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MORGAN STANLEY & CO. LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
June 30, 2013
(Unaudited)
(In millions of dollars)

ASSETS

Cash and cash equivalents
Cash deposited with clearing organizations or ggdesl under federal and other
regulations or requirements
Financial instruments owned, at fair value (apprately $57,308 were pledged to
various parties)
Securities received as collateral, at fair value
Securities purchased under agreements to resalidies $869 at fair value)
Securities borrowed
Receivables:
Customers (net of allowance for doubtfud@amts)
Brokers, dealers and clearing organizations
Interest and dividends
Fees and other
Affiliates

Premises, equipment and software (net of accuntutgpreciation and
amortization of $1,334)

Goodwill

Other assets

Total assets

LIABILITIES AND MEMBER'S EQUITY

Short-term borrowings:

Affiliates

Other (includes $46 at fair value)
Financial instruments sold, not yet purchasedaiatvalue
Obligation to return securities received as cotldieat fair value
Securities sold under agreements to repurchasediex $552t fair value)
Securities loaned
Other secured financings (includes $41 at fair@plu
Payables:

Customers

Brokers, dealers and clearing organizations

Interest and dividends
Other liabilities and accrued expenses (included %8 fair value)
Total liabilities

Subordinated liabilities
Member’s equity:
Morgan Stanley & Co. LLC member’s equity
Accumulated other comprehensive loss
Total Morgan Stanley & Co. LLC membeazquity
Noncontrolling interest
Total member’s equity
Total liabilities and member’'s equity

See Notes to Consolidated Statement of Financinti@ion.
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1,865
9,954

85,742
16,086
104,528
115,782

11,244
3,289
527
13,875
1,028

1,320
145
5,666

371,051

6,556
65
37,493
19,076
149,940
34,803
2,791

89,511
4,849
440
3,070

348,594

10,025

12,887
(456)

12,431
1

12,432

371,051




MORGAN STANLEY & CO. LLC
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT ION
As of June 30, 2013
(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, governments, financial ilmbns and individuals. Its businesses include
securities underwriting and distribution; financedvisory services, including advice on mergers and
acquisitions, restructurings, real estate and ptdjeance; sales, trading, financing and markeking
activities in equity securities and related produ@nd fixed income securities and related products
including foreign exchange and investment actigitithe Company provides brokerage and investment
advisory services covering various investment dtigres; financial and wealth planning services)usty

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

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

MS&Co. is a wholly owned subsidiary of Morgan Se&anDomestic Holdings, Inc (“MSDHI"). MSDHI
is a wholly owned subsidiary of Morgan Stanley GalpManagement, 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 Ame(itaS.”), which require the Company to make

estimates and assumptions regarding the valuatbreertain financial instruments, the valuation of

goodwill, compensation, deferred tax assets, theome of litigation and tax matters, allowance for
doubtful accounts, and other matters that affeetdbnsolidated statement of financial condition and
related disclosures. The Company believes that ébigmates utilized in the preparation of the
consolidated statement of financial condition aredpnt and reasonable. Actual results could differ
materially from these estimates.

At June 30, 2013, the Company’s consolidated sidrgéd reported $111,547 of assets, $105,251 of
liabilities and $6,296 of equity on a stand-aloasib.

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

The consolidated statement of financial conditinolide the accounts of MS&Co., its wholly owned
subsidiaries and other entities in which MS&Co. hasontrolling financial interest. For consolidated
subsidiaries that are less than wholly owned, livel4party holdings of equity interests are refdrte as
noncontrolling interests. The portion of the mensbezquity of such subsidiaries is presented as
Noncontrolling interest in the consolidated statetvtd financial condition.

For entities where (1) the total equity investmantisk is sufficient to enable the entity to ficanits
activities without additional support and (2) thguity holders bear the economic residual risks and
returns of the entity and have the power to ditketactivities of the entity that most significgndiffect
its economic performance, MS&Co. consolidates tleyg#ies it controls either through a majority imot



interest or otherwise. For variable interest eggit{“VIES") (i.e., entities that do not meet thesiteria),
MS&Co. consolidates those entities where MS&Co. tees power to make the decisions that most
significantly affect the economic performance cé MIE and has the obligation to absorb losses @r th
right to receive benefits that could potentially dignificant to the VIE, except for certain VIEsathare
money market funds, investment companies or ardiesntqualifying for accounting purposes as
investment companies. Generally, MS&Co. consolsldéit®se entities when it absorbs a majority of the
expected losses or a majority of the expected wabki@turns, or both, of the entities.

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

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

Note 2 - Summary of Significant Accounting Policies

Financial Instruments and Fair Value

A significant portion of the Company’s financiatnuments is carried at fair value. A descriptidnhe
Company’s policies regarding fair value measurensemt its application to these financial instruments
follows.

Financial Instruments Measured at Fair Value

All of the instruments within Financial instrumentsvned and Financial instruments sold, not yet
purchased, are measured at fair value, either ghrthe fair value option election (discussed belongs
required by other accounting guidance. These fiaamestruments primarily represent the Company’s
trading and investment positions and include batthcand derivative products. Furthermore, Secsritie
received as collateral and Obligation to returrusées received as collateral are measured atvédue

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

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

Fair Value Option
The fair value option permits the irrevocable fe@lue option election on an instrument-by-instrutnen
basis at initial recognition of an asset or lidpilor upon an event that gives rise to a new basis
accounting for that instrument. The Company appties fair value option for certain repurchase
agreements and reverse repurchase agreementsréaid other secured financings.

Fair Value Measurement — Definition and Hierarchy
Fair value is defined as the price that would leeired to sell an asset or paid to transfer aliigli.e.,

the “exit price”) in an orderly transaction betweaarket participants at the measurement date.
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In determining fair value, the Company uses varialsation approaches and establishes a hieracchy f
inputs used in measuring fair value that maximinesuse of relevant observable inputs and minimizes
the use of unobservable inputs by requiring that iost observable inputs be used when available.
Observable inputs are inputs that market parti¢gpaould use in pricing the asset or liability deyped
based on market data obtained from sources independlthe Company. Unobservable inputs are inputs
that reflect the Company’s assumptions about tilseiragtions other market participants would use in
pricing the asset or liability developed based o ltest information available in the circumstandd®
hierarchy is broken down into three levels basetherobservability of inputs as follows:

» Level 1 - Valuations based on quoted prices tivaenarkets for identical assets or liabilitieatth
the Company has the ability to access. Valuatignsamhents 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 thessdpcts does not entail a significant degree of
judgment.

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

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

The availability of observable inputs can vary frproduct to product and is affected by a wide g
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 exercisedhsy t
Company in determining fair value is greatest fmtiuments 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@ause an instrument to be reclassified from Leve
1 to Level 2 or Level 2 to Level 3 of the fair valhierarchy (see Note 4). In addition, a downturn i
market conditions could lead to declines in thaiabn of many instruments.

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

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 willingaccept for an asset. For financial instrumertsse
inputs are based on bid-ask prices, the Company doerequire that the fair value estimate alwaysib
predetermined point in the bid-ask range. The Cayiggpolicy is to allow for mid-market pricing and
adjust to the point within the bid-ask range thaets the Company’s best estimate of fair value. For
offsetting positions in the same financial instrupehe same price within the bid-ask spread isl use
measure 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 te(msluding maturity) as well as multiple inputs,
including, where applicable, commodity prices, &guirices, interest rate yield curves, credit cafve
correlation, creditworthiness of the counterpactgditworthiness of the Company, option volatiltyd
currency rates. Where appropriate, valuation agljests are made to account for various factors asch
liquidity risk (bid-ask adjustments), credit quglitnodel uncertainty and concentration risk. Adjusts

for liquidity risk adjust model-derived mid-marketsels of Level 2 and Level 3 financial instrumefus
the bid-mid or mid-ask spread required to propeelect the exit price of a risk position. Bid-mishd
mid-ask spreads are marked to levels observedde tactivity, broker quotes or other external tipasity
data. Where these spreads are unobservable fqrattieular position in question, spreads are ddrive
from observable levels of similar positions. Thenfpany applies credit-related valuation adjustmémts
its OTC derivatives. For OTC derivatives, the inmpa€ changes in both the Company’s and the
counterparty’s credit standing is considered whezasuring fair value. In determining the expected
exposure, the Company simulates the distributiotheffuture exposure to a counterparty, then applie
market-based default probabilities to the futurpasxre, leveraging external third-party credit défa
swap (“CDS") spread data. Where CDS spread datauagailable for a specific counterparty, bond
market spreads, CDS spread data based on the gmamyés credit rating or CDS spread data that
reference a comparable counterparty may be utiliZég Company also considers collateral held and
legally enforceable master netting agreementsntiitggate the Company’s exposure to each counterpart
Adjustments for model uncertainty are taken forigmss whose underlying models are reliant on
significant inputs that are neither directly nordinectly observable, hence requiring reliance on
established theoretical concepts in their derivatichese adjustments are derived by making assessme
of the possible degree of variability using statedt approaches and market-based information where
possible. The Company generally subjects all vadonatand models to a review process initially andio
periodic basis thereafter.

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

Where the Company manages a group of financiatsassel financial liabilities on the basis of ite ne
exposure to either market risks or credit risk, @@mpany measures the fair value of that group of
financial instruments consistently with how margetticipants would price the net risk exposurehat t
measurement date.

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

Valuation Process

The Valuation Review Group (“VRG”) within the Fingial Control Group (“FCG”) of the Ultimate
Parent and its consolidated subsidiaries is rediplentor the Company’s fair value valuation poligje
processes and procedures. VRG is independent diusi@ess units and reports to the Chief Financial
Officer of the Ultimate Parent and its consolidasetdsidiaries (“CFQ”), who has final authority otke
valuation of the Company’s financial instrumentR® implements valuation control processes to
validate the fair value of the Company’s finandigtruments measured at fair value including those
derived from pricing models. These control processe designed to assure that the values used for
financial reporting are based on observable inpiitsrever possible. In the event that observablatinp
are not available, the control processes are dedigo assure that the valuation approach utilized i
appropriate and consistently applied and that $iseraptions are reasonable.
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The Company’s control processes apply to finanosttuments categorized in Level 1, Level 2 or Lleve
3 of the fair value hierarchy, unless otherwiseedof hese control processes include:

Model Review. VRG, in conjunction with the Market Risk Departmdf¥IRD"”) and, where
appropriate, the Credit Risk Management Departmaoify of which report to the Chief Risk
Officer of the Ultimate Parent and its consolidatedbsidiaries (“Chief Risk Officer”),
independently review valuation models’ theoreticalundness, the appropriateness of the
valuation methodology and calibration techniquewetigped by the business units using
observable inputs. Where inputs are not observaliRG reviews the appropriateness of the
proposed valuation methodology to ensure it is ist&rst with how a market participant would
arrive at the unobservable input. The valuation hoeétlogies utilized in the absence of
observable inputs may include extrapolation teahesgand the use of comparable observable
inputs. As part of the review, VRG develops a mdtiogy to independently verify the fair value
generated by the business unit's valuation modBefore trades are executed using new
valuation models, those models are required tomtdependently reviewed. All of the Company’s
valuation models are subject to an independentafRG review.

Independent Price Verification. The business units are responsible for deténgpithe fair
value of financial instruments using approved véduamodels and valuation methodologies.
Generally on a monthly basis, VRG independentlyideabs the fair values of financial
instruments determined using valuation models ligrd@ning the appropriateness of the inputs
used by the business units and by testing commianith the documented valuation
methodologies approved in the model review prodessribed above.

VRG uses recently executed transactions, otherredisie market data such as exchange data,
broker/dealer quotes, third-party pricing vendand aggregation services for validating the fair
values of financial instruments generated usingiatédn models. VRG assesses the external
sources and their valuation methodologies to deternif the external providers meet the
minimum standards expected of a third-party pri@gongrce. Pricing data provided by approved
external sources are evaluated using a numbermbagphes; for example, by corroborating the
external sources’ prices to executed trades, blyzing the methodology and assumptions used
by the external source to generate a price ang/@vhluating how active the third-party pricing
source (or originating sources used by the thimdyparicing source) is in the market. Based on
this analysis, VRG generates a ranking of the olabde market data to ensure that the highest-
ranked market data source is used to validate tmnéss unit's fair value of financial
instruments.

For financial instruments categorized within Le8elf the fair value hierarchy, VRG reviews the
business unit's valuation techniques to ensureeth@m® consistent with market participant
assumptions.

