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MORGAN STANLEY & CO. LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
As of June 30, 2017
(In millions of dollars)

(Unaudited)
ASSETS
Casl $ 3,871
Cash deposited with clearing organizations or ggdesl under federal and other
regulations or requirements 10,635

Financial instruments owned, at fair value (apprately $54,229 were pledged to
various parties; $34 related to consolidatedhbde interest entities generally not

available to the Company) 89,815
Securities received as collateral, at fair v 20,17(
Securities purchased under agreements to reselidies $102 at fe value 57,00¢
Securities borrowe 111,24¢
Receivable:

Customers 13,846
Brokers, dealers and clearing organizations 4,187
Interest and dividends 770
Fees and other 5,914
Affiliates 83
Other asse 543
Total asse $ 318,08t
LIABILITIES AND MEMBER'S EQUITY
Financial instruments sold, not yet purchasedaiatvilue $ 24,04"
Obligation to return securities received as cotidtet fair valu 21,47¢
Securities sold under agreementrepurchase (includes $738 at fair va 81,81(
Securities loaned 21,745
Other secured financings (includes $336 at fanea$b22 related to consolidated variable

interest entities generally not available to@mwnpany) 4,119

Payables:
Customer 128,21
Brokers, dealers and clearing organizai 3,11¢
Interest and dividen 754
Affiliates 1,838
Other liabilities and accrued exper 9,26¢
Long-term borrowings (includes $50 at fair val 4,80:
Total liabilities 301,19.
Commitments and contingent liabilities (See Note 9)
Subordinated liabilities 11,300
Member's equity:
Morgan Stanley & Co. LLC member’s equity 6,028
Accumulated other comprehensive loss (432)
Total member’s equity 5,596
Total liabilities and member’s equity $ 318,088

See Notes to Consolidated Statement of Financintifion.
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MORGAN STANLEY & CO. LLC
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT ION
As of June 30, 2017
(In millions of dollars, except where noted)
(Unaudited)

Note 1 - Introduction and Basis of Presentation

The Company

Morgan Stanley & Co. LLC (“MS&Co."), together wiits wholly owned subsidiaries (the “Company”),
provides a wide variety of products and services large and diversified group of clients and congrs,
including corporations, government entities andafiicial institutions. Its businesses include seesrit
underwriting and distribution; financial advisorgrgices, including advice on mergers and acquisitio
restructurings, real estate and project financkessdrading, financing and market-making actigitia
equity securities and related products, fixed ine@®curities and related products, and other im&nis
including foreign exchange and commodities futures.

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

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

Basis of Financial Information

The unaudited consolidated statement of financ@mtddion (“consolidated statement of financial
condition”) is prepared in accordance with accaumrinciples generally accepted in the United €Stat
of America (“U.S. GAAP"), which require the Compatty make estimates and assumptions regarding
the valuations of certain financial instrumentse thaluation of goodwill, compensation, deferred tax
assets, the outcome of legal and tax matters, Hret matters that affect the consolidated stateroent
financial condition and related disclosures. Them@any believes that the estimates utilized in the
preparation of its consolidated statement of fitgnmondition are prudent and reasonable. Actusiliite
could differ materially from these estimates.

Consolidation

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

At June 30, 2017, the Company’s consolidated sidrsed reported $21,406 of assets, $21,361 of
liabilities and $45 of equity on a stand-alone basi

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

For entities where (1) the total equity investmantisk is sufficient to enable the entity to ficanits
activities without additional subordinated finan@apport and (2) the equity holders bear the ectno
residual risks and returns of the entity and h&esgower to direct the activities of the entitytthaost
significantly affect its economic performance, MS&Cconsolidates those entities it controls either
through a majority voting interest or otherwiser ROEs (i.e., entities that do not meet these dade
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MS&Co. consolidates those entities where it haspth@er to make the decisions that most signifigantl
affect the economic performance of the VIE andthasobligation to absorb losses or the right teinex
benefits that could potentially be significant he VIE.

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

Note 2 - Significant Accounting Policies

Fair Value of Financial Instruments

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

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

The fair value of over-the-counter (“OTC") finankiastruments, including derivative contracts rethto
financial instruments, is presented in the accomipgnconsolidated statement of financial conditiona
net-by-counterparty basis, when appropriate. Addélly, the Company nets the fair value of cash
collateral paid or received against the fair vangounts recognized for net derivative positionate
with the same counterparty under the same mastingagreement.

Fair Value Option

The fair value option permits the irrevocable fafue option election at initial recognition of asset or
liability or upon an event that gives rise to a rieasis of accounting for that instrument. The Compa
applies the fair value option for eligible instrum® including certain repurchase agreements, ioerta
reverse repurchase agreements and certain otheeddmancings.

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 betweawaarket participants at the measurement date.

In determining fair value, the Company uses varialsation approaches and establishes a hieracchy f
inputs used in measuring fair value that maximimesuse of relevant observable inputs and minimizes
the use of unobservable inputs by requiring that niost observable inputs be used when available.
Observable inputs are inputs that market parti¢gpaould use in pricing the asset or liability thatre
developed based on market data obtained from sourdependent of the Company. Unobservable inputs
are inputs that reflect assumptions the Companig\ed other market participants would use in pgcin
the asset or liability that are developed basetherbest information available in the circumstandés
hierarchy is broken down into three levels basetherobservability of inputs as follows:

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

* Level 2 - Valuations based on one or more qu@iecks in markets that are not active or for
which all significant inputs are observable, eitteectly or indirectly.
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« Level 3 - Valuations based on inputs that are@bservable and significant to the overall faiueal
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 proguwehether the product is new and not yet estadtish

the marketplace, the liquidity of markets and oftlearacteristics 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 judgméwmicordingly, the degree of judgment exercisedhwy t
Company in determining fair value is greatest fwtiuments categorized in Level 3 of the fair value
hierarchy.

