reverseundmse
agreements and securities borrowed transactioris swhilar

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

collateral through collateral substitution rightsthe underlying
agreements.

The Company actively manages its secured financinga
manner that reduces the potential refinancing aslsecured
financings of less liquid assets. The Company ctarsi the
quality of collateral when negotiating collaterdigibility with

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

Offsetting of Certain Collateralized Transactions

At June 30, 2019

Net

Gross Amounts Amounts  Amounts Net

Amounts Offset  Presented Not Offset’ Amounts
Assets
Reverse
repurchase
agreements $ 6,701 $ -$ 6,701 $ (6,599 % 102
Securities
borrowed 240 - 240 (237) 3
Liabilities
Repurchase
agreements $ 1,110 $ -$ 1,110 $ (1,1100 % -
Securities
loaned 1,501 - 1,501 (1,485) 16

1. 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.

Gross Secured Financing Balances by Remaining Contr  actual
Maturity

At June 30, 2019

Overnight Less than 30-90 Over
and Open 30 Days Days 90 Days Total

Repurchase

agreements $ 1,110 $ - $ - $ - $ 1,110
Securities

loaned 1,501 - - - 1,501
Total

included in

the above

offsetting

disclosure $ 2,611 $ - $ - $ - $ 2611

Gross Secured Financing Balances by Class of Collat  eral
Pledged

At June 30, 2019

Repurchase agreements

Corporate equities $ 310
Corporate and other debt 800
Total repurchase agreements $ 1,110

Securities loaned

Other sovereign government obligations $ 5
Corporate and other debt 83
Corporate equities 1,413
Total securities loaned $ 1,501
Total included in the offsetting disclosure $ 2,611

Fair Value of Collateral Received with Right to Sel | or Repledge

At June 30, 2019

Collateral received with right to sell or repledge $ 19,626
Collateral that was sold or repledged” 5,182

1. Does not include securities segregated under federal and other regulations or
requirements.

Restricted Cash and Segregated Securities

At June 30, 2019

Restricted cash $ 513
Segregated securities” 3,203

1. Securities deposited with clearing organizations or segregated under federal and
other regulations or requirements are sourced from reverse repurchase
agreements in the consolidated statement of financial condition.

The Company pledges its financial instruments owred
collateralize repurchase agreements, securitiesietha and
derivatives, as well as for delivery to counterigsrtto cover
short positions held by the Company and by custemer
Counterparties may or may not have the right tbaselepledge
the collateral.

Pledged financial instruments that can be soldeptedged by
the secured party are identified as Financial imsemts owned
(pledged to various parties) in the Company's chbdated
statement of financial condition. At June 30, 20th@, Company
had not pledged any financial instruments owned.
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The Company receives collateral in the form of sées in

connection with reverse repurchase agreements,risesu
borrowed, and customer margin loans. In many caes,
Company is permitted to sell or repledge thesergasiheld as
collateral and use the securities to collateralizpurchase
agreements, securities loaned, and derivativesyedlsas for

delivery to counterparties to cover short posititiesd by the
Company and by customers.

Customer Margin Lending

The Company provides margin lending arrangementgchwh
allow customers to borrow against the value of ifyiab
securities. Customer receivables representing mdogins are
included within Customer receivables in the Company
consolidated statement of financial condition. Undbkese
agreements and transactions, the Company receolizdecal,
including U.S. government and agency securitiesherot
sovereign government obligations, corporate andraflebt, and
corporate equities. Customer receivables genefedet margin
lending activities are collateralized by customemed

securities held by the Company. The Company maitor

required margin levels and established credit tedais/ and,
pursuant to such guidelines, requires customergddposit
additional collateral, or reduce positions, wheoassary.

Margin loans are extended on a demand basis aretajlynare
not committed facilities. Factors considered in theiew of
margin loans are the amount of the loan, the irednulurpose,
the degree of leverage being employed in the adc@nd an
overall evaluation of the portfolio to ensure prope
diversification or, in the case of concentrated ifpmss,
appropriate liquidity of the underlying collateral potential
hedging strategies to reduce risk.

