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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 consolidated statement of financial condition of Morgan Stanley &
Co. LLC and subsidiaries (the "Company") as of December 31, 2016. This consolidated financial
statement is the responsibility of the Company's management. Our responsibility is to express an opinion
on this consolidated financial statement based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statement is free of material misstatement. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.
Our audit included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Company's internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statement, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, such consolidated statement of financial condition presents fairly, in all material respects,
the financial position of Morgan Stanley & Co. LLC and subsidiaries as of December 31, 2016 in
conformity with accounting principles generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

New York, NY
February 28, 2017



MORGAN STANLEY & CO. LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2016
(In millions of dollars)

ASSETS
Casl $ 3,981
Cash deposited with clearing organizations or sggesl under federal and other
regulations or requirements 15,053
Financial instruments owned, at fair value (apprately $56,724 were pledged to
various parties; $44 related to consolidatedhde interest entities generally not
available to the Company) 79,747
Securities received as collateral, at fair v 18,70(
Securities purchased under agreements to resellidies $302 at fe value 65,29¢
Securities borrowe 94,15¢
Receivable:
Customers 10,750
Brokers, dealers and clearing organizations 4,314
Interest and dividends 444
Fees and other 14,871
Affiliates 134
Other asse 58¢
Total asse $ 308,03
LIABILITIES AND MEMBER'S EQUITY
Short-term borrowings $ 4
Financial instruments sold, not yet purchasedaiatvalue 20,647
Obligation to return securities received as cotidtet fair valu 20,25:
Securities sold under agreements to repurchasedies $730 at fair valu 86,23«
Securities loaned 21,387
Other secured financings (includes $34 at fair @a#83 related to consolidated variable
interest entities generally not available to @m@npany) 2,228
Payables:
Customer 121,84t
Brokers, dealers and clearing organizai 4,20¢
Interest and dividen 382
Affiliates 1,484
Other liabilities and accrued exper 8,44:
Long-term borrowings(includes $539 at fair valu 4,33
Total liabilities 291,44:
Commitments and contingent liabilities (See Note 9)
Subordinated liabilities 11,300
Member’s equity:
Morgan Stanley & Co. LLC member’s equity 5,726
Accumulated other comprehensive loss (431)
Total member’s equity 5,295
Total liabilities and member’s equity $ 308,038

See Notes to Consolidated Statement of Financiaflifion
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MORGAN STANLEY & CO. LLC
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT ION
As of December 31, 2016
(In millions of dollars, except where noted)

Note 1 - Introduction and Basis of Presentation

The Company

Morgan Stanley & Co. LLC (“MS&Co.”), together wiikts wholly owned subsidiaries (the “Company”),
provides a wide variety of products and services l@arge and diversified group of clients and congtcs,
including corporations, government entities andfiicial institutions. Its businesses include seesrit
underwriting and distribution; financial advisorgreices, including advice on mergers and acquisstio
restructurings, real estate and project financkessarading, financing and market-making actigitia
equity and related products, and fixed income petslgecurities and related products; and salefinga
financing and market-making activities in othertioments including foreign exchange and commodities
futures activities.

MS&Co. and one of its subsidiaries are register@t the U.S. Securities and Exchange Commission
(“SEC”) as broker-dealers. MS&Co. is also regiseras a futures commission merchant and
provisionally registered as a swap dealer withGbenmodity Futures Trading Commission (“CFTC").

MS&Co. is a wholly owned subsidiary of Morgan S@anDomestic Holdings, Inc. (*“MSDHI”). MSDHI
is a wholly owned subsidiary of Morgan Stanley @GapManagement, LLC, which is a wholly owned
subsidiary of Morgan Stanley (the “Ultimate Pargnt”

Basis of Financial Information

The consolidated statement of financial conditisrpiepared in accordance with accounting principles
generally accepted in the United States of AmefidaS. GAAP”), which require the Company to make
estimates and assumptions regarding the valuatbreertain financial instruments, the valuation of
goodwill, compensation, deferred tax assets, tlieooue of legal and tax matters, and other mattes t
affect the consolidated statement of financial domd and related disclosures. The Company believes
that the estimates utilized in the preparation tefdonsolidated statement of financial conditior ar
prudent and reasonable. Actual results could diffaterially from these estimates.

Consolidation

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

At December 31, 2016, the Company’s consolidatéxidiaries reported $21,006 of assets, $20,962 of
liabilities and $44 of equity on a stand-alone basi

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

For entities where (1) the total equity investmantisk is sufficient to enable the entity to ficanits
activities without additional subordinated finan@gapport and (2) the equity holders bear the ecotio
residual risks and returns of the entity and h&esgower to direct the activities of the entitytthaost
significantly affect its economic performance, MS&Cconsolidates those entities it controls either
through a majority voting interest or otherwiser ROEs (i.e., entities that do not meet these dade



MS&Co. consolidates those entities where it haspihweer to make the decisions that most signifigantl
affect the economic performance of the VIE andthasobligation to absorb losses or the right t@inex
benefits that could potentially be significanthe tVIE.

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

Note 2 - Significant Accounting Policies

Fair Value of Financial Instruments

Instruments within Financial instruments owned &mtancial instruments sold, not yet purchased, are
measured at fair value, either in accordance wittoanting guidance or through the fair value option
election (discussed below). These financial insami® primarily represent the Company’s trading and
investment positions and include both cash andvaléve products. In addition, Securities received a

collateral and Obligation to return securities reeée as collateral are measured at fair value.

The fair value of OTC financial instruments, indlgl derivative contracts related to financial
instruments, is presented in the accompanying didiased statement of financial condition on a ngt-b
counterparty basis, when appropriate. Additionalye Company nets the fair value of cash collateral
paid or received against the fair value amountegeized for net derivative positions executed wfité
same counterparty under the same master nettieg@agnt.

Fair Value Option

The fair value option permits the irrevocable faédue option election on an instrument-by-instrutnen
basis at initial recognition of an asset or liahilor upon an event that gives rise to a new bakis
accounting for that instrument. The Company appiles fair value option for eligible instruments,
including certain repurchase agreements, certagrse repurchase agreements and certain otheesgecur
financings.

Fair Value Measurement — Definition and Hierarchy

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

In determining fair value, the Company uses varimlgation approaches and establishes a hieraorhy f
inputs used in measuring fair value that maximitbesuse of relevant observable inputs and minimizes
the use of unobservable inputs by requiring that fost observable inputs be used when available.
Observable inputs are inputs that market parti¢cgpamould use in pricing the asset or liability thadre
developed based on market data obtained from s®independent of the Company. Unobservable inputs
are inputs that reflect assumptions the Compang\ed other market participants would use in pgcin
the asset or liability that are developed basetherbest information available in the circumstandés
hierarchy is broken down into three levels basetherobservability of inputs as follows:

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



» Level 2 - Valuations based on one or more qu@écks in markets that are not active or for
which all significant inputs are observable, eitteectly or 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 frproduct to product and is affected by a wide \wgrid
factors, including, for example, the type of progwehether the product is new and not yet estabtish

the marketplace, the liquidity of markets and ofttlearacteristics particular to the product. Todktent
that valuation is based on models or inputs thatless observable or unobservable in the market, th
determination of fair value requires more judgméwaicordingly, the degree of judgment exercisedhwy t
Company in determining fair value is greatest fustiuments categorized in Level 3 of the fair value
hierarchy.

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

be reduced for many instruments. This conditiond¢cause an instrument to be reclassified from Leve
1to Level 2 or from Level 2 to Level 3 of the faalue hierarchy (see Note 4).

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

For assets and liabilities that are transferred/éen levels in the fair value hierarchy during yeer, 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 contraate bid and ask prices that can be observed in the
marketplace. Bid prices reflect the highest pricat ta party is willing to pay for an asset. Askcps
represent the lowest price that a party is williagaccept for an asset. The Company carries positb

the point within the bid-ask range that meet thenfany’'s best estimate of fair value. For offsetting
positions in the same financial instrument, the esgumce within the bid-ask spread is used to measur
both the long and short positions.

Fair value for many cash instruments and OTC d#vigacontracts is derived using pricing models.
Pricing models take into account the contract teras well as multiple inputs, including, where
applicable, equity prices, interest rate yield egrvcredit curves, correlation, creditworthinesstief
counterparty, creditworthiness of the Company,aptiolatility and currency rates.

Where appropriate, valuation adjustments are madeetount for various factors such as liquiditkris
(bid-ask adjustments), credit quality, model ureiaty and concentration risk. Adjustments for ldjty

risk adjust model-derived mid-market levels of Ueend Level 3 financial instruments for the bitdm
or mid-ask spread required to properly reflect &x@ price of a risk position. Bid-mid and mid-ask
spreads are marked to levels observed in tradeitgctoroker quotes or other external third-pargtal
Where these spreads are unobservable for the ydartiposition in question, spreads are derived from
observable levels of similar positions.

The Company applies credit-related valuation adjasts to its OTC derivatives. For OTC derivatives,

the impact of changes in both the Company’s andctheterparty’s credit rating is considered when
measuring fair value. In determining the expectqubsure, the Company simulates the distributiothef
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future exposure to a counterparty, then applieketdrased default probabilities to the future expes
leveraging external third-party credit default swa@DS”) spread data. Where CDS spread data are
unavailable for a specific counterparty, bond markpreads, CDS spread data based on the
counterparty’s credit rating or CDS spread datarf@rence a comparable counterparty may be ediliz
The Company also considers collateral held andlllegmforceable master netting agreements that
mitigate the Company’s exposure to each countsrpart

Adjustments for model uncertainty are taken forimss whose underlying models are reliant on

significant inputs that are neither directly nodinectly observable, hence requiring reliance on

established theoretical concepts in their derivatihese adjustments are derived by making assassme

of the possible degree of variability using statedt approaches and market-based information where
possible.

Fair value is a market-based measure considerettfie perspective of a market participant rathanth

an entity-specific measure. Therefore, even whenmkebaassumptions are not readily available,
assumptions are set to reflect those that the Coynpalieves market participants would use in pgcin
the asset or liability at the measurement date.réd/blee Company manages a group of financial assets
and financial liabilities on the basis of its n&pesure to either market risks or credit risk, @G@mpany
measures the fair value of that group of finanmatruments consistently with how market particigan
would price the net risk exposure at the measurenwe.

See Note 4 for a description of valuation technéqapplied to the major categories of financial
instruments measured at fair value.

Valuation Process

The Valuation Review Group (“VRG") within the Finagal Control Group (“FCG”) of the Ultimate
Parent and its consolidated subsidiaries is redplengor the Ultimate Parent and its consolidated
subsidiaries’ fair value valuation policies, prases and procedures. VRG is independent of the ésssin
units and reports to the Chief Financial Officertloé Ultimate Parent and its consolidated subsefiar
(“CFO"), who has final authority over the valuati@f the Company’'s financial instruments. VRG
implements valuation control processes designechlioate the fair value of the Company’s financial
instruments measured at fair value, including thieesed from pricing models.

Model Review. VRG, in conjunction with the Model Risk ManagemémIRM”), which reports to the
Chief Risk Officer of the Ultimate Parent and itsnsolidated subsidiaries (“Chief Risk Officer”),
independently review valuation models’ theoretisaundness, the appropriateness of the valuation
methodology and calibration techniques developethbybusiness units using observable inputs. Where
inputs are not observable, VRG reviews the appatgmess of the proposed valuation methodology to
determine that it is consistent with how a marlatipipant would arrive at the unobservable infute
valuation methodologies utilized in the absence obkervable inputs may include extrapolation
techniques and the use of comparable observabigsing\s part of the review, VRG develops a
methodology to independently verify the fair valgenerated by the business unit's valuation models.
The Company generally subjects valuations and msoeh review process initially and on a periodic
basis thereafter.

Independent Price Verification. The business units are responsible for detengpithe fair value of

financial instruments using approved valuation n®dend valuation methodologies. Generally on a
monthly basis, VRG independently validates the failue of financial instruments determined using
valuation models by determining the appropriatersdsthe inputs used by the business units and by



testing compliance with the documented valuatiothwdologies approved in the model review process
described above.

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

VRG uses recently executed transactions, otherredisle market data such as exchange data, broker-
dealer quotes, third-party pricing vendors and egation services for validating the fair values of
financial instruments generated using valuation @ldVRG assesses the external sources and their
valuation methodologies to determine if the extepnaviders meet the minimum standards expected of
third-party pricing source. Pricing data provideg dpproved external sources are evaluated using a
number of approaches; for example, by corroboratiegexternal sources’ prices to executed trades, b
analyzing the methodology and assumptions useddyexternal source to generate a price, and/or by
evaluating how active the third-party pricing saufor originating sources used by the third-partgipg
source) is in the market. Based on this analysi®G\generates a ranking of the observable markat dat
designed to ensure that the highest-ranked masgtatsburce is used to validate the business uait's
value of financial instruments.

VRG reviews the models and valuation methodologgdu® price new material Level 2 and Level 3
transactions, and both FCG and MRM must approvédaih@alue of the trade that is initially recogedz

Level 3 Transaction3/RG reviews the business unit’s valuation technigteeassess whether these are
consistent with market participant assumptions.

For further information on financial assets andbilides that are measured at fair value on a méogr
basis, see Note 4.

Offsetting of Derivative Instruments

In connection with its derivative activities, th@@pany generally enters into master netting agra&sne
and collateral agreements with its counterpariiégese agreements provide the Company with the, right
in the event of a default by the counterparty, & @& counterparty's rights and obligations under th
agreement and to liquidate and set off collategalrast any net amount owed by the counterparty.

However, in certain circumstances, the Company nwyhave such an agreement in place. In addition,
the relevant insolvency regime may not supportehirceability of the master netting agreement or
collateral agreement or the Company may not haughgdegal advice to support the enforceabilitytef
agreement. In cases where the Company has notnile¢el an agreement to be enforceable, the related
amounts are not offset in the tabular disclosuses Note 5).

The Company’s policy is generally to receive sdmgiand cash posted as collateral (with rights of
rehypothecation), irrespective of the enforceabilitetermination regarding the master netting and
collateral agreement. In certain cases, the Compayagree for such collateral to be posted tard-th
party custodian under a control agreement thatlegdifto take control of such collateral in theestof a
counterparty default. The enforceability of the teasetting agreement is taken into account in the
Company’s risk management practices and applicafi@ounterparty credit limits.