The Company considers prices and inputs that arertuas of the measurement date, including during
periods of market dislocation. In periods of martistocation, the observability of prices and irgotay

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

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

For assets and liabilities that are transferredvéen levels in the fair value hierarchy during fingt six
months of 2017, fair values are ascribed as ifagsets or liabilities had been transferred as miaky 1,
2017.

Valuation Techniques

Many cash instruments and OTC derivative contraate bid and ask prices that can be observed in the
marketplace. Bid prices reflect the highest pricat ta party is willing to pay for an asset. Askcps
represent the lowest price that a party is williagaccept for an asset. The Company carries positb

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

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

Where appropriate, valuation adjustments are madectount for various factors such as liquidity ris
(bid-ask adjustments), credit quality, model uraety and concentration risk. Adjustments for Idjty

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

The Company applies credit-related valuation adjasts to its OTC derivatives. For OTC derivatives,
the impact of changes in both the Company’s andctheterparty’s credit rating is considered when
measuring fair value. In determining the expectgubsure, the Company simulates the distributiothef
future exposure to a counterparty, then applieketdrased default probabilities to the future expes
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leveraging external third-party credit default sw@ggDS") spread data. Where CDS spread data are
unavailable for a specific counterparty, bond markpreads, CDS spread data based on the
counterparty’s credit rating or CDS spread datardi@rence a comparable counterparty may be exiliz
The Company also considers collateral held andllegmforceable master netting agreements that
mitigate the Company’s exposure to each countsrpart

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 derivatihese adjustments are derived by making assassme

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

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

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

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

Valuation Process

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

Model Review. VRG, in conjunction with the Model Risk Managem®&#partment (“MRM”), which
reports to the Chief Risk Officer of the UltimatarBnt and its consolidated subsidiaries (“ChiefkRis
Officer”), independently review valuation modelgiebretical soundness, the appropriateness of the
valuation methodology and calibration techniquesettsped by the business units using observable
inputs. Where inputs are not observable, VRG resi¢he appropriateness of the proposed valuation
methodology to determine that it is consistent whibw a market participant would arrive at the
unobservable input. The valuation methodologid&eat in the absence of observable inputs may declu
extrapolation techniques and the use of comparabtervable inputs. As part of the review, VRG
develops a methodology to independently verifyftievalue generated by the business unit's vabmati
models. The Company generally subjects valuations raodels to a review process initially and on a
periodic basis thereafter.

Independent Price Verification. The business units are responsible for detengpithe fair value of
financial instruments using approved valuation n®dend valuation methodologies. Generally on a
monthly basis, VRG independently validates the failue of financial instruments determined using
valuation models by determining the appropriateradsthe inputs used by the business units and by
testing compliance with the documented valuatiothodologies approved in the model review process
described above.
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The results of this independent price verificataomd any adjustments made by VRG to the fair value
generated by the business units are presentedniagament, the CFO and the Chief Risk Officer on a
regular basis.

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

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

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

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

Offsetting of Derivative Instruments

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

However, in certain circumstances, the Company n@yhave such an agreement in place; the relevant
insolvency regime may not support the enforcegbitit the master netting agreement or collateral
agreement; or the Company may not have sought legakce to support the enforceability of the
agreement. In cases where the Company has notile¢el an agreement to be enforceable, the related
amounts are not offset in the tabular disclosuses (Note 5).

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

For information related to offsetting of derivativand certain collateralized transactions, seed\®iEnd
6, respectively.



Income Taxes

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

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

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

Uncertain tax positions are recorded on the baSia 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 dngelst amount of tax benefit that is more than 50%
likely to be realized upon ultimate settlement vitib related tax authority.

Cash
Cash represents funds deposited with financiaitinistns.

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

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

Repurchase and Securities Lending Transactions

Securities borrowed or Securities purchased urgieeaents to resell (“reverse repurchase agreefpents
and securities loaned or Securities sold undereageats to repurchase (“repurchase agreements”) are
treated as collateralized financings. Reverse ofase agreements and repurchase agreements &d carr
on the consolidated statement of financial condiiothe amounts of cash paid or received, plusiadc
interest, except for certain repurchase agreenfientshich the Company has elected the fair valugoop
(see Note 4). Where appropriate, transactions thighsame counterparty are reported on a net basis.
Securities borrowed and Securities loaned are dedoat the amount of cash collateral advanced or
received.



Securitization Activities

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

obligations and other types of financial asset® (Sete 10). Such transfers of financial assets are
generally accounted for as sales when the Compasydiinquished control over the transferred assets
and does not consolidate the transferee.

Receivables and Payables — Customers

Receivables from and payables to customers incirdeunts due on cash and margin transactions.
Securities owned by customers, including those ¢bdateralize margin or similar transactions, aot
reflected on the consolidated statement of findraadition.

Receivables and Payables — Brokers, Dealers and @iag Organizations

Receivables from brokers, dealers and clearingnizgtions include amounts receivable for securities
failed to deliver by the Company to a purchaser thg settlement date, margin deposits, and
commissions. Payables to brokers, dealers andimdearganizations include amounts payable for
securities failed to receive by the Company froseler by the settlement date and payables toictpar
organizations. Receivables and payables arising tnosettled trades are reported on a net basis.

Customer Transactions
Customers’ securities transactions are recordelsmitlement date basis.

