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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Morgan Stanley & Co. LLC

We have audited the accompanying consolidatednséateof financial condition of Morgan Stanley &
Co. LLC and subsidiaries (the “Company”) as of Deber 31, 2011. This consolidated financial
statement is the responsibility of the Company'siaggment. Our responsibility is to express an opini

on this consolidated financial statement basedusraodit.

We conducted our audit in accordance with audisitagndards generally accepted in the United Stdtes o
America. Those standards require that we plan arfdnn the audit to obtain reasonable assurancetabo
whether the consolidated financial statement i® fod material misstatement. An audit includes
consideration of internal control over financigbogting as a basis for designing audit procedurasdre
appropriate in the circumstances, but not for tipase of expressing an opinion on the effectivernés
the Company’s internal control over financial rapay. Accordingly, we express no such opinion. An
audit also includes examining, on a test basigjemde supporting the amounts and disclosures in the
consolidated financial statement, assessing theuatiag principles used and significant estimatesien

by management, as well as evaluating the overalbaalated financial statement presentation. We
believe that our audit provides a reasonable Hasizur opinion.

In our opinion, such consolidated statement ofrfai@ condition presents fairly, in all materiabpects,

the financial position of Morgan Stanley & Co. LL&nhd subsidiaries at December 31, 2011, in
conformity with accounting principles generally apted in the United States of America.

/sl Deloitte & Touche LLP
New York, NY

February 28, 2012



MORGAN STANLEY & CO. LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2011
(In thousands of dollars)

ASSETS
Cash and cash equivalents $ 1,700,180
Cash deposited with clearing organizations or gdesl under federal and other
regulations or requirements 9,501,725

Financial instruments owned, at fair value (apprately $80,118,995 were pledged 1
various parties):

U.S. government and agency securities 60,703,662
Other sovereign government obligations 3,539,237
Corporate and other debt ($90,713 relatembhsolidated variable
interest entities, generally not avdiaio the Company) 14,335,351
Corporate equities 11,874,089
Derivative and other contracts 4,093,870
Investments 220,633
Total financial instruments owned, at fair value 94,766,842
Securities received as collateral, at fair value 12,228,388
Securities purchased under agreements to resellidies $111,922 at fair value) 81,906,053
Securities borrowed 121,629,781
Receivables:
Customers 14,243,009
Brokers, dealers and clearing organizations 3,823,743
Interest and dividends 374,701
Fees and other 7,086,579
Affiliates 118,814
Premises, equipment and software (net of accuntuti#preciation and
amortization of $901,077) 1,249,291
Goodwill 146,742
Other assets 3,517,278
Total assets $ 352,293,126

See Notes to Consolidated Statement of Financiabifion.
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MORGAN STANLEY & CO. LLC

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

December 31, 2011
(In thousands of dollars)

LIABILITIES AND MEMBER'S EQUITY

Short-term borrowings:

Affiliates

Other (includes $1,641,397 at fair value)
Financial instruments sold, not yet purchasedqiatilue:
U.S. government and agency securities
Other sovereign government obligations
Corporate and other debt
Corporate equities
Derivative and other contracts
Total financial instruments sold, not yet purchasadair value
Obligation to return securities received as cotidtet fair value
Securities sold under agreements to repurchadedex $347,715t fair value)

Securities loaned

Other secured financings (includes $272,089 at/lire; $55,245 related to consolida:

variable interest entities and are non-recotarsbe Company)

Payables:
Customers

Brokers, dealers and clearing organizations
Interest and dividends
Other liabilities and accrued expenses

Total liabilities

Subordinated liabilities

Member’s equity:

Morgan Stanley & Co. LLC member’s equity
Accumulated other comprehensive loss
Total Morgan Stanley & Co. LLC menbberquity
Noncontrolling interest
Total member’s equity
Total liabilities and member’s equity

See Notes to Consolidated Statement of Financiabifion.
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$ 10,740,771
1,691,515

16,198,963
1,151,449
2,852,494
6,131,884
6,516,021

32,850,811
15,364,262
137,255,044
36,252,902

2,778,572

70,946,461
11,092,224

188,068
13,810,315

332,970,945

10,025,000

9,508,966
(215,535)

9,293,431
3,750

9,297,181

$ 352,293,126




MORGAN STANLEY & CO. LLC
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT ION
For the year ended December 31, 2011
(In thousands of dollars, except where noted)

Note 1 - Introduction and Basis of Presentation

The Company

Morgan Stanley & Co. LLC (“MS&Co.”), together witts wholly owned subsidiaries (the “Company”),
provides a wide variety of products and services karge and diversified group of clients and consis,
including corporations, governments, financial itng§bns and individuals. Its businesses include
securities underwriting and distribution; financedvisory services, including advice on mergers and
acquisitions, restructurings, real estate and ptdjeance; sales, trading, financing and markekinm
activities in equity securities and related produahd fixed income securities and related products
including foreign exchange and investment actigitithe Company provides brokerage and investment
advisory services covering various investment radtieres; financial and wealth planning services)uaty

and insurance products; credit and other lendindymts; cash management; and retirement plan servic

MS&Co. and certain of its subsidiaries are regestewith the Securities and Exchange Commission
(“SEC”") as broker-dealers. MS&Co. is also regisierms a futures commission merchant with the
Commodity Futures Trading Commission (“CFTC").

Effective May 31, 2011, MS&Co. converted from a pmmation to a limited liability company. In

connection with the conversion, MS&Co. became a llwhowned subsidiary of Morgan Stanley
Domestic Holdings, Inc (“MSDHI"). MSDHI is a whollpwned subsidiary of Morgan Stanley Capital
Management, LLC, which is a wholly owned subsidiaiforgan Stanley (the “Ultimate Parent”).

Basis of Financial Information

The consolidated financial statements are preparextcordance with accounting principles generally
accepted in the United States of America (“U.Sa/hich require the Company to make estimates and
assumptions regarding the valuations of certairanfdial instruments, the valuation of goodwill,
compensation, deferred tax assets, the outcomtgattion and tax matters, and other matters tffatta

the consolidated financial statements and relatecasures. The Company believes that the estimates
utilized in the preparation of the consolidatedafinial statements are prudent and reasonable. |Actua
results could differ materially from these estinsate

At December 31, 2011, the Company’'s consolidateldsidiaries reported $96,931,379 of assets,
$93,487,150 of liabilities and $3,444,229 of equitya stand-alone basis.

All material intercompany balances and transactieitls its subsidiaries have been eliminated.

The consolidated financial statements include toeants of MS&Co., its wholly owned subsidiarieslan
other entities in which MS&Co. has a controllingdncial interest, including certain variable ingtre
entities (“VIES”) (see Note 5). For consolidatedsidiaries that are less than wholly owned, thedthi
party holdings of equity interests are referreégmoncontrolling interests. The portion of the rbherg’
equity of such subsidiaries is presented as Nonoiing interest in the consolidated statement of
financial condition.

For entities where (1) the total equity investmantisk is sufficient to enable the entity to figanits

activities without additional support and (2) thguity holders bear the economic residual risks and
returns of the entity and have the power to ditketactivities of the entity that most significgnéiffect
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its economic performance, MS&Co. consolidates tlegiies it controls either through a majority ingt
interest or otherwise. For entities that do not tmikese criteria, commonly known as VIEs, MS&Co.
consolidates those entities where MS&Co. has theepdo make the decisions that most significantly
affect the economic performance of the VIE andthasobligation to absorb losses or the right t@inec
benefits that could potentially be significant ke tVIE, except for certain VIEs that are money reirk
funds, investment companies or are entities quatiffor accounting purposes as investment companies
Generally, MS&Co. consolidates those entities whestbsorbs a majority of the expected losses or a
majority of the expected residual returns, or boftthe entities.

For investments in entities in which the Compangsdaot have a controlling financial interest bus ha
significant influence over operating and finandaigcisions, the Company generally applies the equity
method of accounting.

Equity and partnership interests held by entitiemlifying for accounting purposes as investment
companies are carried at fair value.

Related Party Transactions

The Company has transactions with the Ultimate iamad its affiliates, including the performance of
administrative services and the execution of s#earitransactions, and obtains short-term fundisg a
described in Note 7. Certain subordinated liak#itare transacted with the Ultimate Parent as ithescr
in Note 8.

Assets and receibles from affiliated companies as of December 81,12are comprised (

Derivative and other contra: $ 570,77¢
Securities purchased under agreements to resellgfse repurchase agreemel 30,151,05
Securities borrowe 20,42°,38¢
Receivable- Customer 6,723,24
Receivable - Brokers, dealers and clearing organizat 1,171,251
Receivable - Interest and dividen 871
Receivable - Fees and oth 6,90:,43¢
Receivable - Affiliates 11€,814
Otherasset 2,853,19

Liabilities and payables to affiliated companieoBecember 31, 2011 are comprise(

Shor-term borrowings- Affiliates $ 10,74C,771
Shor-term borrowings- Othel 1,641,39
Derivative and other contra 669,72~
Securities sold under agreements to repurchasguftbase agreement 81,164,58
Securities loane 20,457,55
Payables« Customer 11,921,83
Payable«- Brokers, dealers and clearing organizai 8,799,66
Payable - Interest and dividen: 2,792
Other liabilities and accrued exper 10,965,117
Subordinatesiabilities 10,000,00

The Company paid a $1,500,000 dividend to the WiteParent on May 12, 2011.



Note 2 - Summary of Significant Accounting Policies

Revenue Recognition
Investment Banking

Underwriting revenues and advisory fees from mexgacquisitions and restructuring transactions are
recorded when services for the transactions aermeted to be substantially completed, generallgeds
forth under the terms of the engagement. Transactated expenses, primarily consisting of legal,
travel and other costs directly associated withtthasaction, are deferred and recognized in theesa
period as the related investment banking transacteenues. Underwriting revenues are presentedfnet
related expenses. Non-reimbursed expenses assbeiitte advisory transactions are recorded within
non-interest expenses.

Commissions and fees

Commission and fee revenues primarily arise froranayg transactions in listed and over-the-counter
(“OTC") equity securities, services related to saénd trading activities, and sales of mutual funds
futures, insurance products and options. Commisaimhfee revenues are recognized in the accounts on
trade date.

Principal Transactions

See “Financial Instruments and Fair Value” below fwincipal transactions revenue recognition
discussions.

Financial Instruments and Fair Value

A significant portion of the Company’s financiakinruments is carried at fair value. A descriptiénhe
Company’s policies regarding fair value measurenaert its application to these financial instruments
follows.

Financial Instruments Measured at Fair Value

All of the instruments within Financial instrumentsvned and Financial instruments sold, not yet
purchased, are measured at fair value, either dgifrthe fair value option election (discussed belonds
required by other accounting guidance. These fidrmestruments primarily represent the Company’s
trading and investment positions and include batshcand derivative products. Furthermore, Secsrritie
received as collateral and Obligation to returrugées received as collateral are measured atvédire

as required by accounting guidance. Additionallgrtain reverse repurchase agreements, certain
repurchase agreements and certain Other securattiitys are measured at fair value through the fair
value option election.

The fair value of over-the-counter (“OTC”) finankiastruments, including derivative contracts rethto
financial instruments and commodities, is presentedhe accompanying consolidated statement of
financial condition on a net-by-counterparty basiken appropriate. Additionally, the Company néts t
fair value of cash collateral paid or received aghthe fair value amounts recognized for net dgire
positions executed with the same counterparty utidesame master netting arrangement.



Fair Value Option

The fair value option permits the irrevocable feue option election on an instrument-by-instrumen
basis at initial recognition of an asset or lidgilor upon an event that gives rise to a new bakis
accounting for that instrument. The Company apptles fair value option for certain repurchase
agreements and reverse repurchase agreementsréaid other secured financings.

Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would leeired to sell an asset or paid to transfer alifglfi.e.,
the “exit price”) in an orderly transaction betwesarket participants at the measurement date.

In determining fair value, the Company uses varialgation approaches and establishes a hieracchy f
inputs used in measuring fair value that maximibesuse of relevant observable inputs and minimizes
the use of unobservable inputs by requiring that niost observable inputs be used when available.
Observable inputs are inputs that market parti¢gpamuld use in pricing the asset or liability deyed
based on market data obtained from sources indepénfithe Company. Unobservable inputs are inputs
that reflect the Company’'s assumptions about tlseiragtions other market participants would use in
pricing the asset or liability developed basedtmn liest information available in the circumstandés
hierarchy is broken down into three levels basetherobservability of inputs as follows:

» Level 1 - Valuations based on quoted prices tivaenarkets for identical assets or liabilitieatth
the Company has the ability to access. Valuatigasashents and block discounts are not applied
to Level 1 instruments. Since valuations are baseduoted prices that are readily and regularly
available in an active market, valuation of thesedpcts does not entail a significant degree of
judgment.

» Level 2 - Valuations based on one or more qu@igces in markets that are not active or for
which all significant inputs are observable, eitbieectly or indirectly.

» Level 3 - Valuations based on inputs that argbgervable and significant to the overall fair ealu
measurement.

The availability of observable inputs can vary frpmduct to product and is affected by a wide \tgrad
factors, including, for example, the type of pragwehether the product is new and not yet estadtish
the marketplace, the liquidity of markets and otblearacteristics particular to the transaction.tii®
extent that valuation is based on models or infhatare less observable or unobservable in th&anar
the determination of fair value requires more judgiAccordingly, the degree of judgment exercisgd
the Company in determining fair value is greatestifistruments categorized in Level 3 of the failue
hierarchy.