For information related to offsetting of derivativand certain collateralized transactions, sees\®i@nd
6, respectively.



Income Taxes

The Company accounts for income taxes using thet @l liability method. Under this method, the
consolidated statement of financial condition ides deferred tax assets, related valuation allogvand
deferred tax liabilities associated with expectaxi tonsequences of future events. Under this method
deferred tax assets and liabilities are recordeédapon the temporary differences between thaediah
statement and income tax bases of assets andtiggbilsing currently enacted tax rates in effectthe
year in which the differences are expected to maver

The Company recognizes net deferred tax asselgetextent that it believes these assets are nialy li
than not to be realized. In making such a detertiminathe Company considers all available positiad
negative evidence, including future reversals aoteng taxable temporary differences, projectedirfeit
taxable income, tax planning strategies and rewfitsecent operations. If a deferred tax asset is
determined to be unrealizable, a valuation allowaiscestablished. If the Company determines that it
would be able to realize deferred tax assets irfuttuee in excess of their net recorded amourwoitild
make an adjustment to the deferred tax asset wauallowance, which would reduce the provision for
income taxes.

In accordance with the terms of the Tax Sharinge&grent with the Ultimate Parent, substantially all
current and deferred taxes (federal, combined anighry state) are offset with all other intercompan
balances with the Ultimate Parent.

Uncertain tax positions are recorded on the bakia owo-step process whereby (1) the Company
determines whether it is more likely than not ttegt tax positions will be sustained on the basithef
technical merits of the position and (2) for thdse positions that meet the more-likely-than-not
recognition threshold, the Company recognizes dngelst amount of tax benefit that is more than 50%
likely to be realized upon ultimate settlement vitib 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 gEdssl under federal and other regulations or
requirements include cash segregated in compliantte federal and other regulations and represent
funds deposited by customers and funds accruicggtomers as a result of trades or contracts, hasve
restricted cash.

Repurchase and Securities Lending Transactions

Securities borrowed or reverse repurchase agresraedtsecurities loaned or repurchase agreements ar
treated as collateralized financings. Reverse odyase agreements and repurchase agreements &d carr
on the consolidated statement of financial condiibthe amounts of cash paid or received, plusiadc
interest, except for certain repurchase agreenfientshich the Company has elected the fair valugoap
(see Note 4). Where appropriate, transactions thighsame counterparty are reported on a net basis.
Securities borrowed and Securities loaned are dedoat the amount of cash collateral advanced or
received.



Securitization Activities

The Company engages in securitization activitiested to U.S. agency collateralized mortgage
obligations and other types of financial asset® (Sete 10). Such transfers of financial assets are
generally accounted for as sales when the Compasydiinquished control over the transferred assets
and does not consolidate the transferee. The gdoss on sale of such financial assets dependsarin

on the previous carrying amount of the assets umgbln the transfer (generally at fair value) ame $um

of the proceeds and the fair value of the retaiméerests at the date of sale. Transfers that ate n
accounted for as sales are treated as securedifigar(“failed sales”).

Receivables and Payables — Customers

Receivables from customers and payables to cussomeiude amounts due on cash and margin
transactions. Securities owned by customers, imofudhose that collateralize margin or similar
transactions, are not reflected on the consolidsiiz@ment of financial condition.

Receivables and Payables — Brokers, Dealers and @iag Organizations

Receivables from brokers, dealers and clearingmzgtions include amounts receivable for failed to
deliver by the Company to a purchaser by the sedifteé date, margin deposits, and commissions.
Payables to brokers, dealers and clearing orgdmigainclude amounts payable for securities fatled
receive by the Company from a seller by the setttindate and payables to clearing organizations.
Receivables and payables arising from unsettletbsrare reported on a net basis.

Customer Transactions

Customers’ securities transactions are recordeziseitlement date basis.
Accounting Standards Adopted

The Firm adopted the following accounting updatefatanuary 1, 2016:

Recognition and Measurement of Financial Assets Bidhncial Liabilities In January 2016, the
Financial Accounting Standards Board (the “FASBSyued an accounting update that changed the
requirements for the recognition and measuremenéextéin financial assets and financial liabilitighe
Firm early adopted the provision in this guidanglating to liabilities measured at fair value pansuto a

fair value option election that requires presentingealized DVA in Other comprehensive income (loss
(“OCI"), a change from the previous requiremenptesent DVA in net income. Realized DVA amounts
will be recycled from AOCI to Principal transact®mevenues. DVA amounts from periods prior to
adoption remain in Principal transactions revenasspreviously reported. A cumulative catch-up
adjustment, net of tax, of $(15) was recorded adaouary 1, 2016 to move the cumulative unrealized
DVA loss amount from MS&Co. LLC member's equitydmtOCI.

Other provisions of this rule may not be early addpand will be effective January 1, 2018, but they
not expected to have a material impact on the dinlated statement of financial condition.



Note 3 — Related Party Transactions

The Company has transactions with the Ultimate iRaaed its consolidated affiliates, including the
performance of administrative services and the @i@t of securities transactions, and obtains lamng:
funding as described in Note 7. Subordinated lizdxdl are transacted with the Ultimate Parent as
described in Note 8.

Receivables from and payables to affiliates consisaffiliate transactions that occur in the normal
course of business. Payables to affiliates areaumed, bear interest at rates established by dasury
function of the Ultimate Parent and approximate tiarket rate of interest that the Ultimate Parent
incurs in funding its business as it is periodicaflassessed and are payable on demand.

The Company classifies certain receivables andlpegaelated to brokerage, financing, clearance and
custodial services from certain affiliates as nastomer as there is an agreement between the two
parties by which the affiliate is subordinated aghiany claims to creditors. These receivables and
payables are recorded in Receivables - Fees aed atld Other liabilities and accrued expenses en th
consolidated statement of financial condition.

The Company clears securities and futures tramsectior affiliates with standard settlement terms.
Pending settlement balances are recorded withireiRsnles from or Payables to customers, and
Receivables from or Payables to brokers, dealat<karing organizations.

On March 1, 2016 the Company entered into a setei® agreement with an affiliated service entity,
Morgan Stanley Services Group Inc. (“MSSG”), toaige certain support services as an initial phase t
reorganize support services for recovery and résaolgplanning purposes. The service level agreement
includes support services associated with Techgologconnection with this agreement, the Company
effected a series of steps to transfer relatedsassel liabilities to MSSG at their then carryirgues.
The steps included a dividend of $1,376 of assgtthé Company to its immediate parent, which, after
taking into account the derecognition of $420 dfdeferred tax liabilities related to such assetsulted

in a reduction in member’s equity by $956.

During 2016, the Company’s Board of Directors apptbthe transfer of additional support personnel as
well as associated assets and liabilities to MS8@,the receipt of additional support servicesGh72as

the final phase to reorganize support servicesdoovery and resolution planning purposes. Theicerv
level agreement will be expanded on March 1, 2017 will consolidate the existing Technology related
services with remaining support services (with ledi exceptions as a subset of regulatory servidés w
remain on the Company).
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Assets and receivables from affiliated companid3eatember 31, 2016 are comprised of:

Cash $ 347
Financial instruments owned, at fair value 277
Reverse repurchase agreements 19,465
Securities borrowed 18,344
Receivables - Customers 338
Receivables - Brokers, dealers and clearing azghons 2,544
Receivables - Fees and other 14,392
Receivables - Affiliates 134
Liabilities and payables to affiliated companie®atember 31, 2016 are comprised of:
Financial instruments sold, not yet purchasethiavalue $ 268
Repurchase agreements 58,863
Securities loaned 17,030
Payables - Customers 24,383
Payables - Brokers, dealers and clearing orgaoizsa 1,064
Payables - Affiliates 1,484
Other liabilities and accrued expenses 5,198
Long-term borrowings 4,261
Subordinated liabilities 11,300

Note 4 — Fair Value Disclosures

Fair Value Measurements

A description of the valuation techniques appliedthe Company’s major categories of assets and
liabilities measured at fair value on a recurrigib follows.

Financial | nstruments Owned and Financial | nstruments Sold, Not Yet Purchased
U.S. Government and Agency Securities
U.S. Treasury Securities

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

U.S. Agency Securities

U.S. agency securities are composed of three naeygaries consisting of agency-issued debt, agency
mortgage pass-through pool securities and colla&edh mortgage obligations. Non-callable agency-

issued debt securities are generally valued usirajegl market prices, and callable agency-issuetl deb
securities are valued by benchmarking model-derpécks to quoted market prices and trade data for
comparable instruments. The fair value of agencytgage pass-through pool securities is model-driven
based on spreads of the comparable to-be-annowsmrdity. Collateralized mortgage obligations are

valued using quoted market prices and trade dgtestad by subsequent changes in related indices for
comparable instruments. Non-callable agency-issiedd securities are generally categorized in Lével

of the fair value hierarchy. Callable agency-issdetit securities, agency mortgage pass-through pool
securities and collateralized mortgage obligatiares generally categorized in Level 2 of the failuea
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hierarchy. In instances where the inputs are umobble, these securities are categorized in Ledl
the fair value hierarchy.

Other Sovereign Government Obligations

Foreign sovereign government obligations are valusohg quoted prices in active markets when
available. These bonds are generally categorizdgwuel 1 of the fair value hierarchy. If the market
less active or prices are dispersed, these bordsadegorized in Level 2 of the fair value hiergrdim
instances where the inputs are unobservable, thesds are categorized in Level 3 of the fair value
hierarchy.

Corporate and Other Debt
State and Municipal Securities

The fair value of state and municipal securitiedagermined using recently executed transactioasken
price quotations or pricing models that factorwmere applicable, interest rates, bond or CDS sisrea
and volatility and/or volatility skew, adjusted fany basis difference between cash and derivative
instruments. These bonds are generally categoinzieelvel 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 ocepor spread data obtained from observed
transactions or independent external parties sacleadors or brokers. When position-specific extern
price data are not observable, the fair value detation may require benchmarking to comparable
instruments, and/or analyzing expected credit Bsskefault and recovery rates, and/or applying
discounted cash flow techniques. When evaluatisgcimparable instruments for use in the valuatfon o
each security, security collateral-specific atttéd®) including payment priority, credit enhancement
levels, type of collateral, delinquency rates aossl|severity, are considered. In addition, for RMBS
borrowers, Fair Isaac Corporation (“FICO”") scoresl ahe level of documentation for the loan are
considered. Market standard models, such as Ifteepp or others, may be deployed to model the
specific collateral composition and cash flow stuoe of each transaction. Key inputs to these nzoaed
market spreads, forecasted credit losses, and ltefad prepayment rates for each asset category.
Valuation levels of RMBS and CMBS indices are ussdan additional data point for benchmarking
purposes or to price outright index positions.

RMBS, CMBS and other ABS are generally categorireldevel 2 of the fair value hierarchy. If external
prices or significant spread inputs are unobseevadr if the comparability assessment involves
significant subjectivity related to property typéferences, cash flows, performance and other mput
then RMBS, CMBS and other ABS are categorized wel8 of the fair value hierarchy.

Corporate Bonds

The fair value of corporate bonds is determinedhgigiecently executed transactions, market price
quotations, bond spreads, CDS spreads, or at tmeyneolatility and/or volatility skew obtained from
independent external parties, such as vendors rakéts, adjusted for any basis difference betwesin c
and derivative instruments. The spread data usetbathe same maturity as the bond. If the spzdd

do not reference the issuer, then data that referarcomparable issuer are used. When positionfispec
external price data are not observable, fair vatialetermined based on either benchmarking to
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comparable instruments or cash flow models withdy@irves, bond or single name CDS spreads and
recovery rates as significant inputs. Corporatedsare generally categorized in Level 2 of the ¥alue
hierarchy; in instances where prices or significgpread inputs are unobservable, they are categoiriz
Level 3 of the fair value hierarchy.

Collateralized Debt Obligations (“CDQO”) and Colleibzed Loan Obligations (“CLO”)

The Company holds cash CDOs/CLOs that typicallenexice a tranche of an underlying synthetic
portfolio of single name CDS spreads collateralibgdcorporate bonds (“credit-linked notes”) or cash
portfolio of asset-backed securities/loans (“assetked CDOs/CLOs”). Credit correlation, a primary
input used to determine the fair value of credikéid notes, is usually unobservable and derivetgusi
benchmarking technique. Other model inputs suckradit spreads, including collateral spreads, and
interest rates are typically observable. Asset-8d¢&DOs/CLOs are valued based on an evaluatidmeof t
market and model input parameters sourced from acaye instruments as indicated by market activity.
Each asset-backed CDO/CLO position is evaluatedpaddently taking into consideration available
comparable market levels, underlying collateralfgrenance and pricing, deal structures and liquidity
Cash CDOs/CLOs are categorized in Level 2 of tivevidue hierarchy when either the credit correlati
input is insignificant or comparable market tratigsrs are observable. In instances where the credit
correlation input is deemed to be significant omparable market transactions are unobservable, cash
CDOs/CLOs are categorized in Level 3 of the falugéhierarchy.

Mortgage Loans

Mortgage loans are valued using observable priesedon transactional data or third-party priciog f
identical or comparable instruments, when availalhere position-specific external prices are not
observable, fair value is estimated based on beadting to prices and rates observed in the primary
market for similar loan or borrower types or basedthe present value of expected future cash flows
using its best estimates of the key assumptiordyding forecasted credit losses, prepayment rates,
forward yield curves and discount rates commenswnath the risks involved or a methodology that
utilizes the capital structure and credit spredd®oent comparable securitization transactionsrtfyémge
loans valued based on observable market data fopa@ble instruments are categorized in Level 2 of
the fair value hierarchy. Where prices or significapread inputs are unobservable, mortgage la@ns a
categorized in Level 3 of the fair value hierarchy.

Corporate Equities
Exchange-Traded Equity Securities

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

in Level 1 of the fair value hierarchy. Exchangeded securities are categorized in Level 2 or Laaf

the fair value hierarchy if the securities are adtively traded, or are undergoing a recent mergeds
acquisitions event or corporate action.

