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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidatednseésttieof financial condition of Morgan Stanley & Co.
LLC and subsidiaries (the “Company”) as of Decen®ier2015. This consolidated financial statemeriés
responsibility of the Company’s management. Ourmpaasibility is to express and opinion on this
consolidated financial statement based on our audit

We conducted our audit in accordance with the stad®dof the Public Company Accounting Oversight
Board (United States). Those standards require Wleaplan and perform the audit to obtain reasonable
assurance about whether the financial statemefiteés of material misstatement. The Company is not
required to have, nor were we engaged to perfonnaudit of its internal control over financial refog. Our
audit included consideration of internal controleoviinancial reporting as a basis for designingitaud
procedures that are appropriate in the circumstariné not for the purpose of expressing an opiniorthe
effectiveness of the Company’s internal controlrofileancial reporting. Accordingly, we express nels
opinion. An audit also includes examining, on a besis, evidence supporting the amounts and disds in

the financial statement, assessing the accountmgciples used and significant estimates made by
management, as well as evaluating the overall fishrstatement presentation. We believe that oulitau
provides a reasonable basis for our opinion.

In our opinion, such consolidated statement ofrfaia condition presents fairly, in all materiabpects, the
financial position of Morgan Stanley & Co. LLC asdbsidiaries as of December 31, 2015, in conformity
with accounting principles generally accepted m thnited States of America.

/sl Deloitte & Touche LLP

New York, NY
February 26, 2016



MORGAN STANLEY & CO. LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2015
(In millions of dollars)

ASSETS
Casl $ 1,21:
Cash deposited with clearing organizations or sggesl under federal and other
regulations or requirements 12,536

Financial instruments owned, at fair value (apprately $46,398 were pledged to
various parties; $58 related to consolidatedhbée interest entities, generally not

available to the Company) 63,494
Securities received as collateral, at fair v 14,69:
Securities purchased under agreements to resellidies $806 at fair valu 57,557
Securities borrowe 125,93«
Receivable:

Customers (net of allowance for doubtfudamts of $8) 8,660

Brokers, dealers and clearing organizations 3,989

Interest and dividends 390

Fees and other 10,691

Affiliates 119
Premises, equipment and software (net of accunuutgpreciation and

amortization of $1,309) 1,363
Other asse 703
Total asse $ 301,34:

LIABILITIES AND MEMBER'S EQUITY
Shor-term borrowings

Affiliates $ 1,243
Other (includes $301 at fair val 30¢
Financial instruments sold, nyet purchased, at fair val 28,57«
Obligation to return securities received as cotldteat fair valu 19,30¢
Securities sold under agreements to repurchadedes $683 at fair valu 70,22:
Securities loane 28,31
Other secured financings (includes $48 at fair @af47 related to consolidated variable
interest entities, generally non-recourse toGbepany) 1,792
Payables
Customer 119,13t
Brokers, dealers and clearing organizai 2,022
Interest and dividen 324
Affiliates 4,485
Other liabilities and accrued expenses (includ&b%2 fair value 8,66¢
Total liabilities 284,40:
Commitments and contingent liabilities (See No
Subordinatediabilities 11,30(
Member’'s equity
Morgan Stanley & Co. LLC member’s eqt 5,95¢
Accumulated other comprehensive (317
Total member’s equi 5,63¢
Total liabilities and member’s equ $ 301,34:

See Notes to Consolidated Statement of Financiatlfion.
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MORGAN STANLEY & CO. LLC
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT ION
As of December 31, 2015
(In millions of dollars, except where noted)

Note 1 - Introduction and Basis of Presentation

The Company

Morgan Stanley & Co. LLC (“MS&Co.”), together witits wholly owned subsidiaries (the “Company”),
provides a wide variety of products and services targe and diversified group of clients and comsrs,
including corporations, governments, financial ilmsbns and individuals. Its businesses includeusées
underwriting and distribution; financial advisorgreices, including advice on mergers and acquisstio
restructurings, real estate and project finandess#&rading, financing and market-making actigtie equity
securities and related products, and fixed incoemirities and related products including foreigohenge
and investment activities. The Company provide&dmage and investment advisory services coveringusa
investment alternatives; financial and wealth plagrservices; annuity and insurance products; tesdl other
lending products; cash management; and retirentemisgrvices.

MS&Co. and certain of its subsidiaries are regedewith the U.S. Securities and Exchange Commission
(“SEC") as broker-dealers. MS&Co. is also regigieas a futures commission merchant and provisipnall
registered as a swap dealer with the CommodityrEatlirading Commission (“CFTC").

MS&Co. is a wholly owned subsidiary of Morgan SnDomestic Holdings, Inc (“MSDHI"). MSDHI is a
wholly owned subsidiary of Morgan Stanley CapitaedamMdgement, LLC, which is a wholly owned subsidiary
of Morgan Stanley (the “Ultimate Parent”).

Basis of Financial Information

The consolidated statement of financial conditisnprepared in accordance with accounting principles
generally accepted in the United States of AmefithS. GAAP”), which require the Company to make
estimates and assumptions regarding the valuadiocsrtain financial instruments, the valuatiorgobdwill,
compensation, deferred tax assets, the outcomegal bnd tax matters, and other matters that affexct
consolidated statement of financial condition amedthted disclosures. The Company believes that the
estimates utilized in the preparation of its coitsted statement of financial condition are prudand
reasonable. Actual results could differ materifdbm these estimates.

At December 31, 2015, the Company’s consolidatdubsigiaries reported $21,742 of assets, $21,694 of
liabilities and $48 of equity on a stand-alone basi

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

Consolidation

The consolidated statement of financial conditiooludes the accounts of MS&Co., its wholly owned
subsidiaries and other entities in which MS&Co. aasntrolling financial interest, including certaiariable
interest entities (“VIE") (see Note 10).

For entities where (1) the total equity investmantrisk is sufficient to enable the entity to ficenits
activities without additional subordinated financgpport and (2) the equity holders bear the esino
residual risks and returns of the entity and hde fiower to direct the activities of the entity ttinaost
significantly affect its economic performance, MS&@onsolidates those entities it controls eitheough a
majority voting interest or otherwise. For VIEse(j. entities that do not meet these criteria), M8&C
consolidates those entities where MS&Co. has tlveepto make the decisions that most significantfgct

-3-



the economic performance of the VIE and has thigatbn to absorb losses or the right to receiveckits
that could potentially be significant to the VIE.

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

Note 2 - Significant Accounting Policies

Financial Instruments and Fair Value

Instruments within Financial instruments owned dfidancial instruments sold, not yet purchased, are
measured at fair value, either in accordance wattoanting guidance or through the fair value opetaction
(discussed below). These financial instruments gy represent the Company’s trading and investmen
positions and include both cash and derivative petsd In addition, Securities received as colldtaral
Obligation to return securities received as colkdtare measured at fair value.

The fair value of OTC financial instruments, indhugl derivative contracts related to financial instents, is
presented in the accompanying consolidated stateofidimancial condition on a net-by-counterparsts,
when appropriate. Additionally, the Company netsfdir value of cash collateral paid or receivediasf the
fair value amounts recognized for net derivativaifpons executed with the same counterparty under t
same master netting agreement.

Fair Value Option

The fair value option permits the irrevocable faatue option election on an instrument-by-instrutrigasis
at initial recognition of an asset or liability opon an event that gives rise to a new basis ajuatmg for
that instrument. The Company applies the fair vabytion for eligible instruments, including certain
repurchase agreements, certain reverse repurcheesargents and certain other secured financings.

Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would lmeineed to sell an asset or paid to transfer aliiglgi.e., the
“exit price”) in an orderly transaction between ketrparticipants at the measurement date.

In determining fair value, the Company uses varigalsiation approaches and establishes a hieraamhy f
inputs used in measuring fair value that maximibesuse of relevant observable inputs and minimizes
use of unobservable inputs by requiring that thstrobservable inputs be used when available. Oabkkrv
inputs are inputs that market participants woulel imspricing the asset or liability that were depad based

on market data obtained from sources independemheofCompany. Unobservable inputs are inputs that
reflect assumptions the Company believes other ebguérticipants would use in pricing the assetatility

that are developed based on the best informatiaitade in the circumstances. The hierarchy is énottown

into three levels based on the observability ofitagas follows:

* Level 1 - Valuations based on quoted prices tivaenarkets for identical assets or liabilitieattkhe
Company has the ability to access. Valuation adjests and block discounts are not applied to
Level 1 instruments. Since valuations are basedjuosted 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 quetizks in markets that are not active or for which
all significant inputs are observable, either diseor indirectly.

» Level 3 - Valuations based on inputs that are uaeable and significant to the overall fair value
measurement.



The availability of observable inputs can vary frpnoduct to product and is affected by a wide vgrod
factors, including, for example, the type of pragluehether the product is new and not yet estabtish the
marketplace, the liquidity of markets and otherrahbteristics particular to the product. To the bkithat
valuation is based on models or inputs that are lgisservable or unobservable in the market, the
determination of fair value requires more judgmextcordingly, the degree of judgment exercised Hy t
Company in determining fair value is greatest fostiuments categorized in Level 3 of the fair value
hierarchy.

The Company considers prices and inputs that anerduas of the measurement date, including during
periods of market dislocation. In periods of marfistocation, the observability of prices and irgoatay be
reduced for many instruments. This condition cazddse an instrument to be reclassified from Levid 1
Level 2 or Level 2 to Level 3 of the fair value taiechy (see Note 4).

In certain cases, the inputs used to measure &uevmay fall into different levels of the fair uael
hierarchy. In such cases, for disclosure purpabes|evel in the fair value hierarchy within whithe fair
value measurement falls in its entirety is detesdibased on the lowest level input that is sigaific¢o the
fair value measurement in its entirety.

For assets and liabilities that are transferresvéen Levels in the fair value hierarchy during ylear, fair
values are ascribed as if the assets or liabiliteesbeen transferred as of the beginning of the. ye

Valuation Techniques

Many cash instruments and OTC derivative contrhetge bid and ask prices that can be observed in the
marketplace. Bid prices reflect the highest pric & party is willing to pay for an asset. Aslcps represent
the lowest price that a party is willing to accémt an asset. The Company carries positions aptiet
within the bid-ask range that meet the Companyst kstimate of fair value. For offsetting positidnghe
same financial instrument, the same price withenlild-ask spread is used to measure both the lmhglzort
positions.

Fair value for many cash instruments and OTC deweaontracts is derived using pricing modelscifg
models take into account the contract terms as waellmultiple inputs, including, where applicable,
commodity prices, equity prices, interest ratedjielirves, credit curves, correlation, creditwortisis of the
counterparty, creditworthiness of the Company,arptiolatility and currency rates.

Where appropriate, valuation adjustments are madedount for various factors such as liquiditk rilsid-
ask adjustments), credit quality, model uncertaiaty concentration risk. Adjustments for liquiditgk
adjust model-derived mid-market levels of Leveln®l &evel 3 financial instruments for the bid-midroid-
ask spread required to properly reflect the exitepof a risk position. Bid-mid and mid-ask spreaade
marked to levels observed in trade activity, bro§aotes or other external third-party data. Whéesé
spreads are unobservable for the particular positi@uestion, spreads are derived from obsenialtds of
similar positions.

The Company applies credit-related valuation adjests to its OTC derivatives. For OTC derivativibg,
impact of changes in both the Company’s and thetesparty’s credit rating is considered when meagur
fair value. In determining the expected exposuhe, €Company simulates the distribution of the future
exposure to a counterparty, then applies marketebdsefault probabilities to the future exposureetaging
external third-party credit default swap (“CDS”)read data. Where CDS spread data are unavailabke fo
specific counterparty, bond market spreads, CD8aspdata based on the counterparty’s credit ratirgDS
spread data that reference a comparable countgrmpast be utilized. The Company also considers tmid
held and legally enforceable master netting agree&néhat mitigate the Company’'s exposure to each
counterparty.



Adjustments for model uncertainty are taken forigmss whose underlying models are reliant on gigant

inputs that are neither directly nor indirectly ebsble, hence requiring reliance on establishedr#tical
concepts in their derivation. These adjustmentdareved by making assessments of the possiblesdeafr
variability using statistical approaches and malested information where possible. The Company rgdye
subjects all valuations and models to a reviewgssdnitially and on a periodic basis thereafter.

Fair value is a market-based measure considered thie perspective of a market participant rathan tan
entity-specific measure. Therefore, even when ma&sumptions are not readily available, assumptia
set to reflect those that the Company believes etgratrticipants would use in pricing the asseiatility at
the measurement date. Where the Company manages@maf financial assets and financial liabilitms the
basis of its net exposure to either market risksredit risk, the Company measures the fair valuthat
group of financial instruments consistently withahmarket participants would price the net risk esyre at
the measurement date.

See Note 4 for a description of valuation technsgapplied to the major categories of financialrunsients
measured at fair value.

Valuation Process

The Valuation Review Group (“VRG”") within the Fingial Control Group (“FCG”) of the Ultimate Parent
and its consolidated subsidiaries is responsibighe Ultimate Parent and its consolidated subsgetiafair
value valuation policies, processes and procedMR& is independent of the business units and tegor
the Chief Financial Officer of the Ultimate Paremtd its consolidated subsidiaries (“CFQO”), who final
authority over the valuation of the Company’s ficiah instruments. VRG implements valuation control
processes to validate the fair value of the Comigainyancial instruments measured at fair valueluding
those derived from pricing models. These controcpsses are designed to assure that the valuedaused
financial reporting are based on observable inpditsrever possible. In the event that observablatinpre
not available, the control processes are designeshdure that the valuation approach utilized E@priate
and consistently applied and that the assumptignseasonable.

The Company’s control processes apply to finaringttuments categorized in Level 1, Level 2 or Leef
the fair value hierarchy, unless otherwise notéw:sE control processes include:

Model Review. VRG, in conjunction with the Market Risk DepartmefiMRD”) and, where
appropriate, the Credit Risk Management Departnimit) of which report to the Chief Risk Officer
of the Ultimate Parent and its consolidated subsiel (“Chief Risk Officer”), independently review
valuation models’ theoretical soundness, the apjatmess of the valuation methodology and
calibration techniques developed by the businegs using observable inputs. Where inputs are not
observable, VRG reviews the appropriateness optbposed valuation methodology to ensure it is
consistent with how a market participant would \ariat the unobservable input. The valuation
methodologies utilized in the absence of observaigats may include extrapolation techniques and
the use of comparable observable inputs. As pathefreview, VRG develops a methodology to
independently verify the fair value generated bg Husiness unit’'s valuation models. All of the
Company’s valuation models are subject to an inaeé@et annual review.

Independent Price Verification. The business units are responsible for detengnithe fair value of
financial instruments using approved valuation na@ad valuation methodologies. Generally on a
monthly basis, VRG independently validates the ¥alue of financial instruments determined using
valuation models by determining the appropriatermédbe inputs used by the business units and by
testing compliance with the documented valuatiortho@ologies approved in the model review
process described above.



VRG uses recently executed transactions, otherredisie market data such as exchange data,
broker-dealer quotes, third-party pricing vendonsl aaggregation services for validating the fair
values of financial instruments generated usingatédn models. VRG assesses the external sources
and their valuation methodologies to determin&éf éxternal providers meet the minimum standards
expected of a third-party pricing source. Pricirggadprovided by approved external sources are
evaluated using a number of approaches; for exarpleorroborating the external sources’ prices to
executed trades, by analyzing the methodology asdimaptions used by the external source to
generate a price and/or by evaluating how actieghird-party pricing source (or originating sowgce
used by the third-party pricing source) is in tharket. Based on this analysis, VRG generates a
ranking of the observable market data to ensurtethigahighest-ranked market data source is used to
validate the business unit’s fair value of finahaatruments.

For financial instruments categorized within Le@ebf the fair value hierarchy, VRG reviews the
business unit's valuation techniques to ensure ethase consistent with market participant
assumptions.

The results of this independent price verificattond any adjustments made by VRG to the fair value
generated by the business units are presentedriageaent, the CFO and the Chief Risk Officer on
a regular basis.

Review of New Level 3 Transactions/RG reviews the models and valuation methodplaged to
price all new material Level 3 transactions, anthdeCG and MRD management must approve the
fair value of the trade that is initially recognize

For further information on financial assets antiliies that are measured at fair value on a méegrbasis,
see Note 4.