Underlying collateral for margin loans is reviewaih respect
to the liquidity of the proposed collateral posit$p valuation of
securities, historic trading range, volatility aysié and an
evaluation of industry concentrations. For thesmngactions,
adherence to the Company’'s collateral policies ifagmtly
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 June 30, 2019, tharxd related
to net customer receivables representing margimsloaas
$10,066.

8. Goodwill and Intangibles

The Company’s next annual goodwill impairment tisstas of
July 1, 2019 and is currently being performed. €heave been
no changes in the carrying amount of the Compaggtdwill
as of June 30, 2019. Adverse market or economints\euld
result in impairment charges in future periods

At June 30, 2019 intangible assets were $1,46 rgmesented
customer relationships.

9. Borrowings

Maturities and Terms of Borrowings

Fixed Rate Variable Rate At June 30,
2019

Original maturities of one year or less:
Next 12 months $ - 8 1,373 $ 1,373
Original maturities greater than one year:
Due in 2020 32 32
Total
Borrowings $ - $ 1,405 $ 1,405
Weighted average stated maturity, in years® 1.09

1. Includes only borrowings with original maturities greater than one year.

Borrowings with original maturities of one yearless primarily
consist of unsecured borrowings from the UltimateelAt that
mature in less than 12 months and cash overdrafts.

Borrowings with original maturities greater than eotyear
consist exclusively of unsecured borrowings frore tharent.
These unsecured borrowings from Parent are callablb
maturities of 13 months or more from when it idexl

Interest on Borrowings

The interest rates for the borrowings from affémt are
established by the treasury function of the Firre, @eriodically
reassessed, and are intended to approximate tHeetmate of
interest that the Firm incurs in funding its busisie

10. Subordinated Liabilities

Subordinated liabilities consist of a $250 subaatid revolving
credit agreement with the Ultimate Parent at June2819. The
interest rate on the drawn balance of the suboteliheevolving
credit agreement is three month LIBOR plus 250 $asints.
The maturity dates, interest rates and book val@iethe
outstanding balance on the line of credit at JUne2B19 are as
follows:

Interest

Subordinated Notes Maturity Date Rate Book Value

Subordinated Revolver July 31, 2022 4.83% $ 100

11. Commitments, Leases, Guarantees and
Contingencies

Letters of Credit

The Company has the ability to issue letters oflitr® satisfy
various collateral requirements; however, none wettstanding
at June 30, 2019.

Premises and Equipment

The Company has non-cancelable operating leasesringv
premises and equipment.
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Leases

Statement of Financial Condition Amounts Related to Leases

At June 30, 2019
Other assets-ROU assets $ 26
Other liabilities and accrued expenses-
Lease liabilities 26
Weighted-average for operating leases:
Remaining lease term, in years 2.5

Discount rate 0.9%

Leases Liabilities
At June 30, 2019
Remainder of 2019 $ 5
2020 8
2021 5
2022 3
2
3
6

2023
Thereafter
Total undiscounted cash flows 2

Imputed interest -
Amount on statement of financial condition $ 26

The Company's leases are principally non-cancelapkrating
real estate leases. Occupancy lease agreemerdaddition to
base rentals, generally provide for rent and opeyatxpense
escalations resulting from increased assessmentgdb estate
taxes and other charges.

Guarantees

The Company has obligations under
arrangements, including contracts and indemnificati
agreements that contingently require the Companymake

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 ¢lceurrence 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 reqghg#eCompany
to make payments to the guaranteed party basednothex

entity’s failure to perform under an agreement, veal as

indirect guarantees of the indebtedness of others.

Derivative Contracts

Certain derivative contracts meet the accountirfinitien of a
guarantee, including certain written options anchticgent
forward contracts. The Company has disclosed irdgion
regarding all derivative contracts that could ntleetaccounting
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 guaa
Generally, the Company sets collateral requiremehys
counterparty so that the collateral covers varitasisactions
and products and is not allocated specifically ndividual
contracts. Also, the Company may recover amourégee to

the underlying asset delivered to the Company unither
derivative contract.