The Company considers prices and inputs that arerduas of the measurement date, including during
periods of market dislocation. In periods of mardistocation, the observability of prices and irgpotay

be reduced for many instruments. This conditiondcgause an instrument to be reclassified from Leve
1 to Level 2 or Level 2 to Level 3 of the fair valhierarchy (see Note 3). In addition, a downturn i
market conditions could lead to declines in thesgtibn of many instruments.

In certain cases, the inputs used to measure &irevmay fall into different levels of the fair val
hierarchy. In such cases, for disclosure purpdhedgvel in the fair value hierarchy within whittte fair
value measurement falls in its entirety is deteedibased on the lowest level input that is sigaifido
the fair value measurement in its entirety.



Valuation Techniques

Many cash instruments and OTC derivative contrhate bid and ask prices that can be observed in the
marketplace. Bid prices reflect the highest pricat ta party is willing to pay for an asset. Askcps
represent the lowest price that a party is willingaccept for an asset. For financial instrumerisse
inputs are based on bid-ask prices, the Company doerequire that the fair value estimate alwaysb
predetermined point in the bid-ask range. The Cayipgoolicy is to allow for mid-market pricing and
adjusting to the point within the bid-ask ranget ttmeets the Company’s best estimate of fair vatoe.
offsetting positions in the same financial instrunyéhe same price within the bid-ask spread isl use
measure both the long and short positions.

Fair value for many cash instruments and OTC dgviwacontracts is derived using pricing models.
Pricing models take into account the contract te(msluding maturity) as well as multiple inputs,
including, where applicable, commaodity prices, &guirices, interest rate yield curves, credit cayve
correlation, creditworthiness of the counterpactgditworthiness of the Company, option volatikityd
currency rates. Where appropriate, valuation adjests are made to account for various factors asch
liquidity risk (bid-ask adjustments), credit quglimodel uncertainty and concentration risk. Adjueshts

for liquidity risk adjust model-derived mid-marKetsels of Level 2 and Level 3 financial instrumefus
the bid-mid or mid-ask spread required to propeeRect the exit price of a risk position. Bid-mahd
mid-ask spreads are marked to levels observedde tactivity, broker quotes or other external tHpiadty
data. Where these spreads are unobservable fqratitieular position in question, spreads are ddrive
from observable levels of similar positions. Ther@any applies credit-related valuation adjustmémts
its OTC derivatives. For OTC derivatives, the impat¢ changes in both the Company's and the
counterparty’s credit standing is considered whezasuring fair value. In determining the expected
exposure, the Company simulates the distributiotheffuture exposure to a counterparty, then applie
market-based default probabilities to the futurpasxire, leveraging external third-party credit difa
swap (“CDS”) spread data. Where CDS spread datairegailable for a specific counterparty, bond
market spreads, CDS spread data based on the gmanyss credit rating or CDS spread data that
reference a comparable counterparty may be utiliZbé Company also considers collateral held and
legally enforceable master netting agreementsitiitijate the Company’'s exposure to each counterpart
Adjustments for model uncertainty are taken foritmss whose underlying models are reliant on
significant inputs that are neither directly nordinectly observable, hence requiring reliance on
established theoretical concepts in their derivatithese adjustments are derived by making assetsme
of the possible degree of variability using stat#adt approaches and market-based information where
possible. The Company generally subjects all vednatand models to a review process initially ando
periodic basis thereafter. The Company may appborcentration adjustment to certain of its OTC
derivatives portfolios to reflect the additionaktof closing out a particularly large risk positi?Where
possible, these adjustments are based on obsemablket information but in many instances significa
judgment is required to estimate the costs of ofpgiut concentrated risk positions due to the lafck
liquidity in the marketplace.

Fair value is a market-based measure considerettfie perspective of a market participant rathanth
an entity-specific measure. Therefore, even whernkehaassumptions are not readily available, the
Company’s own assumptions are set to reflect thwstethe Company believes market participants would
use in pricing the asset or liability at the measugnt date.

See Note 3 for a description of valuation technsgapplied to the major categories of financial
instruments measured at fair value and for furthfarmation on financial assets and liabilitiestthee
measured at fair value on a recurring basis.



Cash and Cash Equivalents

Cash and cash equivalents consist of cash andyHighid investments not held for resale with onigji
maturities of three months or less.

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

Cash deposited with clearing organizations or sggesl under federal and other regulations or
requirements include cash segregated in compliavitte federal and other regulations and represent
funds deposited by customers and funds accruikgdtomers as a result of trades or contracts, hasve
restricted cash.

Repurchase and Securities Lending Transactions

Securities borrowed or reverse repurchase agresraedtsecurities loaned or repurchase agreements ar
treated as collateralized financings. Reverse offase agreements and repurchase agreements &d carr
on the consolidated statement of financial condiibthe amounts of cash paid or received, plusiadc
interest, except for certain repurchase agreenfientghich the Company has elected the fair valugaop
(see Note 3). Where appropriate, transactions thighsame counterparty are reported on a net basis.
Securities borrowed and securities loaned are decoat the amount of cash collateral advanced or
received.

Securitization Activities

The Company engages in securitization activitiekted to U.S. agency collateralized mortgage
obligations and other types of financial assets ($ete 5). Such transfers of financial assets anemlly
accounted for as sales when the Company has radhmeg control over the transferred assets and does
not consolidate the transferee. The gain or lossabé of such financial assets depends, in parthen
previous carrying amount of the assets involvethintransfer (generally at fair value) and the siithe
proceeds and the fair value of the retained intersthe date of sale. Transfers that are notuated for

as sales are treated as secured financings (“fealkd).

Receivables and Payables — Customers
Receivables from and payables to customers incamdeunts due on cash and margin transactions.
Securities owned by customers, including those ¢biateralize margin or similar transactions, act
reflected on the consolidated statement of findraadition.

Receivables and Payables — Brokers, Dealers and &ilang Organizations
Receivables from brokers, dealers and clearingnizgtions include amounts receivable for securities
not delivered by the Company to a purchaser bysétdement date, margin deposits, commissions, and
net receivables/payables arising from unsettledlesa Payables to brokers, dealers and clearing
organizations include amounts payable for secaritiet received by the Company from a seller by the
settlement date and payables to clearing orgaaizati

Premises, Equipment and Software

Premises and equipment consists of leasehold ireprexts, furniture, fixtures, computer and
communications equipment, airplanes and softwatteiieally purchased and developed for internal.use)
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Premises and equipment are stated at cost lesmalatad depreciation and amortization. Depreciation
and amortization are provided by the straight-imethod over the estimated useful life of the asset.
Estimated useful lives are generally as followstniture and fixtures — 7 years; computer and

communications equipment — 3 to 9 years; and aigdla 20 years. Estimated useful lives for sotwar

costs are generally 3 to 5 years.

Leasehold improvements are amortized over therleddbe estimated useful life of the asset or, iehe
applicable, the remaining term of the lease, buegaly not exceeding 25 years for building struaitu
improvements and 15 years for other improvements.
Premises, equipment and software costs are testedmpairment whenever events or changes in
circumstances suggest that an asset’s carryinge valay not be fully recoverable in accordance with
current accounting guidance.

Customer Transactions

Customers’ securities transactions are recordedh aettlement date basis with related commission
revenues and expenses recorded on a trade date basi

Income Taxes
Income tax expense is provided for using the amseétliability method, under which deferred tax #sse
and liabilities are determined based upon the teanpalifferences between the financial statemedt an
income tax bases of assets and liabilities usimgently enacted tax rates.

Translation of Foreign Currencies
Assets and liabilities of operations having non-Wi@&@lar functional currencies are translated aryend
rates of exchange. Gains or losses resulting framslating foreign currency financial statementd, of
hedge gains or losses and related tax effectgeflexted in Accumulated other comprehensive lass 0
the consolidated statement of financial condition.

Goodwiill

Goodwill is not amortized and is reviewed annuglty more frequently when certain events or
circumstances exist) for impairment.

Note 3 — Fair Value Disclosures

Fair Value Measurements

A description of the valuation techniques appliedtiie Company’'s major categories of assets and
liabilities measured at fair value on a recurriagib follows.
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Financial I nstruments Owned and Financial I nstruments Sold, Not Yet Purchased
U.S. Government and Agency Securities
U.S. Treasury Securities

U.S. Treasury securities are valued using quotedkehgrices. Valuation adjustments are not applied.
Accordingly, U.S. Treasury securities are genereéitegorized in Level 1 of the fair value hierarchy

U.S. Agency Securities

U.S. agency securities are composed of three naégaeries consisting of agency-issued debt, agency
mortgage pass-through pool securities and collieta mortgage obligations. Non-callable agency-
issued debt securities are generally valued usingtegl market prices. Callable agency-issued debt
securities are valued by benchmarking model-derpicks to quoted market prices and trade data for
identical or comparable securities. The fair vatf@gency mortgage pass-through pool securities is
model-driven based on spreads of the comparableefananounced (“TBA") security. Collateralized
mortgage obligations are valued using quoted mapkiees and trade data adjusted by subsequent
changes in related indices for identical or complaraecurities. Actively traded non-callable agency
issued debt securities are generally categorizddeuel 1 of the fair value hierarchy. Callable aggen
issued debt securities, agency mortgage pass-tirguagpl securities and collateralized mortgage
obligations are generally categorized in Level #heffair value hierarchy.

Other Sovereign Government Obligations

Foreign sovereign government obligations are valusthg quoted prices in active markets when
available. To the extent quoted prices are notlawai fair value is determined based on a valuaatio
model that has as inputs interest rate yield curm@ss-currency basis index spreads, and courdditc
spreads for structures similar to the bond in teoh$ssuer, maturity and seniority. These bonds are
generally categorized in Level 1 or Level 2 of thie value hierarchy.

Corporate and Other Debt
State and Municipal Securities

The fair value of state and municipal securitieddégermined using recently executed transactioasken
price quotations and pricing models that factomihere applicable, interest rates, bond or cresfidut
swap spreads and volatility. These bonds are gineetegorized in Level 2 of the fair value hieslay.

Residential Mortgage-Backed Securities (“RMBS”),n@oercial Mortgage-Backed Securities
(“CMBS”) and other Asset-Backed Securities (“ABS”)

RMBS, CMBS and other ABS may be valued based ocepor spread data obtained from observed
transactions or independent external parties saoreadors or brokers. When position-specific extern
price data are not observable, the fair value detetion may require benchmarking to similar
instruments and/or analyzing expected credit lgsdefault and recovery rates. In evaluating the fai
value of each security, the Company considers ggaollateral-specific attributes including paynten
priority, credit enhancement levels, type of calat, delinquency rates and loss severity. In @gifor
RMBS borrowers, Fair Isaac Corporation (“FICO”) sepand the level of documentation for the loan are
also considered. Market standard models, suchtes, [firepp or others, may be deployed to model the
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specific collateral composition and cash flow stinue of each transaction. Key inputs to these nsoaled
market spreads, forecasted credit losses, defadlpeepayment rates for each asset category. \atuat
levels of RMBS and CMBS indices are also used agdalitional data point for benchmarking purposes
or to price outright index positions.

RMBS, CMBS and other ABS are generally categorinddevel 2 of the fair value hierarchy. If external

prices or significant spread inputs are unobseevadnl if the comparability assessment involves
significant subjectivity related to property typéferences, cash flows, performance and other gput
then RMBS, CMBS and other ABS are categorized wel 8 of the fair value hierarchy.

Corporate Bonds

The fair value of corporate bonds is determinechgisiecently executed transactions, market price
guotations (where observable), bond spreads oitalethult swap spreads obtained from independent
external parties such as vendors and brokers adjfist any basis difference between cash and didva
instruments. The spread data used are for the saaterity as the bond. If the spread data do not
reference the issuer, then data that referencengpamble issuer are used. When position-specific
external price data are not observable, fair vidugetermined based on either benchmarking to aimil
instruments or cash flow models with yield curvesnd or single name credit default swap spreads and
recovery rates as significant inputs. Corporatedsare generally categorized in Level 2 of the Vaiue
hierarchy; in instances where prices, spreads gr ginthe other aforementioned key inputs are
unobservable, they are categorized in Level 3 eflr value hierarchy.

Collateralized Debt Obligations (“CDO")

The Company holds cash CDOs that typically refezestranche of an underlying synthetic portfolio of
single name credit default swaps. The collaterabigsially ABS or other corporate bonds. Credit
correlation, a primary input used to determinefttievalue of a cash CDO, is usually unobservablé a
derived using a benchmarking technique. The othedahinputs such as credit spreads, including
collateral spreads, and interest rates are typicdiervable. CDOs are categorized in Level 2 efféir
value hierarchy when the credit correlation inpuitisignificant. In instances where the credit elation
input is deemed to be significant, these instrusiarg categorized in Level 3 of the fair value dniehy.

Corporate Loans and Lending Commitments

The fair value of corporate loans is determinechgisiecently executed transactions, market price
guotations (where observable), implied yields frmamparable debt, and market observable credit Hefau
swap spread levels obtained from independent eadtgiarties such as vendors and brokers adjusted for
any basis difference between cash and derivatisteuiments, along with proprietary valuation models
and default recovery analysis where such trangactimd quotations are unobservable. The fair value
of contingent corporate lending commitments is wheiteed by using executed transactions on
comparable loans and the anticipated market pasedon pricing indications from syndicate banks$ an
customers. The valuation of loans and lending camenits also takes into account fee income that is
considered an attribute of the contract. Corpdaaes and lending commitments are categorized uelLe

2 of the fair value hierarchy except in instancekese prices or significant spread inputs are
unobservable, in which case they are categorizédvel 3 of the fair value hierarchy.
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Corporate Equities
Exchange-Traded Equity Securities

Exchange-traded equity securities are generallyeghbased on quoted prices from the exchange.€lo th
extent these securities are actively traded, vialnadjustments are not applied, and they are o&gl

in Level 1 of the fair value hierarchy; otherwisleey are categorized in Level 2 or Level 3 of the f
value hierarchy.