Accounting Standards Adopted
The Company adopted the following accounting updatdanuary 1, 2017:
Improvements to Employee Share-Based Payment Aaoguihis accounting update simplifies the
accounting for employee share-based payments, dimgjuthe recognition of forfeitures and the
classification of income tax consequences.
In addition, this accounting update permits antgrtt elect whether to continue to estimate thaltot
forfeitures, or to account for forfeitures on anuat basis as they occur. The Company has eleoted t
account for forfeitures on an actual basis as thagur. This change is required to be applied using
modified retrospective approach, and upon adoptibe, Company recorded a cumulative catch-up
adjustment, decreasing Member's equity by approteimab8 net of tax, increasing Other liabilitiesdan
accrued expenses by approximately $12 and decgeBayeables to affiliates by approximately $4.

Note 3 — Related Party Transactions

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

Receivables from and payables to affiliates consisaffiliate transactions that occur in the normal
course of business. Payables to affiliates areaumed, bear interest at rates established by daesury
function of the Ultimate Parent and approximate tiarket rate of interest that the Ultimate Parent
incurs in funding its business as it is periodicaflassessed and are payable on demand.
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The Company classifies certain receivables andlpegaelated to brokerage, financing, clearance and
custodial services from certain affiliates as nastomer as there is an agreement between the two
parties by which the affiliate is subordinated aghiany claims to creditors. These receivables and
payables are recorded in Receivables - Fees aerd atldl Other liabilities and accrued expenses en th
consolidated statement of financial condition.

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

On March 1, 2017 the Company expanded upon a seleiel agreement that it signed with an affiliated
service entity, Morgan Stanley Services Group (MeSSG”), to receive additional support services as
part of the final phase to reorganize support sessfor recovery and resolution planning purpo¥as.
service level agreement includes support servicesocgated with multiple divisions including
Technology, Operations, Finance, Legal and CompaRisk Management, Human Resources, Internal
Audit and Administration. A subset of regulatory\sees which exclusively support the Company and
are essential in maintaining compliance with aggtile regulatory rules will continue to be perforntgd

the Company. In connection with this agreement, Goenpany affected a series of steps to transfer
related assets and liabilities to MSSG at theintbarrying values, as well as support service persio
The steps included a dividend of $140 of assetthbyCompany to its immediate parent, which, after
taking into account the derecognition of $58 oftetl net deferred tax assets, resulted in a reduti
member’s equity by $198.

Assets and receivables from affiliated companiekiae 30, 2017 are comprised of:

Cash $ 358
Financial instruments owned, at fair value 232
Reverse repurchase agreements 13,878
Securities borrowed 27,348
Receivables - Customers 1,163
Receivables - Brokers, dealers and clearing azghons 2,476
Receivables - Interest and dividends 28
Receivables - Fees and other 5,445
Receivable- Affiliates 83

Liabilities and payables to affiliated companiegae 30, 2017 are comprised of:

Financial instruments sold, not yet purchasethiavalue $ 117
Repurchase agreements 57,507
Securities loaned 18,431
Other secured financings 315
Payables - Customers 29,194
Payables - Brokers, dealers and clearing orgtoiza 973
Payables - Interest and dividends 26
Payables - Affiliates 1,838
Other liabilities and accrued expenses 6,873
Long-term borrowings 4,720
Subordinated liabilities 11,300



Note 4 — Fair Value Disclosures

Fair Value Measurements

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

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

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

U.S. Agency Securities

U.S. agency securities are composed of three naeygaries consisting of agency-issued debt, agency
mortgage pass-through pool securities and agentisteralized mortgage obligations. Non-callable
agency-issued debt securities are generally valsagd) quoted market prices, and callable agenwetss
debt securities are valued by benchmarking modéleid prices to quoted market prices and trade data
for comparable instruments. The fair value of agemortgage pass-through pool securities is model-
driven based on spreads of the comparable to-bedaeed security. Agency collateralized mortgage
obligations are valued using quoted market prices ade data adjusted by subsequent changes in
related indices for comparable instruments. Notabdd agency-issued debt securities are generally
categorized in Level 1 of the fair value hierarcl§allable agency-issued debt securities, agency
mortgage pass-through pool securities and agentgteralized mortgage obligations are generally
categorized in Level 2 of the fair value hierarchyinstances where the inputs are unobservabéseth
securities are categorized in Level 3 of the faiue hierarchy.

Other Sovereign Government Obligations

Foreign sovereign government obligations are valuethg 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 bordsasegorized in Level 2 of the fair value hiergrdn
instances where the inputs are unobservable, theisds are categorized in Level 3 of the fair value
hierarchy.

Corporate and Other Debt
State and Municipal Securities
The fair value of state and municipal securitiedagermined using recently executed transactioasken
price quotations or pricing models that factorwmere applicable, interest rates, bond or CDS sisrea

and volatility and/or volatility skew, adjusted famy basis difference between cash and derivative
instruments. These bonds are generally categoinzieevel 2 of the fair value hierarchy.
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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 sacreadors or brokers. When position-specific extern
price data are not observable, the fair value detation may require benchmarking to comparable
instruments, and/or analyzing expected credit Bsskefault and recovery rates, and/or applying
discounted cash flow techniques. When evaluatisgcimparable instruments for use in the valuatfon o
each security, security collateral-specific atttéd®) including payment priority, credit enhancement
levels, type of collateral, delinquency rates aosls|severity, are considered. In addition, for RMBS
borrowers, Fair Isaac Corporation (“FICO”) scoresl ahe level of documentation for the loan are
considered. Market standard models, such as Ifteepp or others, may be deployed to model the
specific collateral composition and cash flow stooe of each transaction. Key inputs to these nzoaed
market spreads, forecasted credit losses, and ltdefad prepayment rates for each asset category.
Valuation levels of RMBS and CMBS indices are ussdan additional data point for benchmarking
purposes or to price outright index positions.