Contingencies
Legal

In addition to the matters described below, inrtbemal course
of business, the Company has been named, fromttitime, 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 tiigl
compensatory and/or punitive damages or claims
indeterminate amounts of damages. In some casegntities
that would otherwise be the primary defendantsuchscases
are bankrupt or are in financial distress. While @ompany has
identified below a proceeding that the Companyewels to be
material, individually or collectively, there cae Imo assurance
that additional material losses will not be incdrfeom claims
that have not yet been asserted or are not yetndieied to be
material.

The Company is also involved, from time to time, dther
reviews, investigations and proceedings (both fdrraad
informal) by governmental and self-regulatory adesc
regarding the Company’s business, and involvinggragnother
matters, sales and trading activities, financiabdpicts or
offerings sold by the Company, and accounting goerational
matters, certain of which may result in adversegjodnts,
settlements, fines, penalties, injunctions or othéef.

The Company contests liability and/or the amountiafmages

certain guarantegg appropriate in each pending matter. Where dlaila

information indicates that it is probable a liayilihad been
incurred at the date of the consolidated staternériinancial
condition and the Company can reasonably estinhat@mount
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 oreamhsuch
proceedings or investigations will be resolved onatvthe
eventual settlement, fine, penalty or other relfefiny, may be,
particularly for proceedings and investigations rehie factual
record is being developed or contested or wherantfffa or

government entities seek substantial or indetert@idamages,
restitution, disgorgement or penalties. Numerowsigs may
need to be resolved, including through potentidéyngthy

discovery and determination of important factual tters,

determination of issues related to class certificatand the
calculation of damages or other relief, and by adsing novel
or unsettled legal questions relevant to the prdiogs or
investigations in question, before a loss or addéal loss or
range of loss or additional Jaoss can be reasonedtiynated for a
proceeding or investigam.

Subject to the foregoing, and other than the matteferred to
in the following paragraphs, the Company believissed on
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current knowledge and after consultation with calinthat the
outcome of such proceedings and investigationsneilhave a
material adverse effect on the consolidated firelnoondition
of the Company.

On May 27, 2014, the Company was named as a defemda
civil case styledTracy Chen, as an aggrieved employee, v.

Morgan Stanley Smith Barney LLC, et al., which is pending in
Orange County Superior Court in California. Pldfraeeks civil
penalties on behalf of the State of California aticcurrent and
former California employees allegedly aggrieveddeytain of
the Company's policies, pursuant to the CaliforRidvate
Attorney General Act, Cal. Labor Code section 2&39eq.
Plaintiff asserts that the Company's expense reisamient and
final pay policies, and specifically, the Firm’s té&lnative
Flexible Grid program, violate the California LabGode under
various factual and legal theories, including bysgiag 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 impactedoyegs,
attorneys’ fees, and enhanced penalties for aftwiliolation,

which can potentially include 25% of the amountrfduo have
been unlawfully withheld. The total penalties saugre
currently unspecified. On November 21, 2018, theigm in a
related federal litigation against the Company estyBrandon

Harvey, individually and on behalf of others similarly situated,

v. Morgan Sanley Smith Barney LLC, pending in the United

States District Court for the Northern District GRlifornia,

reached a settlement in principle. The federaltcsettiement,
if approved, would resolve the representative cfaim

Plaintiff's action, which has been stayed. On Zayn23, 2019,
Plaintiff filed a motion opposing the settlemendaseeking to
intervene in the federal action. On Septembel0392the court
in the federal action granted preliminary approwdl the

settlement.

The Company is currently defending itself in an @ing
arbitration styledBruce Wilkinson, et al. v. Morgan Sanley

entity basis with consideration given to each dlibsy’s,

including the Company’s, specific capital and redoty

requirements. For the Risk Management discussioimchwh
follows, the term “Company” includes the Ultimatarent and
its subsidiaries.

Risk is an inherent part of the Company’s busirss$vities.
Management believes effective risk managementta to the
success of the Company’s business activities. Afiagly, the
Company has policies and procedures in place tatifgle
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 actigs is critical to
its soundness and profitability.