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

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



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

Income Taxes

The Company accounts for income tax expense (lgnefng the asset and liability method, under Wwhic
recognition of deferred tax assets and relatedatialn allowance (recorded in Other assets) andlitiab
for the expected future tax consequences of ewhatshave been included in the statement of fir@nci
condition. Under this method, deferred tax assedsliabilities are determined based upon the tearnyor
differences between the financial statement andnectax bases of assets and liabilities using ntiyre
enacted tax rates in effect for the year in whiehdifferences are expected to reverse.

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 a$teg taxable temporary differences, projectedirfeit
taxable income, tax-planning strategies, and resifltecent operations. If the Company determihas t
it would be able to realize deferred tax assethérfuture in excess of their net recorded amatmtpuld
make an adjustment to the deferred tax asset iaualowance, which would reduce the provision for
income taxes.

Uncertain tax positions are recorded on the bakia two-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 #ingekt amount of tax benefit that is more than 50
percent likely to be realized upon ultimate set#atrwith the related tax authority.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash andyhligjid investments held for investment purposes
with original maturities of three months or less.

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

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

Repurchase and Securities Lending Transactions

Securities borrowed or Securities purchased urgkeements to resell (“reverse repurchase agreefpents
and securities loaned or Securities sold undereageats to repurchase (“repurchase agreements”) are
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 agreemenisgtfich the Company has elected the fair valueopt
(see Note 4). Where appropriate, transactions thighsame counterparty are reported on a net basis.
Securities borrowed and securities loaned are decoat the amount of cash collateral advanced or
received.



Securitization Activities

The Company engages in securitization activitiested to U.S. agency collateralized mortgage
obligations and other types of financial assete ($ete 6). Such transfers of financial assets anerlly
accounted for as sales when the Company has redhegli control over the transferred assets and does
not consolidate the transferee. The gain or lossabe of such financial assets depends, in parthen
previous carrying amount of the assets involvethéntransfer (generally at fair value) and the sditie
proceeds and the fair value of the retained intersthe date of sale. Transfers that are notuented for

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

Receivables and Payables — Customers

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

Receivables and Payables — Brokers, Dealers and @iag Organizations

Receivables from brokers, dealers and clearingnizgtions include amounts receivable for securities
not delivered by the Company to a purchaser bysétéement date, margin deposits, commissions, and
net receivables/payables arising from unsettlediesa Payables to brokers, dealers and clearing
organizations include amounts payable for secsritiet received by the Company from a seller by the
settlement date and payables to clearing organizsati

Premises, Equipment and Software

Premises and equipment consists of leasehold ireprents, furniture, fixtures, computer and
communications equipment and software (externallgipased and developed for internal use). Premises
and equipment are stated at cost less accumulapredation and amortization. Depreciation and
amortization are provided by the straight-line noetlover the estimated useful life of the asseinized
useful lives are generally as follows: furnitureddixtures — 7 years and computer and communicsgtion
equipment — 3 to 9 years. Estimated useful livesdftware are generally 3 to 5 years.

Leasehold improvements are amortized over thededshe estimated useful life of the asset or, iehe
applicable, the remaining term of the lease, buiegdly not exceeding 25 years for building strusku
improvements and 15 years for other improvements.
Premises, equipment and software are tested fairmpnt whenever events or changes in circumstances
suggest that an asset’s carrying value may notlberecoverable in accordance with current acciognt
guidance.

Customer Transactions

Customers’ securities transactions are recorded @ettlement date basis with related commission
revenues and expenses recorded on a trade dage basi

Translation of Foreign Currencies

Assets and liabilities of operations having non-W8&llar functional currencies are translated ahtneo
end rates of exchange. Gains or losses resultimg franslating foreign currency financial statersentet
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of hedge gains or losses and related tax effedgeflected in Accumulated other comprehensive tos
the consolidated statement of financial condition.

Goodwill

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

Accounting Developments

Disclosures about Offsetting Assets and Liabilitida January 2013, the Financial Accounting Statsla
Board issued an accounting update that clarifiedintended scope of the new balance sheet offgettin
disclosures to derivatives, repurchase agreemants securities lending transactions to the exteait t
they are either offset in the financial statememntsubject to an enforceable master netting arraegeor
similar agreement. These disclosure requirementarbe effective for the Company beginning on
January 1, 2013. Since these amended principlesreeonly additional disclosures concerning ofisett
and related arrangements, adoption has not affebee€ompany’s consolidated statement of financial
condition (see Notes 5 and 10).

Note 3 — Related Party Transactions

The Company has transactions with the Ultimate riRaaad its affiliates, including the performance of
administrative services and the execution of s@esriransactions, and obtains short-term fundisg a
described in Note 8. Certain subordinated liab#itare transacted with the Ultimate Parent as itbescr
in Note 9.

Assets and receivables from affiliated companiekiae 30, 2013 are comprised of:

Cash and cash equivalents $ 336
Derivative contracts 496
Reverse repurchase agreements 34,766
Securities borrowed 19,862
Receivables - Customers 287
Receivables - Brokers, dealers and clearing azghaons 1,365
Receivables - Interest and dividends 23
Receivables - Fees and other 11,577
Receivables - Affiliates 1,028
Other assets 5,201
Liabilities and payables to affiliated companiesate 30, 2013 are comprised of:
Short-term borrowings - Affiliates $ 6,556
Short-term borrowings - Other 46
Derivative contracts 1,351
Repurchase agreements 84,592
Securities loaned 18,386
Payables - Customers 15,819
Payables - Brokers, dealers and clearing orgaoizsa 3,261
Payables - Interest and dividends 25
Other liabilities and accrued expenses 346
Subordinated liabilities 10,000
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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 usimgtegl market prices. Callable agency-issued debt
securities are valued by benchmarking model-derpécks to quoted market prices and trade data for
identical or comparable securities. The fair vabi@gency mortgage pass-through pool securities is
model-driven based on spreads of the comparablbefannounced (“TBA”) security. Collateralized
mortgage obligations are valued using quoted mapkigles and trade data adjusted by subsequent
changes in related indices for identical or complaraecurities. Actively traded non-callable agency
issued debt securities are generally categorizddeirel 1 of the fair value hierarchy. Callable agen
issued debt securities, agency mortgage pass-thrgagpl securities and collateralized mortgage
obligations are generally categorized in Level #heffair 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 bordsategorized in Level 2 of the fair value hiergrch
Corporate and Other Debt
State and Municipal Securities
The fair value of state and municipal securitieddtermined using recently executed transactioasken
price quotations and pricing models that factomihere applicable, interest rates, bond or cresfidwt

swap spreads and volatility. These bonds are giyneedegorized in Level 2 of the fair value hietiay.

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 detetion may require benchmarking to similar
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instruments and/or analyzing expected credit lgsskfault and recovery rates and/or applying
discounted cash flow techniques. In evaluatingfétievalue of each security, the Company considers
security collateral-specific attributes includingyment priority, credit enhancement levels, type of
collateral, delinquency rates and loss severityaddition, for RMBS borrowers, Fair Isaac Corpanati
(“FICQO") scores and the level of documentationtfoe loan are also considered. Market standard rapdel
such as Intex, Trepp or others, may be deployeuiddel the specific collateral composition and cash
flow structure of each transaction. Key inputshiese models are market spreads, forecasted arssid,
default and prepayment rates for each asset cgtégaluation levels of RMBS and CMBS indices are
also used as an additional data point for benchmgpurposes 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 typéfelences, 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 determinedchgigiecently executed transactions, market price
quotations (where observable), bond spreads ointatethult swap spreads obtained from independent
external parties such as vendors and brokers adjfst any basis difference between cash and demsva
instruments. The spread data used are for the saaterity as the bond. If the spread data do not
reference the issuer, then data that referencengamble issuer are used. When paosition-specific
external price data are not observable, fair vidugetermined based on either benchmarking to aimil
instruments or cash flow models with yield curvasnd or single name credit default swap spreads and
recovery rates as significant inputs. Corporatedsare generally categorized in Level 2 of the falue
hierarchy; in instances where prices, spreads gr @nthe other aforementioned key inputs are
unobservable, they are categorized in Level 3efalr value hierarchy.

Collateralized Debt Obligations (*CDO")

The Company holds cash CDOs that typically refezem¢ranche of an underlying synthetic portfolio of
single name credit default swaps collateralized coyporate bonds (“credit-linked notes”) or cash
portfolio of asset-backed securities (“asset-badk&Ds”). Credit correlation, a primary input used t
determine the fair value of credit-linked notesyssially unobservable and derived using a benchingark
technique. The other credit-linked note model ismuch as credit spreads, including collateralegfse
and interest rates are typically observable. Abaeked CDOs are valued based on an evaluatioreof th
market and model input parameters sourced fronlasimpositions as indicated by primary and secondary
market activity. Each asset-backed CDO positioevaluated independently taking into consideration
available comparable market levels, underlyingatetal performance and pricing, and deal struci@a®s
well as liquidity. Cash CDOs are categorized inéle¥ of the fair value hierarchy when either thedar
correlation input is insignificant or comparablerket transactions are observable. In instancesenther
credit correlation input is deemed to be significancomparable market transactions are unobsexyabl
cash CDOs are categorized in Level 3 of the fdeshierarchy.

Loans and Lending Commitments

The fair value of corporate loans is determinechgisiecently executed transactions, market price
guotations (where observable), implied yields frmamparable debt, and market observable credit Hefau
swap spread levels obtained from independent eadt@arties such as vendors and brokers adjusted for
any basis difference between cash and derivatiseuiments, along with proprietary valuation models
and default recovery analysis where such trangectamd quotations are unobservable. The fair value
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of contingent corporate lending commitments is iheteed by using executed transactions on
comparable loans and the anticipated market pasedon pricing indications from syndicate bankd an

customers. The valuation of loans and lending camenmts also takes into account fee income that is
considered an attribute of the contract. Corpdaas and lending commitments are categorized wrelLe

2 of the fair value hierarchy except in instancesesg prices or significant spread inputs are
unobservable, in which case they are categorizééwmrl 3 of the fair value hierarchy.

Corporate Equities
Exchange-Traded Equity Securities

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

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

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 trangatdj trading multiples and changes in market
outlook, among other factors. These securitiesgameerally categorized in Level 3 of the fair value

hierarchy.

Fund Units

Listed fund units are generally marked to the ergeatraded price or net asset value (“NAV”) and are
categorized in Level 1 of the fair value hieraré¢hgctively traded on an exchange or in Level 2w

fair value hierarchy if trading is not active. Wtkd fund units are generally marked to NAV and
categorized as Level 2; however, positions whighrast redeemable at the measurement date or in the
near future are categorized in Level 3 of the ¥alue hierarchy.

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 entitgsijity prices or commaodity prices.

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

fair value hierarchy.

For further information on derivative instrumergee Note 10.
| nvestments

The Company’s investments include direct investsientequity securities as well as investments in
private equity funds and hedge funds. Initiallye ttransaction price is generally considered by the
Company as the exit price and is the Company’sdmtghate of fair value.

After initial recognition, in determining the famalue of non-exchange-traded externally managedsfun
the Company generally considers the NAV of the fymdvided by the fund manager to be the best
estimate of fair value. For non-exchange-tradedestwments held directly, fair value after initial
recognition is based on an assessment of eachlyindanvestment, considering rounds of financimgla
third-party transactions, discounted cash flow ysed and market-based information, including
comparable company transactions, trading multipies changes in market outlook, among other factors.
Exchange-traded direct equity investments are gdéipevalued based on quoted prices from the
exchange.

Exchange-traded direct equity investments thataatively traded are categorized in Level 1 of thie f
value hierarchy. Non-exchange-traded direct eguaigstments and investments in private equity funds
are generally categorized in Level 3 of the faitueahierarchy. Investments in hedge funds that are
redeemable at the measurement date or in the okae fare categorized in Level 2 of the fair value
hierarchy; otherwise, they are categorized in L&vel the fair value hierarchy.

Other Short-term Borrowings and Other liabilities

Other short-term borrowings and Other liabilitieglude hybrid financial instruments with embedded
derivatives. See the Derivative Contracts sectibava for a description of the valuation technique
applied to the Company’s Other short-term borrowiagd Other liabilities.

Reverse Repurchase Agreements and Repurchase Agreements

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

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

measured at fair value on a recurring basis at Bhe2013. 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 June 30, 2013.