Offsetting of Derivative Instruments

In connection with its derivative activities, th@m@pany generally enters into master netting agragrand
collateral agreements with its counterparties. €hmgreements provide the Company with the righthen
event of a default by the counterparty, to net@nterparty's rights and obligations under the agesg and
to liquidate and set off collateral against anyarabunt owed by the counterparty.

However, in certain circumstances: the Company n@yhave such an agreement in place. In additfen, t
relevant insolvency regime may not support the reefability of the master netting agreement or teitkl
agreement or the Company may not have sought éslyate to support the enforceability of the agresime
In cases where the Company has not determinedraeragnt to be enforceable, the related amountsatre
offset in the tabular disclosures (see Note 5).

The Company’s policy is generally to receive sdm@giand cash posted as collateral (with rights of
rehypothecation), irrespective of the enforceaptlietermination regarding the master netting arithteal
agreement. In certain cases, the Company may &mgreach collateral to be posted to a third-partgtodian
under a control agreement that enables it to takdral of such collateral in the event of a coupaety
default. The enforceability of the master nettirgye@ment is taken into account in the Company’k ris
management practices and application of countsrpeetit limits.

For information related to offsetting of derivativand certain collateral transactions, see Notesd5,
respectively.



Income Taxes

The Company accounts for income tax expense (hgnefing the asset and liability method. Under this
method, the consolidated statement of financialditmm includes deferred tax assets, related vednat
allowance and deferred tax liabilities associatéth wxpected tax consequences of future eventseiiis
method, deferred tax assets and liabilities arerdebhed based upon the temporary differences betiwee
financial statement and income tax bases of aaseltsabilities using currently enacted tax ratesffect for
the year in which the differences are expecte@vense.

The Company recognizes net deferred tax asselte textent that it believes these assets are mailg than
not to be realized. In making such a determinatios,Company considers all available positive asghtive
evidence, including future reversals of existingatade temporary differences, projected future téxab
income, tax-planning strategies, and results aémeoperations. If the Company determines thabitldl be
able to realize deferred tax assets in the fumrexcess of their net recorded amount, it would anak
adjustment to the deferred tax asset valuationvalhewe, which would reduce the provision for incaanees.

In accordance with the terms of the Tax Sharinge&grent with the Ultimate Parent, substantiallycatrent
and deferred taxes (federal, combined and unitatg)sare offset with all other intercompany ba&mwith
the Ultimate Parent.

Uncertain tax positions are recorded on the bdsistavo-step process whereby (1) the Company détesn
whether it is more likely than not that the taxipoas will be sustained on the basis of the techinmerits of
the position and (2) for those tax positions thaemthe more-likely-than-not recognition threshdhk
Company recognizes the largest amount of tax hbetredt is more than 50% likely to be realized upon
ultimate settlement with the related tax authority.

Cash
Cash represents funds deposited with financiaitinistns.

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

Cash deposited with clearing organizations or sgesl under federal and other regulations or rements
include cash segregated in compliance with fedandl other regulations and represent funds depobited
customers and funds accruing to customers as b ofstades or contracts, as well as restrictexhca

Repurchase and Securities Lending Transactions

Securities borrowed or reverse repurchase agreenagrt securities loaned or repurchase agreemesmts ar
treated as collateralized financings. Reverse oase agreements and repurchase agreements &d oarr
the consolidated statement of financial conditionthee amounts of cash paid or received, plus adcrue
interest, except for certain repurchase agreenfentehich the Company has elected the fair valugoap
(see Note 4). Where appropriate, transactions with same counterparty are reported on a net basis.
Securities borrowed and Securities loaned are dedoat the amount of cash collateral advancedceiwed.

Securitization Activities

The Company engages in securitization activitiésted to U.S. agency collateralized mortgage obbga

and other types of financial assets (see Noteuh transfers of financial assets are generatiguated for
as sales when the Company has relinquished canteolthe transferred assets and does not consolidat
transferee. The gain or loss on sale of such fiahassets depends, in part, on the previous caygmount
of the assets involved in the transfer (generdlfiaia value) and the sum of the proceeds anddhevélue of
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the retained interests at the date of sale. Tres#fi@t are not accounted for as sales are trestegcured
financings (“failed sales”).

Receivables and Payables — Customers

Receivables from customers (net of allowance faubtiol accounts) and payables to customers include
amounts due on cash and margin transactions. 8esunwned by customers, including those that
collateralize margin or similar transactions, aat reflected on the consolidated statement of fifan
condition.

Receivables and Payables — Brokers, Dealers and @iang Organizations

Receivables from brokers, dealers and clearingnizgtions include amounts receivable for failedietiver

by the Company to a purchaser by the settlemerd, daargin deposits, and commissions. Payables to
brokers, dealers and clearing organizations inclutleunts payable for securities failed to receiyehe
Company from a seller by the settlement date andilpas to clearing organizations. Receivables and
payables arising from unsettled trades are repantea net basis.

Premises, Equipment and Software Costs

Premises, equipment and software costs consis¢sethold improvements, furniture, fixtures, corepaind
communications equipment, and software (externalischased and developed for internal use). Premises
equipment and software costs are stated at casatEsimulated depreciation and amortization. Dégiien

and amortization are provided by the straight-timethod over the estimated useful life of the adsgtimated
useful lives are generally as follows: furnituredafixtures — 7 years, computer and..communications
equipment — 3 to 9 years. Estimated useful livesédtware costs are generally 3to 10s. 5.

Leasehold improvements are amortized over the asfsthe estimated useful life of the asset or, ighe
applicable, the remaining term of the lease, butegaly not exceeding 25 years for building strugtu
improvements and 15 years for other improvements.
Premises, equipment and software costs are testedinfpairment whenever events or changes in
circumstances suggest that an asset’s carryings valy not be fully recoverable in accordance witivant
accounting guidance.

Customer Transactions

Customers’ securities transactions are recordei sgitlement date basis.

Note 3 — Related Party Transactions

The Company has transactions with the Ultimate fRaend its consolidated affiliates, including the
performance of administrative services and the @@t of securities transactions, and obtains steonh
funding as described in Note 7. Subordinated li#dxsl are transacted with the Ultimate Parent asrileed in
Note 8.

Receivables from and payables to affiliates comisiffiliate transactions that occur in the norroalirse of
business. Payables to affiliates are unsecured, ibeaest at prevailing market rates and are payah
demand.

The Company classifies certain receivables and lpaeyarelated to brokerage, financing, clearance and

custodial services from certain affiliates as nastomer as there is an agreement between the nwesphy
which the affiliate is subordinated against anyinetato creditors. These receivables and payables ar
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recorded in Receivables- Fees and other and Oiglgifittes and accrued expenses on the consolidated
statement of financial condition.

The Company clears securities and futures trarmsector affiliates with standard settlement terrR&nding
settlement balances are recorded within Receivdinasor Payables to customers, and Receivables o
Payables to brokers, dealers and clearing orgamizat

On March 31, 2015, MS&Co. increased the outstandhialgnce on the existing Subordinated Revolving
Credit Agreement with the Ultimate Parent by $8080. May 6, 2015 MS&Co. increased the balance by an
additional $500.

On May 4, 2015, MS&Co. received a cash dividendnpayt totaling $100 from one of its subsidiaries,

Corporate Services Support Corp. (“CSSC”). On JBDe2015 MS&Co. made a dividend payment of its

entire remaining equity ownership of CSSC totafpdg to its immediate parent, MSDHI.

On May 6, 2015, the Ultimate Parent infused $1 @0@®ember’s equity into MS&Co.

Assets and receivables from affiliated companid3estember 31, 2015 are comprised of:

Cash $ 251
Financial instruments owned, at fair value 358
Reverse repurchase agreements 10,658
Securities borrowed 21,289
Receivables - Customers 274
Receivables - Brokers, dealers and clearing dzgdons 1,780
Receivables - Fees and other 10,460
Receivables - Affiliates 119

Liabilities and payables to affiliated companie®atember 31, 2015 are comprised of:

Short-term borrowings - Affiliates $ 1,247
Short-term borrowings - Other 151
Financial instruments sold, not yet purchasefiavalue 321
Repurchase agreements 48,861
Securities loaned 21,968
Payables - Customers 18,290
Payables - Brokers, dealers and clearing orgaoizsa 555
Payables - Affiliates 4,485
Other liabilities and accrued expenses 1,489
Subordinated liabilities 11,300
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Note 4 — Fair Value Disclosures

Fair Value Measurements

A description of the valuation techniques appliedhte Company’s major categories of assets anditied
measured at fair value on a recurring basis follows

Financial Instruments Owned and Financial Instrumés 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 generediegorized in Level 1 of the fair value hierarchy

U.S. Agency Securities

U.S. agency securities are composed of three mati@gories consisting of agency-issued debt, agency
mortgage pass-through pool securities and coll@echmortgage obligations. Non-callable agencydss
debt securities are generally valued using quotadken prices. Callable agency-issued debt secsiritie
valued by benchmarking model-derived prices to egdomarket prices and trade data for identical or
comparable securities. The fair value of agencytgage pass-through pool securities is model-drhased

on spreads of the comparable to-be-announced BedDallateralized mortgage obligations are valusihg
qguoted market prices and trade data adjusted bgegulent changes in related indices for identical or
comparable securities. Actively traded non-callagency-issued debt securities are generally caregoin
Level 1 of the fair value hierarchy. Callable ageigsued debt securities, agency mortgage pasaghro
pool securities and collateralized mortgage ohiloyest are generally categorized in Level 2 of the falue
hierarchy.

Other Sovereign Government Obligations

Foreign sovereign government obligations are valwsdg quoted prices in active markets when availab
These bonds are generally categorized in Level theffair value hierarchy. If the market is lesgwvacor
prices are dispersed, these bonds are categondezlel 2 of the fair value hierarchy. In instanedsere the
inputs are unobservable, these bonds are catedanizesvel 3 of the fair value hierarchy.

Corporate and Other Debt
State and Municipal Securities

The fair value of state and municipal securitieslétermined using recently executed transactiosken
price quotations and pricing models that factomihere applicable, interest rates, bond or cresfwdt swap
spreads and volatility. These bonds are generathgorized in Level 2 of the fair value hierarchy.

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 onepdr spread data obtained from observed
transactions or independent external parties ssiceadors or brokers. When position-specific extiepnice
data are not observable, the fair value detern@natiay require benchmarking to similar instrumeatsj/or
analyzing expected credit losses, default and exgorates and/or applying discounted cash flowniglres.
In evaluating the fair value of each security, @empany considers security collateral-specificilaites
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including payment priority, credit enhancement Isyeype of collateral, delinquency rates and kesgerity.
In addition, for RMBS borrowers, Fair Isaac Corgioma (“FICO”) scores and the level of documentatfon
the loan are considered. Market standard modet$, as Intex, Trepp or others, may be deployed tdeino
the specific collateral composition and cash flemcture of each transaction. Key inputs to thesdets are
market spreads, forecasted credit losses, andltafaliprepayment rates for each asset categoityai@n
levels of RMBS and CMBS indices are used as artiaddl data point for benchmarking purposes orricep
outright index positions.

RMBS, CMBS and other ABS are generally categorimetlevel 2 of the fair value hierarchy. If external
prices or significant spread inputs are unobseevablif the comparability assessment involves Sicpmit
subjectivity related to property type differencessh flows, performance and other inputs, then RMBS
CMBS and other ABS are categorized in Level 3 efftdir value hierarchy.

Corporate Bonds

The fair value of corporate bonds is determinedgisecently executed transactions, market priceations
(where observable), bond spreads, credit defawdpsspreads, at the money volatility and/or volgtisikew
obtained from independent external parties suckieaslors and brokers adjusted for any basis difteren
between cash and derivative instruments. The sptatdused are for the same maturity as the bértide |
spread data do not reference the issuer, thenltgtaeference a comparable issuer are used. Wistion-
specific external price data are not observablie, Viaue is determined based on either benchmarking
similar instruments or cash flow models with yieldrves, bond or single name credit default swapasty
and recovery rates as significant inputs. Corpdratels are generally categorized in Level 2 offdirevalue
hierarchy; in instances where prices, spreads yoathe other aforementioned key inputs are unciadge,
they are categorized in Level 3 of the fair valierdrchy.

Collateralized Debt and Loan Obligations

The Company holds collateralized debt obligaticf@DOs”)/collateralized loan obligations (“CLOs”) ah
typically reference a tranche of an underlying betit portfolio of single name credit default swaps
collateralized by corporate bonds (“credit-linkestas”) or cash portfolio of asset-backed securiffasset-
backed CDOs"). Credit correlation, a primary inpged to determine the fair value of credit-linkedes, is
usually unobservable and derived using a benchmgutkichnique. The other credit-linked note modputs
such as credit spreads, including collateral speand interest rates are typically observableetsacked
CDOs/CLOs are valued based on an evaluation ofirtaket and model input parameters sourced from
similar positions as indicated by primary and seleop market activity. Each asset-backed CDO/CLO
position is evaluated independently taking intosideration available comparable market levels, tyiteg
collateral performance and pricing, deal structanes liquidity. Cash CDOs/CLOs are categorizedendl 2

of the fair value hierarchy when either the crembtrelation input is insignificant or comparable rket
transactions are observable. In instances whererddit correlation input is deemed to be significar
comparable market transactions are unobservabdd, C®0Os/CLOs are categorized in Level 3 of the fair
value hierarchy.

Mortgage Loans

Mortgage loans are valued using observable prieesgd on transactional data or third-party priciag f
identical or comparable instruments, when availabkhere position-specific external prices are not
observable, the Company estimates fair value basedenchmarking to prices and rates observed in the
primary market for similar loan or borrower typesbased on the present value of expected fututte ftass
using its best estimates of the key assumptioetyding forecasted credit losses, prepayment rédesard
yield curves and discount rates commensurate vighrisks involved or a methodology that utilizeg th
capital structure and credit spreads of recent emalje securitization transactions. Mortgage lozaiged
based on observable market data for identical mpewable instruments are categorized in Level thefair

-12-



value hierarchy. Where observable prices are natilable, due to the subjectivity involved in the
comparability assessment related to mortgage laatage, geographical concentration, prepaymentdspee
and projected loss assumptions, mortgage loansaegorized in Level 3 of the fair value hierarchy.
Mortgage loans are presented within Loans and tgncbmmitments in the fair value hierarchy table.

Corporate Equities
Exchange-Traded Equity Securities

Exchange-traded equity securities are generallyedalbased on quoted prices from the exchange. g0 th
extent these securities are actively traded, vialnadjustments are not applied, and they are oaEgl in
Level 1 of the fair value hierarchy; otherwise,ttere categorized in Level 2 or Level 3 of the faatue
hierarchy.

Unlisted Equity Securities

Unlisted equity securities are valued based onsaessment of each underlying security, considedngds

of financing and third-party transactions, discedhttash flow analyses and market-based information,
including comparable company transactions, tradidtiples and changes in market outlook, amongrothe
factors. These securities are generally categoiizedvel 3 of the fair value hierarchy.

Fund Units

Listed fund units are generally marked to the ergeatraded price and are categorized in Level thefair
value hierarchy if actively traded on an exchargsted fund units if not actively traded and urdi$tfund
units are generally marked to net asset value (“NA&ertain fund units that are measured at falueaising
the NAV per share are not classified in the falugéierarchy.

Derivative Contracts
Listed Derivative Contracts

Listed derivatives that are actively traded areusdl based on quoted prices from the exchange and ar
categorized in Level 1 of the fair value hierarchisted derivatives that are not actively traded ealued
using the same approaches as those applied to @fiaiives; they are generally categorized in Levef

the fair value hierarchy.

OTC DerivativeContracts

OTC derivative contracts include forward, swap amion contracts related to interest rates, foreign
currencies, credit standing of reference entitegquity prices.

Depending on the product and the terms of the acim, the fair value of OTC derivative products e
either observed or modeled using a series of tgdesi and model inputs from comparable benchmarks,
including closed-form analytic formulas, such as Black-Scholes option-pricing model, and simulatio
models or a combination thereof. Many pricing meddb not entail material subjectivity because the
methodologies employed do not necessitate signifipagdgment, and the pricing inputs are observedhfr
actively quoted markets, as is the case for genetizest rate swaps, certain option contracts @arthin
credit default swaps. In the case of more estailistterivative products, the pricing models usedHhsy
Company are widely accepted by the financial sesvimdustry. A substantial majority of OTC derivati
products valued by the Company using pricing motilsnto this category and are categorized ineleds of

the fair value hierarchy; otherwise, they are cattiegd in Level 3 of the fair value hierarchy.