Derivative and Other Contracts
Listed Derivative Contracts

Listed derivatives that are actively traded areugdlbased on quoted prices from the exchange and ar
categorized in Level 1 of the fair value hierarchigted derivatives that are not actively tradesh\alued
using the same approaches as those applied to @rf&tives; they are generally categorized in Level

of the fair value hierarchy.

OTC DerivativeContracts

OTC derivative contracts include forward, swap @ption contracts related to interest rates, foreign
currencies, credit standing of reference entitgsiity prices or commodity prices.

Depending on the product and the terms of the actim, the fair value of OTC derivative producés c
be either observed or modeled using a series dinigges and model inputs from comparable
benchmarks, including closed-form analytic formulsigsch as the Black-Scholes option-pricing model,
and simulation models or a combination thereof. Waricing models do not entail material subjectivit
because the methodologies employed do not nedessitmificant judgment, and the pricing inputs are
observed from actively quoted markets, as is thee dar generic interest rate swaps, certain option
contracts and certain credit default swaps. Inctdse of more established derivative products, tiveng
models used by the Company are widely acceptedhbyfihancial services industry. A substantial
majority of OTC derivative products valued by then@pany using pricing models fall into this category
and are categorized in Level 2 of the fair valwerdnichy; otherwise, they are categorized in Leve the
fair value hierarchy.

For further information on derivative instrumergse Note 9.

I nvestments

The Company’s investments include investments ivape equity funds and hedge funds as well as direc
investments in equity securities. Initially, thantsaction price is generally considered by the Gomms
the exit price and is the Company’s best estimbtaiovalue.

After initial recognition, in determining the fawalue of externally managed funds, the Company
generally considers the net asset value of the fuadded by the fund manager to be the best etimfa
fair value. For non-exchange-traded investments tigectly, fair value after initial recognition sased

on an assessment of each underlying investmensidenmg rounds of financing and third-party
transactions, discounted cash flow analyses andkatibased information, including comparable
company transactions, trading multiples and chamgesarket outlook, among other factors. Exchange-
traded direct equity investments are generallyaglased on quoted prices from the exchange.
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Exchange-traded direct equity investments thataatively traded are categorized in Level 1 of the f
value hierarchy. Non-exchange-traded direct equitgstments and investments in private equity funds
are generally categorized in Level 3 of the faitueahierarchy. Investments in hedge funds that are
redeemable at the measurement date or in the otae fare categorized in Level 2 of the fair value
hierarchy; otherwise, they are categorized in L&vet the fair value hierarchy.

Rever se Repurchase Agreements and Repurchase Agreements

The fair value of a reverse repurchase agreemer@porchase agreement is computed using a standard
cash flow discounting methodology. The inputs te thaluation include contractual cash flows and
collateral funding spreads, which are estimatedgusarious benchmarks, interest rate yield curves a
option volatilities. In instances where the unobable inputs are deemed significant, reverse réase
agreements and repurchase agreements are catdgarizevel 3 of the fair value hierarchy; otherwise
they are categorized in Level 2 of the fair valigrdrchy.

The following fair value hierarchy table presemformation about the Company’s assets and liadsliti

measured at fair value on a recurring basis at bee 31, 2011. See Note 2 for a discussion of the
Company'’s policies regarding the fair value hiehngrc
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Assets and Liabilities Measured at Fair Value on &ecurring Basis at December 31, 2011

Quoted
Prices
in Active Counter-
Markets for Significant Significant party and
Identical Observable Unobservable Cash Balance at
Assets Inputs Inputs Collateral December 31,
(Level 1) (Level 2) (Level 3) Netting 2011
Assets
Financial instruments owned:
U.S. government and agency securities:
U.S. Treasury securities $ 36,351,89 $ 89( $ $ 36,352,787
U.S. agency securities 4,236,950 20,113,925 - - 24,350,875
Total U.S. government and agency
securities 40,588,847 20,114,815 - - 60,703,662
Other sovereign government obligations 2,426,928 994,210 118,099 - 3,539,237
Corporate and other debt:
State and municipal securities - 1,725,744 990 - 1,726,734
Residential mortgage-backed securities - 954,788 137,717 - 1,092,505
Commercial mortgage-backed securitie: - 1,491,784 79,140 - 1,570,924
Asset-backed securities - 794,379 28,459 - 822,838
Corporate bonds - 7,173,615 236,673 - 7,410,288
Collateralized debt obligations - 383,181 834,966 - 1,218,147
Loans and lending commitments - 31,450 21,456 - 52,906
Other debt - 439,766 1,243 - 441,009
Total corporate and other debt - 12,994,707 1,340,644 - 14,335,351
Corporate equiti¢8 11,264,86¢ 528,380 80,841 - 11,874,089
Derivative and other contracts:
Interest rate contracts 1,200,182 20,462 440 - 1,221,084
Credit contracts - 4,607,021 - - 4,607,021
Foreign exchange contracts - 14,865,373 - - 14,865,373
Equity contracts 308,302 5,305,841 91,788 - 5,705,931
Other - 5,834 - - 5,834
Netting? (945,725) (18,264,808) (5) (3,100,835) (22,311,373)
Total derivative and other contra 562,75¢ 6,539,72. 92,22: (3,100,83¢ 4,093,87!
Investments - 30,237 190,396 - 220,633
Total financial instruments owned 54,843,402 41,202,072 1,822,203 (3,100,835) 94,766,842
Securities received as collateral 12,103,58¢ 124,800 3 - 12,228,388
Securities purchased under agreements t
resell - 111,922 - - 111,922

™ The Company holds or sells short for trading puegasquity securities issued by entities in divérdastries and of varying size.

@ For positions with the same counterparty that coess the levels of the fair value hierarchy, botlinterparty netting and cash
collateral netting are included in the column titiCounterparty and Cash Collateral Netting.” Foniracts with the same counterparty,
counterparty netting among positions classifiechinithe same level is included within that levedr Further information on derivative

instruments, see Note 9.
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Quoted Prices

in Active Counter-
Markets for Significant Significant party and
Identical Observable Unobservable Cash Balance at
Assets Inputs Inputs Collateral December 31,
(Level 1) (Level 2) (Level 3) Netting 2011
Liabilities:
Other short-term borrowings $ $ 1,641,39: $ $ $ 1,641,397
Financial instruments sold, not yet
purchased:
U.S. government and agency securities:
U.S. Treasury securities 14,359,29¢ - - - 14,359,299
U.S. agency securities 1,734,101 105,563 - - 1,839,664
Total U.S. government and agency
securities 16,093,40C 105,563 - - 16,198,963
Other sovereign government obligations 845,009 298,669 7,771 - 1,151,449
Corporate and other debt:
Commercial mortgage-backed securitie: - 409 - - 409
Corporate bonds - 2,839,468 4,696 - 2,844,164
Otherdeb - 24E 7,67¢ - 7,921
Total corporate and other debt - 2,840,122 12,372 - 2,852,494
Corporate equitié? 6,131,29! 40¢ 181 - 6,131,88.
Derivative and other contracts:
Interest rate contracts 1,345,715 19,990 - - 1,365,705
Credt contract - 3,285,75! - - 3,285,75!
Foreign exchange contracts - 14,966,954 - - 14,966,954
Equity contracts 477,752 5,483,163 396,013 - 6,356,928
Other - 2,014 - - 2,014
Netting? (945,725) (18,264,808 (5) (250,792) (19,461,330)
Total derivative and other contracts 877,742 5,493,063 396,008 (250,792) 6,516,021
Total financial instruments sold, not yet
purchased 23,947 ,44¢ 8,737,825 416,332 (250,792) 32,850,811
Obligation to return securities received as
collateral 15,239,45¢ 124,800 3 - 15,364,262
Securities sold under agreements to
repurchase - 8,178 339,537 - 347,715
Other secured financin - 236,19: 35,89t - 272,08

@ The Company holds or sells short for trading puesaquity securities issued by entities in divérdastries and of varying size.

@ For positions with the same counterparty that cosss the levels of the fair value hierarchy, bathinterparty netting and

cash collateral netting are included in the colutitied “Counterparty and Cash Collateral Nettindzbr contracts with the same
counterparty, counterparty netting among positidassified within the same level is included witlfirat level. For further information on

derivative instruments and hedging activities, Nete 9.

Transfers Between Level 1 and Level 2 During 2011

For assets and liabilities that were transferrevéen Level 1 and Level 2 durir®)11, fair values are
ascribed as if the assets or liabilities had besmsterred as of January2011

Financial instruments owned—Derivative and othentcacts and Financial instruments sold, not yet
purchased—Derivative and other contradiring 2011, the Company reclassified approxinyatel
$565,650 of derivative assets and approximatel B &5 of derivative liabilities from Level 1 to Leh2

as these listed derivatives became less activadigtt.
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Financial instruments owned — Corporate and othadstd

During 2011, the Company reclassified approximat&l$4,935 of certain Corporate and other debt,
primarily CDOs, from Level 3 to Level 2. The Compasclassified these CDOs as external prices and/or
spread inputs for these instruments became obderealn certain unobservable inputs were deemed
insignificant to the overall measurement.

The Company also reclassified approximately $90d@f6€ertain Corporate and other debt from Level 2
to Level 3. The reclassifications were primariliated to CDOs and were generally due to a redudtion
market price quotations for these or comparabl&unmsents, or a lack of available broker quoteshsuc
that unobservable inputs had to be utilized forfétievalue measurement of these instruments.

Fair Value of Investments that Calculate Net Assétalue (“NAV”)

The following table presents information about @@mpany’'s investments in private equity funds and
hedge funds measured at fair value based on NADemember 31, 2011. There were no unfunded
commitments at December 31, 2011.

Fair Value
Private equity func $ 9,14
Real estate funds 44
Hedge fund?d”
Long-short equity hedge funds 6,828
Multi-strategy hedge fun 23,40¢
Total $ 39,423

@ Long -short equity hedge funds and multi-strateggide funds are redeemable at least on a quartesiy.bThe notice period for both
long-short equity hedge funds and multi-strategygesfunds is primarily within 90 days.

Private Equity Funds

Amount includes several private equity funds thaspe multiple strategies including leveraged btsjou
venture capital, infrastructure growth capital tidissed investments and mezzanine capital. Iniaddit
the funds may be structured with a focus on specfimestic or foreign geographic regions. These
investments are generally not redeemable with tinel. Instead, the nature of the investments B thi
category is that distributions are received throtighliquidation of the underlying assets of theduAt
December 31, 2011, it is estimated that 100% ofdirevalue of the funds will be liquidated in thext
five to ten years.

Hedge Funds

Investments in hedge funds may be subject to inpgaiod lock-up restrictions or gates. A hedgedfun
lock-up provision is a provision that provides thadiiring a certain initial period, an investor nragt
make a withdrawal from the fund. The purpose ofteds to restrict the level of redemptions that an
investor in a particular hedge fund can demandnyrredemption date.

Long-short Equity Hedge Funds

Amount includes investments in hedge funds thagshvlong or short, in equities. Equity value and
growth hedge funds purchase stocks perceived tarakervalued and sell stocks perceived to be
overvalued. None of the investments in this catggan be redeemed currently because the investments
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include certain initial period lock-up restrictioniBhe restriction period for 100% of these invegitae
subject to lock-up restrictions ranged from twaliee years at December 31, 2011.

Multi-strategy Hedge Funds

Amount includes investments in hedge funds thasymimultiple strategies to realize short- and long-
term gains. Management of the hedge funds has lihigy 20 overweight or underweight different
strategies to best capitalize on current investnogpiortunities. At December 31, 2011, none of the
investments in this category are subject to injigiod lock-up restrictions or exit restrictions.

Financial Instruments Not Measured at Fair Value

Some of the Company’s financial instruments are measured at fair value on a recurring basis but
nevertheless are recorded at amounts that appriexiisia value due to their liquid or short-term urat
Such financial assets and financial liabilitiesluge: Cash and cash equivalents, Cash depositéd wit
clearing organizations or segregated under fedmmdl other regulations or requirements, Securities
purchased under agreements to resell, Securitiesvioed, certain Securities sold under agreements to
repurchase, Securities loaned, Receivables-CustpniReceivables-Brokers, dealers and clearing
organizations, Payables-Customers, Payables-Bro#teeders and clearing organizations, certain Short
term borrowings and certain Other secured finarging

Note 4 - Collateralized Transactions

The Company enters into reverse repurchase agrégmepurchase agreements, securities borrowed and
securities loaned transactions to, among othegshiacquire securities to cover short positionssaitle
other securities obligations, to accommodate custshmeeds and to finance the Company’s inventory
positions. The Company’s policy is generally toetghossession of Securities received as collateral,
Securities purchased under agreements to reselSeaadrities borrowed. The Company manages credit
exposure arising from reverse repurchase agreeymemigrchase agreements, securities borrowed and
securities loaned transactions by, in appropria®imstances, entering into master netting agretmen
and collateral arrangements with counterparties phavide the Company, in the event of a customer
default, the right to liquidate collateral and tight to offset a counterparty’s rights and obligas. The
Company also monitors the fair value of the undeg\securities as compared with the related rebégva

or payable, including accrued interest, and, agessary, requests additional collateral to ensuch su
transactions are adequately collateralized. Whemma&d appropriate, the Company’'s agreements with
third parties specify its rights to request additibcollateral.