Quoted
Prices
in Active Counter-
Markets for Significant Significant party and
Identical Observable Unobservable Cash
Assets Inputs Inputs Collateral Balance at
(Level 1) (Level 2) (Level 3) Netting June 30, 2013
Assets:
Financial instruments owned:
U.S. government and agency securities:
U.S. Treasury securities $ 21,776  $ - $ - 8 $ 21,776
U.S. agency securities 1,695 22,948 - 24,643
Total U.S. government and agency
securities 23,471 22,948 - 46,419
Other sovereign government obligations 1,372 744 - 2,116
Corporate and other debt:
State and municipal securities - 1,293 - 1,293
Residential mortgage-backed securities - 3,096 16 3,112
Commercial mortgage-backed securities - 1,230 93 1,323
Asset-backed securities - 741 2 743
Corporate bonds - 7,817 134 7,951
Collateralized debt obligations - 221 1,161 1,382
Loans and lending commitments - - 8 8
Other debt - 268 - 268
Total corporate and other debt - 14,666 1,414 16,080
Corporate equitié8 13,995 368 39 14,402
Derivative contracts:
Interest rate contracts 2,876 167 109 3,152
Credit contracts - 1,636 - 1,636
Foreign exchange contracts - 16,559 - 16,559
Equity contracts 312 7,692 161 8,165
Other - 6 - 6
Netting® (1,523 (19,664 91 (1,637 (22,915)
Total derivative contracts 1,665 6,396 179 (1,637 6,603
Investments - 45 77 122
Total financial instruments owned $ 40,503 $ 45,167 $ 1,709 $ (1,637 $ 85,742
Securities received as collateral 16,061 25 - 16,086
Securities purchased under agreements
to resell - 869 - 869

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

@ For positions with the same counterparty that coa®s the levels of the fair value hierarchy, botluinterparty 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 sdewel is included within that level. For furthefénmation on derivative instruments, see
Note 10.
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Quoted Prices Counter-
in Active Significant Significant party and
Markets for Observable Unobservable Cash
Identical Assets Inputs Inputs Collateral Balance at
(Level 1) (Level 2) (Level 3) Netting June 30, 2013
Liabilities:
Short-term borrowings - Other $ - $ 46 $ - $ $ 46
Financial instruments sold, not yet purchas
U.S. government and agency securities:
U.S. Treasury securities 15,850 - - 15,850
U.S. agency securities 2,766 78 - 2,844
Total U.S. government and agency
securities 18,616 78 - 18,694
Other sovereign government obligations 63 609 - 672
Corporate and other debt:
State and municipal securities - 34 - 34
Corporate bonds - 3,790 1 3,791
Unfunded lending commitments - 13 - 13
Other debt - 3 6 9
Total corporate and other debt - 3,840 7 3,847
Corporate equitiés 3,731 354 - 4,085
Derivative contracts:
Interest rate contracts 2,887 321 42 3,250
Credit contracts - 1,144 - 1,144
Foreign exchange contracts - 16,565 - 16,565
Equity contracts 231 11,039 161 11,431
Nettind® (1,523 (19,664 (91) (917 (22,195)
Total derivative contracts 1,595 9,405 112 (917 10,195
Total financial instruments sold, not yet
purchased $ 24,005 $ 14,286 $ 119 $ 917 $ 37,493
Obligation to return securities received as
collateral 19,047 29 - 19,076
Securities sold under agreements to repurc - 404 148 552
Other secured financings - 41 - 41
Other liabilities - 321 - 321

@ The Company holds or sells short for trading puesaquity securities issued by entities in divardastries 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 sdewel is included within that level. For furthefénmation on derivative instruments, see
Note 10.

Transfers Between Fair Value Hierarchy Levels

For assets and liabilities that were transferrevéen fair value hierarchy levels during the sixnths
ended June 30, 2013, fair values are ascribed te ibssets or liabilities had been transferredfas
January 1, 2013.

Financial instruments owned-Corporate and othertdBluring the six months ended June 30, 2013, the
Company reclassified approximately $42 of certaorpOrate and other debt, primarily RMBSs and

CDOs, from Level 3 to Level 2. The Company reckedithese RMBSs and CDOs as external prices
and/or spread inputs for these instruments becadoseregable and certain unobservable inputs were
deemed insignificant to the overall measurement.
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Financial instruments owned—Corporate equiti®aring the six months ended June 30, 2013, the
Company reclassified approximately $11 of Corpoeataities from Level 2 to Level 1 as transactions i
these securities occurred with sufficient frequeasg volume to constitute an active market.

Financial instruments owned—Derivative contractsl &inancial instruments sold, not yet purchased—
Derivative contractsDuring the six months ended June 30, 2013, the paom reclassified
approximately $52 of derivative assets and appratetg $38 of derivative liabilities from Level 1 to
Level 2 as transactions in these contracts dicdootr with sufficient frequency and volume to cdns

an active market.

The Company also reclassified approximately $23%d@fivative assets and approximately $162 of
derivative liabilities from Level 2 to Level 1 asahsactions in these contracts occurred with gsaffic
frequency and volume to constitute an active market

During the six months ended June 30, 2013, the @ampeclassified approximately $19 of derivative

liabilities from Level 2 to Level 3. The Companyclassified these contracts as external prices and/o
spread inputs for these instruments became unadserv
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Quantitative Information about and Sensitivity of Sgnificant Unobservable Inputs Used in
Recurring Level 3 Fair Value Measurements at June@® 2013

The disclosures below provide information on th&uaton techniques, significant unobservable inputs
and their ranges and averages for each major ggtefjassets and liabilities measured at fair valoe
recurring basis with a significant Level 3 balantke level of aggregation and breadth of produatse
the range of inputs to be wide and not evenly ithisted across the inventory. Further, the range of
unobservable inputs may differ across firms infthancial services industry because of diversityhia
types of products included in each firm's inventoffne following disclosures also include qualitativ
information on the sensitivity of the fair value aserements to changes in the significant unobskrvab
inputs.

Significant Unobservable Input(s)

Balance at | Sensitivity of the
June 30, Valuation Fair Value to Changes in the
2013 Technique(s) Unobservable Inputs Rangg? Average$?

Assets
Financial instruments owned:
Corporate and other debt:

Commercial mortgage- - . 57 to 100 .
backed securities $93 Comparable pricing ~ Comparable bond price / (A) points 82 points
- . 2 to 145 .
134  Comparable prici Comparable bond price / (A - 22 points
Corporate bonds P pricirid P P ® points P
Discounted cash flow Discount rate / (C) 9% to 11% 10%
Collateralized debt - . 17 to 94 .
obligations 1,161 Comparable pricif§d  Comparable bond price / (A) points 63 points
Correlation model Credit correlation / (B) 38% to 50% 41%
Corporate equities 39 Comparable pricing  Comparable price / (A) 8pt(())inlt(s)0 58 points
Market approach EBITDA multiple / (A) 7 times 7 times
Net asset value Discount to net asset value / (C) 17% 17%
Net derivative contracts: 364-652 basi 502 basis
Interest rate contracts 67 Discounted cash flow Discount rate / (C) points points
Equity contracts -®  Option model At the money volatility / (C)(D) 23% to 59% 44%
Volatility skew / (C)(D) -4% to -1% -1%
Investment® 57  Market approach EBITDA multiple / (A) 6 to 9 times 7 times
Liabilities
Securities sold under . . 157 basis 157 basis
agreements to repurchase 148  Discounted cash flow Funding spread/ (A) points points

EBITDA Earnings before interest, taxes, depresiatind amortization
The ranges of significant unobservable inputs epeasented in points, percentages, basis poiriitsies. Points are a percentage of par;
for example, 57 points would be 57% of par. A basimt equals 1/100of 1%; for example, 364 basis points would equédb.

@ Amounts represent weighted averages. Weighted ge®rare calculated by weighting each input by #ie \alue of the respective
financial instruments except for equity derivatimstruments where inputs are weighted by risk.

@ This is the predominant valuation technique fos thiajor asset or liability class.

@ The gross balance was $161 for assets and liabjlifhus a net balance of zero.

®  Investments in funds measured using an unadjustedsset value are excluded.

Sensmwty of the fair value to changes in the urfaservable inputs:

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

(B) Significant changes in credit correlation may resula significantly higher or lower fair value nseasement. Increasing (decreasing)
correlation drives a redistribution of risk withime capital structure such that junior trancheobezless (more) risky and senior tranches
become more (less) risky.

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

® " There are no predictable relationships betweessitigficant unobservable inputs.
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The following provides a description of significamhobservable inputs included in the June 30, 2013
tables above for all major categories of assetdiahiities:

Comparable bond priee-a pricing input used when prices for the identicatrument are not available.
Significant subjectivity may be involved when faialue is determined using pricing data available fo
comparable instruments. Valuation using 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 foavaht
differences in the bonds such as maturity or crgddlity. Alternatively, a price-to-price basis che
assumed between the comparable instrument andld®ing valued in order to establish the value of the
bond. Additionally, as the probability of defauficreases for a given bonde(, as the bond becomes
more distressed), the valuation of that bond widreasingly reflect its expected recovery levelasag
default. The decision to use price-to-price or dfighread comparisons largely reflects trading ntarke
convention for the financial instruments in questiBrice-to-price comparisons are primarily emptbye
for CMBS, CDOs and distressed corporate bonds.i¢apfield (or spread over a liquid benchmark) is
utilized predominately for non-distressed corpolairds.

Correlation—a pricing input where the payoff is driven by mtinan one underlying risk. Correlation is a
measure of the relationship between the movemdnigoovariablesi(e., how the change in one variable
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.

EBITDA multiple—is the Enterprise Value to EBITDA ratio, where theterprise Value is the aggregate
value of equity and debt minus cash and cash elgmitga The EBITDA multiple reflects the value oéth
company in terms of its full-year EBITDA. The EBIPOmultiple allows comparison between companies
from an operational perspective as the effect pitabstructure, taxation and depreciation/amotiais
excluded.

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 Ieweé volatility used in the valuation of a partianloption
depends on a number of factors, including the patiithe risk underlying that optioe.g, the volatility
of a specific underlying equity security may bendigantly different from one another), the tenodahe
strike price of the option.

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 eutrprice of that same underlying asset.

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

a broad class of U.S. Treasury issuances) and fgkeifie 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”)/ LIBORrees, with the short end of the curve representing
spreads over the corresponding OIS curves andathg énd of the curve representing spreads over
LIBOR.
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Fair Value of Investments that Calculate NAV

The following table presents information solely abtihe Company’s investments in private equity gind
and hedge funds measured at fair value based on BfAYune 30, 2013. There were no unfunded
commitments at June 30, 2013.

Fair Value
Private equity funds $ 13
Hedge fund®”
Long-short equity hedge funds 24
Multi-strategy hedge funds 26
Total $ 63

@ At June 30, 2013, approximately 100% of the failugaamount of long-short equity hedge funds andtirstriategy hedge funds is
redeemable at least on a quarterly basis. Theengiiziod for both long-short equity hedge funds amdti-strategy hedge funds is
primarily within 90 days.

Private Equity Funds

Amount includes several private equity funds thatspe multiple strategies including leveraged btsou
venture capital, infrastructure growth capital trdissed investments and mezzanine capital. Iniaddit
the funds may be structured with a focus on specbtmestic or foreign geographic regions. These
investments are generally not redeemable with tineld. Instead, the nature of the investments & thi
category is that distributions are received throtighliquidation of the underlying assets of theduAt
June 30, 2013, it is estimated that 100% of theviaue of the funds will be liquidated within thext 5
years.

Hedge Funds

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

Long-short Equity Hedge Funds

Amount includes investments in hedge funds thaeshvlong or short, in equities. Equity value and
growth hedge funds purchase stocks perceived tarukervalued and sell stocks perceived to be
overvalued. None of the investments in this catggan be redeemed currently because the investments
include certain initial period lock-up restrictioriBhe restriction period for 100% of these invesitae
subject to lock-up restrictions ranged from twdhee years at June 30, 2013.

Multi-strategy Hedge Funds

Amount includes investments in hedge funds thasyeimultiple strategies to realize short- and long-
term gains. Management of the hedge funds has lilty @0 overweight or underweight different
strategies to best capitalize on current investr@pyortunities. At June 30, 2013, none of the
investments in this category are subject to inpiliod lock-up restrictions or exit restrictions.

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 ¥alue in the consolidated statement of financial
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condition. The table below excludes certain finahistruments such as equity method investmerds an
all non-financial assets and liabilities.