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

Corporate Bonds

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

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

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

The Company holds cash CDOs/CLOs that typicallenexice a tranche of an underlying synthetic
portfolio of single name CDS spreads collateralibgdcorporate bonds (“credit-linked notes”) or cash
portfolio of asset-backed securities/loans (“assetked CDOs/CLOs”). Credit correlation, a primary
input used to determine the fair value of credikéid notes, is usually unobservable and deriveayusi
benchmarking technique. Other model inputs suchkradit spreads, including collateral spreads, and
interest rates are typically observable. Asset-8d6&DOs/CLOs are valued based on an evaluatidmeof t
market and model input parameters sourced from acae instruments as indicated by market activity.
Each asset-backed CDO/CLO position is evaluatedpeaddently taking into consideration available
comparable market levels, underlying collateralfgrenance and pricing, deal structures and liquidity
Cash CDOs/CLOs are categorized in Level 2 of tivevidue hierarchy when either the credit correlati
input is insignificant or comparable market tratigsrs are observable. In instances where the credit
correlation input is deemed to be significant omparable market transactions are unobservable, cash
CDOs/CLOs are categorized in Level 3 of the falugéhierarchy.
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Mortgage Loans

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

Corporate Equities
Exchange-Traded Equity Securities

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

in Level 1 of the fair value hierarchy. Exchangedied securities are categorized in Level 2 or L8wef

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

Unlisted Equity Securities

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

hierarchy.

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 @fatives; they are generally categorized in Level

of the fair value hierarchy.

OTC DerivativeContracts

OTC derivative contracts include forward, swap apton contracts related to interest rates, curesnc
credit standing of reference entities, or equiiggs.

Depending on the product and the terms of the &, the fair value of OTC derivative producés c
be modeled using a series of techniques, includlnged-form analytic formulas, such as the Black-
Scholes option-pricing model, simulation modelsaaombination thereof. Many pricing models do not
entail material subjectivity because the methode®mgmployed do not necessitate significant judgmen
since model inputs may be observed from activelyteph markets, as is the case for generic inteag¢st r
swaps, many equity and foreign currency option remt$é and certain CDS. In the case of more
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established derivative products, the pricing modeied by the Company are widely accepted by the
financial services industry. OTC derivative produate generally categorized in Level 2 of the Yaiue
hierarchy when valued using observable inputs, tere the unobservable input is not deemed
significant. In instances where the unobservabpeitimn are deemed significant, OTC derivative pragluct
are categorized in Level 3 of the fair value hiehgr

For further information on the valuation techniqf@sOTC derivative products, see Note 2.
For further information on derivative instrumerdee Note 5.
Reverse Repurchase Agreements and Repurchase Agreements

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

Long-term borrowings

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

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

measured at fair value on a recurring basis at Bhe2017. See Note 2 for a discussion of the
Company'’s policies regarding the fair value hiehngrc
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Assets and Liabilities Measured at Fair Value on &ecurring Basis at June 30, 2017

Counter-
party and
Cash
Collateral At
Level 1 Level 2 Level 3 Netting June 30, 2017
Assets:
Financial instruments owned:
U.S. government and agency securities:
U.S. Treasury securities $ 21,297 $ -8 - % - $ 21,297
U.S. agency securities 2,148 25,548 - - 27,696
Total U.S. government and agency
securities 23,445 25,548 - - 48,993
Other sovereign government obligations 2,246 375 96 - 2,717
Corporate and other debt:
State and municipal securities - 2,572 9 - 2,581
Residential mortgage-backed securities - 442 7 - 449
Commercial mortgage-backed securities - 1,390 123 - 1,513
Asset-backed securities - 148 2 - 150
Corporate bonds - 6,663 199 - 6,862
Collateralized debt and loan obligations - 163 44 - 207
Mortgage loans - - 34 - 34
Other debt - 76 69 - 145
Total corporate and other debt - 11,454 487 - 11,941
Corporate equitié 24,833 179 94 - 25,106
Derivative contracts:
Interest rate contracts 433 1,551 - - 1,984
Credit contracts - 365 - - 365
Foreign exchange contracts 12 8,175 - - 8,187
Equity contracts 796 7,381 47 - 8,224
Netting? (1,091) (16,055) (41) (524) (17,711)
Total derivative contracts 150 1,417 6 (524) 1,049
Investments:
Principal investments - 1 8 - 9
Total investments - 1 8 - 9
Total financial instruments own€d $ 50,674 $ 38,974 $ 691 $ (524) $ 89,815
Securities received as collateral $ 20160 $ 9 % 1 3 - $ 20,170
Securities purchased under agreements
to resell - 102 - - 102
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Counter-

party and
Cash
Collateral At
Level 1 Level 2 Level 3 Netting June 30, 2017
Liabilities:
Financial instruments sold, not yet purchased:
U.S. government and agency securities:
U.S. Treasury securities $ 14,101 $ - $ - $ -3 14,101
U.S. agency securities 439 84 - - 523
Total U.S. government and agency
securities 14,540 84 - - 14,624
Other sovereign government obligations 37 219 - - 256
Corporate and other debt - 4,186 2 - 4,188
Corporate equitiés 3,791 - 1 - 3,792
Derivative contracts:
Interest rate contracts 376 1,670 - - 2,046
Credit contracts - 302 - - 302
Foreign exchange contracts 16 8,396 - - 8,412
Equity contracts 814 8,002 586 - 9,402
Netting® (1,091) (16,055) (41) (1,788) (18,975)
Total derivative contracts 115 2,315 545 (1,788) 1,187
Total financial instruments sold, not yet
purchased $ 18,483 $ 6,804 $ 548 $ (1,788% 24,047
Obligation to return securities received as
collateral $ 21,466 $ 9 $ 1 3 -$ 21,476
Securities sold under agreements to
repurchase - 589 149 - 738
Other secured financings - 276 60 - 336
Long-term borrowings - 50 - - 50

@ For trading purposes the Company holds or sells glyuity securities issued by entities in divérsiistries and of varying size.