The Company also engages in securities financiagsgctions for customers through margin lending.
Under these agreements and transactions, the Cgnajither receives or provides collateral, including
U.S. government and agency securities, other sigregevernment obligations, corporate and othet,deb
and corporate equities. Customer receivables gatkefrom margin lending activity are collateratizsy
customer-owned securities held by the Company. Cbmpany monitors required margin levels and
established credit limits daily and, pursuant tohsguidelines, requires customers to deposit amiiti
collateral, or reduce positions, when necessary.

Other secured financings include the liabilitielsied to transfers of financial assets that arewted for

as financings rather than sales, consolidated Wiiere the Company is deemed to be the primary
beneficiary, and certain equity-linked notes anueptsecured borrowings. These liabilities are galyer
payable from the cash flows of the related ass®tseted for as Financial instruments owned (see Blo
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The Company pledges its financial instruments owtaedollateralize repurchase agreements and other
securities financings. Pledged financial instruraghat can be sold or repledged by the securey peet
identified as Financial instruments owned (pledgmdarious parties) in the consolidated statemént o
financial condition. The carrying value and classifion of financial instruments owned by the Compa
that have been loaned or pledged to counterpavtiese those counterparties do not have the rigb¢lto

or repledge the collateral as of December 31, 204rk as follows:

Financial instruments owned:
U.S. government and agency securiti $ 9,070,263

Corporate and other debt 12,590,417
Corporate equities 20,337,642
Total $ 41,998,322

The Company receives collateral in the form of sées in connection with reverse repurchase
agreements, securities borrowed and derivativesaictions, and customer margin loans. In many cases,
the Company is permitted to sell or repledge thesmurities held as collateral and use the secititie
secure repurchase agreements, to enter into sesuehding and derivative transactions or forcly

to counterparties to cover short positions. The @amy additionally receives securities as collataral
connection with certain securities-for-securitiesnsactions in which the Company is the lender. In
instances where the Company is permitted to selepledge these securities, the Company reports the
fair value of the collateral received and the elabbligation to return the collateral in the cditsded
statement of financial condition. At December 3112, the fair value of financial instruments reegias
collateral where the Company is permitted to seliepledge the securities was $327,542,544, and the
fair value of the portion that had been sold otedged was $221,782,692.

The Company is subject to concentration risk bydimgl large positions in certain types of securites
commitments to purchase securities of a singleeis$ucluding sovereign governments and otherieatit
issuers located in a particular country or geodi@plea, public and private issuers involving depeig
countries, or issuers engaged in a particular imgu§inancial instruments owned by the Company
include U.S. government and agency securities, whitthe aggregate, represented approximately 17%
of the Company’s total assets at December 31, 2@ldddition, substantially all of the collaterallt by

the Company for reverse repurchase agreements wdsbborrowed, which together represented
approximately 33% of the Company’s total asset®etember 31, 2011, consist of securities issued by
the U.S. government, federal agencies or otherrsae government obligations. Positions taken and
commitments made by the Company, including postidaken and underwriting and financing
commitments made in connection with its private iggprincipal investment and lending activities,
often involve substantial amounts and significaqosure to individual issuers and businesses, dlivodu
non-investment grade issuers.

As of December 31, 2011, cash and securities d508#9725 and $15,099,309, respectively, were
deposited with clearing organizations or segregateter federal and other regulations or requirement
Securities deposited with clearing organizationssegregated under federal and other regulations or
requirements are sourced from reverse repurchaseragnts and Financial instruments owned in the
consolidated statement of financial condition.
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Note 5 — Variable Interest Entities and Securitizabn Activities

The Company is involved with various special pugpestities (“SPESs”) in the normal course of busines
In most cases, these entities are deemed to be VIES

The Company applies accounting guidance for codatidin of VIES to certain entities in which equity
investors do not have characteristics of a comglfinancial interest. Entities that previously tntiee
criteria as qualifying SPEs that were not subjeatdnsolidation prior to January 1, 2010 becamgestib
to the consolidation requirements on that date.lUgog entities subject to the FASB’s deferral for
certain interests in money market funds, in investntompanies or in entities qualifying for accdnmt
purposes as investment companies, the primary ioeargfof a VIE is the party that both (1) has the
power to direct the activities of a VIE that moiginificantly affect the VIE's economic performanaed
(2) has an obligation to absorb losses or the figlteceive benefits that in either case could miaiy

be significant to the VIE. The Company consolidaesties of which it is the primary beneficiary.

The Company’s variable interests in VIEs includétdend equity interests, commitments, guarantees,
derivative instruments and certain fees. The Colyipanvolvement with VIEs arises primarily from:

 Interests purchased in connection with marketintpland retained interests held as a result of
securitization activities including re-securitizatitransactions.

» Residual interests retained in connection witmitipal bond securitizations.

 Structuring of credit-linked notes (“CLN") or ath asset-repackaged notes designed to meet the
investment objectives of clients.

The Company determines whether it is the primanefieiary of a VIE upon its initial involvement it

the VIE and reassesses whether it is the primamgfi@ary on an ongoing basis as long as it has any
continuing involvement with the VIE. This deterntiioa is based upon an analysis of the design of the
VIE, including the VIE’s structure and activitighe power to make significant economic decisiorld he
by the Company and by other parties, and the Variaterests owned by the Company and other parties

The power to make the most significant economidsitets may take a number of different forms in
different types of VIEs. The Company considers isarg or collateral management decisions as
representing the power to make the most significeetnomic decisions in transactions such as
securitizations or CDOs. As a result, the Compaagsdnot consolidate securitizations or CDOs for
which it does not act as the servicer or collaterahager unless it holds certain other rights pace the
servicer or collateral manager or to require thaitlation of the entity. If the Company servesewviser

or collateral manager, or has certain other rigtgscribed in the previous sentence, the Company
analyzes the interests in the VIE that it holds andsolidates only those VIEs for which it holds a
potentially significant interest.

The structure of securitization vehicles and CDfasdziven by several parties, including loan sélein
securitization transactions, the collateral mandgess CDO, one or more rating agencies, a financial
guarantor in some transactions and the undervgjtef( the transactions, who serve to reflect specif
investor demand. In addition, subordinate investamsh as the “B-piece” buyer in commercial mortgag
backed securitizations or equity investors in CDEm) influence whether specific loans are excluded
from a CMBS transaction or investment criteria iGRO.

For many transactions, such as re-securitizatianstictions, CLNs and other asset-repackaged notes,
there are no significant economic decisions mademrongoing basis. In these cases, the Company
focuses its analysis on decisions made prior tarttial closing of the transaction and at the tieration

of the transaction. Based upon factors, which ihelan analysis of the nature of the assets, inwudi
whether the assets were issued in a transactionsspd by the Company and the extent of the
information available to the Company and to investthe number, nature and involvement of investors
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other rights held by the Company and investors,sthadardization of the legal documentation and the
level of the continuing involvement by the Compaimgluding the amount and type of interests owned
by the Company and by other investors, the Compmamcluded in most of these transactions that
decisions made prior to the initial closing werargldl between the Company and the initial invesiidrs.
Company focused its control decision on any righidhby the Company or investors related to the
termination of the VIE. Most re-securitization teagtions, CLNs and other asset-repackaged notes hav
no such termination rights.

The Company accounts for the assets held by théesnprimarily in Financial instruments owned and
the liabilities of the entities as Other securedaficings in the consolidated statement of financial
condition. The assets and liabilities are measatddir value.

The following table presents information at Decemi3d, 2011 about VIEs that the Company
consolidates. Consolidated VIE assets and liatsliire presented after intercompany eliminations an
include assets financed on a non-recourse basis.

At December 31, 201

Mortgage and Collateralized

Asset-backed Debt

Securitizations Obligations Other
VIE asset $ 21,45¢ % 69,25’ $ 4,01t
VIE liabilities $ 19,35( % 35,89¢ $ -

The Company has no additional maximum exposuredsels on assets not recognized in its consolidated
statement of financial condition as of December2giL,1.

The following table presents information about @&rnon-consolidated VIEs in which the Company had
variable interests at December 31, 2011. The tatttudes all VIEs in which the Company has

determined that its maximum exposure to loss istgrethan specific thresholds or meets certainrothe
criteria. Most of the VIEs included in the tablddwe are sponsored by unrelated parties; the Conipany
involvement generally is the result of the Comparsgcondary market-making activities.

At December 31, 2011

Municipal
Mortgage and Collateralized Tender
Asset-backed Debt Option
Securitizations Obligations Bonds Other
VIE assets that the Company does not
consolidate (unpaid principal balarite) $ 111,282,63: $ 3,289,354 $ 663,950 $ 21,731,385
Total maximum exposure to loss:
Debt and equity interes.............c.cccvvieren $ 3,183,901 $ 434,578 $ 200,625 $ 346,159
Total carrying value of exposure to loss—Asse
Debt and equity intere$ts..........c..coocovvvvence $ 3,183,901 $ 434,578 $ 200,625 $ 346,159

@ Mortgage and asset-backed securitizations inclufieagsets as follows: $5,642,831 of residentialtgaayes; $76,794,951 of commercial
mortgages; $19,270,104 of U.S. agency collatemlimertgage obligations; and $9,574,751 of othesaorer or commercial loans.

@ Mortgage and asset-backed securitizations incluéiedgbt and equity interests as follows: $417,9P¢sidential mortgages; $865,085 of
commercial mortgages; $1,583,932 of U.S. agenchateohlized mortgage obligations; and $316,960 tbéloconsumer or commercial
loans.

The Company’'s maximum exposure to loss does ndudecthe offsetting benefit of any financial
instruments that the Company may utilize to hedhgse risks associated with the Company’s variable
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interests. In addition, the Company’'s maximum expe to loss is not reduced by the amount of
collateral held as part of a transaction with tH& ér any party to the VIE directly against a sfieci
exposure to loss.

Securitization transactions generally involve VIBsimarily as a result of its secondary market-mgki
activities, the Company owned additional securitissued by securitization SPEs for which the
maximum exposure to loss is less than specificsttolels. These additional securities totaled $22882,

at December 31, 2011. These securities were aith@ined in connection with transfers of assetshiey
Company or acquired in connection with secondaryketamaking activities. Securities issued by
securitization SPEs consist of $635,398 of seasrittacked primarily by residential mortgage loans,
$627,797 of securities backed by U.S. agency eslifized mortgage obligations, $669,447 of se@giti
backed by commercial mortgage loans, $424,819afrgees backed by collateralized debt obligations
collateralized loan obligations and $324,837 backgdother consumer loans, such as credit card
receivables, automobile loans and student loans.Cdmpany’s primary risk exposure is to the seiesrit
issued by the SPE owned by the Company, with thle highest on the most subordinate class of
beneficial interests. These securities generadhyirazluded in Financial instruments owned-Corpoeate
other debt and are measured at fair value. The @oyndoes not provide additional support in these
transactions through contractual facilities, susHiguidity facilities, guarantees, or similar dexiives.
The Company’s maximum exposure to loss generalilsghe fair value of the securities owned.

The Company’s transactions with VIEs primarily indés securitizations, municipal tender option bond
trusts, credit protection purchased through CLN%] aollateralized loan and debt obligations. Such
activities are further described below.

Securitization Activities

In a securitization transaction, the Company trenssfassets (generally commercial or residential
mortgage securities or U.S. agency securitieshtS8RE, sells to investors most of the benefici@rasts,
such as notes or certificates, issued by the SREjnamany cases retains other beneficial interdsts
purchase of the transferred assets by the SPEaisded through the sale of these interests.

The primary risk retained by the Company in conieactvith these transactions generally is limitedhte
beneficial interests issued by the SPE that areedviny the Company, with the risk highest on thetmos
subordinate class of beneficial interests. Theseefidal interests generally are included in Firiahc
instruments owned - Corporate and other debt aedresasured at fair value. The Company does not
provide additional support in these transactiomsugh contractual facilities, such as liquidity ifaies,
guarantees or similar derivatives.

Although not obligated, the Company generally makasarket in the securities issued by SPEs in these
transactions. As a market maker, the Company oftebsly these securities from, and sell these gaxur

to, investors. Securities purchased through theaekettmaking activities are not considered to be
retained interests, although these beneficial @stsr generally are included in Financial instrument
owned - Corporate and other debt and are meastfail @alue.

Municipal Tender Option Bond Trusts

In a municipal tender option bond transaction, Gtmnpany, generally on behalf of a client, transters
municipal bond to a trust. The trust issues shartitsecurities that the Company, as the remarketing
agent, sells to investors. The client retains alued interest. The short-term securities are sttppdyy a
liquidity facility pursuant to which the investomsay put their short-term interests. In some programn
affiliate of the Company provides this liquiditycility; in most programs, a third-party providerliwi
provide such liquidity facility. The Company mayrphiase short-term securities in its role as remude
agent. The client can generally terminate the &retin at any time. The liquidity provider can gexilg
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terminate the transaction upon the occurrence hioeevents. When the transaction is terminateel, t
municipal bond is generally sold or returned to ¢hient. Any losses suffered by the liquidity proer
upon the sale of the bond are the responsibilitthefclient. This obligation generally is collatérad.
Liquidity facilities provided to municipal tendeption bond trusts generally are provided by affdgof
the Company. The Company consolidates any munitégpaer option bond trusts in which it holds the
residual interest. No such trust was consolidatddecember 31, 2011.