Unlisted Equity Securities

Unlisted equity securities are valued based onssessment of each underlying security, considering
rounds of financing and third-party transactionsscdunted cash flow analyses and market-based
information, including comparable Company transadj trading multiples and changes in market
outlook, among other factors. These securitiesgameerally categorized in Level 3 of the fair value

hierarchy.
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Derivative Contracts
Listed Derivative Contracts

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

of the fair value hierarchy.

OTC DerivativeContracts

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

Depending on the product and the terms of the aits, the fair value of OTC derivative producés c
be modeled using a series of techniques, includlnged-form analytic formulas, such as the Black-
Scholes option-pricing model, simulation modelsaaombination thereof. Many pricing models do not
entail material subjectivity because the methode®gmployed do not necessitate significant juddgmen
since model inputs may be observed from activelytep markets, as is the case for generic inteadst r
swaps, many equity and foreign currency option remté and certain CDS. In the case of more
established derivative products, the pricing modeisd by the Company are widely accepted by the
financial services industry. OTC derivative produate generally categorized in Level 2 of the Value
hierarchy when valued using observable inputs, teere the unobservable input is not deemed
significant. In instances where the unobservatypeits are deemed significant, OTC derivative présiuc
are categorized in Level 3 of the fair value hiengr

For further information on the valuation techniqi@msOTC derivative products, see Note 2.

For further information on derivative instrumerdgee Note 5.
Long-term borrowings

Long-term borrowings include hybrid financial ingtnients with embedded derivatives. See the
Derivative Contracts section above for a descniptibthe valuation technique applied to the Company
Long-term borrowings.

Reverse Repurchase Agreements and Repurchase Agreements

The fair value of a reverse repurchase agreemergpourchase agreement is computed using a standard
cash flow discounting methodology. The inputs te taluation include contractual cash flows and
collateral funding spreads, which are estimatedgusarious benchmarks, interest rate yield curves a
option volatilities. Reverse repurchase agreementspurchase agreements are generally categarized
Level 2 of the fair value hierarchy. In instancelseve the unobservable inputs are deemed significant
reverse repurchase agreements and repurchase agtsesne categorized in Level 3 of the fair value
hierarchy.

The following fair value hierarchy table presemtformation about the Company’s assets and liadmliti

measured at fair value on a recurring basis at mMbee 31, 2016. 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, 2016

Counter-
party and
Cash
Collateral At
Level 1 Level 2 Level 3 Netting December 31, 2016
Assets:
Financial instruments owned:
U.S. government and agency securities:
U.S. Treasury securities $ 18,420 $ - $ - $ - $ 18,420
U.S. agency securities 2,122 20,209 74 - 22,405
Total U.S. government and agency
securities 20,542 20,209 74 - 40,825
Other sovereign government obligations 1,628 305 1 - 1,934
Corporate and other debt:
State and municipal securities - 2,354 250 - 2,604
Residential mortgage-backed securities - 346 9 - 355
Commercial mortgage-backed securities - 675 112 - 787
Asset-backed securities - 44 2 - 46
Corporate bonds - 5,197 110 - 5,307
Collateralized debt and loan obligations - 311 52 - 363
Mortgage loans - - 44 - 44
Other debt - 50 68 - 118
Total corporate and other debt - 8,977 647 - 9,624
Corporate equitié8 25,489 269 37 - 25,795
Derivative contracts:
Interest rate contracts 744 1,476 - - 2,220
Credit contracts - 428 - - 428
Foreign exchange contracts 19 11,694 - , 71831
Equity contracts 631 7,088 327 - 8,046
Netting® (1,105) (17,607) (207) (1,927) (20,846)
Total derivative contracts 289 3,079 120 (2,927) 1,561
Investments:
Principal investments - - 8 - 8
Total investments - - 8 - 8
Total financial instruments owned $ 47948 $ 32,839 % 887 $ (1,927) $ 79,747
Securities received as collateral, at fair value 8,617 22 1 - 18,700
Securities purchased under agreements
to resell - 302 - - 302

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

@ For positions with the same counterparty that coses the levels of the fair value hierarchy, betlunterparty netting and cash collateral
netting are included in the column titled “Countaty and Cash Collateral Netting.” For contractthwiie same counterparty, counterparty
netting among positions classified within the saleel is included within that shared level. Forthar information on derivative

instruments, see Note 5.
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Counter-

party and
Cash
Collateral At
Level 1 Level 2 Level 3 Netting December 31, 2016
Liabilities:
Financial instruments sold, not yet purchased:
U.S. government and agency securities:
U.S. Treasury securities $ 10,276 - $ - $ - $ 10,275
U.S. agency securities 891 62 - - 953
Total U.S. government and agency
securities 11,166 62 - - 11,228
Other sovereign government obligations 14 154 - - 168
Corporate and other debt - 3,020 3 - 3,023
Corporate equitié8 3,486 3 1 - 3,490
Derivative contracts:
Interest rate contracts 844 1,316 - - 2,160
Credit contracts - 390 - - 390
Foreign exchange contracts 3 11,877 - - 11,880
Equity contracts 645 7,547 549 - 8,741
Netting® (1,105) (17,607) (207) (1,514) (20,433)
Total derivative contracts 387 3,523 342 (1,514) 2,738
Total financial instruments sold, not yet
purchased $ 15,053 $ 6,762 $ 346 $ (1,514) $ 20,647
Obligation to return securities received as
collateral, at fair value 20,227 24 1 - 20,252
Securities sold under agreements to
repurchase - 580 150 - 730
Other secured financings - 33 1 - 34
Long-term borrowings - 474 65 - 539

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

@ For positions with the same counterparty that coa®s the levels of the fair value hierarchy, botlunterparty netting and cash collateral
netting are included in the column titled “Countaty and Cash Collateral Netting.” For contractthwiie same counterparty, counterparty
netting among positions classified within the saleel is included within that shared level. Forthar information on derivative
instruments, see Note 5.

Transfers Between Fair Value Hierarchy Levels

Financial instruments owned—U.S government and @&gesecuritiesDuring 2016, the Company
reclassified approximately $59 of agency securdigesets from Level 2 to Level 1 as transactiorikese
securities occurred with sufficient frequency aotlme to constitute an active market.

Financial instruments owned-Corporate equities d&idancial instruments sold, not yet purchased—
Corporate equitiesDuring 2016, the Company reclassified approxitga$i8 of Corporate equities
liabilities from Level 1 to Level 2 as transactioms these securities did not occur with sufficient
frequency and volume to constitute an active market

The Company also reclassified approximately $4Carfporate equities assets from Level 2 to Leved 1 a
transactions in these securities occurred withigefft frequency and volume to constitute an active
market.

Financial instruments owned—Derivative contractsl &inancial instruments sold, not yet purchased—
Derivative contractsDuring 2016, the Company reclassified approxinya$dl88 of derivative assets and
approximately $157 of derivative liabilities fromelel 2 to Level 1 as these listed derivatives b&cam
actively traded and were valued based on quotegpfrom exchanges.
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Financial instruments owned-Corporate and other tdeburing 2016, the Company reclassified
approximately $119 of certain Corporate and ottedat dprimarily CMBS, from Level 2 to Level 3. The
Company reclassified these CMBS as external pacelor spread inputs for these instruments became
less observable.

Financial instruments sold-Corporate and other deBiuring 2016, the Company reclassified
approximately $73 of certain Corporate and othét,deimarily corporate bonds and CDO, from Level 3
to Level 2. The Company reclassified these corpobainds and CDO as external prices and/or spread
inputs for these instruments became observable @mthin unobservable inputs were deemed
insignificant to the overall measurement.

Financial instruments owned-Corporate equitiBsiring 2016, the Company reclassified approximately

$24 of certain Corporate equities from Level 2 ®vél 3. The Company reclassified these Corporate
equities as external prices and/or spread inputthése instruments became less observable.
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Significant Unobservable Inputs Used in Recurring level 3 Fair Value Measurements

The following disclosures provide information oretlvaluation techniques, significant unobservable
inputs and their ranges and averages for each majegory of assets and liabilities measured at fai
value on a recurring basis with a significant Le8dbalance. The level of aggregation and breadth of
products cause the range of inputs to be wide ahdvenly distributed across the inventory. Furthies
range of unobservable inputs may differ across fiiim the financial services industry because of
diversity in the types of products included in edohm’s inventory. The following disclosures also
include qualitative information on the sensitivif the fair value measurements to changes in the
significant unobservable inputs. There are no ptable relationships between multiple significant
unobservable inputs attributable to a given vatuatechnique. A single amount is disclosed whenethe
is no significant difference between the minimunaximum and average (weighted).

At Predominant Valuation Techniques/ Significant

December 31, 2016 Unobservable Inputs Range (Weighted Averages)

Assets
Financial instruments owned:
U.S. government and agency securities:

U.S. agency securities

$74  Comparable mricin 96 to 105 points

Comparable bond price

(102 points)

Corporate and other debt:

State and municipal

250 Comparable pricing

53 to 100 points

securities Comparable bond price (91 points)
Commercial mortgage- 112 Comparable pricing 0 to 86 points
backed securities Comparable bond price (36 points)
Corporate bonds 110 Comparable pricing to #10 points
Comparable bond price (99 points)
Collateralized debt and 52 Comparable pricing 0 to 68 points
loan obligations Comparable bond price (40 points)
Correlation model 3510 39%
Credit correlation (38%)
Mortgage loans 44  Comparable pricing 65 to adiAts
Comparable loan price (92 points)
Other debt 68  Option model 16 to 52%
At the money volatility (52%)
Corporate equities 37 Comparable pricing 100%
Comparable equity price (100%)
Net derivative contracts:
Equity contracts (222)Option model 16 to 60%
At the money volatility (36%)
Option model -3t0 0%
Volatility skew (0%)

Liabilities

Securities sold under

150 Discounted cash flow

118 to 127 bps

agreements to repurchase Funding spread (121 bps)
Long-term borrowings 65 Option model 16 t0 52%
At the money volatility (52%)

bps- Basis points. A basis point equals 1/1601%.

Points- Percentage of par

The following provides a description of significambobservable inputs included in the December 31,
2016 table above for all major categories of assedsliabilities:

Comparable bond priee- a pricing input used when prices for the idetioatrument are not available.
Significant subjectivity may be involved when faialue is determined using pricing data available fo
comparable instruments. Valuation using comparatgguments can be done by calculating an implied
yield (or spread over a liquid benchmark) from finiee of a comparable bond, then adjusting thdtyie
(or spread) to derive a value for the bond. Thestdjent to yield (or spread) should account foevaht
differences in the bonds such as maturity or crepatity.
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Alternatively, a price-to-price basis can be asdlilbetween the comparable instrument and the bond
being valued in order to establish the value of tead. Additionally, as the probability of default
increases for a given bond (i.e., as the bond besamore distressed), the valuation of that bont wil
increasingly reflect its expected recovery leveduasing default. The decision to use price-to-prce
yield/spread comparisons largely reflects tradingrkat convention for the financial instruments in
question. Price-to-price comparisons are primamployed for RMBS, CMBS, ABS, CDOs, CLOs and
distressed corporate bonds. Implied yield (or gpr@zer a liquid benchmark) is utilized predomingatel
for non-distressed corporate bonds.

In general, an increase (decrease) to the comgalaind price for an asset would result in a higher
(lower) fair value.

Volatility—the measure of the variability in possible retufas 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 Ieeé volatility used in the valuation of a partianloption
depends on a number of factors, including the patfithe risk underlying that optioe.§, the volatility
of a particular underlying equity security may bgndicantly different from one another), the teraond
the strike price of the option.

In general, an increase (decrease) to the vojatituld result in an impact to the fair value, boe
magnitude and direction of the impact would depemavhether the Firm is long or short the exposure.

Correlation—a pricing input where the payoff is driven by mtinan one underlying risk. Correlation is a
measure of the relationship between the movemédnigoovariables (i.e., how the change in one vdeiab
influences a change in the other variable). Creglitelation, for example, is the factor that ddsesithe
relationship between the probability of individuahtities to default on obligations and the joint
probability of multiple entities to default on odpitions.

In general, an increase (decrease) to the cowelatbuld result in an impact to the fair value, the
magnitude and direction of the impact would depamavhether the Firm is long or short the exposure.

Comparable equity priceA price derived from equity raises, share buysaand external bid levels, etc.
A discount or premium may be included in the failue estimate.

In general, an increase (decrease) to the comgasahlity price of an asset would result in a higher
(lower) fair value.

Volatility skew-the measure of the difference in implied volatilioy options with identical underliers
and expiry dates but with different strikes. Theplied volatility for an option with a strike pridbat is
above or below the current price of an underlyiagea will typically deviate from the implied volty
for an option with a strike price equal to the emtrprice of that same underlying asset.

In general, an increase (decrease) to the vojasikeéw would result in an impact to the fair valbet the
magnitude and direction of the impact would depemavhether the Firm is long or short the exposure.

Funding spread-the difference between the general collateral (atéch refers to the rate applicable to

a broad class of U.S. Treasury issuances) and gkeifie collateral rate (which refers to the rate
applicable to a specific type of security pledgedcallateral, such as a municipal bond). Repurchase
agreements are discounted based on collateral ufre curves are constructed as spreads over the
corresponding overnight index swap (“OIS”)/ Londioerbank Offered Rate (“LIBOR”) curves, with
the short end of the curve representing spreadstbeecorresponding OIS curves and the long erttef
curve representing spreads over LIBOR.
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In general, an increase (decrease) to the fungingpd of an asset would result in a lower (higlfier)
value.

Financial Instruments Not Measured at Fair Value

The table below presents the carrying value, failue and fair value hierarchy category of certain
financial instruments that are not measured at\Value in the Company’s consolidated statement of
financial condition.

The carrying value of cash, including other shertrt financial instruments such as reverse repuechas
agreements, Securities borrowed, repurchase agmtgm®ecurities loaned, certain receivables and
payables arising in the ordinary course of busin&sort-term borrowings, certain Other secured
financings, Other assets and Other liabilities aoctued expenses approximate fair value because of
relatively short period of time between their onigfion and expected maturity.

For longer-dated reverse repurchase agreementstitBecborrowed, repurchase agreements, Securities
loaned and Other secured financings, fair valudei®rmined using a standard cash flow discounting
methodology. The inputs to the valuation includetcactual cash flows and collateral funding spreads

which are estimated using various benchmarks aedeist rate yield curves.