@ For positions with the same counterparty that caves the levels of the fair value hierarchy, betlunterparty netting and cash collateral
netting are included in the column titled “Countaty and Cash Collateral Netting.” For contractthwie same counterparty, counterparty
netting among positions classified within the saleeel is included within that shared level. Fortfiar information on derivative
instruments, see Note 5.

®  Amounts exclude the unsettled fair value on lortgries contracts of $392 and unsettled fair valughoit futures contracts of $76 at June
30, 2017 included in Receivables - Brokers, dealeard clearing organizations and Payables - Brokisalers and clearing organizations,
respectively, in the consolidated statement ofrfai@ condition. These contracts are primarily sifisd as Level 1 in the fair value
hierarchy, actively traded, and valued based oteguprices from the exchange.

Transfers Between Fair Value Hierarchy Levels

Financial instruments owned — Corporate and otheltdDuring the six months ended June 30, 2017,
the Company reclassified approximately $145 ofagerCorporate and other debt, primarily state and
municipal securities, from Level 3 to Level 2. T@@empany reclassified these securities as external
prices and/or spread inputs for these instrumestarne more observable.

Financial instruments owned— Corporate equ. Dsring the six months ended June 30, 2017, the
Company reclassified approximately $22 of Corporqeities, primarily exchange traded notes, from
Level 2 to Level 1 as external prices and/or sprepdts became more observable.

The Company also reclassified approximately $6&ofporate equities from Level 2 to Level 3 as
external prices and/or spread inputs for theseunstnts became less observable.
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Financial instruments owned — Derivative contragntsl Financial instruments sold, not yet purchased —
Derivative contracts.During the six months ended June 30, 2017, the @omnpreclassified
approximately $192 of derivative assets and apprateély $221 of derivative liabilities from Levelt@
Level 1 as these listed derivatives became actitratjed and were valued based on quoted prices from
exchanges. Additionally, the Company reclassifigopraximately $92 of derivative assets and
approximately $136 of derivative liabilities fromekel 1 to Level 2 as these securities became less
actively traded.

The Company also reclassified approximately $78evfvative assets, particularly equity contraatsgrf
Level 2 to Level 3, as external prices and/or spieputs for these instruments became less obdervab

Significant Unobservable Inputs Used in Recurring ad Nonrecurring Level 3 Fair Value
Measurements

The following disclosures provide information oretlraluation techniques, significant unobservable
inputs, and their ranges and averages for eachrmajegory of assets and liabilities measured iat fa
value on a recurring and nonrecurring basis wiligaificant Level 3 balance. The level of aggregati
and breadth of products cause the range of inputset wide and not evenly distributed across the
inventory. Further, the range of unobservable isputy differ across firms in the financial services
industry because of diversity in the types of paiduncluded in each firm’s inventory. The followgin
disclosures also include qualitative information thie sensitivity of the fair value measurements to
changes in the significant unobservable inputsrdlaee no predictable relationships between maltipl
significant unobservable inputs attributable toiseg valuation technique. A single amount is diselb
when there is no significant difference betweenni@mum, maximum and average (weighted).
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At June 30, 2017

Predominant Valuation Techniques/
Significant Unobservable Inputs

Range (Weighted Aerages)

Assets
Financial instruments owned:

Other sovereign government $96  Comparable pricing 92 to 99 points
obligations Comparable bond price (96 points)
Corporate and other debt:
Commercial mortgage- 123 Comparable pricing 0 to 102 points
backed securities Comparable bond price (42 points)
Corporate bonds 199 Comparable pricing 2 to 106 points
Comparable bond price (47 points)
Collateralized debt and 44 Comparable pricing 0 to 79 points
loan obligations Comparable bond price (38 points)
Correlation model 42 to 49%
Credit correlation (44%)
Mortgage loans 34 Comparable pricing 91 points
Comparable loan price
Other debt 69 Option model 17 to 52%
At the money volatility (52%)
Corporate equities 94 Comparable pricing 100%
Comparable equity price
Net derivative contracts:
Equity contracts (539)  Option model 20 to 56%
At the money volatility (39%)
Option model -2%
Volatility skew
Liabilities
Securities sold under $149 Discounted cash flow 131 to 145 bps
agreements to repurchase Funding spread (136 bps)
Other secured financing 60 Option model 17 to 52%
At the money volatility (52%)

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

Points- Percentage of par

The following provides a description of significamobservable inputs included in the June 30, 2017
table above for all major categories of assetsliabdities:

Comparable bond priee- a pricing input used when prices for the idertinatrument 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 phiee 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 crepaity.