The carrying value of cash and cash equivalentfding other short-term financial instruments sash
reverse repurchase agreements, Securities borraepdichase agreements, Securities loaned, certain
receivables and payables arising in the ordinagysmof business, certain short-term borrowingbeOt
secured financings and Other Liabilities and aatragpenses approximate fair value because of the
relatively short period of time between their onigfion and expected maturity.

For longer-dated reverse repurchase agreementstiticborrowed, 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 is geair determined based on transactional data od tbairty
pricing for identical or comparable instruments,ewhavailable. Where position-specific external gsic
are not observable, fair value is determined basedurrent interest rates and credit spreads fbt de
instruments with similar terms and maturity.

Financial Instruments Not Measured At Fair Value atJune 30, 2013

At June 30, 2013 Fair Value Measurements Using:
Quoted Prices
in Active
Markets for Significant Significant
Identical Observable Unobservable
Carrying Fair Assets Inputs Inputs
Value Value (Level 1) (Level 2) (Level 3)

Financial Assets:
Cash and cash equivalents $ 1865 $ 1865 $ 1865 $ - $ -

Cash deposited with clearing organizations or
segregated under federal and other

regulations or requirements 9,954 9,954 9,954 - -
Securities purchased under agreements
to resell 103,65¢ 101,54z - 101,387 155
Securities borrowed 115,782 115,782 - 115,783
Receivables?
Customers 11,244 11,244 - 11,244 -
Brokers, dealers and clearing organizations 3,289 3,289 - 3,289 -
Fees and other 13,875 13,875 - 13,875 -
Affiliates 1,028 1,028 - 1,028 -

Financial Liabilities:
Short-term borrowings:

Affiliates $ 6,556 $ 6,556 $ - 8 6,556 $ -

Other 19 19 - 19 -
Securities sold under agreements to repurcha: 149,38¢ 147,313 - 141,557 5,756
Securities loaned 34,803 34,803 - 34,803 -
Other secured financings 2,750 2,753 - 2,503 250
Payables?

Customers 89,511 89,511 - 89,511 -

Brokers, dealers and clearing organizations 4,849 4,849 - 4,849 -
Other liabilities and accrued experi8es 1,215 1,215 - 1,215 -
Subordinated liabilities 10,025 9,977 - 9,977 -

@ Accrued interest and dividend receivables and pagabkhere carrying value approximates fair valueetzeen excluded.
@ Other liabilities and accrued expenses excludeirefinancial instruments that are not in scope.
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Note 5 - 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 custehmeeds and to finance the Company’s inventory
positions. The Company manages credit exposurén@risom such transactions by, in appropriate
circumstances, entering into master netting agragsrand collateral agreements with counterpartias t
provide the Company, in the event of a counterpddfault (such as bankruptcy or a counterparty’s
failure to pay or perform), the right to net a ctparty’s rights and obligations under such agesgm
and liquidate and setoff collateral against the amabunt owed by the counterparty. The Company’s
policy is generally to take possession of securiparchased under agreements to resell and sesuriti
borrowed, and to receive securities and cash poasedollateral (with rights of rehypothecation),
although in certain cases the Company may agreesdoh collateral to be posted 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 alsaitars the fair value of the underlying securitiss
compared with the related receivable or payablduding accrued interest, and, as necessary, rexjues
additional collateral as provided under the appleaagreement to ensure such transactions are
adequately collateralized.

The following table presents information about @fisetting of these instruments and related catdte
amounts. For information related to offsetting efidatives, see Note 10.

At June 30, 2013

Financial
Amounts Net Amounts Instruments Not
Offset in the Presented in the Offset in the
Consolidated Consolidated Consolidated
Statement of  Statement of Statement of
Gross Financial Financial Financial Net
Amounts  Condition® Condition Condition® Exposure
Assets
Securities purchased under agreemen
to resell $ 163,338 $ (58,810 $ 104,528 $ (93,261, $ 11,267
Securities borrowed 115,782 - 115,782 (102,808 12,974
Liabilities
Securities sold under agreement
to repurchase $ 208,750 $ (58,810 $ 149,940 $ (108,539 $ 41,401
Securities loaned 34,803 - 34,803 (31,045 3,758

@ Amounts include $8,341 of Securities purchased uageeement to resell, $8,164 of Securities borchp®2,211 of Securities sold under
agreement to repurchase and $1,001 of Securigegtbwhich are either not subject to master nettgrgements or collateral agreements
or are subject to such agreements but the Compspdt determined the agreements to be legallyeedble.

@ Amounts relate to master netting agreements anidteall agreements which have been determined &yCtmpany to be legally
enforceable in the event of default and where tedther criteria are met in accordance with agtile offsetting accounting guidance.

®  Amounts relate to master netting agreements anidteal agreements which have been determined &yCtmpany to be legally
enforceable in the event of default but where aether criteria are not met in accordance witpliaable offsetting accounting guidance.

The Company also engages in securities financiugséctions for customers through margin lending.
Under these agreements and transactions, the Congitiier receives or provides collateral, including
U.S. government and agency securities, other sigregpvernment obligations, corporate and othet,deb
and corporate equities. Customer receivables getefilom margin lending activity are collateraliZeg

customer-owned securities held by the Company. Company monitors required margin levels and
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established credit limits daily and, pursuant tohsguidelines, requires customers to deposit amiditi
collateral, or reduce positions, when necessaryghMdoans are extended on a demand basis andare n
committed facilities. Factors considered in theieevof margin loans are the amount of the loan, the
intended purpose, the degree of leverage beingagmeblin the account, and overall evaluation of the
portfolio to ensure proper diversification or, etcase of concentrated positions, appropriatédiiguof

the underlying collateral or potential hedging ®igges to reduce risk. Additionally, transactioakating

to concentrated or restricted positions require@dew of any legal impediments to liquidation o€th
underlying collateral. Underlying collateral for mgan loans is reviewed with respect to the liqujdif

the proposed collateral positions, valuation ofuséies, historic trading range, volatility analysand an
evaluation of industry concentrations. For thesmdactions, adherence to the Company’s collateral
policies significantly limits the Company’s credifxposure in the event of customer default. The
Company may request additional margin collate@nficustomers, if appropriate, and, if necessary, ma
sell securities that have not been paid for or Ipase securities sold but not delivered from custenf
June 30, 2013, there was approximately $14,338stbener margin loans outstanding.

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

for as financings rather than sales, and certaintyeinked notes and other secured borrowings.séhe
liabilities are generally payable from the cashwBoof the related assets accounted for as Financial
instruments owned (see Note 6).

The Company pledges its financial instruments owtoedollateralize repurchase agreements and other
securities financings. Pledged financial instrureghtit can be sold or repledged by the securey peat
identified as Financial instruments owned (pledteedarious parties) in the consolidated statemént o
financial condition. The carrying value and classiion of financial instruments owned by the Compa
that have been loaned or pledged to counterpartiese those counterparties do not have the rigb¢llo

or repledge the collateral at June 30, 2013 wefellasvs:

Financial instruments owned:

U.S. government and agency securities $ 9,159
Corporate and other debt 12,348
Corporate equities 6,635
Total $ 28,142

The Company receives collateral in the form of siies 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 tteesmirities held as collateral and use the secutitie
secure repurchase agreements, to enter into sesudahding and derivative transactions or foraly

to counterparties to cover short positions. The gamy additionally receives securities as collateral
connection with certain securities-for-securitieansactions in which the Company is the lender. In
instances where the Company is permitted to selepledge these securities, the Company reports the
fair value of the collateral received and the edabbligation to return the collateral in the cditsded
statement of financial condition. At June 30, 20t fair value of financial instruments receivedd a
collateral where the Company is permitted to selfepledge the securities was $396,026 and the fair
value of the portion that had been sold or replddgas $303,442.

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 depeig
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%
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of the Company’s total assets at June 30, 2018ddfition, substantially all of the collateral héig the
Company for reverse repurchase agreements or bdmdowed, which together represented
approximately 28% of the Company'’s total assetduae 30, 2013, consist of securities issued by the
U.S. government, federal agencies or other souverggvernment obligations. Positions taken and
commitments made by the Company, including positidaken and underwriting and financing
commitments made in connection with its private iggprincipal investment and lending activities,
often involve substantial amounts and significaqosure to individual issuers and businesses, dimofu
non-investment grade issuers.

At June 30, 2013, cash and securities of $9,954%4A¢b55, respectively, were deposited with clegarin
organizations or segregated under federal and otigeitations or requirements. Securities deposiitu
clearing organizations or segregated under fe@emhlother regulations or requirements are sourced f
reverse repurchase agreements and Financial iresttsrowned in the consolidated statement of firsnci
condition.

Note 6 — Variable Interest Entities and Securitizabn Activities

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

The Company applies accounting guidance for cosiatidin of VIES to certain entities in which equity
investors do not have characteristics of a comtigllifinancial interest. Except for certain asset
management entities, the primary beneficiary ol ¢ the party that both (1) has the power todithe
activities of a VIE that most significantly affethe VIE's economic performance and (2) has an
obligation to absorb losses or the right to recddemefits that in either case could potentially be
significant to the VIE. The Company consolidatestiexs of which it is the primary beneficiary.

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

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

» Residual interests retained in connection withnitipal bond securitizations.

» Structuring of credit-linked notes (“CLN”) or athasset-repackaged notes designed to meet the
investment objectives of clients.

The Company determines whether it is the primaneklieiary 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 determiiioa is based upon an analysis of the design of the
VIE, including the VIE’s structure and activitiehe power to make significant economic decisiond 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 economidsiteas 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 signifioacdnomic decisions in transactions such as
securitizations or CDOs. As a result, the Compaaogsdnot 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 thaitiation of the entity. If the Company servesawiser

or collateral manager, or has certain other righdscribed in the previous sentence, the Company
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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 CDOdriven by several parties, including loan sedleng
securitization transactions, the collateral managea CDO, one or more rating agencies, a financial
guarantor in some transactions and the undervs)t@f( the transactions, who serve to reflect specif
investor demand. In addition, subordinate investaush as the “B-piece” buyer (i.e., investors iosin
subordinated bond classes) in commercial mortgagkda securitizations or equity investors in CDOs,
can influence whether specific loans are excludethfa 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 madermrongoing basis. In these cases, the Company
focuses its analysis on decisions made prior tartitial closing of the transaction and at the tigration

of the transaction. Based upon factors, which ikelan analysis of the nature of the assets, inajudi
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 the continuing involvement by the Compaimgluding the amount and type of interests owned
by the Company and by other investors, the Compammcluded in most of these transactions that
decisions made prior to the initial closing werargldl between the Company and the initial invesidrs.
Company focused its control decision on any rightdhby 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 measuatefhir value, with changes in fair value reflecied
earnings. As of June 30, 2013, there are no catadeli VIESs.

The following table presents information about @erinon-consolidated VIEs in which the Company had
variable interests at June 30, 2013. The tablaided all VIESs in which the Company has determited t
its maximum exposure to loss is greater than spdtifesholds or meets certain other criteria. Must
the VIEs included in the table below are sponsdrgdinrelated parties; the Company’s involvement
generally is the result of the Company’s secondaayket-making activities.

At June 30, 2013

Mortgage and Collateralized Municipal
Asset-Backed Debt Tender Option
Securitizations Obligations Bonds Other
VIE assets that the Company does not
consolidate (unpaid principal balarite) $ 94,297 $ 15,684 $ 205 $ 1,055
Total maximum exposure to loss:
Debt and equity interest®...........c.ccooevn..... $ 5,499 $ 872 $ 79 $ 228
Total carrying value of exposure to loss—Asse
Debt and equity intere$ts...........cccocoveveennn. $ 5,499 $ 872 $ 79 $ 228

@ Mortgage and asset-backed securitizations inclute assets as follows: $23,024 of residential magga $56,616 of commercial
mortgages; $7,967 of U.S. agency collateralizedgage obligations; and $6,690 of other consumepormercial loans.

@ Mortgage and asset-backed securitizations inclutie debt and equity interests as follows: $2,342resfidential mortgages; $913 of
commercial mortgages; $1,886 of U.S. agency coliited mortgage obligations; and $358 of otherscomer or commercial loans.
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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& ¥r any party to the VIE directly against a sfieci
exposure to loss.