The fair value of Subordinated liabilities and Letegm borrowings are generally determined based on
transactional data or third party pricing for ideat or comparable instruments, when available. Whe
position-specific external prices are not obsematalir value is determined based on current istesges
and credit spreads for debt instruments with sintdems and maturity.

Financial Instruments Not Measured at Fair Value

At December 31, 2016 Fair Value by Level:
Carrying Value Fair Value Level 1 Level 2 Level 3

Financial Assets:
Cash $ 3981 $ 3,981 $ 3981 $ - $ -
Cash deposited with clearing organizations or

segregated under federal and other

regulations or requirements 15,053 15,053 15,053 - -
Securities purchased under agreements

to resell 64,997 64,793 - 63,517 1,276
Securities horrowe 94.15¢ 94.16( - 94.16( -
Receivables®

Customers 10,750 10,750 - 10,750 -

Brokers, dealers and clearing organizations 4,314 4,314 - 4,314 -

Fees and other 14,871 14,871 - 14,871 -

Affiliates 134 134 - 134 -
Other assef2 112 112 - 112 -
Financial Liabilities:
Short-term borrowings $ 4% 4 3 - % 4 % -
Securities sold under agreements to repurchase 5045, 85,528 - 84,048 1,480
Securities loaned 21,387 21,387 - 21,387 -
Other secured financings 2,194 2,199 - 2,199 -
Payables?

Customers 121,846 121,846 - 121,846 -

Brokers, dealers and clearing organizations 204, 4,204 - 4,204 -

Affiliates 1,484 1,484 - 1,484 -
Other liabilities and accrued experi8es 5,348 5,348 - 5,348 -
Long-term borrowing 3,79: 3,851 - 3,82 34
Subordinated liabilities 11,300 11,358 - 11,358 -

@ Accrued interest and dividend receivables and pagabkhere carrying value approximates fair valueehzeen excluded.
@ Other assets and Other liabilities and accruedresgseexclude certain items that do not meet theitief 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 globallystadifutures, OTC swaps, forwards, options and
other derivatives referencing, among other thing®rest rates, equities, currencies, investmeatigr
and non-investment grade corporate credits, bdod, and other sovereign securities, emerging marke
bonds, credit indices, ABS indices, property indjc@nd mortgage-related and other ABS. The Company
uses these instruments for market-making, foreigneacy exposure management and asset and liability
management. The Company does not apply hedge aotgpun

The Company manages its market-making positionsngloying a variety of risk mitigation strategies.
These strategies include diversification of rislp@ures and hedging. Hedging activities consighef
purchase or sale of positions in related securiéied financial instruments, including a variety of
derivative productse(g, futures, forwards, swaps and options). The Compaanages the market risk
associated with its market-making activities onampany-wide basis, on a worldwide trading division
level and on an individual product basis.

Derivative Assets and Liabilities

Derivatives Assets
At December 31, 2016

Fair Value Notional
Bilateral Cleared Exchange- Bilateral Cleared Exchange-
OTC OoTC Traded Total OTC OoTC Traded Total
Derivatives contracts'®:
Interest rate contracts $ 1,469% 747 $ 4 $ 2220 $ 119685 $ 64,173 $ 32,053 $ 215911
Credit contracts 428 - - 428 5,748 - - 5,748
Foreign exchange contracts 11,694 - 19 11,713 355,340 - 764 356,104
Equity contracts 3,197 - 4,849 8,046 47,478 - 146,340 193,818
Total gross derivatives $ 16,788 $ 747 $ 4872 $ 22,407 $ 528251 $ 64,173 $ 179,157 $ 771,581
contracts®
Amounts offset
Cash collateral netting (2,927) - - (2,927) - - - -
Counterparty netting (13,775) (314) (4,830) (18,919) - - - -
Total gross derivative asset@$ 1,086 $ 433 $ 42 $ 1561 $ 528251 $ 64,173 $ 179,157 $ 771,581
Amounts not offset®
Financial instruments
collatera (125) - - (125)
Other cash collateral (20) - - (20)
Net amounts $ 941 $ 433 $ 42 $ 1,416
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Derivative Liabilities
At December 31, 2016

Fair Value Notional
Bilateral  Cleared Exchange- Bilateral Cleared Exchange-
oTC oTC Traded Total oTC oTC Traded Total

Derivatives contracts®:

Interest rate contracts $ 1,413% 747 $ - $ 2,160 $ 103,103 $ 61,087 $ 30,736 $ 194,926

Credit contracts 390 - - 390 3,280 - - 3,280

Foreign exchange contracts 11,877 - 3 11,880 356,220 - 3,505 359,725

Equity contracts 3,675 - 5,066 8,741 38,472 - 163,531 202,003

Total gross derivatives

contracts® $ 17355 $ 747 $ 5069 $ 23171 $ 501,075 $ 61,087 $ 197,772 $ 759,934

Amounts offset

Cash collateral netting (1,514) - - (1,514) - - - -

Counterparty netting (13,775) (314) (4,830) (18,919) - - - -

Total derivative liabilities $ 2066 $ 433 $ 239 % 2,738 $ 501075 $ 61,087 $ 197,772 $ 759,934
Amounts not offset®
Financial instruments

collateral (31) Q) - (32)
Other cash collateral (4) - - (4)
Net amounts $ 2031 $ 432 $ 239 % 2,702

@ Notional amounts include gross notionals relatedien long and short futures contracts of $28,408 $43,350, respectively. The
unsettled fair value on these futures contractsl@ebed from the table above) of $368 and $81,dkigted in Receivables - Brokers, dealers
and clearing organizations and Payables - Brokdeslers and clearing organizations, respectivelythe Company’s consolidated
statement of financial condition.

@ Amounts include transactions that are either ndijesit to master netting agreements or collaterabagents or are subject to such
agreements but the Company has not determinedytheraents to be legally enforceable as follows0$@&Xerivative assets and $375 of
derivative liabilities.

®  Amounts relate to master netting agreements anate! agreements that have been determined b@dhepany to be legally enforceable
in the event of default but where certain otheteca are not met in accordance with applicablseifing accounting guidance.

For information related to offsetting of certain collateralizadgactions, see Note 6.

Credit Risk-Related Contingencies

In connection with certain OTC trading agreemetiits, Company may be required to provide additional
collateral or immediately settle any outstandirapility balances with certain counterparties in ¢vent
of a credit rating downgrade.

The following table presents the aggregate faiu@abdf certain derivative contracts that contairk-ris
related contingent features that are in a netliiglgosition for which the Company has posted atelial
in the normal course of business.

Net Derivative Liabilities and Collateral Posted

At December 31, 201
Net derivative liabilities with credit risk-relatemntingent features  $ 873

Collateral posted 484

The additional collateral or termination paymetiattmay be called in the event of a future creating
downgrade vary by contract and can be based amgsahy either or both of Moody’s Investors Service,
Inc. ("Moody’s”) and Standard & Poor’s Global Rags (“S&P”). The following table shows the future
potential collateral amounts and termination payiaémat could be called or required by counterparti
or exchange and clearing organizations in the eskone-notch or two-notch downgrade scenariosdase
on the relevant contractual downgrade triggers.

-22-



At December 31, 2016Y

Incremental collateral or terminating payments ufutare rating downgrade
One-notch downgrade $ 6
Two-notch downgrade 5

M Amounts relate to bilateral arrangements betweenGtbmpany and other parties where upon the dowagradne party, the downgraded party

must deliver collateral to the other party. Thedetéral downgrade arrangements are used by thep@aynto manage the risk of counterparty
downgrades.

Credit Derivatives and Other Credit Contracts

The Company enters into credit derivatives, prialtypthrough credit default swaps, under which it
receives or provides protection against the risdafault on a set of debt obligations issued byifipel
reference entities. A majority of the Company’s rteuparties for these derivatives are banks, broker
dealers, and other financial institutions. Thedwiing table summarizes the notional and fair valtie
protection sold and protection purchased throughditdefault swaps at December 31, 2016:

Maximum Potential Payout/Notional

Protection Sold Protection Purchased
Fair Value Fair Value
Notional (Asset)/Liability Notional (Asset)/Liability
Index and basket credit default swaps $ 3,280 $ 3906 5,748 $ (428)

For non-tranched index and basket credit defaudtpswthe Company has purchased protection with a
notional amount of $5,605, compared with a noticerabunt of $3,280 of credit protection sold with
identical underlying reference obligations.

The purchase of credit protection does not reptabensole manner in which the Company risk manages
its exposure to credit derivatives. The Company agas its exposure to these derivative contracts
through a variety of risk mitigation strategies,igvhinclude managing the credit and correlatiotk ris
across non-tranched indices and baskets, and eastiops. Aggregate market risk limits have been
established for credit derivatives, and market nmsdasures are routinely monitored against theséslim
The Company may also recover amounts on the undgrlseference obligation delivered to the
Company under credit default swaps where credieption was sold.

The following table summarizes the credit ratingsreference obligations and maturities of credit
protection sold at December 31, 2016:

Maximum Potential Payout/Notional

Years to Maturity Fair Value
Less than (Asset)/
1 1-3 3-5 Over 5 Total Liability @
Index and basket credit default swéps:
Non-investment grade $ - $ - $ - $ 3280 $ 3,280 $ 390
Total credit default swaps sold - - - 3,280 3,280 390
Other credit contracts 47 - - 187 234 (17)
Total credit derivatives and
other credit contracts $ 47 $ - $ - $ 3,467 $ 3,514 $ 373

@

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

In order to provide an indication of the currenympant status or performance risk of the CDS, akutean of CDS based on the Company’s
internal credit ratings by investment grade and-ineestment grade is provided. Internal creditngsi serve as the Credit Risk Management
Department’'s assessment of credit risk, and thes basa comprehensive credit limits framework usedontrol credit risk. The Company uses
quantitative models and judgment to estimate thiows risk parameters related to each obligor.
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Index and Basket Credit Default Swapsdex and basket credit default swaps are predubere credit
protection is provided on a portfolio of single remredit default swaps. Generally, in the evena of
default on one of the underlying names, the Compeayg a pro rata portion of the total notional amou
of the credit default swap.

The Company also enters into tranched index anklebasedit default swaps where credit protection is
provided on a particular portion of the portfolims$ distribution. The most junior tranches covdiah
defaults, and once losses exceed the notionaleofrémche, they are passed on to the next mostrseni
tranche in the capital structure.

Credit Protection Sold through Credit Linked Notesd CDOs.The Company has invested in credit-
linked notes (“CLNs”) and CDOs, which are hybricstiuments containing embedded derivatives, in
which credit protection has been sold to the issifighe note. If there is a credit event of a refee
entity underlying the instrument, the principal dale of the note may not be repaid in full to the
Company.

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 sattle
other securities obligations, to accommodate custshmeeds and to finance the Company’s inventory
positions.

The Company manages credit exposure arising frazth sansactions by, in appropriate circumstances,
entering into master netting agreements and collatgreements with counterparties that provide the
Company, in the event of a counterparty defaulti{sas bankruptcy or a counterparty’s failure to pay
perform), with the right to net a counterparty’'ghtis and obligations under such agreement ancibdgii
and set off collateral held by the Company agatmsinet amount owed by the counterparty.

The Company'’s policy is generally to take possessiosecurities purchased or borrowed in connection
with reverse repurchase agreements and securiigeved transactions, respectively, and to receive
cash and securities delivered under repurchaseragrés or securities loaned transactions (withtsigh
rehypothecation). In certain cases, the Company beayermitted to post collateral to a third-party
custodian under a tri-party arrangement that esahle Company to take control of such collaterdahin
event of a counterparty default.

The Company also monitors the fair value of theeulyihg securities as compared with the related
receivable or payable, including accrued interast], as necessary, requests additional collateral a
provided under the applicable agreement to ensuwrle gansactions are adequately collateralizedher t
return of excess collateral.

The risk related to a decline in the market valtieatlateral (pledged or received) is managed lyrse
appropriate market-based haircuts. Increases latemdl margin calls on secured financing due toketa
value declines may be mitigated by increases ilatewhl margin calls on reverse repurchase agretsmen
and securities borrowed transactions with similaaliy collateral. Additionally, the Company may
request lower quality collateral pledged be replaweth higher quality collateral through collateral
substitution rights in the underlying agreements.

The Company actively manages its secured financiragmanner that reduces the potential refinancing

risk of secured financing for less liquid assetie TCompany considers the quality of collateral when
negotiating collateral eligibility with counterpaas, as defined by the Company’s fundability créeThe
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Company utilizes shorter-term secured financinghighly liquid assets and has established longeorte
limits for less liquid assets, for which funding yrtae at risk in the event of a market disruption.

Offsetting of Certain Collateralized Transactions

At December 31, 2016

Gross Amounts Net Amounts Amounts not Net

Amounts™ Offset Presented Offset? Amounts
Assets
Reverse repurchase agreements $117,811 $ (52,512) $ 65,299 $ (52,233) $ 13,066
Securities borrowed 94,159 - 94,159 (90,805) 3,354
Liabilities
Repurchase agreements $ 138,746 $ (52,512) $ 86,234 % (81,340) $ 4,894
Securities loaned 21,387 - 21,387 (21,343) 44

@ Amounts include transactions that are either nbjesii to master netting agreements or are suljestith agreements but the Company

has not determined the agreements to be legallgreseble as follows: $11,163 of reverse repurcle@seements, $580 of Securities
borrowed, $4,750 of repurchase agreements and $&aifrities loaned.

Amounts relate to master netting agreements that baen determined by the Company to be legallgreeéble in the event of default but
where certain other criteria are not met in acaoedawith applicable offsetting accounting guidance.