Alternatively, a price-to-price basis can be asdlilbetween the comparable instrument and the bond
being valued in order to establish the value of bload. Additionally, as the probability of default
increases for a given bond (i.e., as the bond besamore distressed), the valuation of that bond wil
increasingly reflect its expected recovery levedumsing default. The decision to use price-to-poce
yield/spread comparisons largely reflects tradingrkat convention for the financial instruments in
guestion. Price-to-price comparisons are primamployed for RMBS, CMBS, ABS, CDOs, CLOs and
distressed corporate bonds. Implied yield (or gp@a&er a liquid benchmark) is utilized predomingatel

for non-distressed corporate bonds.
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In general, an increase (decrease) to the comgalainid price for an asset would result in a higher
(lower) fair value.

Volatility—the measure of the variability in possible retufas an instrument given how much that
instrument changes in value over time. Volatilgyai pricing input for options, and generally, thevér
the volatility, the less risky the option. The Iewé volatility used in the valuation of a partiemloption
depends on a number of factors, including the patiithe risk underlying that optioe.g, the volatility
of a particular underlying equity security may lgndicantly different from one another), the terard
the strike price of the option.

In general, an increase (decrease) to the vojatilituld result in an impact to the fair value, e
magnitude and direction of the impact would dependwhether the Company is long or short the
exposure.

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

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

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

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

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

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

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

a broad class of U.S. Treasury issuances) and phkeifie 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 ufe curves are constructed as spreads over the
corresponding overnight index swap (“OIS”)/ Londioerbank Offered Rate (“LIBOR”) curves, with
the short end of the curve representing spreadstbeecorresponding OIS curves and the long erttef
curve representing spreads over LIBOR.

In general, an increase (decrease) to the fungingpd of an asset would result in a lower (higlfier)
value.
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Financial Instruments Not Measured at Fair Value

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

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

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

which are estimated using various benchmarks aedeist rate yield curves.

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

At June 30, 2017 Fair Value by Level:
Fair
Carrying Value Value Level 1 Level 2 Level 3

Financial Assets:
Cash $ 3871 $ 3871 % 3871 % - 3 -
Cash deposited with clearing organizations or

segregated under federal and other

regulations or requirements 10,635 10,635 10,635 - -
Securities purchased under agreements

to resell 56,903 56,839 - 56,164 675
Securities borrowed 111,249 111,249 - 111,249 -
Receivables®

Customers 13,846 13,846 - 13,846 -

Brokers, dealers and clearing organizations 4,187 4,187 - 4,187 -

Fees and other 5,914 5,914 - 5,914 -

Affiliates 83 83 - 83 -
Other assef? 167 167 - 167 -

Financial Liabilities:

Securities sold under agreements to repurchase $ 0781 $ 81,052 $ - % 79,703 $ 1,349
Securities loaned 21,745 21,745 - 21,745 -
Other secured financings 3,783 3,789 - 3,789 -
Payables?

Customers 128,214 128,214 - 128,214 -

Brokers, dealers and clearing organizations 118, 3,118 - 3,118 -

Affiliates 1,838 1,838 - 1,838 -
Other liabilities and accrued experi8es 6,887 6,887 - 6,887 -
Long-term borrowings 4,753 4,753 - 4,720 33
Subordinated liabilities 11,300 11,396 - 11,396 -

M Accrued interest and dividend receivables and pagabkhere carrying value approximates fair valueetzeen excluded.
@ Other assets and Other liabilities and accruedresgseexclude certain items that do not meet tHaitief of a financial instrument. Other
liabilities and accrued expenses also excludesiodihancial instruments that are not in scope.

Note 5 - Derivative Instruments

The Company trades and makes markets globallystadifutures, OTC swaps, forwards, options and
other derivatives referencing, among other thingtgrest rates, equities, currencies, investmeatlgr
and non-investment grade corporate credits, bdod, and other sovereign securities, emerging nharke
bonds, credit indices, ABS indices, property indjcnd mortgage-related and other ABS. The Company
uses these instruments for market-making, foreigneacy exposure management and asset and liability
management. The Company does not apply hedge aatgpun

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

Derivatives Assets
At June 30, 201

Fair Value Notional
Bilateral Cleared Exchange- Bilateral Cleared Exchange-
OTC OoTC Traded Total OTC OTC Traded Total
Derivatives contractst®:
Interest rate contracts $ 1,736% 242 $ 6 $ 1984 $ 178353 $ 92,496 $ 59,160 $ 330,009
Credit contracts 365 - - 365 3,093 - - 3,093
Foreign exchange contracts 8,175 - 12 8,187 391,997 - 1,704 393,701
Equity contracts 2,901 - 5,323 8,224 79,537 - 164,655 244,192
Total gross derivatives 13,177 242 5,341 18,760 652,980 92,496 225,519 970,995
contracts®
Amounts offset
Cash collateral netting (524) - - (524) - - - -
Counterparty netting (11,668) (215) (5,304) (17,187) - - - -
Total gross derivative assets 985 27 37 1,049 $ 652,980 $ 92496 $ 225519 $ 970,995
Amounts not offset®
Financial instruments
collateral (677) - - (677)
Other cash collateral - - - -
Net amounts $ 308 $ 27 $ 37 $ 372
Derivative Liabilities
At June 30, 201
Fair Value Notional
Bilateral Cleared Exchange- Bilateral Cleared Exchange-
OTC OTC Traded Total OTC OTC Traded Total
Derivatives contractst®:
Interest rate contracts $ 1,74% 300 $ 13 2,046 $ 110,896 $ 103,641 $ 60,411 $ 274,948
Credit contracts 302 - - 302 2,445 - - 2,445
Foreign exchange contracts 8,396 - 16 8,412 395,085 - 3,339 398,424
Equity contracts 4,030 - 5,372 9,402 75,140 - 186,092 261,232
Other - - - - 364 - - 364
Total gross derivatives
contracts® 14,473 300 5,389 20,162 583,930 103,641 249,842 937,413
Amounts offset
Cash collateral netting (1,788) - - (1,788) - - - -
Counterparty netting (11,668) (215) (5,304) (17,187) - - - -
Total derivative liabilities 1,017 85 85 1,187 $ 583,930 $ 103,641 $ 249,842 $ 937,413
Amounts not offset®
Financial instruments
collateral (100) - (59) (159)
Other cash collateral (5) - - (5)
Net amounts $ 912 $ 85 $ 26 $ 1,023