Credit Linked Notes

In a CLN transaction, the Company transfers aqgetserally high quality securities or money market
investments) to an SPE. An affiliate of the Companters into a derivative transaction in which $irRE
writes protection on an unrelated reference agsgtaup of assets, through a credit default swapfa
return swap or similar instrument, and the Compseils to investors the securities issued by the. 8PE
some transactions, an affiliate of the Company elag enter into interest rate or currency swapk thie
SPE. Upon the occurrence of a credit event relatdtie reference asset, the SPE will deliver cenédt
securities as the payment to the affiliate of tllenPany that serves as the derivative counterp@htyse
transactions are designed to provide investors @iffosure to certain credit risk on the referersset

In some transactions, the assets and liabilitieh®fSPE are recognized in the Company’s conselidat
financial statements. In other transactions, thegfer of the collateral securities is accountecfoa sale
of assets, and the SPE is not consolidated. Thetgte of the transaction determines the accounting
treatment. CLNs are included in Other in the abé\etables.

The derivatives in CLN transactions consist ofltotturn swaps, credit default swaps or similartcasts
in which the Company has purchased protection mfesence asset or group of assets. Payments by the
SPE are collateralized.

Collateralized Loan and Debt Obligations

A collateralized loan obligation (“CLO") or a CD® an SPE that purchases a pool of assets, cogsistin
of corporate loans, corporate bonds, asset-backedrises or synthetic exposures on similar assets
through derivatives, and issues multiple tranctiekebt and equity securities to investors.
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Transfers of Assetswith Continuing I nvolvement

The following table presents information at DecemBg, 2011 regarding transactions with SPEs in
which the Company, acting as principal, transferieencial assets with continuing involvement and
received sales treatment.

At December 31, 2011

U.S. Agency
Residential Commercial Collateralized Credit
Mortgage Mortgage Mortgage Linked Notes
Loans Loans Obligations and Other
SPE assets (unpaid principal balafite) $ 1,431,031 $ 3,764,568 $ 33,408,704 $ 1,617,678
Retained interests (fair value):
Investment grade $ - $ - $ 1,151,269 $ -
Non-investment grade 31,360 - - -
Total retained interests (fair value) $ 31,360 $ - $ 1,151,269 $ -
Interests purchased in the secondary market (&urey:
Investment grade $ 9,270 $ 37,710 $ 19,554 $ -
Non-investment grade 63,654 652 - 1,435
Total interests purchased in the secondary market
(fair value) $ 72,92« $ 38,36 $ 19,55¢ $ 1,43¢

®Amounts include assets transferred by unrelatetfeaors.
At December 31, 2011

Level 1 Level 2 Level 3 Total
Retained interests (fair value):
Investment grade $ - $ 1,151,26¢ $ - $ 1,151,269

Non-investment grade - 6,229 25,131 31,360
Total retained interests (fair value) $ - $ 1,157,49€ $ 25,131 $ 1,182,629
Interests purchased in the secondary market (&urey:

Investment grade $ - $ 66,534 $ - $ 66,534

Non-investment grade - 32,243 33,498 65,741
Total interests purchased in the secondary market

(fair value) $ - $ 98,777 $ 33,498 $ 132,275

Transferred assets are carried at fair value poisecuritization. The Company may act as undeswot

the beneficial interests issued by securitizati@hicles. The Company may retain interests in the
securitized financial assets as one or more trancfighe securitization. These retained interests a
included in the consolidated statement of financialdition at fair value.

Failed Sales

In order to be treated as a sale of assets fouatiog purposes, a transaction must meet all ottheria
stipulated in the accounting guidance for the tfiemaf financial assets. If the transfer fails teehthese
criteria, that transfer of financial assets istedaas a failed sale. In such case, the Compartinces to
recognize the assets in Financial instruments owmed the Company recognizes the associated
liabilities in Other secured financings in the caitated statement of financial condition.
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The assets transferred to many unconsolidated MIEansactions accounted for as failed sales damo
removed unilaterally by the Company and are notegaly available to the Company. The related
liabilities issued by many unconsolidated VIEs aoa-recourse to the Company. In certain otherdaile
sale transactions, the Company has the unilategyiad to remove assets or provide additional reaurs
through derivatives such as total return swaps;agtees or other forms of involvement.

The following table presents information about taerying value of assets and liabilities resultirgm
transfers of financial assets treated by the Comparsecured financings at December 31, 2011:

Credit-
Linked Notes Other
Assets - Fair value $ 231,200 $ 29,201

Other secured financings - Fairvall $ 187,643 $ 29,201

Note 6 — Goodwill

The Company tests goodwill for impairment on anuatrbasis and on an interim basis when certain
events or circumstances exist. The Company testanipairment at the reporting unit level. Goodwill
impairment is determined by comparing the estim#éé@dvalue of a reporting unit with its respective
carrying value. If the estimated fair value excettdscarrying value, goodwill at the reporting ueitel

is not deemed to be impaired. If the estimated Value is below carrying value, however, further
analysis is required to determine the amount ofitiairment. Additionally, if the carrying value af
reporting unit is zero or a negative value and determined that it is more likely than not thedwill is
impaired, further analysis is required. The este@datalue of the reporting unit is derived based on
valuation techniques the Company believes markgicfEants would use for the reporting unit.

The estimated fair value of the reporting unit Bnegrally determined utilizing methodologies that
incorporate price-to-book and price-to-earnings tiplels of certain comparable companies. The
Company also utilizes a discounted cash flow meatlomy for its reporting unit. The Company

completed its annual goodwill impairment testingp&duly 1, 2011, which did not indicate any gooltiwi

impairment.

Changes in the carrying amount of the Company'sigdbfor the year ended December 31, 2011 were
as follows:

Goodwill at December 31, 2010 $ 153,042
Goodwill transferred during the ye (6,300)
Goodwill at December 31, 2011 $ 146,742

Note 7 — Short-Term Borrowings and Other Secured Fiancings

Short-term Borrowings

Short-term borrowings from affiliates are unsecurbdar interest at prevailing market rates and are
payable on demand. Such balances consist prinwrihtercompany funding from the Ultimate Parent as
well as other intercompany payables which settléhian normal course of business. Other short-term
borrowings consist of cash overdrafts and othemtdleom borrowings with affiliates with varying
maturities of 12 months or less.
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Other Secured Financings

Other secured financings include the liabilitiekted to transfers of financial assets that areaued

for as financings rather than sales, consolidatiesWhere the Company is deemed to be the primary
beneficiary, certain equity-linked notes and otsecured borrowings. See Note 5 for further inforamat

on other secured financings related to variabler@dt entities and securitization activities.

The Company'’s other secured financings consistédeofollowing at December 31, 2011:

Secured financings with original maturities gredlben one year $ 2,561,727
Failed sales, at fair vali@ 216,845
Total $ 2,778,572

@ For more information on failed sales, see Note 5.

Maturitiesand Terms: Secured financings with original maturities gredlban one year at December 31,
2011 consisted of the following:

Variable
Fixed Rate RateY@ Total
Due in 2012 $ - 3 - $ -
Due in 2013 2,500,000 - 2,500,000
Due in 2014 - - -
Due in 2015 - - -
Due in 2016 - - -
Thereatfter 6,483 55,244 61,727
Total $ 2,506,483 $ 55,244 $ 2,561,727
Weighted avera( coupon
rate at period-end 1.4% 1.7% 1.4%

@ variable rate borrowings bear interest based wariety of indices including LIBOR.
@ Amounts include borrowings that are index-linked
©® Weighted average coupon was calculated utilizirf§. ihterest rates.

Maturitiesand Terms: Failed sales consisted of the following at Decem®ie 2011.:

Due in 2012 $ 19,315
Due in 2013 131,581
Due in 2014 4,985
Due in 2015 12,746
Due in 2016 33,687
Thereafter 14,531

Total $ 216,845

Note 8 - Subordinated Liabilities

Subordinated liabilities consist of a Cash Subatiom Agreement, a Subordinated Revolving Credit
Agreement with the Ultimate Parent and a Subordioh&denture (“Indenture”) with J.P. Morgan Trust
Company, N.A., as trustee, dated September 12, Ho@Mmodified on November 28, 1995 and April 24,
1997.
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The Indenture is comprised of a subordinated rieéeies F which contains restrictive covenants which
require, among other things, that the Company raminépecified levels of Consolidated Tangible Net
Worth and Net Capital, each as defined. As of Ddim31, 2011, the Company was in compliance with
all restrictive covenants. The maturity dates, riggé rates, par value and fair value of the subatdil
notes as of December 31, 2011 are as follows:

Maturity Interest
Subordinated Note! Date Rate Par Value Fair Value
Cash {ubordination Agreeme April 30, 201" 6.55% $ 2,500,00! $ 2,552,38:
Subordinated Revolving Credit Agreen April 30, 201" 0.97% 7,500,001 6,150,191
Subordinated Indenture June 1, 2016 7.82% 25,000 26,817
Total $ 10,025,00 $ 8,729,39.

Note 9 - Derivative Instruments

The Company trades, makes markets and takes paprigositions globally in listed futures, OTC
swaps, forwards, options and other derivativesreeféng, among other things, interest rates, caresn
investment grade and non-investment grade corporatéts, bonds, U.S. and other sovereign secsyritie
emerging market bonds, credit indices, ABS indiggsperty indices, and mortgage-related and other
ABS. The Company uses these instruments for tradiimgign currency exposure management and asset
and liability management.

The Company manages its trading positions by enmpdog variety of risk mitigation strategies. These
strategies include diversification of risk exposuaad hedging. Hedging activities consist of thelpase

or sale of positions in related securities andrfai@ instruments, including a variety of derivativ
products €.g, futures, forwards, swaps and options). The Commpaanages the market risk associated
with its trading activities on a Company-wide basia a worldwide trading division level and on an
individual product basis.

In connection with its derivative activities, th@@pany generally enters into master netting agragme
and collateral arrangements with counterpartieges@ragreements provide the Company with the ability
to offset a counterparty’s rights and obligatiomegjuest additional collateral when necessary aidi&te

the collateral in the event of counterparty default
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The following table summarizes the fair value ofidiive instruments not designated as accounting
hedges by type of derivative contract on a grosishat December 31, 2011. Fair values of derivative
contracts in an asset position are included in réi@ instruments owned - Derivative and other
contracts. Fair values of derivative contracts iiahility position are reflected in Financial instinents
sold, not yet purchased - Derivative and other remts.

Assets Liabilities
Fair Value Notional Fair Value Notional

Derivatives not designated

as accounting hedg#s:
Interest rate contracts $ 1,221,084 $ 147,381,34C $ 1,365,705 $ 155,221,943
Credit contracts 4,607,021 19,718,049 3,285,750 16,576,803
Foreign exchange contracts 14,865,373 564,613,237 14,966,954 550,707,625
Equity contracts 5,705,931 117,464,523 6,356,928 110,030,805
Other 5,834 182,616 2,014 1,144,466
Total derivatives not designate

as accounting hedges 26,405,243 849,359,765 25,977,351 833,681,642
Counterparty netting (19,210,538) - (19,210,538) -
Cash collateral netting (3,100,835) - (250,792) -
Total derivatives $ 4,093,870 $ 849,359,76E $ 6,516,021 $ 833,681,642

@ Notional amounts include net notionals related dagl and short futures contracts of approximately037,360 and $4,447,424,

respectively. The variation margin on these figucentracts (excluded from the table above) of 3%2.and $74,924, is included in
Receivables - brokers, dealers and clearing orgtoirs and Payables - brokers, dealers and cleargmnizations, respectively, on the
consolidated statement of financial condition.

Credit Derivatives and Other Credit Contracts

The Company enters into credit derivatives, prialtjpthrough credit default swaps, under which it
receives or provides protection against the risttedfult on a set of debt obligations issued byexidied
reference entity or entities. A majority of the Qmany’s counterparties are banks, broker-dealeis, an
other financial institutions. The table below sumixes certain information regarding protection sold
through credit default swaps and other credit @m$érat December 31, 2011:

Protection Solc

Maximum Potential Payout/Notional Fair Value
Years to Maturity (Asset)/
Credit ratings of the reference Lessthan Liability
obligatior 1 1-3 35 Over 5 Total D)
Index and basket credit default
swaps®
AA $ -8 - $ - $ 3,121,266 $ 3,121,26t $ 216,141
BBB - 235,584 4,221,43C 404,250 4,861,264 74,167
Non-investment grac - 24,03¢ 3,163.03 5,407,21 8,594,27. 2,939,64.
Total credit default swaps sold $ - $ 259,617 $7,384,46C $ 8,932,727 $ 16,576,80¢ $ 3,229,950
Other credit contracfe® 21,94z _ 671,391 112.44C _ 1,245.24: 2,051,01! (534,866)
Total credit derivatives and other
credit contracts $ 2194 $ 931,00 $7,496,90 $10,17796 $ 18,627,81 $2,695,08

@ Fair value amounts are shown on a gross basistpraash collateral or counterparty netting.

@ Fair value amounts of certain credit default swapgre the Company sold protection have an asssfira value because credit spreads of the
underlying reference entity or entities tighteneding the terms of the contracts.

®  Credit ratings are calculated internally.

@ Other credit contracts include CLNs, CDOs and itdfault swaps that are considered hybrid insewts

®  Fair value amount shown represents the fair vafuke hybrid instruments.
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Index and Basket Credit Default Swapsdex and basket credit default swaps are cdefault swaps
that reference multiple names through underlyingkbts or portfolios of single name credit default
swaps. Generally, in the event of a default onafrtee underlying names, the Company will havedy p

a pro rata portion of the total notional amountted credit default index or basket contract. Ineoreb
provide an indication of the current payment statuperformance risk of these credit default swéps,
weighted average external credit ratings of theedgihg reference entities comprising the basket or
index were calculated and disclosed.