Securitization transactions generally involve VIBsimarily as a result of its secondary market-mgki
activities, the Company owned additional securitissued by securitization SPEs for which the
maximum exposure to loss is less than specificstiolels. These additional securities totaled $2&32
June 30, 2013. These securities were either retaimeconnection with transfers of assets by the
Company or acquired in connection with secondaryketamaking activities. Securities issued by
securitization SPEs consist of $692 of securiteskbd primarily by residential mortgage loans, $8%3
securities backed by U.S. agency collateralizedtgage obligations, $478 of securities backed by
commercial mortgage loans, $376 of securities kdékecollateralized debt obligations or collaterad
loan obligations and $413 backed by other consdagers, such as credit card receivables, automobile
loans and student loans. The Company’s primary eigbosure is to the securities issued by the SPE
owned by the Company, with the risk highest onrfust subordinate class of beneficial interestss&he
securities generally are included in Financial runsients owned-Corporate and other debt and are
measured at fair value. The Company does not peoadtlitional 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 securities owned.

The Company’s transactions with VIEs primarily udés securitizations, municipal tender option bond
trusts, credit protection purchased through CLNw¥] aeollateralized loan and debt obligations. Such
activities are further described below.

Securitization Activities

In a securitization transaction, the Company transsfassets (generally commercial or residential
mortgage loans or U.S. agency securities) to an, SBIE to investors most of the beneficial inteses
such as notes or certificates, issued by the SREjramany cases retains other beneficial interdste
purchase of the transferred assets by the SP&aisdied through the sale 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 #&xur

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

Municipal Tender Option Bond Trusts

In a municipal tender option bond transaction, @menpany, generally on behalf of a client, transters
municipal bond to a trust. The trust issues stertsecurities that the Company, as the remarketing
agent, sells to investors. The client retains alves interest. The short-term securities are stippddy a
liquidity facility pursuant to which the investonsay put their short-term interests. In some prograamn
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 rentenge
agent. The client can generally terminate the &etisn at any time. The liquidity provider can gelly
terminate the transaction upon the occurrence éiceevents. When the transaction is terminateel, t
municipal bond is generally sold or returned to ¢hient. Any losses suffered by the liquidity praer
upon the sale of the bond are the responsibilitthefclient. This obligation generally is collatérad.
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Liquidity facilities provided to municipal tendeption bond trusts generally are provided by afi#i&of
the Company. The Company consolidates any munitguader option bond trusts in which it holds the
residual interest. No such trust was consolidatediae 30, 2013.

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 Companiers 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 & riéference asset, the SPE will deliver collateral
securities as the payment to the affiliate of tlwenany that serves as the derivative counterpahgse
transactions are designed to provide investors @iffosure to certain credit risk on the referersseia

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 cdasadf. 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 similartcaots
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 collateralized loan obligation (“CLO") or a CD@ an SPE that purchases a pool of assets, cogsistin

of corporate loans, corporate bonds, asset-bac&edrises or synthetic exposures on similar assets
through derivatives, and issues multiple trancliekebt and equity securities to investors.
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Transfers of Assetswith Continuing I nvolvement

The following table presents information at June 8.3 regarding transactions with SPEs in whigh th
Company, acting as principal, transferred finanagsets with continuing involvement and receivdessa

treatment.
At June 30, 2013

U.S. Agency
Residential Commercial Collateralized Credit-
Mortgage Mortgage Mortgage Linked Notes
Loans Loans Obligations and Other
SPE assets (unpaid principal balaff¢e) $ 1,069 $ 3,874 $ 15,893 $ 1,463
Retained interests (fair value):
Investment grade $ - $ 38 $ 1,953 $ -
Non-investment grade 47 60 - -
Total retained interests (fair value) $ 47 $ 98 $ 1,953 $ -
Interests purchased in the secondary market (&irey:
Investment grade $ 1 $ 21 $ 11 $ -
Non-investment grade 37 9 - 13
Total interests purchased in the seconda
market (fair value) $ 38 $ 30 $ 11 $ 13

@ Amounts include assets transferred by unreladsterors.
At June 30, 2013

Level 1 Level 2 Level 3 Total
Retained interests (fair value):
Investment grade $ - $ 1,953 $ 38 $ 1,991
Non-investment grade - 91 16 107
Total retained interests (fair value) $ - $ 2,044 $ 54 $ 2,098
Interests purchased in the secondary market (&irey:
Investment grade $ - $ 21 $ 12 $ 33
Non-investment grade - 39 20 59

Total interests purchased in the seconda
market (fair value) $ - $ 60 $ 32 $ 92

Transferred assets are carried at fair value poigecuritization. The Company may act as undeswat

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

Failed Sales

In order to be treated as a sale of assets fouatiog purposes, a transaction must meet all ottheria
stipulated in the accounting guidance for the fiemsf financial assets. If the transfer fails teehthese
criteria, that transfer of financial assets istiedeas a failed sale. In such case, the Comparnynces to
recognize the assets in Financial instruments owmed the Company recognizes the associated
liabilities in Other secured financings in the agligdated statement of financial condition.

The assets transferred to many unconsolidated MIEansactions accounted for as failed sales damao
removed unilaterally by the Company and are noteggdly available to the Company. The related
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liabilities issued by many unconsolidated VIEs ao@-recourse to the Company. In certain otherdaile
sale transactions, the Company has the unilateylal to remove assets or provide additional reaurs
through derivatives such as total return swapsiagii@es or other forms of involvement.

The following table presents information about t#erying value (equal to fair value) of assets and
liabilities resulting from transfers of financiadsets treated by the Company as secured finanaingse
30, 2013.

Assets Liabilities
Credit-Linked Notes $ 48 $ 41

Note 7 — Goodwill

The Company tests goodwill for impairment on anumhrbasis and on an interim basis when certain
events or circumstances exist. The Company tesimfmairment at the reporting unit level. For bt
annual and interim tests, the Company has the roptofirst assess qualitative factors to determine
whether the existence of events or circumstanadsiéo a determination that it is more likely thraot
that the fair value is less than its carrying amouh after assessing the totality of events or
circumstances, the Company determines it is masdylthan not that the fair value of the reportingt

is greater than its carrying amount, then perfognihe two-step impairment test is not required.
However, if the Company concludes otherwise, théhnequired to perform the first step of the tstep
impairment test. Goodwill impairment is determinbgd comparing the estimated fair value of the
reporting unit with its respective carrying valufthe estimated fair value exceeds the carryinigiesa
goodwill is not deemed to be impaired. If the estied fair value is below carrying value, however,
further analysis is required to determine the anofithe impairment. Additionally, if the carryinglue

is zero or a negative value and it is determined ithis more likely than not the goodwill is impexdl,
further analysis is required. The estimated falu@af the reporting unit is derived based on Vidua
techniques the Company believes market participaatdd use for the reporting unit.

The estimated fair value is generally determinelizimg methodologies that incorporate price-to-koo
and price-to-earnings multiples of certain complrabompanies and a discounted cash flow
methodology.

Change to the carrying value of amount of the Caomijsagoodwill during the six months ended June 30,
2013 was as follows:

Goodwill at December 31, 2012 $ 147
Goodwill disposed of during the peridd 2)
Goodwill at June 30, 2013 $ 145

) Represents goodwill disposed of in connection withCompany’s sale of it's in-house quantitativeppiety trading business
which closed on January 1, 2013.

Note 8 — Short-Term Borrowings and Other Secured Fiancings

Short-term Borrowings
Short-term borrowings from affiliates are unsecurledar interest at prevailing market rates and are

payable on demand. Such balances consist prin@rihtercompany funding from the Ultimate Parent as
well as other intercompany payables which settlehm normal course of business. Other short-term
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borrowings consist of cash overdrafts and othemtdbom borrowings with affiliates with varying
maturities of 12 months or less.

Other Secured Financings

Other secured financings include the liabilitiekted to transfers of financial assets that arewaued
for as financings rather than sales, certain ediniged notes and other secured borrowings. See Hot
for further information on other secured financimgiated to VIEs and securitization activities.

The Company’s other secured financings at Jun@@IB consisted of the following:

Secured financings with original maturities oneryaaess $ 2,120
Secured financings with original maturities gredbemn one year 630
Failed sales, at fair valtfe 41

Total $ 2,791

@ For more information on failed sales, see Note 6.

Maturitiesand Terms: Secured financings with original maturities onaryer less at June 30, 2013
consisted of the following:

Fixed Variable
Rate Rate®® Total
Due in 2013 $ 498 $ 1 $ 499
Due in 2014 1,617 4 1,621
Due in 2015 - - -
Due in 2016 - - -
Due in 2017 - - -
Thereafter - - -
Total $ 2,115 $ 5 $ 2,120

™ variable rate borrowings bear interest based oariety of indices including LIBOR.
@ Amounts include borrowings that are index-linked.

Maturities and Terms: Secured financings with original maturities greslb@n one year at June 30, 2013
consisted of the following:

Variable
Fixed Rate Rate®™® Total
Due in 2013 $ - 3 - 3 -
Due in 2014 500 - 500
Due in 2015 123 1 124
Due in 2016 - - -
Due in 2017 - - -
Thereatfter 6 - 6
Total $ 629 $ 1 3 630

™ variable rate borrowings bear interest based oariety of indices including LIBOR.
@ Amounts include borrowings that are index-linked.
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Maturities and Terms: Failed sales consisted of the following at June28Q 3:

Due in 2013 $ -
Due in 2014 -
Due in 2015 -
Due in 2016 30
Due in 2017 11
Thereafter -

Total $ 41

Note 9 - Subordinated Liabilities

Subordinated liabilities consist of a Cash Subatiom Agreement, a Subordinated Revolving Credit
Agreement with the Ultimate Parent and a Subordmh&tdenture (“Indenture”) with J.P. Morgan Trust
Company, N.A., as trustee, dated September 12, H9@4modified on November 28, 1995 and April 24,
1997.

The Indenture is comprised of a subordinated reeéeies F which contains restrictive covenants which
require, among other things, that the Company ramingpecified levels of Consolidated Tangible Net
Worth and Net Capital, each as defined. As of BMe2013, the Company was in compliance with all
restrictive covenants. The maturity dates, interasts and par value of the subordinated notesnat 30,
2013 are as follows:

Subordinated Notes Maturity Date  Interest Rate Par Value
Cash Subordination Agreement April 30, 2017 6.55% $ 2,500
Subordinated Revolving Credit Agreement April 30, 2017 0.97% 7,500
Subordinated Indenture June 1, 2016 7.82% 25
Total $ 10,025

Note 10 - Derivative Instruments

The Company trades, makes markets and takes paripositions globally in listed futures, OTC
swaps, forwards, options and other derivativeseefdng, among other things, interest rates, coiresn
investment grade and non-investment grade corporatéts, bonds, U.S. and other sovereign secsiritie
emerging market bonds, credit indices, ABS indigesperty indices, and mortgage-related and other
ABS. The Company uses these instruments for traflimgign currency exposure management and asset
and liability management.

The Company manages its trading positions by enmmost variety of risk mitigation strategies. These
strategies include diversification of risk exposuamd hedging. Hedging activities consist of theclpase

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

In connection with its derivative activities, the@m@pany generally enters into master netting agragsme
and collateral agreements with its counterpariiégse agreements provide the Company with the, right
in the event of a default by the counterparty (sashbankruptcy or a failure to pay or perform)nét a
counterparty’s rights and obligations under theeagrent and to liquidate and setoff collateral agjany

net amount owed by the counterparty. However, mage circumstances: the Company may not have
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such an agreement in place; the relevant insolveegiyne (which is based on the type of counterparty
entity and the jurisdiction of organization of tbeunterparty) may not support the enforceabilitythef
agreement; or the Company may not have sought ledgalce to support the enforceability of the
agreement. In cases where the Company has notnitle¢el an agreement to be enforceable, the related
amounts are not offset in the tabular disclosures. Company’s policy is generally to receive sdmgi

and cash posted as collateral (with rights of reliypcation), irrespective of the enforceability
determination regarding the master netting ancatathl agreement. In certain cases the Company may
agree for such collateral to be posted to a thémtiypcustodian under a control agreement that esahke
Company to take control of such collateral in tlilerd of a counterparty default. The enforceabaityhe
master netting agreement is taken into accounthen @ompany’s risk management practices and
application of counterparty credit limits. The falling tables present information about the offegtibf
derivative instruments and related collateral anmuBSee information related to offsetting of certai
collateralized transactions in Note 5.