2

For information related to offsetting of derivatiyesee Note 5.
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Maturities and Collateral Pledged
Gross Secured Financing Balances by Remaining Contractual Maturity

At December 31, 2016
Overnight  Less than 30-90 Over 90

and Open 30 Days Days Days Total
Repurchase agreemefits $ 76,971 $ 17,942 $ 23,764 $ 20,069 $ 138,746
Securities loan€d 18,888 - 250 2,249 21,387
Gross amount of secured financing
included in the offsetting disclosure 95,859 17,942 24,014 22,318 160,133
Obligation to return securities received as cotite 20,252 - - - 20,252
Total $ 116,111 $ 17,942 $ 24,014 $ 22,318 $ 180,385

Gross Secured Financing Balances by Class of Collateral Pledged
At December 31,

2016
Repurchase agreement&’
U.S. government and agency securities $ 106,224
State and municipal securities 1,364
Other sovereign government obligations 208
Asset-backed securities 1,844
Corporate and other debt 1,204
Corporate equities 27,748
Other 154
Total repurchase agreements 138,746
Securities loaned”
U.S. government and agency securities 28
Other sovereign government obligations 352
Asset-backed securities 9
Corporate and other debt 1,041
Corporate equities 19,915
Other 42
Total securities loaned 21,387
Gross amount of secured financing included in fifeetting disclosure 160,133
Obligation to return securities received as collatel
Corporate equities 20,252
Total obligation to return securities received akateral 20,252
Total $ 180,385

@ Amounts are presented on a gross basis, priorttingén the consolidated statement of financiaiditon.

Financial I nstruments Pledged

The Company pledges its Financial instruments ownetbllateralize repurchase agreements and other
secured financings. Pledged financial instrumemis ¢an be sold or repledged by the secured peaty a
identified as Financial instruments owned (pledtediarious parties) in the Company’s consolidated
statement of financial condition. At December 301@& the carrying value of Financial instruments
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owned that have been loaned or pledged to coumtiEmpawhere those counterparties do not have the
right to sell or repledge the collateral was $34,89

Collateral Received

The Company receives collateral in the form of sées in connection with reverse repurchase
agreements, securities borrowed and derivativeséictions, and customer margin loans. In many cases,
the Company is permitted to sell or repledge trsesririties held as collateral and use the secaititie
secure repurchase agreements, to enter into sesudahding and derivative transactions or for\ely

to counterparties to cover short positions. The gamy additionally receives securities as collateral
connection with certain securities-for-securitieansactions. In instances where the Company is the
lender and permitted to sell or repledge thesergms) the Company reports the fair value of the
collateral received and the related obligation étum the collateral in the consolidated statenwént
financial condition. At December 31, 2016, the ltdt&r value of financial instruments received as
collateral where the Company is permitted to selfepledge the securities was $378,431 and the fair
value of the portion that had been sold or replddgas $312,088.

Concentration Risk

The Company is subject to concentration risk bydimgl large positions in certain types of securites
commitments to purchase securities of a singleesissacluding sovereign governments and otheriesfit
issuers located in a particular country or geog@aatea, public and private issuers involving depelig
countries, or issuers engaged in a particular imgug&inancial instruments owned by the Company
include U.S. government and agency securities, lwhiicthe aggregate, represented approximately 13%
of the Company’s total assets at December 31, 2@l&ddition, substantially all of the collateralt by

the Company for reverse repurchase agreements wdsbborrowed, which together represented
approximately 26% of the Company’s total asset®etember 31, 2016, consist of securities issued by
the U.S. government, federal agencies or otherre@re government obligations. Positions taken and
commitments made by the Company, including posstidaken and underwriting and financing
commitments made in connection with its private iggurincipal investment and lending activities,
often involve substantial amounts and significaqosure to individual issuers and businesses, dimofu
non-investment grade issuers.

At December 31, 2016, cash and securities of $B5a0% $21,113, respectively, were deposited with
clearing organizations or segregated under fedesmndl other regulations or requirements. Securities
deposited with clearing organizations or segregateter federal and other regulations or requirement
are sourced from reverse repurchase agreement§inadcial instruments owned in the Company’s
consolidated statement of financial condition.

Customer Margin Lending

The Company also engages in margin lending totsligrat allows the client to borrow against theueal

of qualifying securities. Margin loans are inclddeithin Customer receivables in the Company’s
consolidated statement of financial condition. Untheese agreements and transactions, the Company
either receives or provides collateral, includingslUgovernment and agency securities, other sarerei
government obligations, corporate and other delat,c@rporate equities. Customer receivables gesterat
from margin lending activities are collateralizeddustomer-owned securities held by the Compang. Th
Company monitors required margin levels and estbl credit terms daily and, pursuant to such
guidelines, requires customers to deposit additicoltateral, or reduce positions, when necessary.
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Margin loans are extended on a demand basis ambammitted facilities. Factors considered ia th
review of margin loans are the amount of the Idhs, intended purpose, the degree of leverage being
employed in the account, and overall evaluatiothefportfolio to ensure proper diversification iorthe
case of concentrated positions, appropriate liggidf the underlying collateral or potential hedgin
strategies to reduce risk.

Underlying collateral for margin loans is reviewsih respect to the liquidity of the proposed ctatal
positions, valuation of securities, historic traglimnge, volatility analysis and an evaluationrafustry
concentrations. For these transactions, adherenite tCompany'’s collateral policies significantiyits

the Company’s credit exposure in the event of @aoonsr default. The Company may request additional
margin collateral from customers, if appropriated,af necessary, may sell securities that havebaeth
paid for or purchase securities sold but not dedigdrom customers. At December 31, 2016, the afsoun
related to margin lending was approximately $8,287.

Other

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

for as financings rather than sales, consolidatdts Where the Company is deemed to be the primary
beneficiary, and other secured borrowings. Thegdglities are generally payable from the cash fl@ivs
the related assets accounted for as Financialimsints owned (see Note 7 and 10).

Note 7 — Borrowings and Other Secured Financings

Short-term Borrowings

Short-term borrowings consist of cash overdraftd ather short-term borrowings with affiliates with
varying maturities of 12 months or less.

Long-term Borrowings

Long-term borrowings consist of unsecured borrowifrgm affiliates and hybrid financial instruments
with embedded derivatives. The unsecured borrowirgs affiliates are callable with maturities of 13
months or more from when it is called. The interagts for the unsecured borrowings from affilicaes
established by the treasury function of the Ulten@arent and approximate the market rate of irttdras
the Ultimate Parent incurs in funding its businasst is periodically reassessed.

Other Secured Financings

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

for as financings rather than sales, consolidatdtsWhere the Company is deemed to be the primary
beneficiary and other secured borrowings. See Ndtefor further information on other secured
financings related to VIEs and securitization ati#s.

The Company’s Other secured financings at Dece®be2016 consisted of the follovg:

Secured financings with original maturities greahan one year $ 1,715

Secured financings with original maturities oneryaraess 512

Failed sale® 1
Total $ 2,228

@ For more information on failed sales, see Note 10.
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Secured financings with original maturities grealemn one year by maturity and rate type at Decembe
31, 2016consisted of the following:

Variable
Fixed Rate Rate® Total

Due in 2017 $ - % 375  $ 375
Due in 2018 - 1,300 1,300
Due in 2019 1 - 1
Due in 2020 - - -
Due in 2021 - - -
Thereafter 39 - 39

Total $ 40 % 1,675 $ 1,715
Weighted average coupon rate at period‘@nd 3.29% 1.36% 1.43%

@ variable rate borrowings bear interest based oargety of indices, including LIBOR. Amounts incluterrowings that are equity-linked,
credit-linked or linked to some other index.
@ Weighted average coupon was calculated utilizir§;, ihterest rates.

At December 31, 2016 there were failed sales ofalflof which due to mature in 2017. 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
Revolving Credit Agreement with the Ultimate ParahtDecember 31, 2016. On April 30, 2016, the
credit agreements were amended to extend the yadiates and modify the interest rates, with thalto
line of credit remaining unchanged at $12,000. zurity dates, interest rates and book value ef th
subordinated notes at December 31, 2016 are asvioll

Subordinated Notes Maturity Date Interest Rate  Book Value
Cash Subordination Agreement April 30, 2026 4.70% $ 2,500
Subordinated Revolving Credit Agreement April 30, 2026 3.89% 8,800
Total $ 11,300

Note 9 — Commitments, Guarantees and Contingencies

Premises and Equipment

At December 31, 2016, future minimum rental comreitts (net of sublease commitments, principally
on office rentals) were as follows:

Fiscal Year Gross Amount Sublease Income Net Amount

2017 $ 161 3% 15¢
2018 158 3 155
2019 125 3 122
2020 119 3 116
2021 115 - 115
Thereafter 1,050 - 1,050
Total $ 1,728 12 $ 1,716
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Occupancy lease agreements, in addition to basalsegenerally provide for rent and operating exgge
escalations resulting from increased assessmeamntsdbestate taxes and other charges.

Securities Activities

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

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

The Company enters into forward-starting revergeinghase agreements and forward-starting securities
borrow agreements (agreements that have a trageadadf or prior to December 31, 2016 and settle

subsequent to December 31, 2016) that are primsgtyred by collateral from U.S. government agency
securities and other sovereign government obligatioAt December 31, 2016, the Company had

commitments to enter into reverse repurchase agmnasnand securities borrow agreements of $4,217. At
December 31, 2016, $3,967 of these agreementsdsetithin three business days.

Guarantees

The following table summarizes certain informatregarding the Company’s obligation under guarantee
arrangements at December 31, 2016.

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 contracf $ - ¢ - ¢ - ¢ 3,280 ¢ 3,280 ¢ 390
Other credit contracts a7 - - 187 234 a7
Non-credit derivative
contract® 81,154 9,547 470 772 91,943 2,558

@ Carrying amount of derivatives contracts are showm gross basis prior to cash collateral or capatéy netting. For further information
on derivative contracts, see Note 5.

The Company has obligations under certain guarar#ea@ngements, including contracts and
indemnification agreements that contingently regire Company to make payments to the guaranteed
party based on changes in an underlying measuch ésian interest or foreign exchange rate, sgaurit
commodity price, an index or the occurrence or aotdrrence of a specified event) related to antasse
liability or equity security of a guaranteed par#lso included as guarantees are contracts that
contingently require the Company to make paymemtthé guaranteed party based on another entity’s
failure to perform under an agreement, as welhdséct guarantees of the indebtedness of others.

DerivativeContracts

Certain derivative contracts meet the accountinfintien of a guarantee, including certain written
options, contingent forward contracts and creditdé swaps (see Note 5 regarding credit derivatine
which the Company has sold credit protection to toeinterparty). The Company has disclosed
information regarding all derivative contracts thatild meet the accounting definition of a guararsed

-30-



has used the notional amount as the maximum paterdiyout for certain derivative contracts, such as
written foreign currency options.

In certain situations, collateral may be held by @ompany for those contracts that meet the diefimaf

a guarantee. Generally, the Company sets collategalirements by counterparty so that the collatera
covers various transactions and products and ialtamtated specifically to individual contracts sa| the
Company may recover amounts related to the underlgisset delivered to the Company under the
derivative contract.

The Company records derivative contracts at failue/a Aggregate market risk limits have been
established, and market risk measures are routmelyitored against these limits. The Company also
manages its exposure to these derivative contthctsigh a variety of risk mitigation strategies,
including, but not limited to, entering into offiaty economic hedge positions. The Company believes
that the notional amounts of the derivative congrgenerally overstate its exposure.

Exchange/Clearinghouse Member Guarantees

The Company is a member of various U.S. exchangeskearinghouses that trade and clear securities
and/or derivative contracts. Associated with itsmrbership, the Company may be required to pay a
certain amount as determined by the exchange ocldainghouse in case of a default of any of its
members or pay a proportionate share of the fimdotiligations of another member that may defanlt o
its obligations to the exchange or the clearinghoWhile the rules governing different exchange or
clearinghouse memberships and the forms of theseagtees may vary, in general the Company’s
obligations under these rules would arise onlyé é€xchange or clearinghouse had previously exbadust
its resources.

In addition, some clearinghouse rules require mestieassume a proportionate share of lossesirggult
from the clearinghouse’s investment of guarantew foontributions and initial margin, and of other
losses unrelated to the default of a clearing memibesuch losses exceed the specified resources
allocated for such purpose by the clearinghouse.

The maximum potential payout under these rulesadom estimated. The Company has not recorded any
contingent liability in its consolidated statementinancial condition for these agreements andelbeb
that any potential requirement to make paymenteutittse agreements is remote.

Legal

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

its activities as a global diversified financiahgees institution. Certain of the actual or theretd legal
actions include claims for substantial compensaémgy/or punitive damages or claims for indeterneinat
amounts of damages. In some cases, the entitiesvthad otherwise be the primary defendants in such
cases are bankrupt or are in financial distres®s@&hactions have included, but are not limited to,
residential mortgage and credit-crisis related enattOver the last several years, the level ajditon

and investigatory activity (both formal and infodinhy governmental and self-regulatory agencies has
increased materially in the financial services stdy As a result, the Company expects that it may
become the subject of elevated claims for damage®ther relief and, while the Company has idegdifi
below any individual proceedings where the Compaglijeves a material loss to be reasonably possible
and reasonably estimable, there can be no assuitzaicmaterial losses will not be incurred fromircia
that have not yet been asserted or are not yetndieed to be probable or possible and reasonably
estimable losses.
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The Company is also involved, from time to timepther reviews, investigations and proceedingsh(bot
formal and informal) by governmental and self-regoity agencies regarding the Company’s business,
and involving, among other matters, sales andrigpdctivities, financial products or offerings spored,
underwritten or sold by the Company, and accounéing operational matters, certain of which may
result in adverse judgments, settlements, finasalfies, injunctions or other relief.

The Company contests liability and/or the amountafmages as appropriate in each pending matter.
Where available information indicates that it islpsble a liability had been incurred at the dateéhef
consolidated statement of financial condition ainel Company can reasonably estimate the amount of
that loss, the Company accrues the estimated joasharge to income.

In many proceedings and investigations, howevas, iitherently difficult to determine whether armg$

is probable or even possible or to estimate theuatnof any loss. In addition, even where loss issjine

or an exposure to loss exists in excess of thdlitialalready accrued with respect to a previously
recognized loss contingency, it is not always pmedsio reasonably estimate the size of the pos&isie
or range of loss.

For certain legal proceedings and investigations, Gompany cannot reasonably estimate such losses,
particularly for proceedings and investigations wethe factual record is being developed or coatest
where plaintiffs or governmental entities seek taftgal or indeterminate damages, restitution,
disgorgement or penalties. Numerous issues may tedik resolved, including through potentially
lengthy discovery and determination of importarmtdal matters, determination of issues relatedassc
certification and the calculation of damages oreotfelief, and by addressing novel or unsettledlleg
guestions relevant to the proceedings or investigatin question, before a loss or additional loss
range of loss or additional loss can be reasoredilynated for a proceeding or investigation.