For further information on the valuation techniqf@sOTC derivative products, see Note 2.
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For further information on derivative instrumerdee Note 5.
Other Short-term Borrowings and Other liabilities

Other short-term borrowings and Other liabilitiesclude hybrid financial instruments with embedded
derivatives. See the Derivative Contracts sectlmyva for a description of the valuation technigpplied to
the Company’s Other short-term borrowings and Olihbilities.

Reverse Repurchase Agreements and Repurchase Aggats

The fair value of a reverse repurchase agreemempoirchase agreement is computed using a standsind
flow discounting methodology. The inputs to theuaion include contractual cash flows and colldtera
funding spreads, which are estimated using varioeischmarks, interest rate yield curves and option
volatilities. Reverse repurchase agreement or oblyage agreement are generally categorized in eoEthe

fair value hierarchy. In instances where the unolad®e inputs are deemed significant, reverse case
agreements and repurchase agreements are catdgorizsvel 3 of the fair value hierarchy.

The following fair value hierarchy table presem$ormation about the Company’s assets and liadsliti

measured at fair value on a recurring basis at ibbee 31, 2015. See Note 2 for a discussion of the
Company'’s policies regarding the fair value hiengrc
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Assets and Liabilities Measured at Fair Value on &ecurring Basis at December 31, 2015

Counter-
party and
Cash Balance at
Collateral December 31,
Level 1 Level 2 Level 3 Netting 2015
Assets:
Financial instruments owned:
U.S. government and agency securities:
U.S. Treasury securities $ 13,58 - $ - $ - $ 13,591
U.S. agency securities 797 17,743 - - 18,540
Total U.S. government and agency
securities 14,388 17,743 - - 32,131
Other sovereign government obligations 1,163 336 - - 1,499
Corporate and other debt:
State and municipal securities - 1,651 19 - 1,670
Residential mortgage-backed securities - 879 36 - 915
Commercial mortgage-backed securities - 1,342 55 - 1,397
Asset-backed securities - 368 14 - 382
Corporate bonds - 5,409 105 - 5,514
Collateralized debt and loan obligations - 148 254 - 402
Loans - - 58 - 58
Other debt - 62 69 - 131
Total corporate and other debt - 9,859 610 - 10,469
Corporate equitié8 18,206 408 26 - 18,640
Derivative contracts:
Interest rate contracts 191 2,413 - - 2,604
Credit contracts - 500 - - 500
Foreign exchange contracts 41 9,972 - - 10,013
Equity contracts 403 6,865 218 - 7,486
Nettind® (447) (18,396) (148) (868 (19,859)
Total derivative contracts 188 1,354 70 (868 744
Investments®®
Principal investments - - 1 - 1
Total investments - - 1 - 1
Total financial instruments owngY $ 33,945 $ 29,700 $ 707 $ (868 $ 63,484
Securities received as collateral, at fair value 4,691 - 1 - 14,692
Securities purchased under agreements
to resell - 806 - - 806

™ For trading purposes the Company holds or sellg slqmity securities issued by entities in divérskustries and of varying sizes.

@ For positions with the same counterparty that covss the levels of the fair value hierarchy, bothinterparty netting and cash collateral netting
are included in the column titled “Counterparty a&ash Collateral Netting.” For contracts with tteeme counterparty, counterparty netting
among positions classified within the same levéh@uded within that shared level. For furtheroimhation on derivative instruments, see Note
5.

@ Amount excludes certain investments that are medsafrfair value using the NAV per share, whichrareclassified in the fair value hierarchy.
At December 31, 2015 the fair value of these inmesits was $10.
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Counter-

party and
Cash Balance at
Collateral December 31,
Level 1 Level 2 Level 3 Netting 2015
Liabilities:
Short-term borrowings - Other $ $ 301 $ - $ - $ 301
Financial instruments sold, not yet purchased:
U.S. government and agency securities:
U.S. Treasury securities 11,947 - - - 11,947
U.S. agency securities 854 127 - - 981
Total U.S. government and agency
securities 12,801 127 - - 12,928
Other sovereign government obligations 79 259 - - 338
Corporate and other debt:
Corporate bonds - 3,155 1 - 3,156
Other debt - 4 4 - 8
Total corporate and other debt - 3,159 5 - 3,164
Corporate equitiés 8,437 4 - - 8,441
Derivative contracts:
Interest rate contracts 89 1,909 - - 1,998
Credit contracts - 342 - - 342
Foreign exchange contracts 13 10,250 - - 10,263
Equity contracts 354 8,893 1,395 - 10,642
Nettind? (447) (18,396) (148) (551) (19,542)
Total derivative contracts 9 2,998 1,247 (551) 3,703
Total financial instruments sold, not yet
purchased $ 21,326 $ 6,547 $ 1,252 $ (551) $ 28,574
Obligation to return securities received as
collateral, at fair value 19,308 - 1 - 19,309
Securities sold under agreements to
repurchase - 532 151 - 683
Other secured financings - 47 1 - 48
Other liabilities - 176 79 - 255

@ For trading purposes the Company holds or sellg slymity securities issued by entities in divérskustries and of varying size.

@ For positions with the same counterparty that covss the levels of the fair value hierarchy, bothinterparty netting and cash collateral netting
are included in the column titled “Counterparty a&ash Collateral Netting.” For contracts with tteeme counterparty, counterparty netting
among positions classified within the same levéhéduded within that shared level. For furtheramhation on derivative instruments, see Note
5.

Transfers Between Fair Value Hierarchy Levels

For assets and liabilities that were transferretivéen Level 1 and Level 2 during 2015, fair valaee
ascribed as if the assets or liabilities had besmsterred as of January2015

Financial instruments owned—Derivative contractd dfinancial instruments sold, not yet purchased—
Derivative contractsDuring 2015, the Company reclassified approxinya$26 of derivative liabilities from
Level 1 to Level 2 as transactions in these cotgrdirl not occur with sufficient frequency and vk to
constitute an active market.

The Company also reclassified approximately $128evivative assets and approximately $97 of devieat
liabilities from Level 2 to Level 1 as these listderivatives became actively traded and were vabasgd on
guoted prices from exchanges.

Financial instruments owned-Corporate and other tdeBuring 2015, the Company reclassified
approximately $43 of certain Corporate and othédat,dprimarily RMBS and Municpials, from Level 2 to

Level 3. The Company reclassified these RMBS anadibfuals as external prices and/or spread inputs fo
these instruments became less observable.

Financial instruments sold-Corporate and other déhtring 2015, the Company reclassified approximately
$80 of certain Corporate and other debt, primasdyporate bonds and ABS, from Level 3 to Level Be T
Company reclassified these corporate bonds and A8%®xternal prices and/or spread inputs for these
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instruments became observable and certain unolideru@puts were deemed insignificant to the overall

measurement.

Other liabilities. During 2015, the Company reclassified approximat®®02 of certain Long term
borrowings from Level 2 to Level 3. The reclassifions were primarily related to derivatives cocisa
which failed to meet the definition of a derivatifiog which certain unobservable inputs became Baanit to

the overall measurement.

Significant Unobservable Inputs Used in Recurring level 3 Fair Value Measurements at December 31,

2015

The disclosures below provide information on theuagon techniques, significant unobservable ingutd
their ranges and averages for each major categowssets and liabilities measured at fair valueaon
recurring basis with a significant Level 3 balantke level of aggregation and breadth of produatse the
range of inputs to be wide and not evenly distedudcross the inventory. Further, the range of seable
inputs may differ across firms in the financial\sees industry because of diversity in the typeprafducts
included in each firm’'s inventory. The followingsdlosures also include qualitative information be t
sensitivity of the fair value measurements to cleang the significant unobservable inputs.

Valuation Technique(s)/ Significant

Balance at Unobservable Input(s) / Sensitivity of the
December 31 Fair Value to Changes in the
2015 Unobservable Inputs Rangg? Average$?
Assets
Financial instruments owned:
Corporate and other debt:
State and municipal $19 Comparable pricing
securities Comparable bond price / (A) 88 to 98 points 91 points
Residential mortgage- $36 Comparable pricing
backed securities Comparable bond price / (A) 1 to 45 points 17 points
Commercial mortgage- 55 Comparable pricing
backed securities Comparable bond price / (A) 0 to 6 points 0 points
Corporate bonds 105 Comparable pricirg
Comparable bond price / (A) 4 to 118 points 58 points
Option model
At the money volatility / (C) 28 to 33% 29%
Collateralized debt and 254 Comparable pricing
loan obligations Comparable bond price / (A) 36 to 103 points 60 points
Correlation model
Credit correlation / (B) 39 to 42% 42%
Loans 58 Comparable pricing
Comparable loan price / (A) 81 to 102 points 98 points
Other debt 69 Option model
At the money volatility / (C) 16 to 53% 53%
26 Comparable pricing
Corporate equities Comparablg pquity price / (A) 100% 100%
Comparable pricing
Comparable price / (A) 50 to 80% 72%
Net derivative contracts:
Equity contracts (1,177) Option model
At the money volatility / (C)(D) 23t061% 37%
Volatility skew / (C)(D) -2 to 0% -1%
Liabilities
Securities sold under 151 Discounted cash flow
agreements to repurchase Funding spread / (A) 86 to 116 bps 105 bps
Other liabilities 79  Option model
At the money volatility / (C) 16 to 54% 54%

bps- Basis points.
@

The range of significant unobservable inputs igespnted in points, percentages, basis pointsr@sti Points are a percentage of par; for

example, 88 points would be 88% of par. A basisteiuals 1/1000f 1%; for example, 86 bps would equal 0.86%.

@ Amounts represent weighted averages. Weighted ge®rare calculated by weighting each input by #ievialue of the respective financial
instruments except for derivative instruments, oaafe bonds, collateralized debt and loan obligatiand other debt where some or all inputs

are weighted by risk.

®  This is the predominant valuation technique fos thiajor asset or liability class.
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Sensmwty of the fair value to changes in the urfasservable inputs:

Significant increase (decrease) in the unobseniaplé in isolation would result in a significantiygher (lower) fair value measurement.

(B) Significant changes in credit correlation may resul significantly higher or lower fair value nsesement. Increasing (decreasing) correlation
drives a redistribution of risk within the capitttucture such that junior tranches become lesse)misky and senior tranches become more
(less) risky.

©  significant increase (decrease) in the unobseniaple in isolation would result in a significantywer (higher) fair value measurement.

® " There are no predictable relationships betweessitirgficant unobservable inputs.

The following provides a description of significammobservable inputs included in the December 8152
tables above for all major categories of assetdiahilities:

Comparable bond priee- a pricing input used when prices for the identicatrument are not available.
Significant subjectivity may be involved when faialue is determined using pricing data available fo
comparable instruments. Valuation using compariisieuments can be done by calculating an impliettly
(or spread over a liquid benchmark) from the pata comparable bond, then adjusting that yieldsfwead)
to derive a value for the bond. The adjustmenti¢tdy(or spread) should account for relevant défees in
the bonds such as maturity or credit quality.

Alternatively, a price-to-price basis can be asslirbetween the comparable instrument and bond being
valued in order to establish the value of the bdkatitionally, as the probability of default inceess for a
given bond (i.e., as the bond becomes more disti@sthe valuation of that bond will increasingdflect its
expected recovery level assuming default. The oeci® use price-to-price or yield/spread comparsso
largely reflects trading market convention for tfi@ancial instruments in question. Price-to-price
comparisons are primarily employed for RMBS, CMB®S, CDOs, CLOs and distressed corporate bonds.
Implied yield (or spread over a liquid benchmarg)utilized predominately for non-distressed corfgora
bonds.

Volatility—the measure of the variability in possible retufos an instrument given how much that
instrument changes in value over time. Volatilgyai pricing input for options, and generally, thevér the
volatility, the less risky the option. The leveladlatility used in the valuation of a particulgstimn depends
on a number of factors, including the nature ofrible underlying that optione(g, the volatility of a specific
underlying equity security may be significantlyfdient from one another), the tenor and the spikee of
the option.

Correlation—a pricing input where the payoff is driven by mahan one underlying risk. Correlation is a
measure of the relationship between the movemdntsmvariables (i.e., how the change in one vdeab
influences a change in the other variable). Creditelation, for example, is the factor that ddsesi the
relationship between the probability of individwsitities to default on obligations and the jointlpability of
multiple entities to default on obligations.

Comparable equity priee-a price derived from equity raises, share buybacis external bid levels, etc. A
discount or premium may be included in the faiuea¢stimate.

Volatility skew—the measure of the difference in implied volatifioy options with identical underliers and
expiry dates but with different strikes. The imglieolatility for an option with a strike price thistabove or
below the current price of an underlying asset tyjlically deviate from the implied volatility faan option
with a strike price equal to the current pricel@ttsame underlying asset.

Funding spread-the difference between the general collateral ¢atach refers to the rate applicable to a
broad class of U.S. Treasury issuances) and tresfispepllateral rate (which refers to the rate lqgble to a
specific type of security pledged as collateralchsias a municipal bond). Repurchase agreements are
discounted based on collateral curves. The cumeesanstructed as spreads over the correspondergigint
index swap (“OIS”)/ LIBOR curves, with the short cerof the curve representing spreads over the
corresponding OIS curves and the long end of tineeckepresenting spreads over LIBOR.
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Financial Instruments Not Measured at Fair Value

The table below presents the carrying value, falue and fair value hierarchy category of certaiaricial
instruments that are not measured at fair valughen Company’s consolidated statement of financial
condition.

The carrying value of cash, including other shertdt financial instruments such as reverse repuechas
agreements, Securities borrowed, repurchase agnégn8ecurities loaned, certain receivables andhiayg
arising in the ordinary course of business, Shenmtborrowings, certain Other secured financingse©
assets and Other liabilities and accrued expeng@aeximate fair value because of the relativelyrsperiod

of time between their origination and expected migtu

For longer-dated reverse repurchase agreementsyit@ec borrowed, repurchase agreements, Securities
loaned and Other secured financings, fair valuelégermined using a standard cash flow discounting
methodology. The inputs to the valuation includaetcactual cash flows and collateral funding spreadsch

are estimated using various benchmarks and intexesyield curves.

The fair value of Subordinated liabilities is gealbr determined based on transactional data od tharty
pricing for identical or comparable instruments,ewhavailable. Where position-specific external gsiare
not observable, fair value is determined baseduorent interest rates and credit spreads for deittuments
with similar terms and maturity.

Financial Instruments Not Measured at Fair Value atDecember 31, 2015

At December 31, 2015 Fair Value Measurements Using:

Fair
Carrying Value Value Level 1 Level 2 Level 3

Financial Assets:
Cash $ 1213 % 1,213 $ 1213 $ - 3% -
Cash deposited with clearing organizations or

segregated under federal and other

regulations or requirements 12,536 12,536 12,536 - -
Securities purchased under agreements

to resell 56,751 56,733 - 56,637 96
Securities borrowed 125,934 125,934 - 125,885 49
Receivables®

Customers 8,660 8,660 - 8,660 -

Brokers, dealers and clearing organizations 3,989 3,989 - 3,989 -

Fees and other 10,691 10,691 - 10,691 -

Affiliates 119 119 - 119 -
Other assef8 83 83 - 83 -
Financial Liabilities:
Short-term borrowings:

Affiliates 1247 $ 1,247 - $ 1,247 -

Other 8 8 - 8 -
Securities sold under agreements to repurchase 53869, 69,583 - 68,630 953
Securities loaned 28,313 28,312 - 28,312 -
Other secured financings 1,744 1,748 - 1,748 -
Payables?