@ Notional amounts include gross notionals relatedbpien long and short futures contracts of $38,84@ $52,996, respectively. The

unsettled fair value on these futures contractslgebed from the table above) of $392 and $76,dkiged in Receivables - Brokers, dealers

and clearing organizations and Payables - Brolaealers and clearing organizations, respectivelythe consolidated statement of

financial condition.

@ Amounts include transactions that are either sudiject to master netting agreements or collagakements or are subject to such
agreements but the Company has not determinedyteeraents to be legally enforceable. as follow81$&f derivative assets and $756 of

derivative liabilities.

®  Amounts relate to master netting agreements almt@a| agreements that have been determinedeb@ ttmpany to be legally enforceable
in the event of default but where certain othetecia are not met in accordance with applicablseifing accounting guidance.
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For information related to offsetting of certairllateralized transactions, see Note 6.

Credit Risk-Related Contingencies

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

The following table presents the aggregate faiueadf certain derivative contracts that contaitk-ris
related contingent features that are in a netlifglgosition for which the Company has posted at@tal
in the normal course of business.

Net Derivative Liabilities and Collateral Posted

At June 30, 2017
Net derivative liabilities with credit risk-relatemntingent features $ 329
Collateral posted 81

The additional collateral or termination paymemiattmay be called in the event of a future creatihg
downgrade vary by contract and can be based amgsaliy either or both of Moody’s Investors Service,
Inc. (“Moody’s”) and Standard & Poor’s Global Ragg(“S&P”). The following table shows the future
potential collateral amounts and termination payii¢imat could be called or required by counterparti
or exchange and clearing organizations in the evkeoihe-notch or two-notch downgrade scenariosase
on the relevant contractual downgrade trigger@f@ompany.

At June 30, 201%

Incremental collateral or terminating payments ufutare rating downgrade
One-notch downgrade $ 1
Two-notch downgrade -

@ Amounts relate to bilateral arrangements betweenGtbmpany and other parties where upon the dowegrhdne party, the downgraded party

must deliver collateral to the other party. The#atéral downgrade arrangements are used by thep@wynto manage the risk of counterparty
downgrades.

Credit Derivatives and Other Credit Contracts

The Company enters into credit derivatives, prialjpthrough credit default swaps, under which it
receives or provides protection against the risetefault on a set of debt obligations issued byexified
reference entity or entities. A majority of the Guamy’s counterparties for these derivatives arekdan
broker-dealers, and other financial institutions.

Index and Basket Credit Default Swapsdex and basket credit default swaps are predubere credit
protection is provided on a portfolio of single remredit default swaps. Generally, in the evena of
default on one of the underlying names, the Compeayg a pro rata portion of the total notional amou
of the credit default swap.

The Company also enters into tranched index anklebasedit default swaps where credit protection is
provided on a particular portion of the portfolims$ distribution. The most junior tranches covdiah
defaults, and once losses exceed the notionaleofréimche, they are passed on to the next mostrseni
tranche in the capital structure.
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Credit Protection Sold through Credit Linked Notesd CDOs.The Company has invested in credit-
linked notes (“CLNs”) and CDOs, which are hybricdstiuments containing embedded derivatives, in
which credit protection has been sold to the issifighe note. If there is a credit event of a refiee
entity underlying the instrument, the principal dale of the note may not be repaid in full to the
Company.

The following table summarizes the notional and Yailue of protection sold and protection purchased
through credit default swaps at June 30, 2017:

Maximum Potential Payout/Notional

Protection Sold Protection Purchased
Fair Value Fair Value
Notional (Asset)/Liability Notional (Asset)/Liability
Index and basket credit default swaps $ 2,445 $ 3006 3,093 $ (363)

For non-tranched index and basket credit defaudtpswthe Company has purchased protection with a
notional amount of $3,026, compared with a noticemalbunt of $2,445 of credit protection sold with
identical underlying reference obligations.

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

The following table summarizes the credit ratingsreference obligations and maturities of credit
protection sold at June 30, 2017:

Maximum Potential Payout/Notional

Years to Maturity Fair Value
Less than (Asset)/
1 1-3 3-5 Over 5 Total Liability @
Index and basket credit default swéps:
Non-investment grade $ - $ - $ - $ 2445 $ 2,445 $ 300
Total credit default swaps sold - - - 2,445 2,445 300
Other credit contracts 26 - 13 103 142 (15)
Total credit derivatives and
other credit contracts $ 26 $ - $ 13 $ 2,548 $ 2,587 $ 285

™ Fair value amounts are shown on a gross basistprizash collateral or counterparty netting.