The cornerstone of the Company’s risk managemeitaguphy
is the pursuit of risk-adjusted returns through dent risk-
taking in order to protect the Company’'s capitakéaand
franchise. This is implemented utilizing five keyineiples:
integrity, comprehensiveness, independence, acability, and
transparency. To help ensure the efficacy of rigkhagement,
which is an essential component of the Companypsitegion,
senior management requires thorough and
communication and the appropriate escalation & nisitters.
The fast-paced, complex, and constantly-evolvingunea of
global financial markets requires the Company tantain a
risk management culture that is incisive, knowledde about
specialized products and markets, and subjectdoiog review
and enhancement.

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 swap or derivative contracts uneich
counterparties have obligations to make paymentsth®
Company; extending credit to clients through legdin

Smith Barney LLC, et al., which is pending before a Financial commitments; providing short- or long-term funditigat is

Industry Regulatory Authority arbitration panel tine state of
Texas. Claimants assert claims for negligence regligent
supervision, common law fraud, breach of contracgach of
fiduciary duty, unjust enrichment and violations séveral
Texas and federal statutes in connection with hage
accounts owned by a former high-net worth wealtimagge ment
client. Claimants are seeking in excess of $25 ignillin
disgorgement, rescission, compensatory damagesytasta
damages and punitive damages under various fagtdalegal
theories.

12. Risk Management

The Company's risk management policies and
procedures are aligned with those of the UltimaeeRt and its
other consolidated subsidiaries. These policies agldted
procedures are administered on a coordinated glmellegal

secured by physical or financial collateral whoséug may at
times be insufficient to fully cover the loan repsgnt amount;
and posting margin and/or collateral to counteiesuriThis type
of risk requires credit analysis of specific coupgeties, both
initially and on an ongoing basis. The Company &lsturs
credit risk through margin and other customer dtesrbased
lending transactions, which are collateralized dyusities.

In order to help protect the Company from lossks, CRM
establishes Firm-wide practices to evaluate, momita control
credit risk at the transaction, obligor and poitfolevels. A
comprehensive and global Credit Limits Frameworkititized
to manage credit risk levels across the Firm. Thedi€ Limits

relategtramework is calibrated within the Company’s rigketance

and includes single-name limits and portfolio corication
limits by country, industry and product type. CRIMEps ensure
timely and transparent communication of materigddr risks,
compliance with established limits and escalatioh risk
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concentrations to appropriate senior managemenadtition,
credit risk exposure is actively managed by crpdifessionals
and committees within CRM and through various
committees, whose membership includes individuaismf
CRM.

Operational Risk

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

processes or systems, from human factors or froterrd

events (e.g., fraud, theft, legal and compliansks;i cyber
attacks or damage to physical assets). The Compayyincur

operational risk across the full scope of its besmactivities,
including revenue-generating activities (e.g., saad trading)
and support and control groups (e.g., informatiechhology
and trade processing).

The Company’s operational risk framework is estiad to
identify, measure, monitor and control risk. Effeet
operational risk management is essential to redutia impact
of operational risk incidents and mitigating legalgulatory and
reputational risks. The framework is continuallyoking to

account for changes in the Firm and to responthéochanging
regulatory and business environment.

Model Risk

Model risk refers to the potential for adverse @mpgnces from
decisions based on incorrect or misused model tatpdodel
risk can lead to financial loss, poor business atrdtegic
decision making or damage to the Company’s remnafl he
risk inherent in a model is a function of the mitidy,

complexity and uncertainty around inputs and assiomp.

Model risk is generated from the use of models ictipg

financial statements, regulatory filings capital eqdacy
assessments and the formulation of strategy.