Customers 119,138 119,138 - 119,138 -

Brokers, dealers and clearing organizations 022, 2,022 - 2,022 -

Affiliates 4,485 4,485 - 4,485 -
Other liabilities and accrued experi8es 6,513 6,513 - 6,513 -
Subordinated liabilities 11,300 11,424 - 11,424 -

@ Accrued interest and dividend receivables and pagabkhere carrying value approximates fair valueetzeen excluded.
@ Other assets and Other liabilities and accrued resgmeexclude certain items that do not meet thimitiefi of a financial instrument. Other
liabilities and accrued expenses also excludesiodihancial instruments that are not in scope.
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Note 5 - Derivative Instruments

The Company trades and makes markets globallysiedifutures, OTC swaps, forwards, options androthe
derivatives referencing, among other things, irsterates, currencies, investment grade and norsiment
grade corporate credits, bonds, U.S. and otherrsigve securities, emerging market bonds, crediicas]
ABS indices, property indices, and mortgage-related other ABS. The Company uses these instrunfients
market-making, foreign currency exposure managerardtasset and liability management. The Company
does not apply hedge accounting.

The Company manages its trading positions by enmmyogn variety of risk mitigation strategies. These
strategies include diversification of risk exposuamd hedging. Hedging activities consist of thecipaise or
sale of positions in related securities and finanicistruments, including a variety of derivativegucts €.g,
futures, forwards, swaps and options). The Compaapages the market risk associated with its trading
activities on a Company-wide basis, on a worldwrdding division level and on an individual prodbeisis.

Fair Value and Notional of Derivative Instruments

Derivatives Assets
At December 31, 2015

Fair Value Notional
Bilateral Cleared Exchange Bilateral Cleared Exchange
OTC OTC Traded Total OTC OTC Traded Total
Derivatives contractst®:
Interest rate contracts $ 2,471$ 133 % -8 2604 $ 113469 $ 40,884 $ 24,640 $ 178,993
Credit contracts 500 - - 500 5,991 - - 5,991
Foreign exchange contracts 9,972 - 41 10,013 402,926 - 1,711 404,637
Equity contracts 2,927 - 4,559 7,486 39,964 137,996 177,960

Total derivatives contracts $ 15870 $ 133 $ 4600 $ 20,603 $ 562,350 $ 40,884 $ 164,347 $ 767,581

Cash collateral netting (1,255) - - (1,255) - - - -
Counterparty netting (13,976) (69) (4,559) (18,604) - - - -
Total derivative assets $ 639 $ 64 $ 41 $ 744 $ 562,350 $ 40,884 $ 164,347 $ 767,581

Derivative Liabilities
At December 31, 2015

Fair Value Notional
Bilateral Cleared Exchange Bilateral Cleared Exchange
OTC OTC Traded Total OTC OTC Traded Total
Derivatives contractst®:
Interest rate contracts $ 1857¢ 140 $ 1 3 1998 $ 85221 $ 40995 $ 81,708 $ 207,924
Credit contracts 342 - - 342 3,321 - - 3,321
Foreign exchange contracts 10,250 - 13 10,263 399,895 - 913 400,808
Equity contracts 5,821 - 4,821 10,642 44,260 - 133,366 177,626

Total derivatives contracts $ 18270 $ 140 $ 4,835 $ 23245 $ 532,697 $ 40,995 $ 215987 $ 789,679

Cash collateral netting (938) - - (938) - - - -
Counterparty netting (13,976) (69) (4,559) (18,604) - - - -

Total derivative liabilities $ 3,356 $ 71 $ 276 $ 3,703 $ 532,697 $ 40,995 $ 215987 $ 789,679

@ Notional amounts include gross notionals relatedpten long and short futures contracts of $24,966%84,980, respectively. The unsettled fair
value on these futures contracts (excluded fromtabke above) of $214 and $127, is included in Reddes - Brokers, dealers and clearing
organizations and Payables - Brokers, dealers &adimg organizations, respectively, in the Compampnsolidated statement of financial
condition.
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Offsetting of Deriative Instrumers

Derivative assets
Bilateral OTC
Cleared OTC
Exchange traded

Total derivative assets

Derivative liabilities
Bilateral OTC
Cleared OTC
Exchange traded

Total derivative liabilities

At December 31, 2015

Amounts
Offset in the
Consolidated

Net Amounts
Presented in the
Consolidated

Amounts Not Offset in the
Consolidated Statement of
Financial Condition®

Statement of Statement of Financial
Gross Financial Financial Instruments ~ Other Cash
Amounts®¥) Condition® Condition Collateral Collateral ~ Net Exposure
$ 15,870 $ (15,231) $ 639 $ (345) $ -8 294
133 (69) 64 - - 64
4,600 (4,559) 41 - - 41
$ 20603 $ (19,859) $ 744 $ (345) $ - 3 399
$ 18,270 $ (14,914) $ 3356 $ " $ -3 3,349
140 (69) 71 - - 71
4,835 (4,559) 276 - - 276
$ 23245 $ (19,542) $ 3,703 $ 7 $ - 3 3,696

@ Amounts include $2,247 of derivative assets aB@%0 of derivative liabilities which are eithertraubject to master netting agreements or
collateral agreements or are subject to such agnenbut the Company has not determined the agreertebe legally enforceable. See also
“Fair Value and Notional of Derivative Instrumenritserein, for additional disclosure about gross fealues and notionals for derivative

instruments by risk type.

@ Amounts relate to master netting agreements aliat@ml agreements, that have been determinetidoCompany to be legally enforceable in
the event of default and where certain other dsitare met in accordance with applicable offsettingounting guidance.

@ Amounts relate to master netting agreements aligt@ml agreements, that have been determinetidofCompany to be legally enforceable in
the event of default but where certain other ddtare not met in accordance with applicable dffsgtaccounting guidance.

For information related to offsetting of certairlateralized transactions, see Note 6.

Credit Risk-Related Contingencies

In connection with certain OTC trading agreemettte, Company may be required to provide additional
collateral or immediately settle any outstandiradpility balances with certain counterparties in ¢vent of a

credit rating downgrade.

Net Derivative Liabilities and Collateral Posted

The following table presents the aggregate faiueaf certain derivative contracts that contaik-ridated
contingent features that are in a net liability ipos for which the Company has posted collaterathe
normal course of business.

Net derivative liabilities

Collateral posted
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The additional collateral or termination paymeritattmay be called in the event of a future crealing
downgrade vary by contract and can be based amsaliy either or both of Moody’s Investors Servioe,
(“Moody’s”) and Standard & Poor’s Ratings ServideS&P"). The table below shows the future potential
collateral amounts and termination payments thatdcbe called or required by counterparties or exge
and clearing organizations in the event of onedmoictwo-notch downgrade scenarios based on teeaet
contractual downgrade triggers.
At December 31,
2015

Incremental collateral or terminating payments ufutare rating downgrade
One-notch downgrade $ -
Two-notch downgrade 3

@ Amount relates to bilateral arrangements betweenGbmpany and other parties where upon the dowagsaane party, the downgraded party must
deliver collateral to the other party. These biatelowngrade arrangements are a risk managemehtised extensively by the Company as credit
exposures are reduced if counterparties are dowedra

Credit Derivatives and Other Credit Contracts

The Company enters into credit derivatives, prialtypthrough credit default swaps, under whicheiteives
or provides protection against the risk of defawlta set of debt obligations issued by specifiéddreace
entities. A majority of the Company’s counterpatige banks, broker-dealers and other financititutisns.
The table below summarizes the notional and fdinevaf protection sold and protection purchasedugh
credit default swaps at December 31, 2015:

Maximum Potential Payout/Notional

Protection Sold Protection Purchased
Fair Value Fair Value
Notional (Asset)/Liability Notional (Asset)/Liability
Index and basket credit default swaps $ 3,321 $ 2)(34 $ 5,991 $ (500)
Total $ 3,321 $ (342) $ 5,991 $ (500)

The table below summarizes the credit ratings fefremce obligations and maturities of credit protecsold
at December 31, 2015:

Maximum Potential Payout/Notional

- Fair Value
Years to Maturity (Asset)/
Lessthanl  1-3 3-5 Over 5 Total Liability @
Index and basket credit default swéps:
Investment grade $ - % -8 -8 -3 -3 -
Non-investment grade - - - 3,321 3,321 (342)
Total credit default swaps sold - - - 3,321 3,321 (342)
Other credit contracts 5 65 2 276 348 (22)
Total credit derivatives and
other credit contracts $ 5 % 65 $ 2 $ 3,597 $ 3,669 $ (364)

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

@ In order to provide an indication of the currenypant status or performance risk of the credit wlefavaps, a breakdown of credit default swapsdase
on the Company’s internal credit ratings by investirgrade and non-investment grade is providednB®@015, the Company began utilizing its internal
credit ratings as compared with 2014 where exteagahcy ratings, if available, were utilized. Therge in the rating methodology did not have a
significant impact on investment grade versus mwestment grade classifications or the fair values.

Index and Basket Credit Default Swapsdex and basket credit default swaps are predwtiere credit
protection is provided on a portfolio of single rewsredit default swaps. Generally, in the evera aefault
on one of the underlying names, the Company wilehia pay a pro rata portion of the total notica@ount
of the credit default swap.
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The Company also enters into tranched index an#ebasedit default swaps where credit protection is
provided on a particular portion of the portfolios$ distribution. The most junior tranches covétiain
defaults, and once losses exceed the notionakedfdéimche, they are passed on to the next mosirdesnche

in the capital structure.

In order to provide an indication of the currenyipant status or performance risk of the credit ulefavaps,

a breakdown of the Company’s internal credit ragify investment grade and non-investment grade is
provided. Effective January 1, 2015, the Compargabeutilizing its internal credit ratings as comgzhwith
December 31, 2014 where external agency ratingaydilable, were utilized. The change in the rating
methodology did not have a significant impact orvestment grade versus non-investment grade
classifications or the fair values of tranched aod-tranched index and basket products in the atadote.

Credit Protection Sold through Credit Linked Notesxd CDOs.The Company has invested in credit-linked
notes (“CLNs”) and CDOs, which are hybrid instrutseoontaining embedded derivatives, in which credit
protection has been sold to the issuer of the riotieere is a credit event of a reference entitgerlying the
instrument, the principal balance of the note maiybe repaid in full to the Company.

Purchased Credit Protectiowith Identical Underlying Reference Obligatiof®r non-tranched index and
basket credit default swaps, the Company has psecharotection with a notional amount of $3,320,
compared with a notional amount of $5,469 of creuiitection sold with identical underlying referenc
obligations.

The purchase of credit protection does not reptebensole manner in which the Company risk manéges
exposure to credit derivatives. The Company manégesxposure to these derivative contracts throaigh
variety of risk mitigation strategies, which inckidnanaging the credit and correlation risk across- n
tranched indices and baskets, and cash positigggre8ate market risk limits have been establisbedridit
derivatives, and market risk measures are routimepitored against these limits. The Company map al
recover amounts on the underlying reference olitigatelivered to the Company under credit defawtyss
where credit protection was sold.

Note 6 - Collateralized Transactions

The Company enters into reverse repurchase agrégmepurchase agreements, securities borrowed and
securities loaned transactions to, among othegshiacquire securities to cover short positions settle
other securities obligations, to accommodate custshmeeds and to finance the Company’s inventory
positions.

The Company manages credit exposure arising frooh stansactions by, in appropriate circumstances,
entering into master netting agreements and codlategreements with counterparties that provide the
Company, in the event of a counterparty defaultl{sas bankruptcy or a counterparty’s failure to pay
perform), with the right to net a counterparty'ghtis and obligations under such agreement andibdgiiand
set off collateral held by the Company againstiéeamount owed by the counterparty.

The Company’s policy is generally to take possessib reverse repurchase agreements and securities
borrowed, and to receive securities and cash pa@deambllateral (with rights of rehypothecation).clertain
cases, the Company may agree for such collaterbé tposted to a third-party custodian under aariyp
arrangement that enables the Company to take ¢arfitsoch collateral in the event of a counterpafault.

The Company also monitors the fair value of theaulythg securities as compared with the relatedivetble

or payable, including accrued interest, and, agssary, requests additional collateral as provideter the
applicable agreement to ensure such transactiensdmguately collateralized. The risk related deeline in

the market value of collateral (pledged or recejvednanaged by setting appropriate market-basgduts.
Increases in collateral margin calls on securednitimg due to market value declines may be mitiyate
increases in collateral margin calls on reversaindmse agreements and securities borrowed tramsact
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with similar quality collateral. Additionally, th€ompany may request lower quality collateral pletige
replaced with higher quality collateral throughlat#ral substitution rights in the underlying agneats.

The Company actively manages its secured financirgmanner that reduces the potential refinandisig
of secured financing for less liquid assets. Then@any considers the quality of collateral when tiagjag
collateral eligibility with counterparties, as defd by the Company’s fundability criteria. The Camp
utilizes shorter-term secured financing for hightyid assets and has established longer tenotslifor less
liquid assets, for which funding may be at riskhie event of a market disruption.

Offsetting of Certain Collateralized Transactions

The following table presents information about thfésetting of these instruments and related caléhte
amounts. For information related to offsetting efidatives, see Note 5.

At December 31, 2015

Amounts Net Amounts Financial

Offset in the Presented in the Instruments Not

Consolidated Consolidated Offset in the

Statement of Statement of Consolidated

Gross Financial Financial Statement of Net
Amounts®  Condition® Condition Financial Condition®  Exposure

Assets
Reverse repurchase agreements 80,206 $ (32,649) $ 57,557 $ (49,982) $ 7,575
Securities borrowed 125,934 - 125,934 (136)9 7,998
Liabilities
Repurchase agreements $02,870 $ (32,649) $ 70,221  $ (67,151) $ 3,070
Securities loaned 28,313 - 28,313 (28,215) 98

@ Amounts include $7,538 of Securities purchased urdgeement to resell, $922 of Securities borrow&8i234 of Securities sold under

agreement to repurchase and $3 of Securities lpaviedh are either not subject to master nettingements or are subject to such agreements
but the Company has not determined the agreeneebts legally enforceable.

Amounts relate to master netting agreements, tae¢ lheen determined by the Company to be legaflyrazable in the event of default and
where certain other criteria are met in accordavite applicable offsetting accounting guidance.

Amounts relate to master netting agreements, tae¢ lheen determined by the Company to be legafyraable in the event of default and
where certain other criteria are not met in accocdavith applicable offsetting accounting guidance.

()

3

Secured Financing Transactions—Maturities and Cottxal Pledged

The following tables present gross obligationsriEpurchase agreements, securities loaned transactitd
obligations to return securities received as cetidtby remaining contractual maturity and classaifateral
pledged.

At December 31, 2015
Remaining Contractual Maturity

Overnight Less than 30-90 Over 90
and Open 30 days days days Total
Repurchase agreemefits $ 62,725 $ 14,032 $ 8806 $ 17,307 $ 102,870
Securities loanétl 25,682 ; 1,001 1,630 28,313
Gross amount of secured financing
included in the above offsetting disclosure 88,407 14,032 9,807 18,937 131,183
Obligation to return securities received as cotkdte 19,309 - - - 19,309
Total $ 107,716 $ 14,032 $ 9,807 $ 18,937 $ 150,492
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At December 31,

2015
Repurchase agreement?
U.S. government and agency securities $ 69,308
State and municipal securities 360
Other sovereign government obligations 790
Asset-backed securities 305
Corporate and other debt 1,426
Corporate equities 30,387
Other 204
Total repurchase agreements 102,870
Securities loaned”
U.S. government and agency securities 2,464
Other sovereign government obligations 109
Asset-backed securities 34
Corporate and other debt 495
Corporate equities 24,758
Other 453
Total securities loaned 28,313
Gross amount of secured financing included in theve offsetting disclosure 131,183
Obligation to return securities received as collatel
Corporate equities 19,309
Total obligation to return securities received alkateral 19,309
Total $ 150,492

@ Amounts are presented on a gross basis, priottingén the consolidated statement of financiaidition.
Financial Instruments Pledged

The Company pledges its Financial instruments owtoedollateralize repurchase agreements and other
secured financings. Pledged financial instrumeh& tan be sold or repledged by the secured pagty a
identified as Financial instruments owned (pleddgedvarious parties) in the Company’s consolidated
statement of financial condition. At December 3112 the carrying value of Financial instruments edby

the Company that have been loaned or pledged toteqarties where those counterparties do not tiave
right to sell or repledge the collateral were $23,9

Collateral Received

The Company receives collateral in the form of séies in connection with reverse repurchase agesgs,
securities borrowed and derivative transactiond, @arstomer margin loans. In many cases, the Comigany
permitted to sell or repledge these securities laslaollateral and use the securities to securerchase
agreements, to enter into securities lending antvatéve transactions or for delivery to countetjes to
cover short positions. The Company additionallyeiees securities as collateral in connection withtain
securities-for-securities transactions in which @mmpany is the lender. In instances where the Gomnps
permitted to sell or repledge these securitiesCibipany reports the fair value of the collateegkived and
the related obligation to return the collateral the consolidated statement of financial conditid.
December 31, 2015, the total fair value of finahimiatruments received as collateral where the Gomps
permitted to sell or repledge the securities weLHD5 and the fair value of the portion that hedrbsold or
repledged was $319,295.
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Concentration Risk

The Company is subject to concentration risk bydimgl large positions in certain types of securities
commitments to purchase securities of a singleerssacluding sovereign governments and other iestit
issuers located in a particular country or geog@plnea, public and private issuers involving depélg
countries, or issuers engaged in a particular imguBinancial instruments owned by the Companyuide
U.S. government and agency securities, which, & dggregate, represented approximately 11% of the
Company’s total assets at December 31, 2015. Iitiaddsubstantially all of the collateral held biye
Company for reverse repurchase agreements or bmrdswed, which together represented approximately
29% of the Company'’s total assets at December(@ll5,Zonsist of securities issued by the U.S. gowvent,
federal agencies or other sovereign governmengafins. Positions taken and commitments made &y th
Company, including positions taken and underwritamgl financing commitments made in connection with
its private equity, principal investment and lemgdiactivities, often involve substantial amounts and
significant exposure to individual issuers and besses, including non-investment grade issuers.