When external credit ratings are not availableditreatings were determined based upon an internal
methodology.

Credit Protection Sold through CLNs and CD@ke Company has invested in CLNs and CDOs, which
are hybrid instruments containing embedded dexigatiin which credit protection has been sold @ th
issuer of the note. If there is a credit event oéference entity underlying the instrument, thegpal
balance of the note may not be repaid in full ®@ompany.

Purchased Credit Protectiowith Identical Underlying Reference Obligatiof@r non-tranched index
and basket credit default swaps, the Company hashased protection with a notional amount of
$16,782,269, compared with a notional amount of, 884,725 of credit protection sold with identical
underlying reference obligations. In order to idfgnpurchased protection with the same underlying
reference obligations, the notional amount for vidlial reference obligations within non-tranched
indices and baskets was determined on a pro raia Aad matched off against non-tranched index and
basket credit default swaps where credit protecticas sold with identical underlying reference
obligations.

The purchase of credit protection does not reptdbersole manner in which the Company risk manages
its exposure to credit derivatives. The Company ages its exposure to these derivative contracts
through a variety of risk mitigation strategies,iethinclude managing the credit and correlatiok ris
across non-tranched indices and baskets, and aastiops. Aggregate market risk limits have been
established for credit derivatives, and market msdasures are routinely monitored against thesigslim
The Company may also recover amounts on the undgriseference obligation delivered to the
Company under credit default swaps where credieption was sold.

Note 10 — Commitments, Guarantees and Contingencies

Letters of Credit

The Company has the ability to issue letters oflicnehich are primarily used to provide collatefat
securities and commodities borrowed and to satiafyous margin requirements in lieu of depositing
cash or securities with these counterparties. ABafember 31, 2011, the Company did not have any
outstanding letters of credit.
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Premises and Equipment

The Company has non-cancelable operating leasesiogyremises and equipment, of which $821,308
are with affiliates. At December 31, 2011, futurmimum rental commitments under such leases (net of
subleases, principally on office rentals) werecdieWws:

Fiscal Year Gross Amount Sublease Income Net Amount
2012 $ 173,287 $ 2,612 $ 170,675
2013 144,03E 1,049 142,986
2014 121,99¢€ 698 121,298
2015 80,924 472 80,452
2016 71,934 479 71,455

Thereafter 229,132 540 228,592
Total $ 821,308 $ 5,850 $ 815,458

Included in the table above are $1,568 of futuraimiim rental commitments (net of actual sublease
income) related to closed or downsized offices aondport space for which the present value was
included in the restructuring charges.

Securities Activities

Financial instruments sold, not yet purchased ssreobligations of the Company to deliver spedifie
financial instruments at contracted prices, therebgating commitments to purchase the financial
instruments in the market at prevailing prices. €wpuently, the Company’s ultimate obligation tas$at

the sale of financial instruments sold, not yetchased may exceed the amounts recognized in the
consolidated statement of financial condition.

The Company enters into forward starting reverpeinghase agreements and forward starting securities
borrow agreements (agreements that have a tradeadadf or prior to December 31, 2011 and settle
subsequent to year-end) that are primarily sechyecollateral from U.S. government agency secwitie
and other sovereign government obligations. At Demer 31, 2011, the Company had commitments to
enter into reverse repurchase agreements and tiesdrorrow agreements of $3,663,467. At December
31, 2011, $1,525,812 of these agreements settkdéhwiree business days.

Guarantees

The Company has obligations under certain guararggangements, including contracts and
indemnification agreements that contingently regdr guarantor to make payments to the guaranteed
party based on changes in an underlying measuch ésian interest or foreign exchange rate, sgaurit
commodity price, an index or the occurrence or aoodrrence of a specified event) related to antasse
liability or equity security of a guaranteed part4lso included as guarantees are contracts that
contingently require the guarantor to make paymeémthe guaranteed party based on another entity's
failure to perform under an agreement, as welhdegect guarantees of the indebtedness of othdws. T
Company’s use of guarantees is described belowdeydf guarantee.
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The table below summarizes certain information mdigg the Company’s obligation under guarantee
arrangements as of December 31, 2011.

Maximum Potential Payout/Notional

Years to Maturity

Carrying
Amount
(Asset)/
Tvpe of Guarantee Lessthan 1 1-3 3-5 Over 5 Total Liability
Credit derivative
contract?’ $ - $ 259,617 $ 7,384,46( $ 8,932,727 $ 16,576,80« $ 3,229,950
Other credit contracts 21,942 671,391 112,440 1,245,242 2,051,01¢ (534,866)
Non-credit derivative
contracte’ 51,051,731 3,445,431 176,678 70,572 54,744,41: 2,792,995

@ carrying amount of derivatives contracts are showa gross basis prior to cash collateral or @party netting. For further information

on derivative contracts, see Note 9.

DerivativeContracts

Certain derivative contracts meet the accountinfinidien of a guarantee, including certain written
options, contingent forward contracts and creditake swaps (see Note 9 regarding credit derivatine
which the Company has sold credit protection todhenterparty). Although the Company’s derivative
arrangements do not specifically identify whether dlerivative counterparty retains the underlyisged
liability or equity security, the Company has disgd information regarding all derivative contrabist
could meet the accounting definition of a guaranide maximum potential payout for certain derivati
contracts, such as written foreign currency opti@asinot be estimated, as increases in foreignagxyeh
rates in the future could possibly be unlimitedeféfore, in order to provide information regardihg
maximum potential amount of future payments that@ompany could be required to make under certain
derivative contracts, the notional amount of thetm@xts has been disclosed. In certain situations,
collateral may be held by the Company for thosetrasts that meet the definition of a guarantee.
Generally, the Company sets collateral requiremieyntsounterparty so that the collateral coversotei
transactions and products and is not allocatedfsgky to individual contracts. Also, the Compamay
recover amounts related to the underlying assetettetl to the Company under the derivative contract

The Company records all derivative contracts at ¥alue. Aggregate market risk limits have been
established, and market risk measures are routimelyitored against these limits. The Company also
manages its exposure to these derivative contrfctsigh a variety of risk mitigation strategies,
including, but not limited to, entering into offiay economic hedge positions. The Company believes
that the notional amounts of the derivative confragenerally overstate its exposure. For further
discussion of the Company’s derivative risk manag@mactivities (see Note 9).

Exchange/Clearinghouse Member Guarantees

The Company is a member of various U.S. exchangéskaringhouses that trade and clear securities
and/or derivative contracts. Associated with itsmership, the Company may be required to pay a
proportionate share of the financial obligationsanbther member who may default on its obligatians
the exchange or the clearinghouse. While the rglegerning different exchange or clearinghouse
memberships vary, in general the Company's guaganidigations would arise only if the exchange or
clearinghouse had previously exhausted its ressurtBe maximum potential payout under these
membership agreements cannot be estimated. The @&gniy@as not recorded any contingent liability in
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the consolidated statement of financial conditidiorsthese agreements and believes that any pakenti
requirement to make payments under these agreementaote.

Legal

In the normal course of business, the Company kas Imamed, from time to time, as a defendant in
various legal actions, including arbitrations, slastions and other litigation, arising in connattivith

its activities as a global diversified financiahgees institution. Certain of the actual or thezad legal
actions include claims for substantial compensasmy/or punitive damages or claims for indeterngnat
amounts of damages. In some cases, the entitiesvthed otherwise be the primary defendants in such
cases are bankrupt or are in financial distresgs@&hactions have included, but are not limited to,
residential mortgage and credit crisis related enatind a Foreign Corrupt Practices Act relatedemat
China. Over the last several years, the leveltigfiion and investigatory activity focused on desitial
mortgage and credit crisis related matters hagasad materially in the financial services indusiy a
result, the Company expects that it may becomestigect of increased claims for damages and other
relief regarding residential mortgages and relatecurities in the future and, while the Company has
identified below any individual proceedings where Company believes a material loss to be reaspnabl
possible and reasonably estimable, there can basswwrance that material losses will not be incurred
from claims that have not yet been notified to @@mpany or are not yet determined to be probable or
possible and reasonably estimable losses.

The Company is also involved, from time to timepther reviews, investigations and proceedingsh(bot
formal and informal) by governmental and self-regoty agencies regarding the Company’s business,
including, among other matters, accounting and atperal matters, certain of which may result in
adverse judgments, settlements, fines, penaltigs)dtions or other relief.

The Company contests liability and/or the amountiainages as appropriate in each pending matter.
Where available information indicates that it islmble a liability had been incurred at the date¢hef
consolidated financial statements and the Companyreasonably estimate the amount of that loss, the
Company accrues the estimated loss by a chargactuimie. In many proceedings, however, it is
inherently difficult to determine whether any ldsgprobable or even possible or to estimate theuao

of any loss. In addition, even where loss is pdeib an exposure to l0ss exists in excess ofididity
already accrued with respect to a previously rezeghloss contingency, it is not always possible to
reasonably estimate the size of the possible lossnge of loss.

For certain legal proceedings, the Company caneasanably estimate such losses particularly for
proceedings that are in their early stages of dgweént or where plaintiffs seek substantial or
indeterminate damages. Numerous issues may ndssl riesolved, including through potentially lengthy
discovery and determination of important factualttera, determination of issues related to class
certification and the calculation of damages, aypddidressing novel or unsettled legal questioreegit

to the proceedings in question, before a loss ditiadal loss or range of loss or additional loss de
reasonably estimated for any proceeding.

For certain other legal proceedings, the Company estimate reasonably possible losses, additional
losses, ranges of loss or ranges of additional ilbssxcess of amounts accrued, but does not believe
based on current knowledge and after consultatiith @ounsel, that such losses will have a material
adverse effect on the Company’s consolidated stateof financial condition as a whole, other thiaa t
matters referred to in the next three paragraphs.

On August 25, 2008, the Company and two ratingmeige were named as defendants in a purported
class action related to securities issued by atstred investment vehicle called Cheyne Finance (th
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“Cheyne SIV"). The case is stylesbu Dhabi Commercial Bank, et al. v. Morgan Sta@ego. Inc., et

al. and is pending in the Southern District of New K¢ ISDNY”). The complaint alleges, among other
things, that the ratings assigned to the securisi®sed by the Cheyne SIV were false and misleading
because the ratings did not accurately reflectitis associated with the subprime residential gawge
backed securities held by the Cheyne SIV. On Sdme? 2009, the court dismissed all of the claims
against the Company except for plaintiffs’ clainas €ommon law fraud. On June 15, 2010, the court
denied plaintiffs’ motion for class certificatio@n July 20, 2010, the court granted plaintiffs kdo
replead their aiding and abetting common law freladms against the Company, and those claims were
added in an amended complaint filed on August 302@n December 27, 2011, the court permitted
plaintiffs to reinstate their causes of action megligent misrepresentation and breach of fiducthrty
against the Company. The Company moved to distésetclaims on January 10, 2012. On January 5,
2012, the court permitted plaintiffs to amend trmamplaint and assert a negligence claim agairst th
Company. The amended complaint was filed on Jar@a?p12 and the Company moved to dismiss the
negligence claim on January 17, 2012. On Januarg2@R2, the Company moved for summary judgment
with respect to the fraud and aiding and abettiayd claims. There are 15 plaintiffs in this action
asserting claims related to approximately $983ionilbf securities issued by the Cheyne SIV. Plfismti
have not alleged the amount of their alleged imaests and are seeking, among other things, ungicif
compensatory and punitive damages. Based on clyrravdilable information, the Company believes
that the defendants could incur a loss up to theuatnof plaintiffs’ claimed compensatory damages;eo
specified, related to their alleged purchase ofr@pmately $983 million of securities issued by the
Cheyne SIV plus pre- and post-judgment interest #nd costs.

On July 15, 2010, China Development Industrial B&@KDIB") filed a complaint against the Company,
which is styledChina Development Industrial Bank v. Morgan Staeg@o. Incorporated et aland is
pending in the Supreme Court of the State of NewkYNew York County. The complaint relates to a
$275 million credit default swap referencing the@esusenior portion of the STACK 2006-1 CDO. The
complaint asserts claims for common law fraud, drtdent inducement and fraudulent concealment and
alleges that the Company misrepresented the rickiseoSTACK 2006-1 CDO to CDIB, and that the
Company knew that the assets backing the CDO wemar quality when it entered into the credit
default swap with CDIB. The complaint seeks compé&ary damages related to the approximately $228
million that CDIB alleges it has already lost undbe credit default swap, rescission of CDIB's
obligation to pay an additional $12 million, puwéi damages, equitable relief, fees and costs. On
February 28, 2011, the Court presiding over thisoacdenied the Company’s motion to dismiss the
complaint. On March 21, 2011, the Company appe#hedorder denying its motion to dismiss the
complaint. On July 7, 2011, the appellate couitrafd the lower court’s decision denying the motion
dismiss. Based on currently available informatit Company believes it could incur a loss of up to
approximately $240 million plus pre- and post-judgrinterest, fees and costs.