Sound model risk management is an integral paaunfRisk
Management Framework. MRM is a distinct departniemRisk
Management responsible for the oversight of moidél MRM
establishes a model risk tolerance in line with thémate
Parent’s risk appetite. The tolerance is basedrasaessment
of the materiality of the risk of financial loss oeputational
damage due to errors in design,
inappropriate use of models. The tolerance is roogit through
model-specific and aggregate business-level assegsnwhich
are based upon qualitative and quantitative factors

A guiding principle for managing model risk is theffective
challenge” of models. The effective challenge ofdels is
represented by the critical analysis by objectivg@prmed
parties who can identify model limitations and asptions and
drive appropriate changes. MRM provides effectikalienge of
models, independently validates and approves mddelsise,
annually recertifies models, identifies and tracksnediation
plans for model limitations and reports on modsk rnmetrics.
The department also oversees the development dfoterio
support a complete and accurate Firm-wide moddritory.

implementation cand/

Liquidity Risk

risk Liquidity risk refers to the risk that the Companifl be unable

to finance its operations due to a loss of accesthe capital
markets or difficulty in liquidating its assets. quidity and
funding risk also encompasses the Company’s abildy
perceived ability) to meet its financial obligatsorwithout
experiencing significant business disruption or utapfonal
damage that may threaten its viability as a goiogcern.
Generally the Company incurs liquidity and fundingk as a
result of its trading, lending, investing and ctidacilitation
activities.

The Company’s Liquidity Risk Management Framewosk
critical to help ensure that the Company maintaoficient
liquidity reserves and durable funding sources teemthe
Company’s daily obligations and to withstand unziptited
stress events.

The Liquidity Risk Department ensures transparesfayaterial
liquidity and funding risks, compliance with estahkd risk
limits and escalation of risk concentrations torappiate senior
management. To execute these responsibilities,Lieidity

Risk Department establishes limits in line withrisk appetite,
identifies and analyzes emerging liquidity and fugdrisks to
ensure such risks are appropriately mitigated, toogiand
reports risk exposures against metrics and linaitg] reviews
the methodologies and assumptions underpinningiidsidity

Stress tests to ensure sufficient liquidity andding under a
range of adverse scenarios.

Concentration Risk

Substantially all of the collateral held by the Gmamy for

reverse repurchase agreements or bonds borrowedh wh

together represented approximately 25% of the Coyipdotal
assets at June 30, 2019, consist of securitieedsby the U.S.
government, federal agencies or other sovereigemaorents.

13. Employee Stock-Based Compensation Plans

Eligible employees of the Company participate inesal of the
Ultimate Parent’s stock-based compensation plans.

Restricted Stock Units

RSUs are generally subject to vesting over timagegaly four
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 canceled if employment is teaisith
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 Parentscdition, and
generally receive dividend equivalents if the awavest. The
Ultimate Parent determines the fair value of RSHised 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 tocehall or a
portion of the award under specified circumstances.
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Performance-based Stock Uts

PSUs will vest and convert to shares of commonkstody if

the Ultimate Parent satisfies predetermined perdmca and
market-based conditions over a three-year perfocmgeriod.
The number of PSUs that will actually vest rangesnf0% to
150% of the target award based on the extent tahwlihe
Ultimate Parent achieves the specified performayoads. PSUs
have vesting, restriction and cancellation provisidhat are
generally similar to those of RSUs. The Ultimaterepa
determines the fair value of PSUs with non-marlefgymance
conditions based on the grant-date fair value sfcibmmon
stock, measured as the volume-weighted average pricthe
date of grant. PSUs with market-based conditiors valued
using a Monte Carlo valuation model.

14. Employee Benefit Plans

Certain employees of the Company participate in leyge
benefit plans sponsored by MSDHI.

Pension and Other Postretirement Plans

The pension and postretirement plans, which arerded on
MS&Co. with associated employee costs charged to BJSS
have generally ceased future benefit accruals.

The pension plans generally provide pension bendffiat are
based on each employee’s years of credited semaick on
compensation levels specified in the plans.

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

Morgan Stanley 401(k) Plan

The Company’'s employees meeting certain eligibility
requirements may participate in the Morgan Stad@/(k) Plan
sponsored by MSDHI. Eligible employees receive rdisanary
401(k) matching cash contributions as determinetualty by

the Company. In 2019, the Company matched employe

contributions up to 4% of eligible 2018 pay, ugite IRS limit.
Matching contributions were invested among avadlahinds
according to each participant's investment direction file.
Eligible employees with eligible pay less than qual to one
hundred thousand dollars also received a fixed ridunion
under the 401(k) Plan equal to 2% of eligible 2@&a§. Certain
employees received a transition contribution basegdrior plan
membership.