At December 31, 2015, cash and securities of $82&8 $13,220, respectively, were deposited with
clearing organizations or segregated under federdlother regulations or requirements. Securitigmsited
with clearing organizations or segregated undeerfdand other regulations or requirements arecsolur
from reverse repurchase agreements and Finand@duiments owned in the Company’s consolidated
statement of financial condition. In 2015, the Camp made amendments to certain arrangements bywhic
it acts in the capacity of a clearing member t@cckerivatives on behalf of customers. These amenthin
resulted in approximately $4,037 related to castiainmargin received from customers and remitted t
clearing organizations or third-party custodianKksano longer qualifying for recognition in the Coamy’'s
consolidated statement of financial condition.

Other

The Company also engages in margin lending to tslidrat allows the client to borrow against theueabf
qualifying securities and is included within Custameceivables in the Company’s consolidated staité mf
financial condition. Under these agreements andsé#etions, the Company either receives or provides
collateral, including U.S. government and agencgusges, other sovereign government obligations,
corporate and other debt, and corporate equitiestother receivables generated from margin lending
activities are collateralized by customer-ownedusées held by the Company. The Company monitors
required margin levels and established credit $rdaily and, pursuant to such guidelines, requussomers

to deposit additional collateral, or reduce possgiovhen necessary.

Margin loans are extended on a demand basis andoareommitted facilities. Factors considered ie th
review of margin loans are the amount of the |dhe, intended purpose, the degree of leverage being
employed in the account, and overall evaluatiothefportfolio to ensure proper diversification iorthe case

of concentrated positions, appropriate liquiditytled underlying collateral or potential hedgingastgies to
reduce risk. Additionally, transactions relatingctincentrated or restricted positions require gvewf any
legal impediments to liquidation of the underlyiclateral.

Underlying collateral for margin loans is reviewatith respect to the liquidity of the proposed ctdtal
positions, valuation of securities, historic traglirange, volatility analysis and an evaluation mdustry
concentrations. For these transactions, adherentetCompany’s collateral policies significantiyits the
Company’s credit exposure in the event of a custateéault. The Company may request additional nmargi
collateral from customers, if appropriate, andyatessary, may sell securities that have not baehfpr or
purchase securities sold but not delivered fromasuners. At December 31, 2015, the amounts relaied t
margin lending was approximately $6,874.

Other secured financings include the liabilitielated to transfers of financial assets that areatied for as
financings rather than sales, consolidated VIEsrevtiee Company is deemed to be the primary beaefici
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and certain equity-linked notes and other secupgbtvings. These liabilities are generally paydbden the
cash flows of the related assets accounted foiresé&ial instruments owned (see Note 7 and 10).

Note 7 — Short-Term Borrowings and Other Secured Fiancings

Short-term Borrowings

Short-term borrowings from affiliates are unsecutsehr interest at prevailing market rates andpasable
on demand. The balances consist of intercompangirignfrom the Ultimate Parent. Other short-term
borrowings consist of cash overdrafts and othertdlhom borrowings with affiliates with varying matities

of 12 months or less.

Other Secured Financings

Other secured financings include the liabilitielsied to transfers of financial assets that areaated for as
financings rather than sales, consolidated VIEsretiege Company is deemed to be the primary beaefici
certain equity-linked notes and other secured ngs. See Note 10 for further information on other
secured financings related to VIEs and securitizadictivities.

The Company’s Other secured financings at Dece®be2015 consisted of the follows:

Secured financings with original maturities gredhan one year $ 1,690

Secured financings with original maturities oneryaraess 101

Failed sales, at fair vallfe 1
Total $ 1,792

@ For more information on failed sales, see Note 10.

Maturities and Terms:Secured financings with original maturities gredl@n one year at December 31,
2015consisted of the following:

Variable
Fixed Rate Rate™ Total

Due in 2015 $ - $ - $ -
Due in 2016 - 1,087 1,087
Due in 2017 - 250 250
Due in 2018 - 300 300
Due in 2019 1 - 1
Thereafter 52 - 52

Total $ 53 §$ 1,637 $ 1,690
Weighted average coupon rate at
period-end” 4.19% 0.97% 1.10%

@ variable rate borrowings bear interest based oarty of indices, including LIBOR. Amounts inclutberrowings that are equity-linked, credit-
linked or linked to some other index.
@ Weighted average coupon was calculated utilizir§. interest rates.
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Maturities and Terms:Failed sales consisted of the following at Decandig 2015:

Due in 2016 $ -

Due in 2017 1

Due in 2018

Due in 2019 -

Due in 2020 -

Thereafter -
Total $ 1

For more information of failed sales, see Note 10.

Note 8 - Subordinated Liabilities

Subordinated liabilities consist of a Cash Subatiom Agreement and a $12,000 Subordinated Rewplvin
Credit Agreement with the Ultimate Parent at Decengi, 2015. The maturity dates, interest ratespand
value of the subordinated notes at December 315 a4 as follows:

Subordinated Notes Maturity Date Interest Rate Par Value
Cash Subordination Agreement April 30, 2017 6.55% $ 2,500
Subordinated Revolving Credit Agreement April 30, 2017 1.03% 8,800
Total $ 11,300

Note 9 — Commitments, Guarantees and Contingencies

Premises and Equipment

At December 31, 2015, future minimum rental comreitis (net of subleases, principally on office rimta
were as follows:

Fiscal Year Gross Amount Sublease Income  Net Amount

201¢ $ 125 % 6 $ 11¢
2017 138 4 134
2018 135 3 132
2019 107 3 104
2020 105 3 102
Thereafter 1,115 - 1,115

Total $ 1,725 $ 19 $ 1,706

Occupancy lease agreements, in addition to badelsegenerally provide for rent and operating exgee
escalations resulting from increased assessmantsdbestate taxes and other charges.

Securities Activities

Financial instruments sold, not yet purchased ssre obligations of the Company to deliver spedifie
financial instruments at contracted prices, ther@egting commitments to purchase the financiatunsents
in the market at prevailing prices. Consequentiy, Company’s ultimate obligation to satisfy theesaf

financial instruments sold, not yet purchased mageed the amounts recognized in the consolidated
statement of financial condition.
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The Company enters into forward starting revergmnehase agreements and forward starting securities
borrow agreements (agreements that have a trade agabf or prior to December 31, 2015 and settle
subsequent to December 31, 2015) that are primaeitured by collateral from U.S. government agency
securities and other sovereign government obligatioAt December 31, 2015, the Company had
commitments to enter into reverse repurchase agnetsrand securities borrow agreements of $1,823. At
December 31, 2015, the entire balance of theseagnets settled within three business days.

Guarantees

The table below summarizes certain information rdigg the Company’s obligation under guarantee
arrangements at December 31, 2015.

Maximum Potential Payout/Notional
Years to Maturity

Carrying
Amount (Asset)/
Type of Guarantee Less than 1 1-3 3-5 Over 5 Total Liability
Credit derivative contracdfd $ - ¢ - ¢ - ¢ 3321 % 3,321 § (342)
Other credit contracts 5 65 2 276 348 (22)
Non-credit derivative
contractd 93,486 8,622 222 1,222 103,552 4,168

™ carrying amount of derivatives contracts are showra gross basis prior to cash collateral or copatey netting. For further information on

derivative contracts, see Note 5.

The Company has obligations under certain guarart@mgements, including contracts and indemnitioat
agreements that contingently require a guarantarake payments to the guaranteed party based ogeha
in an underlying measure (such as an interestreigio exchange rate, security or commaodity priceindex
or the occurrence or non-occurrence of a specéiazht) related to an asset, liability or equityusitg of a
guaranteed party. Also included as guaranteesaracts that contingently require the guarantomske
payments to the guaranteed party based on anattigf®failure to perform under an agreement, &l &s
indirect guarantees of the indebtedness of others.

DerivativeContracts

Certain derivative contracts meet the accountirfqiidien of a guarantee, including certain writteptions,
contingent forward contracts and credit default msvésee Note 5 regarding credit derivatives in Wwhtee
Company has sold credit protection to the countgrpailthough the Company’s derivative arrangensedt

not specifically identify whether the derivativeurierparty retains the underlying asset, liabiityequity
security, the Company has disclosed informatioramgigg all derivative contracts that could meet the
accounting definition of a guarantee. The maximuwteptial payout for certain derivative contracts;tsas
written foreign currency options, cannot be estedatas increases in foreign exchange rates inutueef
could possibly be unlimited. Therefore, in orderptmvide information regarding the maximum potdntia
amount of future payments that the Company coulefaired to make under certain derivative consrabie
notional amount of the contracts has been disclobedertain situations, collateral may be held thg
Company for those contracts that meet the defmitiba guarantee. Generally, the Company setsteaila
requirements by counterparty so that the collatemalers various transactions and products and fs no
allocated specifically to individual contracts. 8Jsthe Company may recover amounts related to the
underlying asset delivered to the Company undedéhnizative contract.

The Company records all derivative contracts at failue. Aggregate market risk limits have been
established, and market risk measures are routimegitored against these limits. The Company also
manages its exposure to these derivative conttacisigh a variety of risk mitigation strategiescluding,
but not limited to, entering into offsetting ecoriorhedge positions. The Company believes that ttiemal
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amounts of the derivative contracts generally dagests exposure. For further discussion of then@any’s
derivative risk management activities (see Note 5).

Exchange/Clearinghouse Member Guarantees

The Company is a member of various U.S. exchanggslaaringhouses that trade and clear securtiég®oa
derivative contracts. Associated with its membgrsthe Company may be required to pay a proportiona
share of the financial obligations of another memideo may default on its obligations to the exclengthe
clearinghouse. While the rules governing differenthange or clearinghouse memberships vary, inrgene
the Company’s obligations under these rules woritgtanly if the exchange or clearinghouse hadiptesly
exhausted its resources. In addition, some cleaonge rules require members to assume a propddiona
share of losses resulting from the clearinghougs®/estment of guarantee fund contributions andaihit
margin, and of other losses unrelated to the deédwd clearing member, if such losses exceed pkeified
resources allocated for such purpose by the clglaouse. The maximum potential payout under theles ru
cannot be estimated. The Company has not recomedantingent liability in its consolidated statemhef
financial condition for these agreements and befighat any potential requirement to make paymaemter
these agreements is remote.

Legal

In the normal course of business, the Company Bas hamed, from time to time, as a defendant ilowsr
legal actions, including arbitrations, class actiamd other litigation, arising in connection wiih activities

as a global diversified financial services instidnt Certain of the actual or threatened legaloastiinclude
claims for substantial compensatory and/or punitizanages or claims for indeterminate amounts of
damages. In some cases, the entities that woulehvaite be the primary defendants in such cases are
bankrupt or are in financial distress. These astimave included, but are not limited to, residémtiartgage
and credit crisis related matters. Over the lagerse years, the level of litigation and investayat activity
(both formal and informal) by governmental and -sefjulatory agencies has increased materially & th
financial services industry. As a result, the Comypaxpects that it may become the subject of ismea
claims for damages and other relief and, whileGbenpany has identified below any individual prodegsd
where the Company believes a material loss to &soreably possible and reasonably estimable, tlzarde

no assurance that material losses will not be necufrom claims that have not yet been asserteateonot
yet determined to be probable or possible and reddp estimable losses.

The Company is also involved, from time to time,oiher reviews, investigations and proceedingsh(bot
formal and informal) by governmental and self-regoity agencies regarding the Company’s businesk, an
involving, among other matters, sales and tradintivities, financial products or offerings sponahre
underwritten or sold by the Company, and accourdimg) operational matters, certain of which mayltesu
adverse judgments, settlements, fines, penaltigsjdtions or other relief.

The Company contests liability and/or the amoundarhages as appropriate in each pending matterrdVhe
available information indicates that it is probahlé&ability had been incurred at the date of thasolidated
statement of financial condition and the Compang oceasonably estimate the amount of that loss, the
Company accrues the estimated loss by a chargedmi.

In many proceedings and investigations, howevds, itherently difficult to determine whether amss$ is
probable or even possible or to estimate the amwmiuanty loss. In addition, even where loss is gegr an
exposure to loss exists in excess of the liabdltgady accrued with respect to a previously remeghloss
contingency, it is not always possible to reasonabtimate the size of the possible loss or ramgess.

For certain legal proceedings and investigatiohs, Company cannot reasonably estimate such losses,

particularly for proceedings and investigations wehthe factual record is being developed or coatest
where plaintiffs or governmental entities seek sattgal or indeterminate damages, restitution, atiggment
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or penalties. Numerous issues may need to be eshaivcluding through potentially lengthy discovenyd
determination of important factual matters, deteation of issues related to class certification dmel
calculation of damages or other relief, and by asgsing novel or unsettled legal questions relet@ithe
proceedings or investigations in question, befolesa or additional loss or range of loss or adddi loss
can be reasonably estimated for a proceeding estigation.

For certain other legal proceedings and invesbgatithe Company can estimate reasonably possided,
additional losses, ranges of loss or ranges oftiaddi loss in excess of amounts accrued, but does
believe, based on current knowledge and after dtaigun with counsel, that such losses will haveaterial

adverse effect on the Company’s consolidated statemf financial condition as a whole, other thhe t
matters referred to in the following paragraphs.

Residential Mortgage and Credit Crisis Relateldtters
Regulatory and Governmental Matters

The Company has received subpoenas and requesigdionation from certain federal and state reguriat
and governmental entities, including among othemsous members of the RMBS Working Group of the
Financial Fraud Enforcement Task Force, such adlifited States Department of Justice, Civil Divisemd
several state Attorney General’'s Offices, conceyrire origination, financing, purchase, securitimatand
servicing of subprime and non-subprime residemtiattgages and related matters such as RMBS, CDOs,
structured investment vehicles (“SIVs”) and cregifault swaps backed by or referencing mortgags-pas
through certificates. These matters, some of whighin advanced stages, include, but are not lirtibe
investigations related to the Company’s due dil@eon the loans that it purchased for securitipatibe
Company’s communications with ratings agencies, @mmpany’s disclosures to investors, and the
Company’s handling of servicing and foreclosurateHl issues.

On February 25, 2015, the Company reached an agréemprinciple with the United States Departmeit
Justice, Civil Division and the United States Atiey’s Office for the Northern District of Califomni Civil
Division (collectively, the “Civil Division”) to pg $2,600 to resolve certain claims that the Civivifion
indicated it intended to bring against the Compdihat settlement was finalized on February 10, 2016

In May 2014, the California Attorney General's @#i (“CAAG”), which is one of the members of the
RMBS Working Group, indicated that it has made aarpreliminary conclusions that the Company made
knowing and material misrepresentations regardingBB and that it knowingly caused material
misrepresentations to be made regarding the Ch&imewhich issued securities marketed to the Catito
Public Employees Retirement System. The CAAG hathdu indicated that it believes the Company’s
conduct violated California law and that it may lsémeble damages, penalties and injunctive relldfe
Company does not agree with these conclusions ang@resented defenses to them to the CAAG.