On March 15, 2010, the Federal Home Loan Bank of Bancisco filed two complaints against the
Company and other defendants in the Superior Giutte State of California. These actions are dtyle
Federal Home Loan Bank of San Francisco v. Crediss® Securities (USA) LLC, et al., and Federal
Home Loan Bank of San Francisco v. Deutsche Bamkiriies Inc. et al respectively. Amended
complaints were filed on June 10, 2010. The compaallege that defendants made untrue statements
and material omissions in connection with the galelaintiff of mortgage pass through certificates
backed by securitization trusts containing residénmmnortgage loans. The original amount of the
certificates allegedly sold to plaintiff by the Cpamy in these cases was approximately $980 million
collectively. The complaints raise claims underhbtite federal securities laws and California lawl an
seek, among other things, to rescind the plaistiffurchase of such certificates. On July 29, 201l a
September 8, 2011, the court presiding over thesescdismissed the federal securities law claims
against the Company, but denied the Company's mdtodismiss with respect to other claims. At
December 31, 2011, the current unpaid balanceeofbrtgage pass through certificates at issueeiseth
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cases was approximately $405 million and the deatiés had not yet incurred losses. Based on diyren
available information, the Company believes it domicur a loss up to the difference between thes$40
million unpaid balance of these certificates arglrtfair market value at the time of a judgmentiaga

the Company, plus pre and post-judgment interests find costs. The Company may be entitled to be
indemnified for some of these losses and would fititled to an offset for interest received by the
plaintiff prior to a judgment.

Note 11 — Sales and Trading Activities

Sales and Trading

The Company's sales and trading activities are gotadl through the integrated management of its
client-driven and proprietary transactions alonghvthe hedging and financing of these positionse Th
Company also engages in proprietary trading a@svifor its own account. The Company’s trading
portfolios are managed with a view toward the askl profitability of the portfolios. The followinig a
discussion of the nature of the equities and fixedme activities conducted by the Company, inclgdi
the use of derivative products in these businessebthe Company’s primary risks: market risk, itred
risk and operational risk policies and procedum&ang these activities.

Equities

The Company makes markets and trades in the géslzaindary markets for equities and is a dealer in
exchange traded and OTC equity options, excharagedr funds and index futures. The Company’s
activities as a dealer primarily are client-driveiith the objective of meeting clients’ needs wiabarning

a spread between the premiums paid or receivets @omtracts with clients and the cost of hedginghs
transactions in the cash or forward market or wither derivative transactions. The Company limgs i
market risk related to these contracts, which stpnmmarily from underlying equity/index price and
volatility movements, by employing a variety of ly@ty strategies. The Company also takes proprietary
positions in the global equity markets by usingiaggives, most commonly futures and options, in
addition to cash positions, intending to profit fromarket price and volatility movements in the
underlying equities or indices positioned.

Fixed Income

The Company makes markets and trades in fixed iecesturities and related products, including
convertible debt, preferred stock, investment giamporate debt, high-yield securities, U.S. gouent
securities, municipal securities, and commerciglgpamoney market and other short-term securilibs.
Company also makes markets in, and acts as pringiffarespect to, mortgage-related and other asset
backed securities. In addition, the Company isaleddn listed options on U.S. government bonds Th
Company also takes positions in futures and options

The Company also uses mortgage-backed forward mgras (“TBAS”) in its role as a dealer in
mortgage-backed securities and facilitates customragtes by taking positions in the TBA market.
Typically, these positions are hedged by offsettimytgage-backed forward agreements or underlying
cash positions.

The Company is a market-maker in a number of foreigrrencies. It actively trades currencies wigh it
customers on a principal basis in the spot anddodwnarkets earning a dealer spread. In connection
with its market-making activities, the Company sekmanage its market risk by entering into offisgt
positions. The Company also takes proprietary jpostin currencies to profit from market price and
volatility movements in the currencies positioned.
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Risk Management

The Company's risk management policies and relsgetedures are integrated with those of the
Ultimate Parent and its other consolidated subsatia These policies and related procedures are
administered on a coordinated global basis withsictamation given to each subsidiary’s, including th
Company’s, specific capital and regulatory requieata. For the Risk Management discussion which
follows, the term “Company” includes the UltimatarEnt and its subsidiaries.

Risk is an inherent part of the Company’s busirews activities. Management believes effective risk
management is vital to the success of the Compdnysgess activities. Accordingly, the Company has
policies and procedures in place for identifyinggasuring, monitoring and managing each of the uario
types of significant risks involved in the actiesi of its business and support functions. The Caogipa
ability to properly and effectively identify, assesnonitor and manage each of the various typeslof
involved in its activities is critical to its soumelss and profitability. The cornerstone of the Canys

risk management philosophy is the execution of-aidkisted returns through prudent risk-taking that
protects the Company’s capital base and franctibee key principles underlie this philosophy:
comprehensiveness, independence, accountabilifinederisk tolerance and transparency. The fast-
paced, complex, and constantly-evolving natureloba financial markets requires that the Company
maintain a risk management culture that is incisikmeowledgeable about specialized products and
markets, and subject to ongoing review and enhaesemlo help ensure the efficacy of risk
management, which is an essential component dEtmepany’s reputation, senior management requires
thorough and frequent communication and the apjatepescalation of risk matters.

Market Risk

Market risk refers to the risk that a change in ldneel of one or more market prices, rates, indices
implied volatilities (the price volatility of the nderlying instrument imputed from option prices),
correlations or other market factors, such as maigeidity, will result in losses for a positionr o
portfolio. Generally, the Company incurs marketkrigs a result of trading, investing and client
facilitation activities, principally within the Itisutional Securities business segment where thetaatial
majority of the Company’s market risk exposuredaerated.

Sound market risk management is an integral patthe@fCompany’s culture. The various business units
and trading desks are responsible for ensuringntiaaket risk exposures are well-managed and prudent
Market risk is monitored through various measusgatistically; by measures of position sensitivand
through routine stress testing, which measuresnipact on the value of existing portfolios of spiec
changes in market factors, and scenario analyseiicted in collaboration with business units.

Credit Risk

Credit risk refers to the risk of loss arising wheerborrower, counterparty or issuer does not mset i
financial obligations. The Company incurs credikrexposure to institutions and sophisticated itores
This risk may arise from a variety of business\dtddis, including, but not limited to, entering ant
derivative contracts under which counterpartiesehabligations to make payments to the Company;
extending credit to clients; providing funding thatsecured by physical or financial collateral w&o
value may at times be insufficient to cover thenlaapayment amount; and posting margin and/or
collateral to counterparties. This type of risk uiegs credit analysis of specific counterpartiesthb
initially and on an ongoing basis. The Company atenirs credit risk in traded securities and whgreb
the value of these assets may fluctuate based aliza@ or expected defaults on the underlying
obligations or loans.
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The Company has structured its credit risk managérfnamework to reflect that each of its businesses
generates unique credit risks, and establishestiggacto evaluate, monitor and control credit risk
exposure both within and across business segmdiits. Company is responsible for ensuring

transparency of material credit risks, ensuring gieance with established limits, approving material

extensions of credit, and escalating risk concéotra to appropriate senior management. The
Company'’s credit risk exposure is managed by croitessionals and risk committees that monitde ris

exposures, including margin loans and credit semsithigher risk transactions. See Note 4 for a
discussion of Concentration Risk.

Operational Risk

Operational risk refers to the risk of financial aiher loss, or damage to a firm's reputation, Itagu
from inadequate or failed internal processes, geapistems, or from external events (e.g. fraughlle
and compliance risks or damage to physical assetg).Company may incur operational risk across the
full scope of its business activities, includingyerue generating activities (e.g., sales and tcadamd
control groups (e.g. information technology anddérgrocessing). As such, the Company may incur
operational risk in each of its divisions.

The goal of the operational risk management framkwsto establish Company-wide operational risk
standards related to risk measurement, monitoring management. Operational risk policies are
designed to reduce the likelihood and/or impacbpérational incidents as well as to mitigate legal,
regulatory, and reputational risks.

Customer Activities

The Company’s customer activities involve the exieai) settlement and financing of various secusitie
and commodities transactions on behalf of custon@ustomer securities activities are transacted on
transactions in commodity futures transactionsl(itiog options on futures), are transacted on gymar
basis.

The Company’s customer activities may expose iffdbalance sheet credit risk. The Company may
have to purchase or sell financial instrumentsravailing market prices in the event of the failofea
customer to settle a trade on its original termsnothe event cash and securities in customer margi
accounts are not sufficient to fully cover custonmsses. The Company seeks to control the risks
associated with customer activities by requiringtomers to maintain margin collateral in compliance
with various regulations and Company policies.

Note 12 - Employee Stock-Based Compensation Plans

Eligible employees of the Company participate imesal of the Ultimate Parent’s equity-based stock
compensation plans. The Ultimate Parent accoumtstéek-based compensation in accordance with the
accounting guidance for equity-based awards. Tlgisounting guidance requires measurement of
compensation cost for equity-based awards at fitevand recognition of compensation cost over the
service period, net of estimated forfeitures.

Deferred Stock Awards
The Ultimate Parent has made deferred stock awaumdsuant to several equity-based compensation
plans. The plans provide for the deferral of a ipartof certain key employees’ discretionary

compensation with awards made in the form of retsti common stock or in the right to receive
unrestricted shares of common stock in the futtmes{ricted stock units” or “RSUs”"). Awards under
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these plans are generally subject to vesting dwee tontingent upon continued employment and to
restrictions on sale, transfer or assignment timéilend of a specified period, generally two t@¢hyears
from date of grant. All or a portion of an awardyree canceled if employment is terminated befoee th
end of the relevant restriction period. All or agmn of a vested award also may be canceled itaicer
limited situations, including termination for caudering the relevant restriction period. Recipieafs
deferred stock awards generally have voting rigints receive dividend equivalents. The Ultimate Rare
determines the fair value of restricted stock ub@sed on the grant date fair value of its commocoks
measured as the volume-weighted average priceeotate of grant.

In 2011, the Ultimate Parent granted performancedatock units (“PSUS”) to senior executives. PSUs
with non-market performance conditions are valuadeld on the grant date fair value of the Ultimate
Parent’'s common stock, measured as the volume-twegigtverage price on the date of grant. PSUs with
market-based conditions are valued using a MontdoGealuation model. These PSUs will vest and
convert to shares of common stock in 2014 only hié tUltimate Parent satisfies predetermined
performance and market goals over the three-yadorpgance period that began on January 1, 2011 and
ends on December 31, 2013. PSU awards have vestisigiction and cancellation provisions that are
generally similar to those in the Ultimate Parentiser deferred stock awards.

Stock Option Awards

The Ultimate Parent has granted stock option awprdsuant to several equity-based compensation
plans. The plans provide for the deferral of a ipartof certain key employees’ discretionary
compensation with awards made in the form of styuions generally having an exercise price not less
than the fair value of the Ultimate Parent’'s commstatk on the date of grant. Such stock option dsvar
generally become exercisable over a three-yeaogarid expire seven to 10 years from the dateaoftgr
subject to accelerated expiration upon terminatbremployment. Stock option awards have vesting,
restriction and cancellation provisions that araegelly similar to those in deferred stock awartise

fair value of stock options is determined usingBteck-Scholes valuation model and the single dligent
method. Under the single grant life method, optarards with graded vesting are valued using aeingl
weighted-average expected option life.

Note 13 - Employee Benefit Plans

The Company sponsors various pension plans fomthprity of its U.S. employees. The Company
provides certain other postretirement benefitanprily health care and life insurance, to eligibles.
employees. The Company also provides certain pgétgment benefits to certain former employees or
inactive employees prior to retirement.

Pension and Postretirement Plans

Substantially all of the U.S. employees of the Canypand its U.S. affiliates who were hired befarly J

1, 2007 are covered by a non-contributory, definedefit pension plan that is qualified under Sectio
401(a) of the Internal Revenue Code (the “Qualifien”). Unfunded supplementary plans (the
“Supplemental Plans”) cover certain executives.sEhgension plans generally provide pension benefits
that are based on each employee’s years of cresltedce and on compensation levels specifiedén th
plans. Liabilities for benefits payable under thgp@emental Plans are accrued by the Company and ar
funded when paid to the beneficiaries.

On June 1, 2010, the U.S. Qualified Plan was antetal€ease future benefit accruals after December

31, 2010. Any benefits earned by participants urttler Qualified Plan at December 31, 2010 were
preserved and will be payable in the future basedhe Qualified Plan’s provisions. For the Quatifie
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Plan, the Company’s policy is to fund at least #mounts sufficient to meet minimum funding
requirements under applicable employee benefitaxthws. No contribution was made to the Qualifie
Plan in 2011.

The Company also has an unfunded postretiremerdfibgitan that provides medical and life
insurance for eligible retirees and medical insoegfor their dependents.

Benefit Obligation and Funded Status

The following table provides a reconciliation oktithanges in the benefit obligation and fair valfie
plan assets for 2011 as well as a summary of theeftl status at December 31, 2011:

Pension Postretirement

Reconciliation of benefit obligation:

Benefit obligation at December 31, 2010 $ 2,565,887 $ 154,911
Service cost 1,551 3,557
Interest cost 139,987 8,123
Actuarial (gain) loss 454,211 (4,157)
Benefits paid (89,144) (8,769)
Plan amendments 5,893 -
Benefit obligation at December 31, 2011 $ 3,078,385 $ 153,665

Reconciliation of fair value of plan assets:
Fair value of plan assets at December 31, 2010 $ 2,325,065 $ -

Actual return on plan assets 964,045 -
Employer contributions 12,319 8,769
Benefits paid (89,144) (8,769)

Fair value of plan assets at December 31, 2011 $ 3,212,285 % -

Funded status:
Funded (unfunded) status at December 31, 2011 $ 133,900 $ (153,665)

Amounts recognized in the consolidated statemenhah€ial condition at December 31, 2(
consist of:

Asset: $ 447,73: $ -
Liabilities (313,834 (153,665
Net amount recogniz $ 133,900 $ (153,665)

Amounts recognized irAccumulated other comprehensivss at December 31, 2011 cor of:

Prior service cost (cred $ 5,96: $ (38,088
Net los: 353,48¢ 27,05:
Net loss (gain) recogniz $ 359,452 $ (11,035)
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The accumulated benefit obligation, for all defilemhefit pension plans, was $3,052,495 as of Deeemb
31, 2011.