For certain other legal proceedings and investigati the Company can estimate reasonably possible
losses, additional losses, ranges of loss or raofgadditional loss in excess of amounts accruatdbes

not believe, based on current knowledge and afieswtation with counsel, that such losses willehav
material adverse effect on the Company’s consaatlatatement of financial condition as a wholegoth
than the matters referred to in the following paaas.

Residential Mortgage and Credit Crisis Related Matters

On December 23, 2009, the Federal Home Loan Bardeattle filed a complaint against the Company
and another defendant in the Superior Court oStla¢e of Washington, styldéederal Home Loan Bank

of Seattle v. Morgan Stanley & Co. Inc., et Bthe amended complaint, filed on September 280201
alleges that defendants made untrue statementsatetial omissions in the sale to plaintiff of eant
mortgage pass-through certificates backed by gemation trusts containing residential mortgagenka
The total amount of certificates allegedly soldtaintiff by the Company was approximately $233eTh
complaint raises claims under the Washington Sateurities Act and seeks, among other things, to
rescind the plaintiff's purchase of such certifesat On January 23, 2017, the parties reached an
agreement to settle the litigation.

On March 15, 2010, the Federal Home Loan Bank af Beancisco filed a complaint against the
Company and other defendants in the Superior Giuhte State of California styldéederal Home Loan

Bank of San Francisco v. Deutsche Bank Securitieset al An amended complaint, filed on June 10,
2010, alleges that defendants made untrue stateraadtmaterial omissions in connection with the sal
to plaintiff of certain mortgage pass-through dmxdites backed by securitization trusts containing
residential mortgage loans. The amount of certifsallegedly sold to plaintiff by the Company was
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approximately $276. The complaint raises claimseurtzbth the federal securities laws and California
law and seeks, among other things, to rescind iatiff’s purchase of such certificates. On Decemb
21, 2016, the parties reached an agreement te Heattlitigation.

On July 15, 2010, China Development Industrial B&@DIB") filed a complaint against the Company,
styledChina Development Industrial Bank v. Morgan Sta#e9o. Incorporated et al.which is pending

in the Supreme Court of the State of New York, Néark County (“Supreme Court of NY”). The
complaint relates to a $275 credit default swapresfcing the super senior portion of the STACK 2006
CDO. The complaint asserts claims for common laaudr fraudulent inducement and fraudulent
concealment and alleges that the Company misragezkéhe risks of the STACK 2006-1 CDO to CDIB,
and that the Company knew that the assets badktnG@DO were of poor quality when it entered inte th
credit default swap with CDIB. The complaint seekgpensatory damages related to the approximately
$228 that CDIB alleges it has already lost underdfedit default swap, rescission of CDIB’s obligat

to pay an additional $12, punitive damages, eqldtadlief, fees and costs. On February 28, 2014, th
court denied the Company’s motion to dismiss thmplaint. Based on currently available information,
the Company believes it could incur a loss of umpproximately $240 plus pre- and post-judgment
interest, fees and costs.

On October 15, 2010, the Federal Home Loan Bankhitago filed a complaint against the Company
and other defendants in the Circuit Court of thatestof lllinois, styledFederal Home Loan Bank
of Chicago v. Bank of America Funding Corporatidrak A corrected amended complaint was filed on
April 8, 2011. The corrected amended complaintgeethat defendants made untrue statements and
material omissions in the sale to plaintiff of amher of mortgage pass-through certificates backed b
securitization trusts containing residential mogeydoans and asserts claims under lllinois law. toked
amount of certificates allegedly sold to plainbif the Company at issue in the action was apprdeima
$203. The complaint seeks, among other thingsesaimd the plaintiff's purchase of such certifisate
The defendants filed a motion to dismiss the coeeamended complaint on May 27, 2011, which was
denied on September 19, 2012. On December 13, 2043 ourt entered an order dismissing all claims
related to one of the securitizations at issueerAfhat dismissal, the remaining amount of cegtfis
allegedly issued by the Company or sold to pldirtiy the Company was approximately $78. At
December 25, 2016, the current unpaid balanceeofitbrtgage pass-through certificates at issueisn th
action was approximately $46, and the certificit®d not yet incurred actual losses. Based on dlyren
available information, the Company believes it doiicur a loss in this action up to the difference
between the $46 unpaid balance of these certifdgies any losses incurred) and their fair maviadtie

at the time of a judgment against the Company, ptas and post-judgment interest, fees and cosis. T
Company may be entitled to be indemnified for saihthese losses and to an offset for interest vedei
by the plaintiff prior to a judgment.

On April 20, 2011, the Federal Home Loan Bank oftda filed a complaint against the Company and
other defendants in the Superior Court of the Commealth of Massachusetts stylegéderal Home
Loan Bank of Boston v. Ally Financial, Inc. F/K/IMBC LLC et al An amended complaint was filed on
June 29, 2012 and alleges that defendants madeeusttitements and material omissions in the sale to
plaintiff of certain mortgage pass-through ceréifies backed by securitization trusts containing
residential mortgage loans. The total amount ofifemtes allegedly issued by the Company or sold t
plaintiff by the Company was approximately $385.eTamended complaint raises claims under the
Massachusetts Uniform Securities Act, the Massattgi€onsumer Protection Act and common law and
seeks, among other things, to rescind the plamtgtirchase of such certificates. On May 26, 2011,
defendants removed the case to the United StatgsidDiCourt for the District of Massachusetts. The
defendants’ motions to dismiss the amended contpiaére granted in part and denied in part on
September 30, 2013. On November 25, 2013, Julgd®4, and May 19, 2015, respectively, the plaintiff
voluntarily dismissed its claims against the Conypaath respect to three of the securitizationssate.
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After these voluntary dismissals, the remaining amof certificates allegedly issued by the Company
sold to plaintiff by the Company was approximat&BB82. At December 25, 2016, the current unpaid
balance of the mortgage pass-through certificatéssae in this action was approximately $51, drel t
certificates had not yet incurred actual losseseBaon currently available information, the Company
believes it could incur a loss in this action ughe difference between the $51 unpaid balancéexfet
certificates (plus any losses incurred) and thair inarket value at the time of a judgment agaihst
Company, or upon sale, plus pre- and post-judgnmstest, fees and costs. The Company may be
entitled to be indemnified for some of these losmes to an offset for interest received by thenifdi
prior to a judgment.

On May 17, 2013, plaintiff itkB International S.A. in Liquidation, et al. v. Myan Stanley, et afiled a
complaint against the Company and certain affitiatethe Supreme Court of NY. The complaint alleges
that defendants made material misrepresentatiods camssions in the sale to plaintiff of certain
mortgage pass-through certificates backed by gemation trusts containing residential mortgagenka
The total amount of certificates allegedly spondpumderwritten and/or sold by the Company to piffin
was approximately $132. The complaint alleges cao$eaction against the Company for common law
fraud, fraudulent concealment, aiding and abetfiagd, and negligent misrepresentation, and seeks,
among other things, compensatory and punitive dama@n October 29, 2014, the court granted in part
and denied in part the Company’s motion to dismissll claims regarding four certificates were
dismissed. After these dismissals, the remaininguernof certificates allegedly issued by the Conypan
or sold to plaintiff by the Company was approxinhat&116. On August 26, 2015, the Company
perfected its appeal from the court’'s October 2@ 42 decision. At December 25, 2016, the current
unpaid balance of the mortgage pass-through eati#fs at issue in this action was approximately, $25
and the certificates had incurred actual losse$5&. Based on currently available information, the
Company believes it could incur a loss in this@ttip to the difference between the $25 unpaidnicala

of these certificates (plus any losses incurred)tanir fair market value at the time of a judgmagainst

the Company, or upon sale, plus pre- and post-jeddrmterest, fees and costs. The Company may be
entitled to be indemnified for some of these losmes to an offset for interest received by thenpifdi
prior to a judgment.

On May 3, 2013, plaintiffs ilDeutsche Zentral-Genossenschaftsbank AG et alovgdn Stanley et al.
filed a complaint against the Company, certainliaféis, and other defendants in the Supreme Cdurt o
NY. The complaint alleges that defendants made maataisrepresentations and omissions in the sale t
plaintiffs of certain mortgage pass-through cegéifes backed by securitization trusts containing
residential mortgage loans. The total amount difastes allegedly sponsored, underwritten andfdd

by the Company to plaintiff currently at issue histaction was approximately $644. The complaint
alleges causes of action against the Company formam law fraud, fraudulent concealment, aiding and
abetting fraud, negligent misrepresentation, asdission and seeks, among other things, compegsator
and punitive damages. On June 10, 2014, the coarted in part and denied in part the Company’s
motion to dismiss the complaint. The Company e its appeal from that decision on June 12, 2015
At December 25, 2016, the current unpaid balanchefmortgage pass-through certificates at issue in
this action was approximately $247, and the cediés had incurred actual losses of approxima@ty $
Based on currently available information, the Conypbelieves it could incur a loss in this actiontap
the difference between the $247 unpaid balanceexfe certificates (plus any losses incurred) aanl th
fair market value at the time of a judgment agathst Company, or upon sale, plus pre- and post-
judgment interest, fees and costs. The Company lmagntitled to be indemnified for some of these
losses.

On April 1, 2016, the California Attorney Generaldfice filed an action against the Firm in Califica
state court style€alifornia v. Morgan Stanley, et alon behalf of California investors, including the
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California Public Employees’ Retirement System #mel California Teachers’ Retirement System. The
complaint alleges that the Firm made misrepresentiand omissions regarding residential mortgage-
backed securities and notes issued by the Chewigd8ld asserts violations of the California False
Claims Act and other state laws and seeks trebieadas, civil penalties, disgorgement, and injumctiv
relief. On September 30, 2016, the court grantedFihm’s demurrer, with leave to replead. On Octobe
21, 2016, the California Attorney General filed @amended complaint. On January 25, 2017, the court
denied the Firm’s demurrer with respect to the atedrcomplaint.

Note 10 — Variable Interest Entities and Securitizion Activities

The Company is involved with various special pugestities (“SPEs”) in the normal course of bussnes
In most cases, these entities are deemed to be VIEs

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

. Interests purchased in connection with marketingalactivities and retained interests held as a
result of securitization activities, including reesiritization transactions.

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

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

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

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

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

The structure of securitization vehicles and CD©driven by several parties, including loan sedlen
securitization transactions, the collateral managea CDO, one or more rating agencies, a financial
guarantor in some transactions and the undervgjt&f( the transactions, that serve to reflect djpeci
investor demand. In addition, subordinate investsush as the “B-piece” buyer (i.e., investors iosm
subordinated bond classes) in commercial mortgagkda securitizations or equity investors in CDOs,
can influence whether specific loans are exclugdethfa CMBS transaction or investment criteria in a
CDO.

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

of the transaction. Based upon factors, which melan analysis of the nature of the assets, ingdudi
whether the assets were issued in a transactionssped by the Company and the extent of the
information available to the Company and to investthe number, nature and involvement of investors
other rights held by the Company and investors,staadardization of the legal documentation and the
level of continuing involvement by the Company,lirtting the amount and type of interests owned by
the Company and by other investors, the Compangledad in most of these transactions that decisions
made prior to the initial closing were shared betwvdhe Company and the initial investors. The
Company focused its control decision on any righldhby the Company or investors related to the
termination of the VIE. Most re-securitization tsactions, CLNs and other asset-repackaged notes hav
no such termination rights.

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

The following table presents information at Decemi3d, 2016 about VIEs that the Company

consolidates. Consolidated VIE assets and liatslitire presented after intercompany eliminatios an
include assets financed on a non-recourse basis.

Assets Liabilities

Mortgage- and Asset-Backed Securitizations $ 4 $ 33

The Company has no additional maximum exposuredsels on assets not recognized in its consolidated
statement of financial condition as of DecemberZ8iL6.

The following table presents information about momsolidated VIEs in which the Company has
determined that its maximum exposure to loss isitgrethan specific thresholds or meets certainrothe
criteria and excludes exposure to loss from lidb#lidue to immateriality. Most of the VIEs includim

the following table are sponsored by unrelatediggrthe Company’s involvement generally is theiltes
of the Company’s secondary market-making activities

At December 31, 2016

Mortgage- and Collateralized Municipal
Asset-Backed Debt Tender
Securitizations Obligations Option Bonds Other

VIE assets that the Company does not
consolidate (unpaid principal balancg) 12,897 $ 4621 % 145 % 112
Total maximum exposure to loss and
carrying value of exposure to loss:
Debt and equity interests $ 782  $ 250 $ 49 $ 12
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Non-consolidated VIE Mortgage- and Asset-Backed Sedtization Assets

At December 31, 2016
Unpaid Principal Balance = Debt and Equity Interests

Residential mortgages $ 1,601 $ 206

Commercial mortgages debt obligations 10,808 415

U.S. agency collateralized mortgage obligations 8 48 161
Total $ 12,897 $ 782

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

Securitization transactions generally involve VIBsimarily as a result of its secondary market-mgki
activities, the Company owned additional VIE asse#nly issued by securitization SPEs for which the
maximum exposure to loss is less than specificstiolels. These additional assets totaled $1,531 at
December 31, 2016. These assets were either r@ta@ineonnection with transfers of assets by the
Company, or acquired in connection with secondaayket-making activities. These assets consisted of
securities backed by residential mortgage loans)neercial mortgage loans, or other consumer loans,
such as credit card receivables, automobile loadsséudent loans, and CDOs or CLOs and investment
funds. The Company’'s primary risk exposure is te Hecurities issued by the SPE owned by the
Company, with the risk highest on the most subatdinclass of beneficial interests. These assets
generally are included in Financial instruments ed#Corporate and other debt and are measured at fai
value (see Note 4). The Company does not providhtiadal support in these transactions through
contractual facilities, such as liquidity facilisie guarantees, or similar derivatives. The Commany’
maximum exposure to loss generally equals thevédire of the assets owned.

The Company’s transactions with VIEs primarily udés securitizations, municipal tender option bond
trusts, credit protection purchased by affiliatésotigh CLNs, and collateralized loan and debt
obligations. Such activities are further describetbw.