In October 2014, the lllinois Attorney General'sficd (“IL AG”) sent a letter to the Company allegithat

the Company knowingly made misrepresentations eelab RMBS purchased by certain pension funds
affiliated with the State of lllinois and demanditigat the Company pay the IL AG approximately $88e
Company and IL AG reached an agreement to resbéventatter on February 10, 2016.

On January 13, 2015, the New York Attorney Gensr@lffice (“NYAG”), which is also a member of the
RMBS Working Group, indicated that it intends téefia lawsuit related to approximately 30 subprime
securitizations sponsored by the Company. NYAGdatdid that the lawsuit would allege that the Comgpan
misrepresented or omitted material informationteglao the due diligence, underwriting and valuatb the
loans in the securitizations and the propertiesirdeg them and indicated that its lawsuit woulddseught
under the Martin Act. The Company and NY AG reachragreement to settle the investigation on Feprua
10, 2016.
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Civil Litigation

On December 23, 2009, the Federal Home Loan Bar8eattle filed a complaint against the Company and
another defendant in the Superior Court of theeStdtWashington, styleéfederal Home Loan Bank of
Seattle v. Morgan Stanley & Co. Inc., et Bhe amended complaint, filed on September 280 28lleges that
defendants made untrue statements and materiakiomisin the sale to plaintiff of certain mortggusess-
through certificates backed by securitization Busintaining residential mortgage loans. The @tabunt of
certificates allegedly sold to plaintiff by the Cpamy was approximately $233. The complaint raisaisns
under the Washington State Securities Act and seekeng other things, to rescind the plaintiff gqghase

of such certificates. By orders dated June 23,12@mhd July 18, 2011, the court denied defendants’
omnibus motion to dismiss plaintiffs amended coani and on August 15, 2011, the court denied the
Company’s individual motion to dismiss the amendednplaint. On March 7, 2013, the court granted
defendants’ motion to strike plaintiff's demand farjury trial. The defendants’ joint motions forrgial
summary judgment were denied on November 9, 2015e8ember 25, 2015, the current unpaid balance of
the mortgage pass-through certificates at issukisnaction was approximately $46, and the cedtiés had
not yet incurred actual losses. Based on currevifflable information, the Company believes it donkur a
loss in this action up to the difference between $46 unpaid balance of these certificates (plysl@sses
incurred) and their fair market value at the tinfeagudgment against the Company, plus pre- and- pos
judgment interest, fees and costs. The Company beagntitled to be indemnified for some of thesesdgs
and to an offset for interest received by the piffiprior to a judgment.

On March 15, 2010, the Federal Home Loan Bank of Bancisco filed a complaint against the Company
and other defendants in the Superior Court of ttaeSof California styled~ederal Home Loan Bank of
San Francisco v. Deutsche Bank Securities Incl.eéAmamended complaint, filed on June 10, 201@gak
that defendants made untrue statements and matemiisions in connection with the sale to plaintiff
of certain mortgage pass-through certificates béd®e securitization trusts containing residentiarigage
loans. The amount of certificates allegedly solglaintiff by the Company was approximately $276eT
complaint raises claims under both the federal rigesi laws and California law and seeks, amongeioth
things, to rescind the plaintiff's purchase of sucértificates. On August 11, 2011, plaintiff's fede
securities law claims were dismissed with prejud@e February 9, 2012, defendants’ demurrers veisipect

to all other claims were overruled. On December22Q,3, plaintiff's negligent misrepresentation claiwere
dismissed with prejudice. At December 25, 2015, dbeent unpaid balance of the mortgage pass-tihroug
certificates at issue in these cases was approadyn@b9, and the certificates had incurred actossés of
approximately $1. Based on currently available rimiation, the Company believes it could incur a luss
this action up to the difference between the $5%authbalance of these certificates (plus any lossasred)
and their fair market value at the time of a judgtragainst the Company, or upon sale, plus prepast
judgment interest, fees and costs. The Company beagntitled to be indemnified for some of thesesdgs
and to an offset for interest received by the pithiprior to a judgment.

On July 15, 2010, China Development Industrial B&&DIB") filed a complaint against the Company,
styledChina Development Industrial Bank v. Morgan Stade§o. Incorporated et al.which is pending in
the Supreme Court of the State of New York, NewKky@ounty (“Supreme Court of NY”). The complaint
relates to a $275 credit default swap referendmegsuper senior portion of the STACK 2006-1 CDOe Th
complaint asserts claims for common law fraud, drdent inducement and fraudulent concealment and
alleges that the Company misrepresented the riskhieo STACK 2006-1 CDO to CDIB, and that the
Company knew that the assets backing the CDO wigpear quality when it entered into the credit ddfa
swap with CDIB. The complaint seeks compensatorpaiges related to the approximately $228 that CDIB
alleges it has already lost under the credit defawép, rescission of CDIB’s obligation to pay altitional
$12, punitive damages, equitable relief, fees andtscOn February 28, 2011, the court denied the
Company’s motion to dismiss the complaint. Basedwmently available information, the Company bedie

it could incur a loss of up to approximately $24@sppre- and post-judgment interest, fees and costs
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On October 15, 2010, the Federal Home Loan Bankhitago filed a complaint against the Company and
other defendants inthe Circuit Court of the Statk lllinois, styled Federal Home Loan Bank
of Chicago v. Bank of America Funding Corporatitreé A corrected amended complaint was filed on
April 8, 2011. The corrected amended complaintgekethat defendants made untrue statements andahate
omissions in the sale to plaintiff of a number afrtgage pass-through certificates backed by seatrdn
trusts containing residential mortgage loans arskrés claims under lllinois law. The total amouriit o
certificates allegedly sold to plaintiff by the Cpamy at issue in the action was approximately $20&
complaint seeks, among other things, to rescingthmtiff's purchase of such certificates. The etefants
filed a motion to dismiss the corrected amended pdaimt on May 27, 2011, which was denied on
September 19, 2012. On December 13, 2013, the entated an order dismissing all claims relatech® of

the securitizations at issue. After that dismisda, remaining amount of certificates allegedlyéss by the
Company or sold to plaintiff by the Company was ragpnately $78. At December 25, 2015, the current
unpaid balance of the mortgage pass-through @ati#fs at issue in this action was approximately, $6d

the certificates had not yet incurred actual los8ased on currently available information, the @any
believes it could incur a loss in this action upthe difference between the $51 unpaid balancéedet
certificates (plus any losses incurred) and thair market value at the time of a judgment agathst
Company, plus pre- and post-judgment interest, fmed costs. The Company may be entitled to be
indemnified for some of these losses and to arebfts interest received by the plaintiff prioraqudgment.

On April 20, 2011, the Federal Home Loan Bank o§tda filed a complaint against the Company androthe
defendants in the Superior Court of the CommonwezitMassachusetts styl€é@deral Home Loan Bank of
Boston v. Ally Financial, Inc. F/K/A GMAC LLC et &n amended complaint was filed on June 29, 201 a
alleges that defendants made untrue statementsnatetial omissions in the sale to plaintiff of edmt
mortgage pass-through certificates backed by demiron trusts containing residential mortgagenkarhe
total amount of certificates allegedly issued bg thompany or sold to plaintiff by the Company was
approximately $385. The amended complaint raisaissl under the Massachusetts Uniform Securities Act
the Massachusetts Consumer Protection Act and contawo and seeks, among other things, to rescind the
plaintiff’'s purchase of such certificates. On Ma&;, 2011, defendants removed the case to the UBimes
District Court for the District of MassachusetthieTdefendants’ motions to dismiss the amended @intpl
were granted in part and denied in part on SepteBle2013. On November 25, 2013, July 16, 2014, an
May 19, 2015, respectively, the plaintiff voluntardismissed its claims against the Company witpeet to
three of the securitizations at issue. After theskeintary dismissals, the remaining amount of Geaties
allegedly issued by the Company or sold to plditiyfthe Company was approximately $332. At Decambe
25, 2015, the current unpaid balance of the modgaagss-through certificates at issue in this actas
approximately $55, and the certificates had not igetirred actual losses. Based on currently availab
information, the Company believes it could incuioss in this action up to the difference between $65
unpaid balance of these certificates (plus anyewsdscurred) and their fair market value at theetiof a
judgment against the Company, or upon sale, ples and post-judgment interest, fees and costs. The
Company may be entitled to be indemnified for sarhthese losses and to an offset for interest vedeby
the plaintiff prior to a judgment.

On May 17, 2013, plaintiff ilKB International S.A. in Liquidation, et al. v. Myan Stanley, et affiled a
complaint against the Company and certain afféiatethe Supreme Court of NY. The complaint alleties
defendants made material misrepresentations anssams in the sale to plaintiff of certain mortgqmpess-
through certificates backed by securitization susintaining residential mortgage loans. The &tabunt of
certificates allegedly sponsored, underwritten andbld by the Company to plaintiff was approxinhate
$132. The complaint alleges causes of action agdives Company for common law fraud, fraudulent
concealment, aiding and abetting fraud, and negfigeisrepresentation, and seeks, among other things
compensatory and punitive damages. On October@®,2he court granted in part and denied in pgeet t
Company’s motion to dismiss. All claims regardigif certificates were dismissed. After these disais
the remaining amount of certificates allegedly ésby the Company or sold to plaintiff by the Compa
was approximately $116. On August 26, 2015, the @om perfected its appeal from the court’'s Oct@®er
2014 decision. At December 25, 2015, the curraphaid balance of the mortgage pass-through cextifecat
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issue in this action was approximately $28, andctngificates had incurred actual losses of $58se on
currently available information, the Company bedigvt could incur a loss in this action up to thféedence
between the $28 unpaid balance of these certiidgiels any losses incurred) and their fair maviedte at
the time of a judgment against the Company, or ugale, plus pre- and post-judgment interest, fees a
costs. The Company may be entitled to be indenthiite some of these losses and to an offset ferdst
received by the plaintiff prior to a judgment.

On May 3, 2013, plaintiffs ilDeutsche Zentral-Genossenschaftsbank AG et alowgdh Stanley et afiled

a complaint against the Company, certain affiliagesl other defendants in the Supreme Court of Thé
complaint alleges that defendants made materialemigsentations and omissions in the sale to pifaiof
certain mortgage pass-through certificates backeddguritization trusts containing residential rgage
loans. The total amount of certificates allegedbprsored, underwritten and/or sold by the Company t
plaintiff currently at issue in this action was appmately $644. The complaint alleges causes tibac
against the Company for common law fraud, fraudutamcealment, aiding and abetting fraud, negligent
misrepresentation, and rescission and seeks, amibtreg things, compensatory and punitive damages. On
June 10, 2014, the court granted in part and ddani@art the Company’s motion to dismiss the conmpla
The Company perfected its appeal from that decisiodune 12, 2015. At December 25, 2015, the ourre
unpaid balance of the mortgage pass-through @atifs at issue in this action was approximately@$aéd

the certificates had incurred actual losses of @pprately $83. Based on currently available infotioma, the
Company believes it could incur a loss in thisactip to the difference between the $269 unpaidnizal of
these certificates (plus any losses incurred) aei fair market value at the time of a judgmenaiagt the
Company, or upon sale, plus pre- and post-judgiméertest, fees and costs. The Company may beezhtitl

be indemnified for some of these losses.

Note 10 — Variable Interest Entities and Securitizeon Activities

The Company is involved with various special pugpeatities (“SPESs”) in the normal course of busindéis
most cases, these entities are deemed to be VIEs.

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

. Interests purchased in connection with marketingakctivities and retained interests held as altres
of securitization activities, including re-securétion transactions.

. Residual interests retained in connection withmitipal bond securitizations.
. Structuring of CLNs or other asset-repackage@soesigned to meet the investment objectives of
clients.

The Company determines whether it is the primanekieiary of a VIE upon its initial involvement waitthe
VIE and reassesses whether it is the primary beiaefion an ongoing basis as long as it has antirzong
involvement with the VIE. This determination is bdsupon an analysis of the design of the VIE, idicig
the VIE’s structure and activities, the power tokmaignificant economic decisions held by the Caomypa
and by other parties, and the variable interestseavby the Company and other parties.

The power to make the most significant economidsiets may take a number of different forms in etiéint
types of VIEs. The Company considers servicing afateral management decisions as representing the
power to make the most significant economic densio transactions such as securitizations or C2Oa
result, the Company does not consolidate secuitizmor CDOs for which it does not act as the iservor
collateral manager unless it holds certain othgtsi to replace the servicer or collateral managéw require
the liquidation of the entity. If the Company ses\as servicer or collateral manager, or has cedtuar
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rights described in the previous sentence, the @om@nalyzes the interests in the VIE that it hadd
consolidates only those VIEs for which it holdsatgmtially significant interest of the VIE.

The structure of securitization vehicles and CD®glriven by several parties, including loan setleif
securitization transactions, the collateral managem CDO, one or more rating agencies, a financial
guarantor in some transactions and the undervsjte{ the transactions, who serve to reflect specif
investor demand. In addition, subordinate investsteh as the “B-piece” buyer (i.e., investors insin
subordinated bond classes) in commercial mortgag&dal securitizations or equity investors in CDEs)
influence whether specific loans are excluded feo@MBS transaction or investment criteria in a CDO.

For many transactions, such as re-securitizatianstictions, CLNs and other asset-repackaged rbezs,
are no significant economic decisions made on ajoiogy basis. In these cases, the Company focuses it
analysis on decisions made prior to the initialstlg of the transaction and at the termination hadf t
transaction. Based upon factors, which includeralyais of the nature of the assets, including tvaethe
assets were issued in a transaction sponsoredebdmpany and the extent of the information avéelab

the Company and to investors, the number, natudeimyolvement of investors, other rights held b th
Company and investors, the standardization of #mall documentation and the level of continuing
involvement by the Company, including the amourd &pe of interests owned by the Company and by
other investors, the Company concluded in moshe$é transactions that decisions made prior tnitial
closing were shared between the Company and tti@ inivestors. The Company focused its controigien

on any right held by the Company or investors eglegb the termination of the VIE. Most re-secuatian
transactions, CLNs and other asset-repackaged hatesno such termination rights.

The Company accounts for the assets held by thi&esrnprimarily in Financial instruments owned ahe
liabilities of the entities as Other secured finags in the consolidated statement of financialditton. The
assets and liabilities are measured at fair value.

The following table presents information at Decemb®, 2015 about VIEs that the Company consolidates
Consolidated VIE assets and liabilities are preskrdfter intercompany eliminations and include &sse
financed on a non-recourse basis.

Assets Liabilities

Mortgage- and Asset-Backed Securitizations $ 58 % a7

The Company has no additional maximum exposur@dsels on assets not recognized in its consolidated
statement of financial condition as of December28115.
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The following table presents information about momsolidated VIEs in which the Company has deteethin
that its maximum exposure to loss is greater thtific thresholds or meets certain other critevlast of
the VIEs included in the table below are sponsdogdunrelated parties; the Company’s involvement
generally is the result of the Company’s secondaayket-making activities.

At December 31, 2015

Mortgage- and Collateralized
Asset-Backed Debt Municipal Tender
Securitizations Obligations Option Bonds Other
VIE assets that the Company does not
consolidate (unpaid principal balarfte) $ 23256 $ 2,710  $ 289 % 115
Total maximum exposure to loss:
Debt and equity interesfd $ 1,287 $ 204 % 1 $ 12
Total carrying value of exposure to loss—Assets:
Debt and equity intere$ts $ 1,287 $ 204 % 1 $ 12

™ Mortgage and asset-backed securitizations inclulie agsets as follows: $5,383 of residential morgag14,056 of commercial mortgages;
$317 of U.S. agency collateralized mortgage ohilogest and $3,500 of other consumer or commercaido

@ Mortgage and asset-backed securitizations incluiiedébt and equity interests as follows: $516 sfdential mortgages; $421 of commercial
mortgages; $124 of U.S. agency collateralized nagiegobligations; and $226 of other consumer or ceroial loans.

The Company’s maximum exposure to loss does ndudecthe offsetting benefit of any financial
instruments that the Company may utilize to hedusé risks associated with the Company’s variable
interests. In addition, the Company’s maximum expego loss is not reduced by the amount of cobéte
held as part of a transaction with the VIE or aaxtyto the VIE directly against a specific exp@ste loss.