At June 30, 2013

Amounts Not Offset in the

Amounts Net Amounts .
Offset in the Presented in the Cogsolldat(le((j: Ste:jt_e_me(sr;t of
Consolidated Consolidated inancial Condition
Statement of Statement of Financial
Gross Financial Financial Instruments Other Cash
Amounts® Condition® Condition Collateral Collateral ~ Net Exposure
Derivative assets
Bilateral OTC $ 23,285 $ (17,535 $ 5750 $ (489) $ - 3 5,261
Cleared OT® 1,811 (1,112) 699 - - 699
Exchange traded 4,422 (4,268) 154 - - 154
Total derivative assets ~ $ 29,518 $ (22,915 $ 6,603 $ (489) $ - $ 6,114
Derivative liabilities
Bilateral OTC $ 23,663 $ (16,815 $ 6,848 $ -3 42 $ 6,806
Cleared OT¢ 2,151 (1,112) 1,039 - - 1,039
Exchange traded 6,576 (4,268) 2,308 (2,199) - 109
Total derivative liabilities $ 32,390 $ (22,195 $ 10,195 $ (2,199) $ (42) $ 7,954

@ Amounts include $2,377 of derivative assets @886 of derivative liabilities which are eithertrsmbject to master netting agreements or
collateral agreements or are subject to such agmeenbut the Company has not determined the agresrt@ebe legally enforceable. See
also “Fair Value and Notional of Derivative Instrants” for additional disclosure about gross failuea and notionals for derivative
instruments by risk type.

@ Amounts relate to master netting agreements afidt@al agreements which have been determinedhbyGompany to be legally
enforceable in the event of default and where tedther criteria are met in accordance with agtile offsetting accounting guidance.

@ Amounts relate to master netting agreements afidt@ml agreements which have been determinedhbyGompany to be legally
enforceable in the event of default but where aeiither criteria are not met in accordance witpliapble offsetting accounting guidance.

® Includes OTC derivatives that are centrally clddreaccordance with certain regulatory requirement
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Fair Value and Notional of Derivative Instruments. The following table summarizes the fair value of
derivative instruments not designated as accountiedges by type of derivative contract and the
platform on which these instruments are treatedl®ared on a gross basis. Fair values of derivative
contracts in an asset position are included in i@ instruments owned — Derivative contractsr Fai
values of derivative contracts in a liability pasit are reflected in Financial instruments soldt yet
purchased - Derivative contracts in the consol@latatement of financial condition.

Derivatives Assets
At June 30, 2013

Fair Value Notional
Bilateral Cleared Exchange Bilateral Cleared Exchange
oTC oTc® Traded Total oTC oTc® Traded Total
Derivatives not designated

as hedge$§”
Interest rate contracts $ 1,299 $ 1811 $ 42 $ 3152 $ 439,873 $ 92,127 $§ 97,391 $ 629,392
Credit contracts 1,636 - - 1,636 6,254 - - 6,254
Foreign exchange

contracts 16,559 - - 16,559 731,283 - 161 731,444
Equity contracts 3,785 - 4,380 8,165 38,864 - 119,398 158,262
Other 6 6 1,215 - 1,215

Total derivatives not $ 2328 $ 1811 $ 4,422 $ 29518 $ 1,217,48¢ $ 92,127 $ 216,950 $ 1,526,567
designated as hedges

Cash collateral netting (1,652 - - (1,652 - - - R
Counterparty netting (15,883 (1,112 (4,268, (21,263 - - - -

Total derivative assets  $ 5750 $ 699 $ 154 $ 6,603 $ 1,217,48¢ $ 92,127 $ 216,950 $ 1,526,567

Derivative Liabilities
At June 30, 2013

Fair Value Notional
Bilateral Cleared  Exchange Bilateral Cleared Exchange
oTC oTc® Traded Total oTC oTc® Traded Total
Derivatives not designated
as hedges$?

Interest rate contracts $ 1,048 $ 2,151 $ 51 $ 3250 $ 418552 $ 104,688 $ 185,636 $ 708,876
Credit contracts 1,144 - - 1,144 4,831 - - 4,831
Foreign exchange

contracts 16,565 - - 16,565 729,053 - 59 729,112
Equity contracts 4,906 - 6,525 11,431 41,077 - 130,623 171,700
Other - - - - 236 - - 236

Total derivatives not
designated as hedge$ 23663 $ 2,151 $ 6,576 $ 32,390 $ 1,193,74¢ $ 104,688 $316,318 $ 1,614,755

Cash collateral netting (932) - - (932) - - - -
Counterparty netting (15,883 (1,112 (4,268, (21,263 - - - -

Total derivative
liabilities $ 6848 $ 1039 $ 2308 $ 10,195 $ 1,193,74¢ $ 104,688 $ 316,318 $ 1,614,755

™ Notional amounts include gross notionals relateabien long and short futures contracts of $36,80% $139,877, respectively. The
unsettled fair value on these futures contractslebed from the table above) of $251 and $57,dkiged in Receivables - Brokers, dealers
and clearing organizations and Payables - Broladgalers and clearing organizations, respectivatyth® consolidated statement of
financial condition.

@ Includes OTC derivatives that are centrally cleanegiccordance with certain regulatory requirements

-33-



Credit-Risk-Related Contingencies

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

of a credit ratings downgrade. At June 30, 2018 atgregate fair value of OTC derivative contriictd
contain credit-risk-related contingent featured #ra in a net liability position totaled $1,066y fvhich

the Company has posted collateral of $1,027, innibrenal course of business. At June 30, 2013, the
future potential collateral amounts, terminatioryrpants or other contractual amounts that could be
called by counterparties in the event of a downgratithe Company’s long-term credit rating under
various scenarios are: $5 (A- Standard & Poor’'dsrigatServices) and $13 (BBB+ Standard & Poor’s
Ratings Services). Of these amounts, $13 at Jun2(® related to bilateral arrangements between th
Company and other parties where upon the downgsbdee party, the downgraded party must deliver
collateral to the other party. These bilateral dgrade arrangements are a risk management tool used
extensively by the Company as credit exposureseahgced if counterparties are downgraded.

Credit Derivatives and Other Credit Contracts

The Company enters into credit derivatives, priatjpthrough 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 mwmuparties are banks, broker-dealers and other
financial institutions. The table below summarizee credit rating and maturities of protection sold
through credit default swaps and other credit @m$rat June 30, 2013:

Protection Sold

Maximum Potential Payout/dional

Years to Maturity

Fair Value
Credit ratings of the (Asset)/
reference obligation Less than 1 1-3 3-5 Over 5 Total Liability V@
Index and basket credit default
swaps®
AA $ - $ - $ - $ 1,310 $ 1,310 $ 35
Non-investment grade - - - 3,521 3,521 1,168
Total credit default swaps sold  $ - $ - % - $ 4831 $ 4831 $ 1,203
Other credit contradté® 290 35 94 637 1,056 (224)
Total credit derivatives and
other credit contracts $ 290 $ 35 $ 94 $ 5,468 $ 5,887 $ 979

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

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

®  Credit ratings are calculated internally.

@ Other credit contracts include CLNs, CDOs anditdefault swaps that are considered hybrid inseuts

®  Fair value amount shown represents the fair vaflee hybrid instruments.

Index and Basket Credit Default Swapsdex and basket credit default swaps are cofdult swaps
that reference multiple names through underlyingkbts or portfolios of single name credit default
swaps. Generally, in the event of a default onafrtbe underlying names, the Company will haveay p

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

When external credit ratings are not availableditreatings were determined based upon an internal
methodology.
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Credit Protection Sold through CLNs and CDO@ke Company has invested in CLNs and CDOs, which
are hybrid instruments containing embedded dexigatiin which credit protection has been sold & th
issuer of the note. If there is a credit event oéfarence entity underlying the instrument, thegpal
balance of the note may not be repaid in full ®@ompany.

Purchased Credit Protectiowith Identical Underlying Reference Obligatiof®r non-tranched index
and basket credit default swaps, the Company hahased protection with a notional amount of $6,158
compared with a notional amount of $4,831 of credittection sold with identical underlying referenc
obligations. In order to identify purchased pratatiwith the same underlying reference obligatidhs,
notional amount for individual reference obligaBomvithin non-tranched indices and baskets was
determined on a pro rata basis and matched ofinsigaon-tranched index and basket credit default
swaps where credit protection was sold with idehtunderlying reference obligations.

The purchase of credit protection does not reptdbensole 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,iethinclude managing the credit and correlatiotk ris
across non-tranched indices and baskets, and amstiops. Aggregate market risk limits have been
established for credit derivatives, and market nslasures are routinely monitored against thesiéslim
The Company may also recover amounts on the undgrlieference obligation delivered to the
Company under credit default swaps where credieptmon was sold.

Note 11 — Commitments, Guarantees and Contingencies

Letters of Credit

The Company has the ability to issue letters oflicnehich are primarily used to provide collatefat
securities and commodities borrowed and to saftrsfyous margin requirements in lieu of depositing
cash or securities with these counterparties. Ae R0, 2013, the Company did not have any outstgndi
letters of credit.

Premises and Equipment

At June 30, 2013, future minimum rental commitmemist of subleases, principally on office rentals
were as follows:

Fiscal Year Gross Amount Sublease Income Net Amount
2013 $ 80 $ 3 $ 77
2014 175 6 169
2015 138 6 132
2016 129 6 123
2017 107 5 102
Thereafter 694 8 686
Total $ 1,323 $ 34 $ 1,289

Occupancy lease agreements, in addition to basalsegenerally provide for rent and operating egge
escalations resulting from increased assessmantsdbestate taxes and other charges.
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Securities Activities

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

the sale of financial instruments sold, not yetcpased 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 trade aatof or prior to June 30, 2013 and settle
subsequent to June 30, 2013) that are primarilyredcby collateral from U.S. government agency
securities and other sovereign government obligatiét June 30, 2013, the Company had commitments
to enter into reverse repurchase agreements anditsesx borrow agreements of $2,897. At June 30,
2013, $1,647 of these agreements settled witheethusiness days.

Guarantees

The table below summarizes certain information mdigg the Company’s obligation under guarantee
arrangements at June 30, 2013.

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 contracdts $ - ¢ - % - $ 4831 ¢ 4,831 ¢ 1,203
Other credit contracts 290 35 94 637 1,056 (224)
Non-credit derivative
contractd 106,561 6,256 3,801 1,339 117,957 3,780

™ carrying amount of derivatives contracts are showm gross basis prior to cash collateral or capatey netting. For further information
on derivative contracts, see Note 10.

The Company has obligations under certain guararagangements, including contracts and
indemnification agreements that contingently regrguarantor 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 accdrrence 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 guarantor to make payménthe guaranteed party based on another entity’s
failure to perform under an agreement, as welhdgéct guarantees of the indebtedness of othdws. T
Company’s use of guarantees is described belowgdsydf guarantee:

DerivativeContracts

Certain derivative contracts meet the accountinfindien of a guarantee, including certain written
options, contingent forward contracts and crediadie swaps (see Note 10 regarding credit derieatin
which the Company has sold credit protection todbenterparty). Although the Company’s derivative
arrangements do not specifically identify whethnr derivative counterparty retains the underlyisses
liability or equity security, the Company has desgd information regarding all derivative contrabizst
could meet the accounting definition of a guarantd® maximum potential payout for certain derivati
contracts, such as written foreign currency opti@asnot be estimated, as increases in foreignagxgeh
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rates in the future could possibly be unlimitedefdiore, in order to provide information regardihg
maximum potential amount of future payments that@empany could be required to make under certain
derivative contracts, the notional amount of that@xts has been disclosed. In certain situations,
collateral may be held by the Company for thosetragts that meet the definition of a guarantee.
Generally, the Company sets collateral requiremieptsounterparty so that the collateral coversowesi
transactions and products and is not allocatedfsgaly to individual contracts. Also, the Compamay
recover amounts related to the underlying assetatet to the Company under the derivative contract

The Company records all derivative contracts at value. 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 contdctsigh a variety of risk mitigation strategies,
including, but not limited to, entering into offsiag economic hedge positions. The Company believes
that the notional amounts of the derivative congragenerally overstate its exposure. For further
discussion of the Company'’s derivative risk manag@ractivities (see Note 10).

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 itsmbership, the Company may be required to pay a
proportionate share of the financial obligationsanbther member who may default on its obligatimns
the exchange or the clearinghouse. While the rg@gerning different exchange or clearinghouse
memberships vary, in general the Company’s guagaoidigations would arise only if the exchange or
clearinghouse had previously exhausted its ressurtee maximum potential payout under these
membership agreements cannot be estimated. The @&gnfifas not recorded any contingent liability in
the consolidated statement of financial condition these agreements and believes that any potential
requirement to make payments under these agreeimertsote.