Securitization Activities

In a securitization transaction, the Company oafiitiate transfers assets (generally commercidl 3.
agency securities) to an SPE, sells to investorst b the beneficial interests, such as notes or
certificates, issued by the SPE, and, in many ¢astgins other beneficial interests. The purclugbe
transferred assets by the SPE is financed thrcugbdle of these interests.

Although not obligated, the Company generally makesarket in the securities issued by SPEs in these
transactions. As a market maker, the Company offebsly these securities from, and sell these #&ur

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

The Company enters into derivatives, generallyrggerate swaps and interest rate caps, with arseni

payment priority in many securitization transacsiomhe risks associated with these and similar
derivatives with SPEs are essentially the saméngitas derivatives with non-SPE counterparties angl
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managed as part of the Company’s overall expostee. Note 5 for further information on derivative
instruments and hedging activities.

Municipal Tender Option Bond Trusts

In a municipal tender option bond transaction, @wnpany, generally on behalf of a client, transters
municipal bond to a trust. The trust issues shtamtsecurities that the Company, as the remarketing
agent, sells to investors. The client retains aloed interest. The short-term securities are sttppdiy a
liquidity facility pursuant to which the investonsay put their short-term interests. In some progtaan
affiliate of the Company provides this liquiditycfty; in most programs, a third-party providerliwi
provide such liquidity facility. The Company mayrphbase short-term securities in its role as rentangse
agent. The client can generally terminate the #retisn at any time. The liquidity provider can geily
terminate the transaction upon the occurrence éiceevents. When the transaction is terminatieel, t
municipal bond is generally sold or returned to ¢hient. Any losses suffered by the liquidity proet
upon the sale of the bond are the responsibilitthefclient. This obligation generally is collatérad.
Liquidity facilities provided to municipal tendeption bond trusts generally are provided by afidgof
the Company. The Company consolidates any munitguader option bond trusts in which it holds the
residual interest. No such trust was consolidatéaeaember 31, 2016.

Credit Linked Notes

In a CLN transaction, the Company transfers aggetserally high quality securities or money market
investments) to an SPE. An affiliate of the Companters into a derivative transaction in which $ire
writes protection on an unrelated reference agsgtaup of assets, through a credit default swapia
return swap or similar instrument, and sells toesters the securities issued by the SPE. In some
transactions, an affiliate of the Company may alster into interest rate or currency swaps withSR&.
Upon the occurrence of a credit event related @ réference asset, the SPE will deliver collateral
securities as payment to the affiliate of the Comypthat serves as the derivative counterparty. @hes
transactions are designed to provide investors @iffosure to certain credit risk on the referersset

In some transactions, the assets and liabilitieh®fSPE are recognized in the Company’s conselidat
statement of financial condition. In other trangaw, the transfer of the collateral securitieadsounted
for as a sale of assets, and the SPE is not cdasali. The structure of the transaction determihes
accounting treatment. CLNs are included in Otheéhéabove VIE tables.

The derivatives in CLN transactions consist ofltaeéurn swaps, credit default swaps or similartcasts
in which an affiliate of the Company has purchapeatection on a reference asset or group of assets.
Payments by the SPE are collateralized.

Collateralized Loan and Debt Obligations

A CLO or a CDO is an SPE that purchases a poolseéta, consisting of corporate loans, corporate
bonds, asset-backed securities or synthetic expssum similar assets through derivatives, and sssue
multiple tranches of debt and equity securitiesntestors. The Company underwrites the securities
issued in CLO transactions on behalf of unaffillasponsors and provides advisory services to these
unaffiliated sponsors. An affiliate of the Compas®fls corporate loans to many of these SPEs, iresom
cases representing a significant portion of thaltassets purchased. If necessary, the Company may
retain unsold securities issued in these trangsatidlithough not obligated, the Company generally
makes a market in the securities issued by SPHkege transactions. These beneficial interests are
included in Financial instruments owned and aresuesd at fair value.
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Transfers of Assetswith Continuing I nvolvement

Transfers with SPEs in which the Company, actingpascipal, transferred financial assets with
continuing involvement and received sales treatraemshown below.

At December 31, 2016

U.S. Agency
Commercial Collateralized  Credit-Linked
Mortgage Mortgage Notes and
Loans Obligations Other ¥
SPE assets (unpaid principal balance) $ 333 % 11,092 $ 89
Retained interests (fair value):
Investment grade $ - $ 375 % -
Non-investment grade 28 - -
Total retained interests (fair value) $ 28 % 375 % -
Interests purchased in the secondary market (&direy:
Investment grade $ - $ 26 $ -
Non-investment grade 4 - 1
Total interests purchased in the secondary
market (fair value) $ 4 3% 26 $ 1

@ Amounts include assets transferred by unrelatetsterors.
At December 31, 2016

Level 2 Level 3 Total

Retained interests (fair value):
Investment grade $ 375 % - $ 375

Non-investment grade - 28 28
Total $ 375 $ 28 $ 403
Interests purchased in the secondary market (&direy:
Investment grade $ 26 $ - $ 26
Non-investment grade 1 4 5
Total $ 27 $ 4 3 31

Transferred assets are carried at fair value poigecuritization. The Company may act as undeswat
the beneficial interests issued by these secuiitizasehicles. The Company may retain interestdhn
securitized financial assets as one or more tranofighe securitization. These retained interests a
included in the Company’s consolidated statemefinahcial condition at fair value.

Failed Sales

For transfers that fail to meet the accountingedat for a sale, the Company continues to recoghiee
assets in Financial instruments owned at fair vednel the Company recognizes the associated fiabili
in Other secured financings at fair value in thesabidated statement of financial condition.

The assets transferred to certain unconsolidatés YA transactions accounted for as failed saleaata

be removed unilaterally by the Company and aregeaierally available to the Company. The related
liabilities are non-recourse to the Company.
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The following table presents information about therying value of assets and liabilities relatedgited
sales at December 31, 2016.

Assets Liabilities
Credit-linked notes $ 1 $ 1

Note 11 — Sales and Trading Activities

Sales and Trading

The Company conducts sales, trading, financing raatket-making activities on securities and futures
exchanges and in OTC markets. The Company’s Itistiai Securities sales and trading activities
comprise Equity Trading; Fixed Income and Commediti Clients and Services; Research; and
Investments.

The Company’s trading portfolios are managed withieav toward the risk and profitability of the
portfolios. The following is a discussion of thetura of the equities and fixed income activities
conducted by the Company, including the use ofvdérie products in these businesses, and the
Company’s primary risks: market risk, credit risigerational risk, and liquidity policies and proasss
covering these activities.

Equities

The Company acts as a principal (including as aketanaker) and agent in executing transactions in
equity and equity-related products, including comnstock, American Depositary Receipts (“ADRs"),
global depositary receipts and exchange-tradedstund

The Company’s equity derivatives sales, trading amatket-making activities cover equity-related
products, including equity swaps, options, warraamd futures overlying individual securities, ineic
and baskets of securities and other equity-relgediucts. The Company also issues and makes a
principal market in equity-linked products to imgtional and individual investors.

Fixed Income

The Company trades, invests and makes marketsxéd fincome securities and related products,
including, among other products, investment and-ingastment grade corporate debt, distressed debt,
U.S. and other sovereign securities, emerging ndr&ads, convertible bonds, collateralized debt and
loan obligations, credit, currency, interest ratel ather fixed income-linked notes, securities éssby
structured investment vehicles, mortgage-relatet ather asset-backed securities, municipal seesyiti
preferred stock and commercial paper, money-markdtother short-term securities. The Company is a
primary dealer of U.S. federal government secwwitiad a member of the selling groups that disibut
various U.S. agency and other debt securities.

The Company trades, invests and makes marketstéa lfutures.

The Company trades, invests and makes markets jor fioaeign currencies, such as the British pound,
Canadian dollar, Euro, Japanese yen and Swiss, fenwell 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@ramasements, the Company acts as an intermediary
between borrowers and lenders of short-term fumdspaovides funding for various inventory positions

In addition, the Company engages in principal sgearlending with clients, institutional lenderada
other broker-dealers.
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Risk Management

The Company’s risk management policies and relptededures are aligned with those of the Ultimate
Parent and its other consolidated subsidiariessd pelicies and related procedures are administered
coordinated global and legal entity basis with ad@mtion given the Company’s specific capital and
regulatory requirements.

Risk is an inherent part of the Company’s busires$ activities. Management believes effective risk
management is vital to the success of the Compdnemess activities. Accordingly, the Company has
policies and procedures in place to identify, measmonitor, advise, challenge and control theqppial
risks involved in the activities of its businessiaupport functions. The Company’s ability to pniype
and effectively identify, measure, monitor, adviseallenge and control each of the various typeasskf
involved in its activities is critical to its sounelss and profitability.

The cornerstone of the Company’s risk managemeiidgaphy is the execution of risk-adjusted returns
through prudent risk-taking that protects the Comyjsm capital base and franchise. Five key prinaple
underlie this philosophy: integrity, comprehensiees) independence, accountability and transparency.
To help ensure the efficacy of risk managementctwhs an essential component of the Company’s
reputation, senior management requires thorough feegient communication and the appropriate
escalation of risk matters. The fast-paced, compdexi constantly-evolving nature of global finahcia
markets requires that the Company maintain a righagement culture that is incisive, knowledgeable
about specialized products and markets, and sulgj@ctgoing review and enhancement.

Market Risk

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

Sound market risk management is an integral patthe@iCompany’s culture. The various business units
trading desks are responsible for ensuring thatkkebaiisk exposures are well-managed and prudent.
Market risk is also monitored through various measuusing statistics; by measures of position
sensitivity; and through routine stress testingjciwhmeasures the impact on the value of existing
portfolios of specified changes in market fact@sg scenario analyses conducted in collaboratidim wi
business units.

Credit Risk

Credit risk refers to the risk of loss arising wheerborrower, counterparty or issuer does not niset i
financial obligations. The Company primarily incun®dit risk exposure to institutions and indivittua
This risk may arise from a variety of business\dtidis, including, but not limited to, entering dnt
derivative contracts under which counterpartiesehabligations to make payments to the Company;
extending credit to clients; providing funding thatsecured by physical or financial collateral a0
value may at times be insufficient to cover thenloapayment amount; and posting margin and/or
collateral to counterparties. This type of risk uiegs credit analysis of specific counterpartiesthb
initially and on an ongoing basis. The Company atewrs credit risk in traded securities and whgreb
the value of these assets may fluctuate based aize@ or expected defaults on the underlying
obligations or loans.
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The Company has structured its credit risk manageérfnamework to reflect that each of its businesses
generate unique credit risks, and establishesipeadb evaluate, monitor and control credit risgasure
both within and across its business activities. Toenpany is responsible for ensuring transparetficy o
material credit risks, ensuring compliance wittablshed limits, approving material extensions refdd,

and escalating risk concentrations to approprietéos management. The Company’s credit risk exposur
is managed by credit professionals and risk coreestithat monitor risk exposures, including margin
loans and credit sensitive, higher risk transasti@ee Note 6 for a discussion of Concentratiok.Ris

Operational Risk

Operational risk refers to the risk of financial ather loss, or damage to a firm’s reputation, Itegu
from inadequate or failed processes, people, systenfrom external events (e.g., fraud, theftaleand
compliance risks, cyber attacks or damage to physissets). The Company may incur operational risk
across the full scope of its business activitieguiding revenue-generating activities (e.g., saled
trading) and support and control groups (e.g. mftion technology and trade processing). As suh, t
Company may incur operational risk in each of itésibns.

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

Liquidity Risk

Liquidity risk refers to the risk that the Companill be unable to finance its operations due tosslof
access to the capital markets or difficulty in Idating its assets. Liquidity risk also encompasbes
Company'’s ability to meet its financial obligationghout experiencing significant business disroptor
reputational damage that may threaten its viakédigya going concern.

The primary goal of the Company’s Liquidity Risk M&ement Framework is to ensure that the
Company has access to adequate funding acrossearange of market conditions. The framework is
designed to enable the Company to fulfill its fio@h obligations and support the execution of its
business strategies. The Company’s Required Lityukiamework reflects the amount of liquidity the
Company must hold in both normal and stressed emwvients to ensure that its financial condition or
overall soundness is not adversely affected bynability (or perceived inability) to meet its fingial
obligations in a timely manner. The Required Ligyidcramework considers the most constraining
liquidity requirement to satisfy all regulatory aimternal limits. The Company uses Liquidity Stress
Tests to model liquidity inflows and outflows acasultiple scenarios over a range of time horizons.
These scenarios contain various combinations afsyaicratic and systemic stress events of different
severity and duration. The methodology, impleméomatproduction and analysis of the Company’s
Liquidity Stress Tests are important componenthefRequired Liquidity Framework.

Customer Activities

The Company’s customer activities involve the exiecy settlement and financing of various secusitie
and commodities transactions on behalf of custonf@ustomer securities activities are transacted on
either a cash or margin basis. Customer commoditiigities, which include the execution of custome
transactions in commodity futures transactionsliigiog options on futures), are transacted on aginar
basis.

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

Note 12 - Employee Stock-Based Compensation Plans

Eligible employees of the Company participate irvesal of the Ultimate Parent's stock-based
compensation plans.

Restricted Stock Units

Restricted stock unit (“RSUSs") are generally subjecvesting over time, generally three years fithim
date of grant, contingent upon continued employrmard subject to restrictions on sale, transfer or
assignment until conversion to common stock. All aorportion of an award may be canceled if
employment is terminated before the end of thevagie vesting period and after the relevant vesting
period in certain situations. Recipients of RSUsynmave voting rights, at the Ultimate Parent’s
discretion, and generally receive dividend equintdeThe Ultimate Parent determines the fair valiie
RSUs based on the grant-date fair value of its comstock, measured as the volume-weighted average
price on the date of grant. Certain awards proth@eUltimate Parent discretion to cancel all oodipn

of the award under specified circumstances.

Performance-Based Stock Units

Performance-based stock units (“PSUs") will vedd aonvert to shares of common stock at the end of
the performance period only if the Ultimate Parsatisfies predetermined performance and marketdbase
conditions over the three-year performance periad began on January 1 of the grant year and ends
three years later on December 31. Under the tefrtisecaward, the number of PSUs that will actually
vest and convert to shares will be based on trenéxb which the Ultimate Parent achieves the $ipelci
performance goals during the performance perl®8Us have vesting, restriction and cancellation
provisions that are generally similar to those 8UR. The Ultimate Parent determines the fair value
PSUs with non-market performance conditions basethe grant-date fair value of its common stock,
measured as the volume-weighted average priceeoddte of grant. PSUs with market-based conditions
are valued using a Monte Carlo valuation model.