Securitization transactions generally involve VIEgimarily as a result of its secondary market-mgki
activities, the Company owned additional securitgssied by securitization SPEs for which the maxmu
exposure to loss is less than specific threshdldese additional securities totaled $3,163 at Déesrf31,
2015. These securities were either retained in @cion with transfers of assets by the Companwgcguired

in connection with secondary market-making acedti These securities consisted of securities babied
residential mortgage loans, commercial mortgagendpar other consumer loans, such as credit card
receivables, automobile loans and student loarts C&0s or CLOs. The Company’s primary risk exposure
is to the securities issued by the SPE owned byCtrapany, with the risk highest on the most sulmaridi
class of beneficial interests. These securitiegigdly are included in Financial instruments owiiatporate
and other debt and are measured at fair valueNeee4). The Company does not provide additionppsu

in these transactions through contractual fac#ljtisuch as liquidity facilities, guarantees, or ikEm
derivatives. The Company’s maximum exposure to lpsserally equals the fair value of the securities
owned.

The Company’s transactions with VIEs primarily imbés securitizations, municipal tender option bond
trusts, credit protection purchased by affiliatesotigh CLNs, and collateralized loan and debt alblogs.
Such activities are further described below.

Securitization Activities
In a securitization transaction, the Company or affiliate transfers assets (generally commercial or
residential mortgage loans or U.S. agency secsiyite an SPE, sells to investors most of the beiaéfi
interests, such as notes or certificates, issuadd$PE, and, in many cases, retains other béalefiterests.
The purchase of the transferred assets by the S#tanced through the sale of these interests.

Although not obligated, the Company generally makasarket in the securities issued by SPEs in these
transactions. As a market maker, the Company oftebsy these securities from, and sell these gaxsuto,
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investors. Securities purchased through these maréking activities are not considered to be retdin
interests, although these beneficial interests gdigeare included in Financial instruments own€drporate
and other debt and are measured at fair value.

Municipal Tender Option Bond Trusts

In a municipal tender option bond transaction, @@mpany, generally on behalf of a client, transf@rs
municipal bond to a trust. The trust issues shartitsecurities that the Company, as the remarketijegt,
sells to investors. The client retains a residatdrest. The short-term securities are supported liguidity
facility pursuant to which the investors may puwitlshort-term interests. In some programs, atiati of
the Company provides this liquidity facility; in mioprograms, a third-party provider will providechu
liquidity facility. The Company may purchase shiatm securities in its role as remarketing agehe dlient
can generally terminate the transaction at any .tiftfee liquidity provider can generally terminatee th
transaction upon the occurrence of certain evéitgen the transaction is terminated, the municipeaicbis
generally sold or returned to the client. Any Iasseffered by the liquidity provider upon the saleéhe bond
are the responsibility of the client. This obligatigenerally is collateralized. Liquidity facilieprovided to
municipal tender option bond trusts generally arevided by affiliates of the Company. The Company
consolidates any municipal tender option bond $rustwhich it holds the residual interest. No streist was
consolidated at December 31, 2015.

Credit Linked Notes

In a CLN transaction, the Company transfers as@gserally high quality securities or money market
investments) to an SPE. An affiliate of the Compangers into a derivative transaction in which 8fE
writes protection on an unrelated reference assgraup of assets, through a credit default swajmta
return swap or similar instrument, and sells testors the securities issued by the SPE. In sansdctions,
an affiliate of the Company may also enter inteeiest rate or currency swaps with the SPE. Upon the
occurrence of a credit event related to the referersset, the SPE will deliver collateral secwyitie payment
to the affiliate of the Company that serves asdiévative counterparty. These transactions argded to
provide investors with exposure to certain creidk on the reference asset. In some transactibasadsets
and liabilities of the SPE are recognized in thenfany’s consolidated statement of financial conditiln
other transactions, the transfer of the collateealurities is accounted for as a sale of assatsth@nSPE is
not consolidated. The structure of the transadiietermines the accounting treatment. CLNs are dtun
Other in the above VIE tables.

The derivatives in CLN transactions consist ofltoéturn swaps, credit default swaps or similartcaets in
which an affiliate of the Company has purchasedegton on a reference asset or group of asseysdtds
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, cogsadtin
corporate loans, corporate bonds, asset-backeditsETwr synthetic exposures on similar asseteuidin
derivatives, and issues multiple tranches of daebtequity securities to investors. The Company omdees
the securities issued in CLO transactions on bedfalhaffiliated sponsors and provides advisoryises to
these unaffiliated sponsors. An affiliate of then@gany sells corporate loans to many of these SREsme
cases representing a significant portion of thaltassets purchased. If necessary, the Companyretein
unsold securities issued in these transactionboAdh not obligated, the Company generally makesuket
in the securities issued by SPEs in these tramsactiThese beneficial interests are included irarktral
instruments owned and are measured at fair value.
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Transfers of Assets with Continuing Involvement

Transfers with SPEs in which the Company, actingracipal, transferred financial assets with couithg
involvement and received sales treatment are shmiaw.

At December 31, 2015
U.S. Agency Credit-

Residential Commercial  Collateralized Linked
Mortgage Mortgage Mortgage Notes and
Loans Loans Obligations Other ¥
SPE assets (unpaid principal balance) $ 47 % 1537 $ 17,978 $ 313
Retained interests (fair value):
Investment grade $ - $ 43 3 36 $ -
Non-investment grade 3 - 613 -
Total retained interests (fair value) $ 3 $ 43 $ 649 $ -
Interests purchased in the secondary market (&direy:
Investment grade $ - $ 2 % 3 % -
Non-investment grade - - 96 4
Total interests purchased in the secondary
market (fair value) $ - 8 2 3 9 $ 4

@ Amounts include assets transferred by unrelatetsterors.
At December 31, 2015

Level 1 Level 2 Level 3 Total
Retained interests (fair value):
Investment grade $ - % 36 % 43 $ 79
Non-investment grade - 613 3 616
Total retained interests (fair value) $ - 3 649 $ 46 $ 695
Interests purchased in the secondary market (fdirey:
Investment grade $ - % 4 $ 1 8 5
Non-investment grade - 96 4 100
Total interests purchased in the secondary
market (fair value) $ - $ 100 $ 5 % 105

Transferred assets are carried at fair value poieecuritization. The Company may act as undegwdt the
beneficial interests issued by these securitizatiehicles. The Company may retain interests in the
securitized financial assets as one or more tranchthe securitization. These retained interesisreeluded

in the Company’s consolidated statement of findremadition at fair value.

Failed Sales

For transfers that fail to meet the accountingediatfor a sale, the Company continues to recoghieessets
in Financial instruments owned at fair value, amel Company recognizes the associated liabilitieStirer
secured financings at fair value in the consolidatatement of financial condition.

The assets transferred to unconsolidated VIEsamstictions accounted for as failed sales cannarbeved

unilaterally by the Company and are not generatlilable to the Company. The related liabilities aon-
recourse to the Company.
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The following table presents information about darying value of assets and liabilities relatedaited
sales at December 31, 2015.

Assets Liabilities
Credit-linked notes $ 1 $ 1

Note 11 — Sales and Trading Activities

Sales and Trading

The Company conducts sales, trading, financing ruadket-making activities on securities and futures
exchanges and in OTC. The Company’s Institutioreadu@ties sales and trading activities compriseitgqu
Trading; Fixed Income and Commaodities; Clients Sadvices; Research; and Investments.

The Company’s trading portfolios are managed withesv toward the risk and profitability of the pimtios.

The following is a discussion of the nature of #uities and fixed income activities conducted by t
Company, including the use of derivative productdhese businesses, and the Company’s primary: risks
market risk, credit risk, operational risk, anduidjty and funding risk policies and procedureserivg these
activities.

Equities

The Company acts as a principal (including as &etanaker) and agent in executing transactiongirtg
and equity-related products, including common sto&knerican Depositary Receipts (“ADRSs”), global
depositary receipts and exchange-traded funds.

The Company’s equity derivatives sales, trading mmadket-making activities cover equity-related prcid,
including equity swaps, options, warrants and eesguoverlying individual securities, indices andKeds of
securities and other equity-related products. The@any also issues and makes a principal marlexiity-
linked products to institutional and individual astors.

Fixed Income

The Company trades, invests and makes marketged fncome securities and related products, inotydi
among other products, investment and non-investigeade corporate debt, distressed debt, U.S. dret ot
sovereign securities, emerging market bonds, ctibleerbonds, collateralized debt and loan obligadjo
credit, currency, interest rate and other fixedime-linked notes, securities issued by structungdstment
vehicles, mortgage-related and other asset-backedrises, municipal securities, preferred stocld an
commercial paper, money-market and other short-tourities. The Company is a primary dealer of. U.S
federal government securities and a member of éfiing groups that distribute various U.S. agenoy a
other debt securities.

The Company trades, invests and makes marketstéu lfutures.

The Company trades, invests and makes markets jor f@eign currencies, such as the British pound,
Canadian dollar, Euro, Japanese yen and Swiss, fanavell as in emerging markets currencies. The
Company trades these currencies on a principas loasie spot, forward, option and futures markets.

Through the use of repurchase and reverse rep@rdmmeements, the Company acts as an intermediary
between borrowers and lenders of short-term fumdsprovides funding for various inventory positioirs
addition, the Company engages in principal seesitending with clients, institutional lenders aottier
broker-dealers.
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Risk Management

The Company’s risk management policies and relgtededures are aligned with those of the Ultimate
Parent and its other consolidated subsidiariessé& lpolicies and related procedures are administemea
coordinated global and legal entity basis with ad&stion given to the Company’s specific capitat a
regulatory requirements.

Risk is an inherent part of the Company’s busin@sd activities. Management believes effective risk
management is vital to the success of the Compamysiness activities. Accordingly, the Company has
policies and procedures in place to identify, asse®nitor and manage the significant risks invdlirethe
activities of its business and support functionse Tompany’s ability to properly and effectivelyerdify,
assess, monitor and manage each of the various wpeisk involved in its activities is critical tits
soundness and profitability. The cornerstone ofGbenpany’s risk management philosophy is the exacut
of risk-adjusted returns through prudent risk-tgkthat protects the Company’s capital base anclfiaa.
Five key principles underlie this philosophy: coelpensiveness, independence, accountability, defiskd
tolerance and transparency. The fast-paced, compled constantly-evolving nature of global finahcia
markets requires that the Company maintain a riskagement culture that is incisive, knowledgeabtaut
specialized products and markets, and subject going review and enhancement. To help ensure the
efficacy of risk management, which is an essentiamponent of the Company’s reputation, senior
management requires thorough and frequent commntioricand the appropriate escalation of risk matters

Market Risk

Market risk refers to the risk that a change inlthesl of one or more market prices, rates, indiagaplied

volatilities (the price volatility of the underlygninstrument imputed from option prices), correas or other
market factors, such as market liquidity, will riésim losses for a position or portfolio. Generalthe
Company incurs market risk as a result of tradingesting and client facilitation activities, pripally

within the Institutional Securities business segnwemere the substantial majority of the Company&rkat
risk exposure is generated.

Sound market risk management is an integral pathefCompany’s culture. The various business units
trading desks are responsible for ensuring thaketaisk exposures are well-managed and prudentkeétla
risk is also monitored through various measuremgustatistics; by measures of position sensitjvigd
through routine stress testing, which measuresintipact on the value of existing portfolios of spec
changes in market factors, and scenario analysetucted in collaboration with business units.

Credit Risk

Credit risk refers to the risk of loss arising wteehorrower, counterparty or issuer does not mediniancial
obligations. The Company primarily incurs cred#krexposure to institutions and individuals. Thék may
arise from a variety of business activities, inahgg but not limited to, entering into derivativentracts
under which counterparties have obligations to madgments to the Company; extending credit to tdien
providing funding that is secured by physical oaficial collateral whose value may at times beffitsent
to cover the loan repayment amount; and postingyimand/or collateral to counterparties. This tgbeisk
requires credit analysis of specific counterpaytimsth initially and on an ongoing basis. The Compalso
incurs credit risk in traded securities and wherttgyvalue of these assets may fluctuate basedadiaed or
expected defaults on the underlying obligationkans.

The Company has structured its credit risk managerframework to reflect that each of its businesses
generate unique credit risks, and establishesipeacto evaluate, monitor and control credit rigkasure
both within and across business segments. The Gompaesponsible for ensuring transparency of rate
credit risks, ensuring compliance with establishimits, approving material extensions of credit,dan
escalating risk concentrations to appropriate semianagement. The Company’s credit risk exposure is
managed by credit professionals and risk commitiiegsmonitor risk exposures, including margin l®amd
credit sensitive, higher risk transactions. SeeeNiotor a discussion of Concentration Risk.
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Operational Risk

Operational risk refers to the risk of financialaiher loss, or damage to a firm’s reputation, Itegyfrom
inadequate or failed internal processes, peoplstesys, or from external events (e.g., fraud, legad
compliance risks or damage to physical assets)Climpany may incur operational risk across thedtdipe
of its business activities, including revenue-gatiag activities (e.g., sales and trading) and rabrgroups
(e.g. information technology and trade processiAg)such, the Company may incur operational riskanh
of its divisions.

The goal of the operational risk management framkews to establish Company-wide operational risk
standards related to risk measurement, monitomagnaanagement. Operational risk policies are desigo
reduce the likelihood and/or impact of operatiomaidents as well as to mitigate legal, regulatagd
reputational risks.

Liquidity and Funding Risk

Liquidity and funding risk refers to the risk titae Company will be unable to finance its operatidoe to a
loss of access to the capital markets or difficuftyliquidating its assets. Liquidity and fundingk also
encompasses the Company’s ability to meet its fimhobligations without experiencing significanidiness
disruption or reputational damage that may thredseviability as a going concern.

The primary goal of the Company’s Liquidity Risk Magement Framework is to ensure that the Company
has access to adequate funding across a wide wngerket conditions. The framework is designed to
enable the Company to fulfill its financial obligats and support the execution of its businessegfies. The
Company’s Required Liquidity Framework reflects #tmmount of liquidity the Company must hold in both
normal and stressed environments to ensure thfihéscial condition or overall soundness is noteadely
affected by an inability (or perceived inability) teet its financial obligations in a timely mann&he
Required Liquidity Framework considers the moststanning liquidity requirement to satisfy all rdgtory

and internal limits. The Company uses LiquidityeSt Tests to model liquidity inflows and outflowsass
multiple scenarios over a range of time horizonbesSE scenarios contain various combinations of
idiosyncratic and systemic stress events of diffeseverity and duration. The methodology, impletagon,
production and analysis of the Company’s Liquidbtlyess Tests are important components of the Radjuir
Liguidity Framework.

Customer Activities

The Company’s customer activities involve the etiec settlement and financing of various secwitad
commodities transactions on behalf of customersid@oer securities activities are transacted oreedlcash
or margin basis. Customer commodities activitiebictv include the execution of customer transactions
commodity futures transactions (including optiondfutures), are transacted on a margin basis.

The Company’s customer activities may expose dftdnalance sheet credit risk. The Company may have
purchase or sell financial instruments at prevgilimarket prices in the event of the failure of atomer to
settle a trade on its original terms or in the éwesh and securities in customer margin accouet\at
sufficient to fully cover customer losses. The Camp seeks to control the risks associated withooost
activities by requiring customers to maintain margollateral in compliance with various regulaticarsd
Company policies.
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Note 12 - Employee Stock-Based Compensation Plans

Eligible employees of the Company participate imesal of the Ultimate Parent’s stock-based compémsa
plans.

Restricted Stock Units

Restricted stock unit (“RSUs”) are generally subjfecvesting over time, generally one to three gdasm

the date of grant, contingent upon continued emptoyt and to restrictions on sale, transfer or assémnt
until conversion to common stock. All or a portiohan award may be canceled if employment is testeih
before the end of the relevant vesting period, aftdr the relevant vesting period in certain situe.
Recipients of RSUs may have voting rights, at tHémate Parent’'s discretion, and generally receive
dividend equivalents. The Ultimate Parent detersiitte fair value of RSUs (including RSUs with non-
market performance conditions) based on the gratg-téhir value of its common stock, measured as the
volume-weighted average price on the date of gRRStJs with market-based conditions are valued uaing
Monte Carlo valuation model.