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 connattwith

its activities as a global diversified financiahgees institution. Certain of the actual or theretd legal
actions include claims for substantial compensatmy/or punitive damages or claims for indeterngnat
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 gfditon and
investigatory activity focused on residential magg and credit crisis related matters has increased
materially in the financial services industry. Asesult, the Company expects that it may become the
subject of increased claims for damages and othéf megarding residential mortgages and related
securities in the future and, while the Companyitastified below any individual proceedings whére
Company believes a material loss to be reasonatdgilple and reasonably estimable, there can be no
assurance that material losses will not be incufredh claims that have not yet been notified to the
Company or are not yet determined to be probabjmssible and reasonably estimable losses.

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

The Company contests liability and/or the amount@mages as appropriate in each pending matter.
Where available information indicates that it islpsble a liability had been incurred at the dateéhef
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consolidated statement of financial condition amel Company can reasonably estimate the amount of
that loss, the Company accrues the estimated {oascharge to income. In many proceedings, however,
it is inherently difficult to determine whether algss is probable or even possible or to estimage t
amount of any loss. In addition, even where logmissible or an exposure to loss exists in excef®o
liability already accrued with respect to a pregigurecognized loss contingency, it is not always
possible to reasonably estimate the size of thsilpledoss or range of loss.

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

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

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

On March 15, 2010, the Federal Home Loan Bank af Bancisco filed two complaints against the
Company and other defendants in the Superior Giutie State of California. These actions are dtyle
Federal Home Loan Bank of San Francisco v. Credissg Securities (USA) LLC, et,alndFederal
Home Loan Bank of San Franciscov. Deutsche Barduriies Inc. et al. respectively. Amended
complaints filed on June 10, 2010 allege that dddais made untrue statements and material omissions
in connection with the sale to plaintiff of a numb® mortgage pass-through certificates backed by
securitization trusts containing residential mogegdoans. The amount of certificates allegedly gold
plaintiff by the Company in these cases was apprately $704 and $276, respectively. The complaints
raise claims under both the federal securities laad California law and seek, among other things, t
rescind the plaintiff's purchase of such certifeatOn July 29, 2011 and September 8, 2011, thed cou
presiding over both actions sustained defendardgsiudrers with respect to claims brought under the
Securities Act of 1933, as amended, and overruddelhdlants’ demurrers with respect to all othematai

At June 25, 2013, the current unpaid balance ohtbegage pass-through certificates at issue igethe
cases was approximately $345, and the certificaéek incurred actual losses of approximately $2.8.
Based on currently available information, the Comyphbelieves it could incur a loss for this actignto

the difference between the $345 unpaid balanceesfe certificates (plus any losses incurred) aanl th
fair market value at the time of a judgment agathset Company, plus pre- and post-judgment interest,
fees and costs. The Company may be entitled todeninified for some of these losses and to antoffse
for interest received by the plaintiff prior towpgment.

On July 9, 2010 and February 11, 2011, CambridgeePinvestment Management Inc. filed two separate
complaints against the Company and other defendaritee Superior Court of the Commonwealth of
Massachusetts, both styl@ambridge Place Investment Management Inc. v. Mofgfanley & Co., Inc.,

et al. The complaints assert claims on behalf of certdients of plaintiff's affiliates and allege that
defendants made untrue statements and materiakiomssin the sale of a number of mortgage pass-
through certificates backed by securitization susbntaining residential mortgage loans. The total
amount of certificates allegedly issued by the Camnypor sold to plaintiff's affiliates’ clients byhé
Company in the two matters was approximately $Z88intiff filed amended complaints on October 14,
2011, which raise claims under the Massachuseti®tdn Securities Act and seek, among other things,
to rescind the plaintiff's purchase of such cegtifes. On November 22, 2011, defendants filed &omot
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to dismiss the amended complaints. On March 1222t court denied defendants’ motion to dismiss
with respect to plaintiff's standing to bring suDefendants sought interlocutory appeal from that
decision on April 11, 2012. On April 26, 2012, dedants filed a second motion to dismiss for failire
state a claim upon which relief can be grantedctvitihe court denied, in substantial part, on Ogat@be
2012. At June 25, 2013, the current unpaid balafidcke mortgage pass-through certificates at issue
these cases was approximately $216, and the catéf had incurred actual losses of approximately
$109. Based on currently available information, @@mpany believes it could incur a loss for these
actions of up to the difference between the $21aicthbalance of these certificates (plus any losses
incurred) and their fair market value at the tinh@gudgment against the Company, plus pre- antt pos
judgment interest, fees and costs. The Company lmagntitled to be indemnified for some of these
losses and to an offset for interest received bypthintiff prior to a judgment.

On July 15, 2010, China Development Industrial B&@DIB”) filed a complaint against the Company,
styledChina Development Industrial Bank v. Morgan Sta#ego. Incorporated et aland is pending in
the Supreme Court of the State of New York, New Ky@ounty (“Supreme Court of NY”). The
complaint relates to a $275 credit default swapregfcing 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 misraqesséhe 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 seekspensatory 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, eqlatadlief, fees and costs. On February 28, 2014, th
court denied the Company’s motion to dismiss theplaint. 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 Bankhotago filed a complaint against the Company
and other defendants in the Circuit Court of thateStof lllinois styledFederal Home Loan Bank
of Chicago v. Bank oAmerica Funding Corporation et allhe complaint alleges that defendants made
untrue statements and material omissions in the teaplaintiff of a number of mortgage pass-through
certificates backed by securitization trusts canitgj residential mortgage loans. The total amount o
certificates allegedly sold to plaintiff by the Cpamy in this action was approximately $203. The
complaint raises claims under lllinois law and sgemong other things, to rescind the plaintiff's
purchase of such certificates. On March 24, 2044, dourt granted plaintiff leave to file an amended
complaint. The defendants’ motion to dismiss theaaed complaint was denied on September 19, 2012.
The Company filed its answer on December 21, 2813une 25, 2013, the current unpaid balance of the
mortgage pass-through certificates at issue inati®n was approximately $100 and certain cedtiés
had incurred actual losses of approximately $1eBam currently available information, the Company
believes it could incur a loss in this action ughe difference between the $100 unpaid balantkesie
certificates (plus any losses incurred) and thair inarket value at the time of a judgment agaihst
Company, plus pre- and post-judgment interest, #aeb costs. The Company may be entitled to be
indemnified for some of these losses and to arebffsr interest received by the plaintiff prior o
judgment.

On July 18, 2011, the Western and Southern Liferbrsce Company and certain affiliated companies
filed a complaint against the Company and otheemigdnts in the Court of Common Pleas in Ohio,
styledWestern and Southern Life Insurance Company, et 8organ Stanley Mortgage Capital Inc., et
al. An amended complaint was filed on April 2, 2012 atleges that defendants made untrue statements
and material omissions in the sale to plaintiffsceftain mortgage pass-through certificates badked
securitization trusts containing residential mogeg#éoans. The amount of the certificates allegsdly to
plaintiffs by the Company was approximately $158e Bmended complaint raises claims under the Ohio
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Securities Act, federal securities laws, and comniaen and seeks, among other things, to rescind the
plaintiffs’ purchases of such certificates. On Mdy 2012, the Company filed a motion to dismiss the
amended complaint, which motion was denied on Augu2012. The court has set a trial date in May
2015. At June 25, 2013, the current unpaid balafidcke mortgage pass-through certificates at issue
this action was approximately $121, and the cesdtiés had incurred actual losses of approximately $
Based on currently available information, the Conypbelieves it could incur a loss in this actiontap
the difference between the $121 unpaid balanceexfe certificates (plus any losses incurred) aail th
fair market value at the time of a judgment agathst Company, plus post-judgment interest, fees and
costs. The Company may be entitled to an offseinterest received by the plaintiff prior to a jungnt.

On September 2, 2011, the Federal Housing Finarngendy (“FHFA”"), as conservator for Fannie
Mae and Freddie Mac, filed 17 complaints againshenous financial services companies, including the
Company. A complaint against the Company and atbéndants was filed in the Supreme Court of NY,
styledFederal Housing Finance Agency, as Conservator argdn Stanley et alThe complaint alleges
that defendants made untrue statements and maierissions in connection with the sale to FannieMa
and Freddie Mac of residential mortgage pass-throzgytificates with an original unpaid balance of
approximately $11 billion. The complaint raisesimis under federal and state securities laws and
common law and seeks, among other things, resnissial compensatory and punitive damages. On
September 26, 2011, defendants removed the adidmetUnited States District Court for the Southern
District of New York. On July 13, 2012, the Compdilgd a motion to dismiss the complaint, which
motion was denied in large part on November 19220tial is currently scheduled to begin in January
2015. At June 25, 2013, the current unpaid balafidcke mortgage pass-through certificates at issue
this action was approximately $2.86 billion, ance tkertificates had incurred actual losses of
approximately $59. Based on currently availablermiation, the Company believes it could incur & los
in this action up to the difference between theé62illion unpaid balance of these certificatesigphny
losses incurred) and their fair market value attitme of a judgment against the Company, plus anet
post-judgment interest, fees and costs. The Compeybe entitled to be indemnified for some of éhes
losses and to an offset for interest received bypthintiff prior to a judgment.

On April 25, 2012, Metropolitan Life Insurance Commy and certain affiliates filed a complaint agains
the Company and certain affiliates in the SuprenoeirCof NY styledMetropolitan Life Insurance
Company, et al. v. Morgan Stanley, et/&h amended complaint was filed on June 29, 201Radleges
that defendants made untrue statements and maiemissions in the sale to plaintiffs of certain ftgage
pass-through certificates backed by securitizattiogts containing residential mortgage loans. Tal t
amount of certificates allegedly sponsored, undéew and/or sold by the Company was approximately
$758. The amended complaint raises common law slainfraud, fraudulent inducement, and aiding and
abetting fraud and seeks, among other things,s®e0i, compensatory and/or rescissionary damages, a
well as punitive damages, associated with plasitiffurchases of such certificates. On September 21,
2012, the Company filed a motion to dismiss the raded complaint, which was granted in part and
denied in part on July 16, 2013. Following that isien, the total amount of certificates allegedly
sponsored, underwritten and/or sold by the Compaay approximately $656. At June 25, 2013, the
current unpaid balance of the mortgage pass-thraggtificates remaining at issue in this case was
approximately $369, and the certificates incurretu@ losses of approximately $28.3. Based on
currently available information, the Company be#ievt could incur a loss up to the difference betwe
the $369 unpaid balance of these certificates (physlosses incurred) and their fair market valutha
time of a judgment against the Company, plus prel post-judgment interest, fees and costs. The
Company may be entitled to be indemnified for sahthese losses and to an offset for interest vedei

by the plaintiff prior to a judgment.

On April 25, 2012, The Prudential Insurance Compafnfmerica and certain affiliates filed a complain
against the Company and certain affiliates in thpeBior Court of the State of New Jersey styléa
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Prudential Insurance Company of America, et alMargan Stanley, et alThe complaint alleges that
defendants made untrue statements and materiakiomssin connection with the sale to plaintiffs of
certain mortgage pass-through certificates backeskburitization trusts containing residential rgage
loans. The total amount of certificates allegeqigrssored, underwritten and/or sold by the Company i
approximately $1 billion. The complaint raises glaiunder the New Jersey Uniform Securities Law, as
well as common law claims of negligent misrepresigon, fraud and tortious interference with contrac
and seeks, among other things, compensatory dampgeisive damages, rescission and rescissionary
damages associated with plaintiffs’ purchases ofi @ertificates. On October 16, 2012, plaintiffedian
amended complaint which, among other things, irsgedhe total amount of the certificates at issue b
approximately $80, adds causes of action for freerdunducement, equitable fraud, aiding and afgtti
fraud, and violations of the New Jersey RICO stt@nd includes a claim for treble damages. On
March 15, 2013, defendants’ motion to dismiss waset. At June 25, 2013, the current unpaid balance
of the mortgage pass-through certificates at issu¢his action was approximately $674, and the
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 $674 unpaid balantkesfe
certificates (plus any losses incurred) and thair inarket value at the time of a judgment agaihst
Company, plus pre- and post-judgment interest, #eb costs. The Company may be entitled to be
indemnified for some of these losses and to arebffsr interest received by the plaintiff prior o
judgment.