Stock Options

Stock options generally have an exercise pricelesd than the fair value of the Ultimate Parent's
common stock on the date of grant, vest and be@xaercisable over a three-year period and expiee fiv
to 10 years from the date of grant, subject to lacated expiration upon certain terminations of
employment. Stock options have vesting, restrictind cancellation provisions that are generallyilaim

to those of RSUs. The fair value of stock optiasl@termined using the Black-Scholes valuation rnode
and the single grant life method. Under the sirggknt life method, option awards with graded vestin
are valued using a single weighted-average expegttoh life.
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Note 13 - Employee Benefit Plans

The Ultimate Parent and its consolidated subsisaprovide various retirement plans for the majaft
its U.S. and certain non-U.S. employees. The Compaavides certain other postretirement benefits,
primarily health care and life insurance, to eligib.S. employees.

Pension and Other Postretirement Plans

Substantially all of the U.S. employees of the Campwho were hired before July 1, 2007 are covered
by a non-contributory, defined benefit pension plaat is qualified under Section 401(a) of the ringé
Revenue Code (the “Qualified Plan”). The Qualififlen has ceased future benefit accruals.

Unfunded supplementary plans (the “Supplementahd?Jacover certain executives. Liabilities for
benefits payable under the Supplemental Planscamed by the Company and are funded when paid.
The Morgan Stanley Supplemental Executive Retiréngmd Excess Plan (the “SEREP”), a non-
contributory defined benefit plan that is not gfiedl under Section 401(a) of the Internal RevenodeC
has ceased future benefit accruals.

The Company’s pension plans generally provide pensenefits that are based on each employee’s years
of credited service and on compensation levelsifspgn the plans.

The Company has an unfunded postretirement bepiefit that provides medical and life insurance for
eligible U.S. retirees and medical insurance feirtdependents.

Benefit Obligation and Funded Status

The following table provides a rollforward of thkanges in the benefit obligation and fair valuglain
assets for 2016 as well as the funded status atrbleer 31, 2016:

Other Postretirement

Pension Plans Plan
Rollforward of benefit obligation:
Benefit obligation at December 31, 2015 $ 3,164 $ 87
Service cost - 1
Interest cost 138 4
Actuarial loss™ 87 -
Change in mortality assumptions 63 1
Benefits paid (205) (5)
Benefit obligation at December 31, 2016 $ 3247 % 88
Rollforward of fair value of plan assets:
Fair value of plan assets at December 31, 2015 $ 309 $ -
Actual return on plan assets 115 -
Employer contributions 18 5
Benefits paid (205) (5)
Fair value of plan assets at December 31, 2016 $ 3024 3 -
Funded (unfunded) status at December 31, 2016 $ (223) $ (88)

™ Amounts primarily reflect impact of year-over-yefiscount rate fluctuations.
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The following tables present a summary of the fuhsiatus of accounts recognized in the Company's
consolidated statement of financial condition at&gaber 31, 2016:

Other Postretirement

Pension Plans Plan
Assets $ 154 $ )
Liabilities (377) (88)
Net amount recognized $ (223) $ (88)

The following tables present a summary of the fuhdwmtus of accounts recognized in accumulated
other comprehensive income (loss) at December@®f 2onsist of:

Other Postretirement

Pension Plans Plan
Prior service credit (cost) $ - $ 17
Net gain (loss) (697) -
Net gain (loss) recognized $ (697) $ 17

The accumulated benefit obligation, for all defirmhefit pension plans, was $3,247 as of Deceniber 3
2016.

The following table contains information for pensiplans with projected benefit obligation in exces
the fair value of plan assets at December 31, 2016:

Projected benefit obligation $ 377
Fair value of plan assets $ -

The following table contains information for pensiplans with accumulated benefit obligation in esece
of the fair value of plan assets at December 31620

Accumulated benefit obligation $ 377
Fair value of plan assets $ -

The following table presents the weighted averaggi@ptions used to determine benefit obligation at
December 31, 2016:

Other
Pension Plans Postretirement Plan
Discount rate 4.27% 4.01%

The discount rates used to determine the bendfgailon for the pension and postretirement plaesew
selected by the Company, in consultation with mdependent actuary, using a pension discount yield
curve based on the characteristics of the plans) datermined independently. The pension discount
yield curve represents spot discount yields baseduvation implicit in a representative broad-basead
rated corporate bond universe of high-quality fikezbme investments.
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The following table presents assumed health case tcend rates used to determine the postretirement
benefit obligation at December 31, 2016:

Health care cost trend rate assumed for next year:

Medical 5.96%
Prescription 9.32%
Rate to which the cost trend rate is assumed tingec
(ultimate trend rate) 4.50%
Year that the rate reaches the ultimate trend rate 2038

Assumed health care cost trend rates can havaificagt effect on the amounts reported for the
Company’s postretirement benefit plan.

Effect of Changes in Assumed Health Care CostsdlRates:

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

Total 2016 postretirement service and interest cos N/M N/M
December 31, 2016 postretirement benefit obligati $ 6 $ (5)

N/M- Not meaningful

Qualified Plan Assets

The Qualified Plan uses a combination of active @sidcontrolled fixed income investment strategies
The fixed income asset allocation consists primaoil fixed income securities and related derivative
instruments designed to approximate the expectetl ftaws of the plan’s liabilities in order to help
reduce plan exposure to interest rate variationtartaketter align assets with the obligation. Thegler
duration fixed income allocation is expected tophgtotect the plan’s funded status and maintain the
stability of plan contributions over the long run.

Derivative instruments are permitted in the QuadifPlan’s investment portfolio only to the extdmitt
they comply with all of the plan’s investment pgliguidelines and are consistent with the plan’s aisd
return objectives. In addition, any investment émidatives must meet the following conditions:

. May be used only if derivative instruments arerded by the investment manager to be more
attractive than a similar direct investment in timelerlying cash market or if the vehicle is being
used to manage risk of the portfolio.

. May not be used in a speculative manner or terbye the portfolio under any circumstances.

. May not be used as short-term trading vehiclég ifivestment philosophy of the Qualified Plan
is that investment activity is undertaken for Idegm investment rather than short-term trading.

. May be used in the management of the QualifiemhBl portfolio only when the derivative

instruments possible effects can be quantifiedwshto enhance the risk-return profile of the
portfolio, and reported in a meaningful and undardaible manner.
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As a fundamental operating principle, any reswitsi on the underlying assets apply to a respective
derivative product. This includes percentage atiooa and credit quality. Derivatives are used Igdier
the purpose of enhancing investment in the undeglgssets and not to circumvent portfolio resticdi

Plan assets are measured at fair value using i@utechniques that are consistent with the vabuati
techniques applied to the Company’s major categarfeassets and liabilities as described in Note 4.
OTC derivative contracts consist of investmentimiarest rate swaps.

Commingled trust funds are privately offered futist are regulated, supervised, and subject togieri
examination by a U.S. federal or state agency amadladble to institutional clients. The trust must b
maintained for the collective investment or reirient of assets contributed to it from U.S tax djeal
employee benefit plans maintained by more thanemnployer or controlled group of corporations. The
sponsor of the commingled trust funds values thed$ubased on the fair value of the underlying
securities. The underlying securities of the congiad trust funds held by the Qualified Plan consist
mainly of long-duration fixed income instrument@r@mingled trust funds are redeemable at NAV at the
measurement date or in the near future.

The Company generally considers the NAV of comngdgrust funds provided by the fund manager to
be the best estimate of fair value.

The following table presents the fair value of pésets and liabilities at December 31, 2016. Tivere
no transfers between levels during 2016.

Level 1 Level 2 Level 3 Total
Assets:
Investments:
U.S. government and agency securities:
U.S. Treasury securities $ 1,493 $ - % - 8 1,493
U.S. agency securities - 423 - 423
Total U.S. government and agency
securities 1,493 423 - 1,916
Corporate and other debt:
Collateralized debt obligations - 13 - 13
Total corporate and other debt - 13 - 13
Derivative contracts - 159 - 159
Derivative related cash
collateral receivable - 76 - 76
Total asset¥ $ 1,493 $ 671 $ - $ 2164
Liabilities:
Derivative contracts $ - 8 225 % - 8 225
Total liabilities $ - 8 225 % - 8 225

@ Amounts exclude Commingled trust funds measurédiavalue using the NAV per share, which are nassified in the fair value
hierarchy. Commingled trust funds consist of insemtts in fixed income funds and money market fuofdk999 and $86, respectively.

Morgan Stanley 401(k) Plan

U.S. employees meeting certain eligibility requiestts may patrticipate in the Morgan Stanley 401(k)
Plan. Eligible U.S. employees receive discretiond®y(k) matching cash contributions as determined
annually by the Company. In 2016, the Company naadellar for dollar Company match up to 4% of
eligible pay, up to the Internal Revenue ServickR$") limit. Matching contributions are invested
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according to each participant’s investment directigligible U.S. employees with eligible pay lebart
or equal to one hundred thousand dollars also wecgifixed contribution under the 401(k) Plan that
equals 2% of eligible pay. A transition contributie allocated to certain eligible employees.

Note 14 - Income Taxes

The Company is a single-member limited liabilityrgmany that is treated as a disregarded entity for
federal income tax purposes. The Company is indudehe consolidated federal income tax returedfil

by the Ultimate Parent. Federal income taxes havemlly been provided on a separate entity basis i
accordance with the Tax Sharing Agreement withUhliemate Parent. The Company is included in the
combined state and local income tax returns wighUtliimate Parent and certain other subsidiarigbef
Ultimate Parent. State and local income taxes Hzen provided on separate entity income at the
effective tax rate of the Company’s combined filgrgup.

In accordance with the terms of the Tax Sharinge&grent with the Ultimate Parent, substantially all
current and deferred taxes (federal, combined aniihry state) are offset with all other intercompan
balances with the Ultimate Parent.

Tax Authority Examinations

The Company, through its inclusion in the returrthef Ultimate Parent, is under continuous exanonati
by the IRS and other tax authorities in certairtestdan which the Company has significant business
operations, such as New York. The Company is ctlyrext various levels of field examination with
respect to audits by the IRS, as well as New YdateSand New York City, for tax years 2009-2012 and
2007-2009, respectively. In April 2016, the Ultimd&arent received the Revenue Agent's Report from
the IRS reflecting agreed closure of the 2006-20@8/ears.

The Company believes that the resolution of thesentatters will not have a material effect on the
Company’s consolidated statement of financial ciowlj although a resolution could have a material
impact on the Company’s consolidated income statérfer a particular future period and on the

Company’s effective tax rate for any period in whisuch resolution occurs. The Company has
established a liability for unrecognized tax betsetfnat it believes is adequate in relation topgbtential

for additional assessments. Once established, ohgp@ny adjusts unrecognized tax benefits only when
more information is available or when an event egciecessitating a change.

It is reasonably possible that significant chanigethe balance of unrecognized tax benefits mawiocc
within the next 12 months related to certain tatharty examinations referred to above. At thisdjm
however, it is not possible to reasonably estintageexpected change to the total amount of unrezedn
tax benefits and the impact on the Company’s gffettx rate over the next 12 months.

The following are the major tax jurisdictions in i the Company and its affiliates operate and the
earliest 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 Requirements

MS&Co. is a registered U.S. broker-dealer and teggsl futures commission merchant and, accordingly,
is subject to the minimum net capital requiremerfithe SEC and the CFTC. Under these rules, MS&Co.
is required to maintain minimum Net Capital, asied under SEC Rule 15c¢3-1, of not less than the
greater of 2% of aggregate debit items arising foustomer transactions, plus excess margin caillater
on reverse repurchase agreements or the CFTCtatilegsthe risk based requirement represents time su
of 8% of customer risk maintenance margin requirgnand 8% of non customer risk maintenance
margin requirement, as defined. At December 31,6204S&Co.’s Net Capital was $10,311 which
exceeded the CFTC minimum requirement by $8,034.

The Financial Industry Regulatory Authority may ueég a member firm to reduce its business if net
capital is less than 4% of such aggregate delpitsitend may prohibit a firm from expanding its besms
if net capital is less than 5% of such aggregabit dems.

MS&Cao. is required to hold tentative net capitakkcess of $1,000 and Net Capital in excess of $500
accordance with the market and credit risk starslafdAppendix E of Rule 15c¢3-1. MS&Co. is also
required to notify the SEC in the event that itstaéve net capital is less than $5,000. At Decanitie
2016, MS&Co. had tentative net capital in exceshefminimum and the notification requirements.

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

As of December 31, 2016, MS&Co. met the criteriafegh under the SEC’s Rule 11(a)(1)(G)(i), traglin
by members of Exchanges, Brokers and Dealers, aatiterefore in compliance with the business mix
requirements.

The Dodd-Frank Act requires the registration of dpwdealers” and “major swap participants” with the
CFTC and “security-based swap dealers” and “magmusty-based swap participants” with the SEC
(collectively, “Swaps Entities”). The Company preinally registered with the CFTC as a swap dealer.

In December 2016, the SEC issued clarifying guidaae to how the firm, as an alternative net capital
(“ANC”) broker dealer, should apply SEA Rule 15a8{BAppendix E) in computing its capital deduction

for credit risk on transactions in derivative instrents. The newly issued guidance is expectedstatri@

a significant increase in the Company’s model-basedit risk deduction and will become effective on

January 31, 2017. After implementing on the efiextdate, the Company will continue to maintain

regulatory net capital in excess of its requirersent

Note 16 — Subsequent Events

The Company has evaluated subsequent events fastamjnt to or disclosure in the consolidated
statement of financial condition through the datehis report and the Company has not identifieg an
recordable or disclosable events, not otherwiserteg in this consolidated statement of financial
condition or the notes thereto.

*kkkkk
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A copy of our December 31, 2016 consolidated statgrof financial condition filed pursuant to Rule
17a-5 of the Securities Exchange Act of 1934 islabke for examination at the New York Office okth

Securities and Exchange Commission or at our graicobffice at 1585 Broadway, New York, N.Y.
10036.

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

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