Performance-Based Stock Units

Performance-based stock units (“PSUs") will veal aonvert to shares of common stock at the endheof t
performance period only if the Ultimate Parentdfags predetermined performance goals over thetear
performance period that began on January 1 of thetyear and ends three years later on December 31
Under the terms of the award, the number of PShiswiil actually vest and convert to shares willli@sed

on the extent to which the Ultimate Parent achigkesspecified performance goals during the peréoce
period.PSUs have vesting, restriction and cancellationipians that are generally similar to those of RSUs

Stock Options

Stock options generally have an exercise pricdess than the fair value of the Ultimate Parentmmon
stock on the date of grant, vest and become eableiover a three-year period and expire five todérs
from the date of grant, subject to acceleratedrakpn upon certain terminations of employment.c&to
options have vesting, restriction and cancellapoovisions that are generally similar to those &UR. The
fair value of stock options is determined using Black-Scholes valuation model and the single gliéet
method. Under the single grant life method, optovards with graded vesting are valued using a eingl
weighted-average expected option life.

Note 13 - Employee Benefit Plans

The Ultimate Parent and its consolidated subsilgprovide various retirement plans for the majasitits
U.S. and certain non-U.S. employees. The Compaowiges certain other postretirement benefits, priga
health care and life insurance, to eligible U.Spleryees.

Pension and Other Postretirement Plans

Substantially all of the U.S. employees of the Campwho were hired before July 1, 2007 are covesed
non-contributory, defined benefit pension plan taqualified under Section 401(a) of the InterRalvenue
Code (the “Qualified Plan”). The Qualified Plan lt@ssed future benefit accruals.

Unfunded supplementary plans (the “Supplementatis?)acover certain executives. Liabilities for bétse
payable under the Supplemental Plans are accruethéoyCompany and are funded when paid to the
participant and beneficiaries. The Morgan Stanlagpgfemental Executive Retirement and Excess Plan (t
“SEREP"), a non-contributory defined benefit pldmattis not qualified under Section 401(a) of thiednal
Revenue Code, has ceased future benefit accruals.
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The Company’s pension plans generally provide penisenefits that are based on each employee’s géars
credited service and on compensation levels spe€qdifi the plans.

The Company has an unfunded postretirement beplgiit that provides medical and life insurance for
eligible U.S. retirees and medical insurance fairtlilependents. The Morgan Stanley Medical Plan was

amended to change the health care plans offered Ricember 31, 2014 for retirees who are Medicare-
eligible and age 65 or older.

Benefit Obligation and Funded Status

The following table provides a reconciliation oetbhanges in the benefit obligation and fair vatiglan
assets for 2015 as well as the funded status arbleer 31, 2015:

Other Postretirement

Pension Plan
Reconciliation of benefit obligation:
Benefit obligation at December 31, 2014 $ 3,502 $ 75
Service cost - 1
Interest cost 139 3
Actuarial loss (gain’ (252) 4
Plan amendments - 9
Change in mortality assumptions (46) D
Benefits paid (179) (4)
Benefit obligation at December 31, 2015 $ 3,164 % 87
Reconciliation of fair value of plan assets:
Fair value of plan assets at December 31, 2014 $ 3,259 $ -
Actual return on plan assets - -
Employer contributions 16 4
Benefits paid (179) (4)
Fair value of plan assets at December 31, 2015 $ 3,096 $ -
Funded (unfunded) status at December 31, 2015 $ (68) $ (87)

™ Amounts primarily reflect impact of year-over-yefiscount rate fluctuations.

The following tables present a summary of the fuhstatus at December 31, 2015.

Amounts recognized in the Company's consolidatatgistent of financial condition at December 31,
2015 consist of:

Other Postretirement

Pension Plan
Assets $ 300 3 i
Liabilities (368) (87)
Net amount recognized $ (68) $ (87)
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Amounts recognized in accumulated other compretierisss at December 31, 2015 consist of:

Other Postretirement

Pension Plan
Prior service cost (credit) $ - % (34)
Net loss (gain) 559 2)
Net loss (gain) recognized $ 559 $ (36)

The accumulated benefit obligation, for all defineehefit pension plans, was $3,164 as of December 3
2015.

The following table contains information for pensiplans with projected benefit obligations in excekthe
fair value of plan assets at December 31, 2015:

Projected benefit obligation $ 368
Fair value of plan assets $ -

The following table contains information for pensiplans with accumulated benefit obligations inesscof

the fair value of plan assets at December 31, 2015:

Accumulated benefit obligation $ 368
Fair value of plan assets $ -

The following table presents the weighted averaggmumptions used to determine benefit obligations at
December 31, 2015:

Other
Pension Plans Postretirement Plans
Discount rate 4.46% 4,13%
Rate of future compensation increases N/A N/A

N/A - Not applicable.

The discount rates used to determine the benélijattons for the pension and postretirement plamse
selected by the Company, in consultation withndependent actuary, using a pension discount giaide
based on the characteristics of the plans, eadrmeied independently. The pension discount yiele
represents spot discount yields based on duratiplidit in a representative broad-based Aa-ratepaate
bond universe of high-quality fixed income investise

The following table presents assumed health casttoend rates used to determine the postretireberefit
obligation at December 31, 2015:

Health care cost trend rate assumed for next year:

Medical 6.25%
Prescription 11.00%
Rate to which the cost trend rate is assumed tiingec
(ultimate trend rate) 4.50%
Year that the rate reaches the ultimate trend rate 2038
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Assumed health care cost trend rates can haveificagt effect on the amounts reported ioe Company’:
postretirement benefit plan.

Effect of Changes in Assumed Health Care CostsdlRates:

One-Percentage  One-Percentage Point
Point Increase (Decrease)

Total 2015 postretirement service and interest cost N/M N/M

December 31, 2015 postretirement benefit obligatio  $ 3 % 3)

N/M- Not meaningful

No impact of the Medicare Prescription Drug, Impgment and Modernization Act of 2003 has been
reflected in the Company’s consolidated stateménh@me as Medicare prescription drug coverage was
deemed to have no material effect on the Compgrgssretirement benefit plan.

Qualified Plan Assets

The Qualified Plan uses a combination of active askicontrolled fixed income investment strategielse
fixed income asset allocation consists primarilffieéd income securities and related derivativerimaents
designed to approximate the expected cash flowiseoplan’s liabilities in order to help reduce ptposure
to interest rate variation and to better align &sseth obligations. The longer duration fixed ino®
allocation is expected to help protect the planisdied status and maintain the stability of plantrdoutions
over the long run.

Derivative instruments are permitted in the QuadifPlan’s investment portfolio only to the extdmttthey
comply with all of the plan’s investment policy delines and are consistent with the plan’s risk atdrn
objectives. In addition, any investment in derived must meet the following conditions:

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

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

Derivatives may not be used as short-term tradiegicles. The investment philosophy of the
Qualified Plan is that investment activity is urtd&en for long-term investment rather than short-
term trading.

Derivatives may be used in the management oQtnaified Plan’s portfolio only when their possible
effects can be quantified, shown to enhance tlkereisirn profile of the portfolio, and reportedan
meaningful and understandable manner.

As a fundamental operating principle, any reswitsion the underlying assets apply to a respedévieative
product. This includes percentage allocations aeditcquality. Derivatives are used solely for fhepose of
enhancing investment in the underlying assets ahtbrcircumvent portfolio restrictions.

Plan assets are measured at fair value using w@uggchniques that are consistent with the vabuati
techniques applied to the Company’s major categarieassets and liabilities as described in Not®@ubted
market prices in active markets are the best eeienf fair value and are used as the basis for the
measurement, if available. If a quoted market piscavailable, the fair value is the product of thenber of
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trading units multiplied by the market price. Ifgaoted market price is not available, the estinwdtéair
value is based on the valuation approaches thatnmmex use of observable inputs and minimize use of
unobservable inputs.

The fair value of OTC derivative contracts is dedvprimarily using pricing models, which may reguir
multiple market input parameters. Derivative cottisaare presented on a gross basis prior to cdkttecal
or counterparty netting. Derivatives consist oféstments in interest rate swap contracts and &egaived
in Level 2 of the fair value hierarchy.

Commingled trust funds are privately offered furalsilable to institutional clients that are regetht
supervised, and subject to periodic examinationaby).S. federal or state agency. The trust must be
maintained for the collective investment or reiriment of assets contributed to it from U.S tax ieal
employee benefit plans maintained by more than emeloyer or controlled group of corporations. The
sponsor of the commingled trust funds values thedu NAV based on the fair value of the underlying
securities. The underlying securities of the conglad trust funds consist of mainly long-duratiorefi
income instruments. Commingled trust funds that radeemable at the measurement date or in the near
future are categorized in Level 2 of the fair vahierarchy; otherwise they are categorized in Lé&vef the

fair value hierarchy.

The following table presents the fair value of tiet pension plan assets at December 31, 2015. Teree
no transfers between levels during 2015.

Level 1 Level 2 Level 3 Total
Assets:
Investments:
U.S. government and agency securities
U.S. Treasury securities $ 1,398 $ - 8 - $ 1,398
U.S. agency securities - 263 - 263
Total U.S. government and agency
securities 1,398 263 - 1,661
Corporate and other debt:
State and municipal securities - 2 - 2
Collateralized debt obligations - 22 - 22
Total corporate and other debt - 24 - 24
Derivative contracts - 224 - 224
Commingled trust fund® - 1,298 - 1,298
Total investments 1,398 1,809 - 3,207
Receivables:
Other receivabléd - 54 - 54
Total receivables - 54 - 54
Total assets $ 1,398 $ 1,863 $ - $ 3,261
Liabilities:
Derivative contracts $ - $ 65 $ - $ 65
Other liabilities® - 100 - 100
Total liabilities - 165 - 165
Net pension assets $ 1,398 $ 1,698 $ - $ 3,096

@

Commingled trust funds consist of investmentsediincome funds and money market funds of $1,280%%9, respectively.
@

Other receivables and other liabilities are valaetheir carrying value, which approximates failuea
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Morgan Stanley 401(k) Plan

U.S. employees meeting certain eligibility requiestts may participate in the Morgan Stanley 401(knP
Eligible U.S. employees receive discretionary 4Dhilatching cash contributions as determined amy il
the Company. For 2015, the Company made a doltaddibar Company match up to 4% of eligible pay, up
to the Internal Revenue Service (“IRS”) limit. Mialieg contributions for 2015 were invested according
participants’ investment direction. Eligible U.3ngloyees with eligible pay less than or equal te bandred
thousand dollars also received a fixed contributioder the 401(k) Plan that equals 2% of eligitdg. pA
transition contribution is allocated to certairgddle employees.

Note 14 - Income Taxes

The Company is a single-member limited liabilityngmany that is treated as a disregarded entityefderial
income tax purposes. The Company is included incthesolidated federal income tax return filed bg th
Ultimate Parent. Federal income taxes have beerida® on a separate entity basis in accordance tivth
Tax Sharing Agreement with the Ultimate Parent. Toenpany is included in the combined state andl loca
income tax returns with the Ultimate Parent andaderother subsidiaries of the Ultimate ParentteStand
local income taxes have been provided on separdity axcome at the effective tax rate of the Compa
combined filing group.

In accordance with the terms of the Tax Sharinge&grent with the Ultimate Parent, substantiallycatrent
and deferred taxes (federal, combined and unitatg)sare offset with all other intercompany batmwith
the Ultimate Parent.

Tax Authority Examinations

The Company, through its inclusion in the returnhaf Ultimate Parent, is under continuous exantmaliy
the IRS and other tax authorities in certain stateshich the Company has significant business atpars,
such as New York. The Company is currently at vweritevels of field examination with respect to &sidhy
the IRS, as well as New York State and New YorkyCibr tax years 2009-2012 and 2007-2009,
respectively. The IRS has substantially completedield examination for the audit of tax years @82008.

During the third quarter of 2015, the IRS compleaadAppeals Office review of matters from tax yeE999-
2005 and submitted a final report to the Congresdidoint Committee on Taxation for approval. The
Company has reserved the right to contest centainsi the resolution of which is not expected teeha
material impact on the effective tax rate or thesmidated statement of financial condition.

The Company believes that the resolution of these matters will not have a material effect on the
Company’s consolidated statement of financial coowlj although a resolution could have a materigact

on the Company’s effective income tax rate for pasiod in which such resolution occurs. The Compaany
established a liability for unrecognized tax betsefihat the Company believes is adequate in reldtiahe
potential for additional assessments. Once eshaulisthe Company adjusts unrecognized tax berwflis
when more information is available or when an ewegurs necessitating a change.

It is reasonably possible that significant changee gross balance of unrecognized tax benefig otcur
within the next 12 months related to certain tatharity examinations referred to above. At this dim
however, it is not possible to reasonably estintfageexpected change to the total amount of unreézedrax
benefits and the impact on the Company’s effedaxerate over the next 12 months.

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

Jurisdiction Tax Year
United States 1999
New York State and City 2007
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Note 15 — Requlatory Capital and Other Requiremets

MS&Co. is a registered broker-dealer and registdrgdres commission merchant and, accordingly, is
subject to the minimum net capital requirementshef SEC and the CFTC. Under these rules, MS&Co. is
required to maintain minimum Net Capital, as dedineder SEC Rule 15¢3-1, of not less than the grext

2% of aggregate debit items arising from customangactions, plus excess margin collateral on sever
repurchase agreements or the CFTC rule statingiskebased requirement represents the sum of 8% of
customer risk maintenance margin requirement and @&%mnon customer risk maintenance margin
requirement, as defined. At December 31, 2015, M&&CNet Capital was $10,254 which exceeded the
SEC minimum requirement by $8,458.

The Financial Industry Regulatory Authority may ueég a member firm to reduce its business if nettahis
less than 4% of such aggregate debit items andpmaybit a firm from expanding its business if capital
is less than 5% of such aggregate debit items.

MS&Co. is required to hold tentative net capitaleicess of $1,000 and Net Capital in excess of $00
accordance with the market and credit risk stargdafdppendix E of Rule 15¢3-1. MS&Co. is also regd

to notify the SEC in the event that its tentativet papital is less than $5,000. At December 31,5201
MS&Co. had tentative net capital in excess of tii@mum and the notification requirements.

Advances to the Ultimate Parent and its affiliatepayment of subordinated liabilities, dividend/pants
and other equity withdrawals are subject to centaitification and other provisions of the SEC Neip(Eal
rule.

As of December 31, 2015, MS&Co. performed a contrafor the reserve requirement related to
proprietary accounts of brokers (commonly refetceds “PAB”) set forth under SEC Rule 15¢3-3.

As of December 31, 2015, MS&Co. met the criteriafegh under the SEC’s Rule 11(a)(1)(G)(i), tragliny
members of Exchanges, Brokers and Dealers, andhesefore in compliance with the business mix
requirements.

The Dodd-Frank Act requires the registration of &gvdealers” and “major swap participants” with @€rC
and “security-based swap dealers” and “major sgehesed swap participants” with the SEC (colleslify
“Swaps Entities”). The Company provisionally regred with the CFTC as a swap dealer.

Note 16 — Subsequent Events

The Company has evaluated subsequent events fmstadjnt to or disclosure in the consolidated statém
of financial condition through the date of this sgpand the Company has not identified any recdedab
disclosable events, not otherwise reported in ¢bigsolidated statement of financial condition g tiotes
thereto, except for the following:

On February 10, 2016 the Company reached agreerentdtle its pending investigations with the @dit
States Department of Justice, Civil Division (th@ivil Division”), the New York Attorney General (“K
AG"), and the lllinois Attorney General (“IL AG")The Company’s agreement in principle to settle viliig
Department of Justice for $2,600 was reached orruaep 25, 2015 and was disclosed in the 2014
consolidated statement of financial condition. @&ihounts associated with the Civil Division, NY AGdalL

AG settlements had been previously accrued andeaqred cash payments have been made.

*kkkkk
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A copy of our December 31, 2015 consolidated statgrof financial condition filed pursuant to Ruléat5
of the Securities Exchange Act of 1934 is availdbteexamination at the New York Office of the Setes
and Exchange Commission or at our principal offit@585 Broadway, New York, N.Y. 10036.

A copy of this Morgan Stanley & Co. LLC Consolidagtatement of Financial Condition can be viewed

online at the Morgan Stanley website at:
http:/www.morganstanley.com/about-us-ir /sharekalchorganstanley co_llc.pdf
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