The following table contains information for pensigplans with projected benefit obligations or
accumulated benefit obligations in excess of tirevidue of plan assets at December 31, 2011

Pension
Projected benefit obligatic $ 313,834
Accumulated benefit obligatic $ 287,943

The following table presents the weighted averaggmptions used to determine benefit obligations at
December 31, 2011:

Pension Postretirement
Discount rat 4.64% 4.56%
Rate of future compensation incree 1.00% N/A

N/A - Not applicable

The discount rates used to determine the bendfiailons for the pension and the postretiremeahl
were selected by the Company, in consultation wi#hindependent actuary, using a pension discount
yield curve based on the characteristics of thesipanand postretirement liabilities, each deterhine
independently. The pension discount yield curverasgnts spot discount yields based on duration
implicit in a representative broad based Aa congofaond universe of high-quality fixed income
investments.

The following table presents assumed health case tcend rates used to determine the postretirement
benefit obligation at December 31, 2011:

Health care cost trend rate assumed for next year:

Medical 6.95-7.68%

Prescription 9.08%
Rate to which the cost trend rate is assumed tingg@ltimate trend rate) 4.50%
Year that the rate reaches the ultimate trend rate 2029

Assumed health care cost trend rates can havendicgt effect on the amounts reported for the
Company’s postretirement benefit plan. A one pesgn point change in assumed health care cost trend
rates would have the following effects:

One-Percentage ~ One-Percentage

Point Increase Point (Decrease)
Effect on total of service and interest $ 1,973 $ (1,585)
Effect on postretirement benefit obligat 21,507 (17,447)

No impact of the Medicare Prescription Drug, Impment and Modernization Act of 2003 has been
reflected in the Company’s consolidated stateméimtomme as Medicare prescription drug coverage was
deemed to have no material effect on the Compaossretirement benefit plan.
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Qualified Plan Asset Allocation

The Qualified Plan uses a combination of active @asktcontrolled fixed income investment strategies
The fixed income asset allocation consists primafl fixed income securities designed to approxanat
the expected cash flows of the plan’s liabilitiesarder to help reduce plan exposure to interdst ra
variation and to better align assets with oblig&ioThe longer duration fixed income allocation is
expected to help protect the plan’s funded statasmaaintain the stability of plan contributions otee
long run.

The allocation by investment manager of the Comisa@ualified Plan is reviewed by the Morgan

Stanley Retirement Plan Investment Committee (“btweent Committee”) on a regular basis. When the
exposure to a given investment manager reachesnemom or maximum allocation level, an asset
allocation review process is initiated, and thetfptio will be automatically rebalanced back closer
toward the target allocation unless the Investn@amhmittee determines otherwise.

Derivative instruments are permitted in the QuadifPlan’s portfolio only to the extent that theyngy
with all of the plan’s policy guidelines and arensistent with the plan’s risk and return objectivies
addition, any investment in derivatives must mbetfollowing conditions:

. Derivatives may be used only if they are deemethb investment manager to be more attractive
than a similar direct investment in the underlyiagh market or if the vehicle is being used to
manage risk of the portfolio.

. Derivatives may not be used in a speculative reannto leverage the portfolio under any
circumstances.

. Derivatives may not be used as short-term tradatdcles. The investment philosophy of the
Plan is that investment activity is undertakenlémg-term investment rather than short-term
trading.

. Derivatives may only be used in the managemetiteofQualified Plan’s portfolio when their

possible effects can be quantified, shown to erdétme risk-return profile of the portfolio, and
reported in a meaningful and understandable manner.

As a fundamental operating principle, any reswitsi on the underlying assets apply to a respective
derivative product. This includes percentage atioca and credit quality. Derivatives will be ussalely

for the purpose of enhancing investment in the dyithg assets and not to circumvent portfolio
restrictions.

The plan assets are measured at fair value uslogtian techniques that are consistent with theat&dn
techniques applied to the Company’s major categasfeassets and liabilities as described in Note 3.
Quoted market prices in active markets are thedgdence of fair value and are used as the basthd
measurement, if available. If a quoted market psaevailable, the fair value is the product of thenber

of trading units multiplied by the market price.afgquoted market price is not available, the esénod
fair value is based on the valuation approachdsmiaximize use of observable inputs and minimize us
of unobservable inputs.

The fair value of OTC derivative contracts is dedprimarily using pricing models, which may reguir
multiple market input parameters. Derivative cortsaare presented on a gross basis prior to cash
collateral or counterparty netting. Derivative gacts consist of investments in futures contracis a
swaps.
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Commingled trust funds are privately offered furadsilable to institutional clients that are regetht
supervised, and subject to periodic examinatioa btate or federal agency. The trust must be niagta

for the collective investment or reinvestment ofeds contributed to it from employee benefit plans
maintained by more than one employer or a conttofjeoup of corporations. The sponsor of the
commingled trust funds values the funds’ NAV basadhe fair value of the underlying securities. The
underlying securities of the commingled trust furmtnsist of mainly long-duration fixed income
instruments. Commingled trust funds that are redddenat the measurement date or in the near future
are categorized in Level 2 of the fair value hielngr otherwise they are categorized in Level Zheffair
value hierarchy.

The following table presents the fair value of tiet pension plan assets at December 31, 2011.iCerta
investments in U.S. agency securities, valued 46322, were reclassified from Level 1 to Level 2

during 2011 as transactions in these securitiesndidoccur with sufficient frequency and volume to

constitute an active market.

Quoted Prices

in Active Significant Significant
Markets for Observable Unobservable
Identical Asset: Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
Assets:
Investments
U.S. government and agency secur
U.S. Treasury securiti $ 1,295,36. $ - $ - $ 1,295,36.
U.S. agency securities - 245,188 - 245,188
Total U.S. government and agency
securities 1,295,361 245,188 - 1,540,549
Other sovereign government
obligation: - 47,57 - 47,57
Corporate and other debt:
State and municipaecuritiet - 2,42¢ - 2,42¢
Corporate bonc - 94,28 - 94,28
Collateralized debt obligations - 88,234 - 88,234
Total corporate and other d - 184,94 - 184,94
Derivative and other contrafs 263 229,273 - 229,536
Derivative-related cash collateral - 760 20 780
Commingled trust fund® - 1,339,431 - 1,339,431
Total investmen 1,295,62. 2,047,16. 20 3,342,80:
Receivable:
Other receivablé8 - 14,382 - 14,382
Total receivables - 14,382 - 14,382
Total assett $ 1,295,62. $ 2,061,554 $ 20 $ 3,357,19
Liabilities:
Derivative and other contraébs $ 159 $ 129,998 $ - $ 130,157
Other liabilities™ 58 14,690 - 14,748
Total liabilities 217 144,688 - 144,905
Net pension assets $ 1,295,407 $ 1,916,858 $ 20 $ 3,212,285

@ Other receivables and other liabilities araiedlat cost, which approximates fair value.

@ Derivative and other contracts in an assetiposinclude investments in interest rate swapslisted derivatives of $229,273
and $263, respectively.

©®  Commingled trust funds include investmentsaslcfunds and fixed income funds of $38,985 an8(f1446, respectively.

@ Derivative and other contracts in a liabilitysition include investments in listed derivativieserest rate swaps, and
inflation swaps of $159, $120,941, and $3,08spectively.
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Cash Flows

At December 31, 2011, the Company expects to dori&iapproximately $20,427 to its pension and

postretirement plans in 2012 based upon the plentsent funded status and expected asset return
assumptions for 2012, as applicable.

Expected benefit payments associated with the Coypaension and postretirement plans for the next
five years and in aggregate for the five yearschiter are as follows:

Pension Postretirement
2012 $ 114,066 $ 6,578
2013 111,966 6,966
2014 111,696 7,149
2015 111,964 7,528
2016 113,872 7,787
2017-2021 623,030 45,689

401(k) Plan and Morgan Stanley 401(k) Savings Plan

U.S. employees of the Company meeting certaintglityi requirements may participate in the Morgan
Stanley 401(k) Plan or the Morgan Stanley 401(kyir®s Plan. Eligible employees receive 401(k)
matching contributions that are invested in the ¢4or Stanley Stock Fund.

Other Postemployment Benefits

Postemployment benefits include, but are not lichite, salary continuation, severance benefits,
disability-related benefits, and continuation ofltie care and life insurance coverage providectmér
employees or inactive employees after employmentbkfore retirement. The postemployment benefit
obligations were not material at December 31, 2011.
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Note 14 - Income Taxes

The Company is included in the consolidated federabme tax return filed by the Ultimate Parent.
Federal income taxes have been provided on a sepantity basis in accordance with the tax allarati
agreement with the Ultimate Parent. The Compatincisided in the combined state and local income tax
returns with the Ultimate Parent and certain othdassidiaries of the Ultimate Parent. State andlloca
income taxes have been provided on separate émtityne at the effective tax rate of the Company’s
combined filing group.

In accordance with the terms of the Tax Allocatigreement with the Ultimate Parent, all current and
deferred taxes are offset with all other intercomplalances with the Ultimate Parent.

Income Tax Examinations

The Company, through its inclusion in the returthaf Ultimate Parent, is under continuous exanonati
by the Internal Revenue Service (the “IRS”) andeottax authorities in certain countries and staes
which the Company has significant business operstisuch as New York. The Company is currently
under examination by the IRS Appeals Office for thmaining issues covering tax years 1999 - 2005.
Also, the Company is currently at various leveldield examination with respect to audits with tRsS,

as well as New York State and New York City, for y@ars 2006 - 2008 and 2007 - 2009, respectively.

The Company believes that the resolution of taxtemstwill not have a material effect on the
consolidated statement of financial condition & @ompany, although a resolution could have a rahter
impact on the Company’s effective income tax rateainy period in which such resolution occurs. The
Company has established a liability for unrecoghiteex benefits that the Company believes is adequat
in relation to the potential for additional assessta. Once established, the Company adjusts
unrecognized tax benefits only when more informmaigavailable or when an event occurs necesditatin
a change.

It is reasonably possible that significant chanigethe gross balance of unrecognized tax benefgg m
occur within the next 12 months. At this time, hoee it is not possible to reasonably estimate the
expected change to the total amount of unrecognetenefits and impact on the effective tax oater

the next 12 months.

The following are the major tax jurisdictions in st the Company and its affiliates operate and the
earliest tax year subject to examination.

Jurisdiction Tax Year
United State 199¢
New York State and Cit 2007

Note 15 - Requlatory Requirements

MS&Co. is a registered broker-dealer and registéntutes commission merchant and, accordingly, is
subject to the net capital requirements of the StEE,CFTC and the Financial Industry Regulatory
Authority (“FINRA”). Under these rules, MS&Co. iquired to maintain minimum Net Capital, as
defined under SEC Rule 15¢3-1, of not less thargtbater of 2% of aggregate debit items arisingnfro
customer transactions, plus excess margin collabaraeverse repurchase agreements or the CFTC rule
stating the risk based requirement represents tine af 8% of customer risk maintenance margin
requirement and 8% of non customer risk maintenanaggin requirement, as defined. FINRA may
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require a member firm to reduce its business ifoagital is less than 4% of such aggregate deditst
and may prohibit a firm from expanding its busings®t capital is less than 5% of such aggregatstd
items. At December 31, 2011, MS&Co.’s Net Capitalsw$8,248,535 which exceeded the minimum
requirement by $7,215,499 and included excess Mpit& of $354,259 of MSSSI, a registered broker-
dealer and a guaranteed subsidiary of MS&Co.

MS&Co. is required to hold tentative net capitabicess of $1,500 and Net Capital in excess of $00
accordance with the market and credit risk stareafdAppendix E of Rule 15¢3-1. MS&Co. is also
required to notify the SEC in the event that itsta¢ive net capital is less than $5,000. At Decaniie
2011, MS&Co. had tentative net capital in excesthefminimum and the notification requirements.

Advances to the Ultimate Parent and its affiliatespayment of subordinated liabilities, dividend
payments and other equity withdrawals are subgecettain notification and other provisions of thet
Capital rule of the SEC.

As of December 31, 2011, MS&Co. performed the ca@pans for the assets in the proprietary accounts
of its introducing brokers (commonly referred to“BAIB”) in accordance with the customer reserve
computation set forth under SEC Rule 15c¢3-3 (CustdPnotection).

As of December 31, 2011, MS&Co. met the criteriafegh under the SEC’s Rule 11(a)(1)(G)(i), traglin
by members of Exchanges, Brokers and Dealers, satiterefore in compliance with the business mix
requirements.

Note 16 — Subsequent Events

The Company evaluates subsequent events througtdatee on which the consolidated financial
statements are issued. The Company did not note sabgequent events requiring disclosure or
adjustment to the consolidated financial statements

*kkkkk

A copy of our December 31, 2011 consolidated staterof financial condition filed pursuant to Rule
17a-5 of the Securities Exchange Act of 1934 iglabke for examination at the New York Office okth
Securities and Exchange Commission or at our grata@ffice at 1585 Broadway, New York, N.Y.
10036.

A copy of this Morgan Stanley & Co. Incorporatech€alidated Statement of Financial Condition can be

viewed online at the Morgan Stanley website at:
http://www.morganstanley.com/about/ir/'shareholdevganstanley_co_llc.pdf
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