15. Income Taxes

The Company is a single-member limited liabilityrguany that
is treated as a disregarded entity for federal rmeotax
purposes. The Company is included in the consddl&deral
income tax return filed by the Ultimate Parent. &wmdlincome
taxes have generally been provided on a modifiqguhrsge
entity basis in accordance with the Tax Sharinge&grent with
the Ultimate Parent. The Company is included indbmbined
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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 émtityne at
the effective tax rate of the Company's combinkalgfigroup.

In accordance with the terms of the tax sharing@agent with
the Ultimate Parent, the Company settles its cutrtemes
(federal, combined and unitary state) with the rodtie Parent
when due to be paid.

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 lawsangplex and
subject to different interpretations by the taxpagmd the
relevant governmental taxing authorities. The Camgpenust
make judgments and interpretations about the agtpic 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 itdffect
taxable income in the various tax jurisdictionssites over
interpretations of the tax laws may be settled with taxing
authority upon examination or audit. The Compangquatcally
evaluates the likelihood of assessments in eachngax
jurisdiction resulting from current and subsequemgars’
examinations, and unrecognized tax benefits relatqubtential
losses that may arise from tax audits are estaulish
accordance with the relevant accounting guidanceceO
established, unrecognized tax benefits are adjusgtesh there is
more information available or when an event ocecatpiiring a
change.

Tax Authority Examinations

The Company, through its inclusion in the returthaf Ultimate
Parent, is under continuous examination by the #R& other
tax authorities in certain states in which the Camp has
significant business operations, such as New Ycorke
Company believes its unrecognized tax benefits, astbciated
interest, if applicable (“tax liabilities”), is adeate in relation to
éhe potential for additional assessments. The Compaill
adjust such unrecognized tax benefits only when new
information is available or when an event occursessitating a
change.

The Company believes that the resolution of thesentatters
will not have a material effect on the consolidastatement 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 reasoly estimate
the expected change to the total amount of unrézedntax
benefits and the impact on the Company’s effedtxerate over
the next 12 months.



16. Regulatory Requirements 17. Subsequent Events

Regulatory Capital The Company has evaluated subsequent events fostamnt
to or disclosure in the consolidated statement in&nicial

MSSB is a registered U.S. broker-dealer and, aougiyd is condition through the date of this report and tlemPany has

subject to the minimum net capital requirementshef SEC.  not identified any recordable or disclosable event®t

Under SEA Rule 15c¢3-1, MSSB is required to maintain otherwise reported in the consolidated statemenfinafncial

minimum Net Capital, as defined of the greater &b 2f condition or the notes thereto.

aggregate debit items arising from customer traigas; plus

excess margin collateral on reverse repurchasesagmts, or ko

$1. At June 30, 2019, MSSB’s Net Capital was $3,3@4ich

exceeded the minimum requirement by $3,219.
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CDS

CFTC

CRM

FINRA

IRS

LIBOR

MRM

MS&Co.

MSBNA

MSCM

MSDHI

MSPBNA

Glossary of Common Acronyms

Credit default swap
Commodity Futures Trading Commission
Credit Risk Management Department

The Financial Industry Regulatory
Authority
Internal Revenue Service

London Interbank Offered Rate

Model Risk Management Department
Morgan Stanley & Co. LLC

Morgan Stanley Bank, N.A.

Morgan Stanley Capital Management, LLC
Morgan Stanley Domestic Holdings, Inc.

Morgan Stanley Private Bank, National
Association

MSSB

MSSBF

MSSG

oTC

PSU

ROU

RSU

SEC

u.s.

U.S. GAAP

217 -

Morgan Stanley Smith Barney, LLC

Morgan Stanley Smith Barney Financing,
LLC
Morgan Stanley Services Group, Inc.

Over-the-counter

Performance-based stock unit

Right of use

Restricted stock unit

U.S. Securities and Exchange Commission
United States of America

Accounting principles generally accepted
in the United States of America