Note 12 — 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 around the world. Cbmpany’s Institutional Securities sales and
trading activities comprise Equity Trading; Fixedcdme and Commodities; 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 rigkdaoperational risk policies and procedures cogerin
these activities.

Equities

The Company acts as a principal (including as aketanaker) and agent in executing transactions
globally in equity and equity-related products,liming common stock, American Depositary Receipts
(“ADRs”), global depositary receipts and exchangekd funds.

The Company’s equity derivatives sales, trading amatket-making activities cover equity-related
products globally, including equity swaps, optiongrrants and futures overlying individual secesfi
indices and baskets of securities and other egelsted products. The Company also issues andsvaake
principal market in equity-linked products to imgtional and individual investors.

Fixed Income

The Company trades, invests and makes marketsad fhcome securities and related products glopally
including, among other products, investment and-ingastment grade corporate debt, distressed debt,
U.S. and other sovereign securities, emerging nhabkeds, convertible bonds, collateralized debt
obligations, credit, currency, interest rate anteotfixed income-linked notes, securities issued by
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structured investment vehicles, mortgage-relatati gther asset-backed securities, municipal seesriti
preferred stock and commercial paper, money-maxkdtother short-term securities. The Company is a
primary dealer of U.S. federal government secwitiad a member of the selling groups that diseibut
various U.S. agency and other debt securities.

The Company trades, invests and makes marketsllylabéisted futures.

The Company trades, invests and makes marketsjior fioaeign currencies, such as the British pound,
Canadian dollar, euro, Japanese yen and Swiss, fesneell as in emerging markets currencies. The
Company trades these currencies on a principas lbasine spot, forward, option and futures markets.

Through the use of repurchase and reverse repeamsements, 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 d&earlending with clients, institutional lenderaca
other broker-dealers.

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 édeistion given to the Company’s specific capitadl a
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 Compdnysmess activities. Accordingly, the Company has
policies and procedures in place to identify, asse®nitor and manage the significant risks invdlire

the activities of its business and support funaiofihe Company’s ability to properly and effectivel
identify, assess, monitor and manage each of thieugatypes of risk involved in its activities igtical

to its soundness and profitability. The cornerstohéhe Company’s risk management philosophy is the
execution of risk-adjusted returns through prudésit-taking that protects the Company’s capitalebas
and franchise. Five key principles underlie thisilggophy: comprehensiveness, independence,
accountability, defined risk tolerance and transpay. The fast-paced, complex, and constantly-évglv
nature of global financial markets requires tha @ompany maintain a risk management culture that i
incisive, knowledgeable about specialized prodwstd markets, and subject to ongoing review and
enhancement. To help ensure the efficacy of riskagament, which is an essential component of the
Company’s reputation, senior management requiresotigh and frequent communication and the
appropriate escalation of risk matters.

Market Risk

Market risk refers to the risk that a change in linel 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 naligeidity, will result in losses for a positionr o
portfolio. Generally, the Company incurs marketkrigs a result of trading, investing and client
facilitation activities, principally within the Itisutional Securities business segment where tbhstaatial
majority of the Company’s market risk exposureaserated.

Sound market risk management is an integral patthe@iCompany’s culture. The various business units
and trading desks are responsible for ensuringniaaket risk exposures are well-managed and prudent
Market risk is monitored through various measutesing statistics; by measures of position sensjtivi
and through routine stress testing, which meastiresimpact on the value of existing portfolios of
specified changes in market factors, and scenasatyses conducted in collaboration with businestsun
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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\dtitis, 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 w0
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 atewirs 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.

The Company has structured its credit risk managerfnemework to reflect that each of its businesses
generates unique credit risks, and establishestiggacto evaluate, monitor and control credit risk
exposure both within and across business segmdifts. Company is responsible for ensuring
transparency of material credit risks, ensuring giience with established limits, approving material

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

exposures, including margin loans and credit semsithigher risk transactions. See Note 5 for a
discussion of Concentration Risk.

Operational Risk

Operational risk refers to the risk of financial @her loss, or damage to a firm’s reputation, ltesy
from inadequate or failed internal processes, geapistems, or from external events (e.g., fraeghll
and compliance risks or damage to physical assetg).Company may incur operational risk across the
full scope of its business activities, includingggrue generating activities (e.g., sales and tcadamd
control groups (e.g., information technology anald& processing). As such, the Company may incur
operational risk in each of its divisions.

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

Customer Activities

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

The Company’s customer activities may expose ibftebalance sheet credit risk. The Company may
have to purchase or sell financial instrumentsravaling market prices in the event of the failofea
customer to settle a trade on its original termsnothe event cash and securities in customer margi
accounts are not sufficient to fully cover custonhesses. 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.
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Note 13 - Employee Stock-Based Compensation Plans

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

Deferred Restricted Stock Units

The Ultimate Parent has granted deferred stock dsvpursuant to several stock-based compensation
plans. The plans provide for the deferral of a ipartof certain employees’ long-term incentive
compensation with awards made in the form of reisi common stock or in the right to receive
unrestricted shares of common stock in the futdrgards under these plans are generally subject to
vesting over time contingent upon continued emplkaymand to restrictions on sale, transfer or
assignment until the end of a specified period egally one to three years from date of grant. Alao
portion of an award may be canceled if employmenterminated before the end of the relevant
restriction period. All or a portion of a vestedaa also may be canceled in certain limited situreg;
including termination for cause during the relevagstriction period. Recipients of deferred stoslagls
generally have voting rights and receive dividendigalents. The Ultimate Parent determines the fair
value of restricted stock units based on the gdate fair value of its common stock, measured as th
volume-weighted average price on the date of grant.

The Ultimate Parent has granted performance-basel gnits (“PSUs”) to senior executives. PSUs with
non-market performance conditions are valued bagettie grant date fair value of the Ultimate Pdsent
common stock, measured as the volume-weighted gerguace on the date of grant. PSUs with market-
based conditions are valued using a Monte Carloagi@mn model. These PSUs will vest and convert to
shares of common stock only if the Ultimate Pasatisfies predetermined performance and markesgoal
over the three-year performance period that begadanuary 1 of the year of grant. PSU awards have
vesting, restriction and cancellation provisionatthre generally similar to those in the Ultimatednt’s
other deferred stock awards.

Stock Options

The Ultimate Parent has granted stock option awardsuant to several equity-based compensation
plans. The plans provide for the deferral of a ipartof certain key employees’ discretionary
compensation with awards made in the form of stmuons generally having an exercise price not less
than the fair value of the Ultimate Parent's comrstotk on the date of grant. Such stock option dsvar
generally become exercisable over a three-yeaogh@nd expire seven to 10 years from the dateaoftgr
subject to accelerated expiration upon terminabdbremployment. Stock option awards have vesting,
restriction and cancellation provisions that areegelly similar to those in deferred restrictedcktanits.
The fair value of stock options is determined udiing Black-Scholes valuation model and the single
grant life method. Under the single grant life nmethoption awards with graded vesting are valuéuolgus

a single weighted-average expected option life.

Note 14 - Employee Benefit Plans

MSDHI provides various retirement plans for the onigy of its U.S. and certain non-U.S. employees.
The Company provides certain other postretiremenefits, primarily health care and life insuranice,
eligible U.S. employees. The Company also provm&ain postemployment benefits to certain former
employees or inactive employees prior to retirement
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Pension and Postretirement Benefit Plans

Substantially all U.S. employees of the Companedibefore July 1, 2007 are covered by a non-
contributory, defined benefit pension plan thatjislified under Section 401(a) of the Internal Rexe
Code (the “Qualified Plan”). Unfunded Nonqualifiedpplementary plans (the “Supplemental Plans”)
cover certain executives. These pension plans giy@rovide pension benefits that are based oih eac
employee’s years of credited service and on congtemslevels specified in the plans. The Company’s
policy is to fund at least the amounts sufficiemirieet minimum funding requirements under applieabl
employee benefit and tax laws. Liabilities for bisgpayable under the Supplemental Plans are adcru
by the Company and are funded when paid to paatitgpand beneficiaries.

Effective January 1, 2011, the U.S. Qualified Pd@ased accruals of benefits. Any benefits earned by
participants under the Qualified Plan at Decemter2®10 were preserved and will be payable in the
future based on the Qualified Plan provisions.

The Company also has unfunded postretirement kiguiafis that provide medical and life insurance for
eligible retirees and medical insurance their ddpats.

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

Eligible employees receive 401(k) matching cash triflmtions that are allocated according to
participant’s current investment direction. Certamployees with eligible pay less than or equadrie
hundred thousand dollars will receive a 401(k) Biontribution up to 2% of eligible pay. Additiohal
certain employees receive a 401(k) Transition Gloutiion based on prior plan membership.

Other Postemployment Benefits

Postemployment benefits include, but are not lichite, salary continuation, severance benefits,
disability-related benefits, and continuation o&lie care and life insurance coverage providedtmér
employees or inactive employees after employmenbéiore retirement.

Note 15 - Income Taxes

The Company is included in the consolidated feder@me tax return filed by the Ultimate Parent.
Federal income taxes have been provided on a gepantity basis in accordance with the tax allaati
agreement with the Ultimate Parent. The Compaiycisided in the combined state and local income tax
returns with the Ultimate Parent and certain othdrsidiaries of the Ultimate Parent. State andlloca
income taxes have been provided on separate émtibyne at the effective tax rate of the Company’s
combined filing group.

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

Income Tax Examinations
The Company, through its inclusion in the returrihaf Ultimate Parent, is under continuous exanonati
by the Internal Revenue Service (the “IRS”) andeottax authorities in certain countries and states

which the Company has significant business operatisuch as New York. The Company is currently
under examination by the IRS Appeals Office for thenaining issues covering tax years 1999-2005.
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Also, the Company is currently at various leveldielfl examination with respect to audits with RS,
as well as New York State and New York City, fot y@ars 2006-2008 and 2007-2009, respectively.

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

It is reasonably possible that significant chanigethe gross balance of unrecognized tax benefadg m
occur within the next 12 months. At this time, heee it is not possible to reasonably estimate the
expected change to the total amount of unrecogni@etienefits and impact on the effective tax cater

the next 12 months.

Note 16 - Requlatory Requirements

MS&Co. is a registered broker-dealer and registéodares commission merchant and, accordingly, is
subject to the minimum net capital requirementsthef SEC, the CFTC and the Financial Industry
Regulatory Authority (“FINRA”"). Under these ruleB|S&Co. is required to maintain minimum Net
Capital, as defined under SEC Rule 15c¢3-1, of es$ than the greater of 2% of aggregate debit items
arising from customer transactions, plus excesgimaollateral on reverse repurchase agreemeritgeor
CFTC rule stating the risk based requirement remtssthe sum of 8% of customer risk maintenance
margin requirement and 8% of non customer risk teaBnce margin requirement, as defined. FINRA
may require a member firm to reduce its businesgifcapital is less than 4% of such aggregatet debi
items and may prohibit a firm from expanding itsimess if net capital is less than 5% of such agdes
debit items. At June 30, 2013, MS&Co.'s Net Capiteds $6,678 which exceeded the minimum
requirement by $5,237 and included excess Net @lapit $618 of MS Securities Services Inc.
(“MSSSI”), a registered broker-dealer and a gua@ahsubsidiary of MS&Co.

MS&Co. 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 15¢c3-1. MS&Co is also
required to notify the SEC in the event that itsta¢ive net capital is less than $5,000. At June28Q 3,
MS&Co. had tentative net capital in excess of thgimmum and the notification requirements.

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

As of June 30, 2013, MS&Co. performed the compaitetifor the assets in the proprietary accounttsof i
introducing brokers (commonly referred to as “PAIBh accordance with the customer reserve
computation set forth under SEC Rule 15¢3-3 (Custdpnotection).

As of June 30, 2013, MS&Co. met the criteria sethfainder the SEC’s Rule 11(a)(1)(G)(i), trading by
members of Exchanges, Brokers and Dealers, anbergfore in compliance with the business mix
requirements.

The Dodd-Frank Act requires the registration of dpndealers” and “major swap participants” with the
CFTC and “security-based swap dealers” and “magmusty-based swap participants” with the SEC
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(collectively, “Swaps Entities”). The Company ragied with the CFTC as a swap dealer effective
December 31, 2012.

Note 17— Subsequent Events

The Company has evaluated subsequent events fostadnt 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, except for theofeihg: On July 1, 2013 MSSSI merged into MS&Co.

kkkkkk

-47 -