@ In order to provide an indication of the currenymant status or performance risk of the CDS, aKutean of CDS based on the Company's
internal credit ratings by investment grade and-ineestment grade is provided. Internal creditngsi serve as the Credit Risk Management
Department’'s assessment of credit risk, and thes basa comprehensive credit limits framework usedontrol credit risk. The Company uses
quantitative models and judgment to estimate thiows risk parameters related to each obligor.
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Note 6 - Collateralized Transactions

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

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

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

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

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

The Company actively manages its secured financiragymanner that reduces the potential refinancing
risk of secured financing for less liquid assetie TCompany considers the quality of collateral when
negotiating collateral eligibility with counterpaas, as defined by the Company’s fundability créeThe
Company utilizes shorter-term secured financinghighly liquid assets and has established longesrte
limits for less liquid assets, for which funding yrize at risk in the event of a market disruption.

-24 -



Offsetting of Certain Collateralized Transactions

At June 30, 2017

Gross Amounts Net Amounts Amounts not Net
Amounts® Offset Presented Offset?® Amounts

Assets

Reverse repurchase agreements $87,746 $ (30,741) $ 57,005 $ (47,556) $ 9,449
Securities borrowed 111,449 (200) 111,249 (107,748) 3,501
Liabilities

Repurchase agreements $112,551 $ (30,741) $ 81,810 $ (77,903) $ 3,907
Securities loaned 21,945 (200) 21,745 (19,762) 1,983

™ Amounts include transactions that are either nbjesii to master netting agreements or are suljestith agreements but the Company
has not determined the agreements to be legallgrezeble as follows: $8,785 of reverse repurchaseements, $383 of Securities
borrowed, $3,727 of repurchase agreements and $&aifrities loaned.

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

For information related to offsetting of derivatiyesee Note 5.

Maturities and Collateral Pledged
Gross Secured Financing Balances by Remaining Contractual Maturity

At June 30, 2017

Overnight Less than Over 90
and Open 30 Days 30-90 Days Days Total
Repurchase agreemefits $ 55,532 $ 10,810 $ 22,998 $ 23,211 $ 112,551
Securities loanéd 19,446 - - 2,499 21,945
Gross amount of secured financing
included in the offsetting disclosure 74,978 10,810 22,998 25,710 134,496
Obligation to return securities received as
collateral 21,476 - - : 21,476
Total $ 96454 $ 10,810 $ 22,998 $ 25710 $ 155972
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Gross Secured Financing Balances by Class of Collateral Pledged
At June 30, 2017

Repurchase agreement®’

U.S. government and agency securities $ 79,331
Other sovereign government obligations 494
State and municipal securities 176
Asset-backed securities 1,312
Corporate and other debt 3,233
Corporate equities 27,757
Other 248
Total repurchase agreements 112,551

Securities loaned”

U.S. government and agency securities 63
Other sovereign government obligations 217
Asset-backed securities 9
Corporate and other debt 753
Corporate equities 20,678
Other 225
Total securities loaned 21,945
Gross amount of secured financing included in fifeetting disclosure 134,496

Obligation to return securities received as collatel

Corporate equities 21,476
Total obligation to return securities received alkateral 21,476
Total $ 155,972

@ Amounts are presented on a gross basis, priorttogén the consolidated statement of financiaidiGon.

Financial I nstruments Pledged

The Company pledges its Financial instruments ownetbllateralize repurchase agreements, securities
loaned and other secured financings. Counterpart@sor may not have the right to sell or replettge
collateral. Pledged financial instruments that barsold or repledged by the secured party areifakht

as Financial instruments owned (pledged to varjmr§ies) in the Company’s consolidated statement of
financial condition. At June 30, 2017 the carryirgdue of Financial instruments owned that have been
loaned or pledged to counterparties, where thosategparties do not have the right to sell or régée

the collateral was $33,212.

Collateral Received

The Company receives collateral in the form of sities in connection with reverse repurchase
agreements, securities borrowed, derivative trditges; and customer margin loans. In many cases, th
Company is permitted to sell or repledge thesergtexsiheld as collateral and use the securitieseture
repurchase agreements, to enter into securitiedinigrand derivative transactions or for delivery to
counterparties to cover short positions. The Comp@so receives securities as collateral in conoect
with certain securities-for-securities transactiolms instances where the Company is the lender and
permitted to sell or repledge these securitiesCiiapany reports the fair value of the collateegkived
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and the related obligation to return the collateral Financial instruments owned and Financial
instruments sold, not yet purchased, respectivétyJune 30, 2017, the total fair value of financial
instruments received as collateral where the Compmpermitted to sell or repledge the securitiesw

$373,034 and the fair value of the portion that been sold or repledged was $331,971.

Concentration Risk

The Company is subject to concentration risk bydimgl large positions in certain types of securites
commitments to purchase securities of a singlesissacluding sovereign governments and otheriesfit
issuers located in a particular country or geog@aatea, public and private issuers involving depelig
countries, or issuers engaged in a particular imgug&inancial instruments owned by the Company
include U.S. government and agency securities, lwhiicthe aggregate, represented approximately 15%
of the Company’s total assets at June 30, 201&ddhtion, substantially all of the collateral héig the
Company for reverse repurchase agreements or bdmdowed, which together represented
approximately 18% of the Company’s total assetduake 30, 2017, consist of securities issued by the
U.S. government, federal agencies or other souverg@vernment obligations. Positions taken and
commitments made by the Company, including positidaken and underwriting and financing
commitments made in connection with its privateiggurincipal investment and lending activities,
often involve substantial amounts and significaqosure to individual issuers and businesses, dimofu
non-investment grade issuers.

Cash and Securities Deposited with Clearing Organizations or Segregated

At June 30, 2017, cash and securities of $10,68554i7,610, respectively, were deposited with clegari
organizations or segregated under federal and otigeitations or requirements. Securities deposiitu
clearing organizations or segregated under federlother regulations or requirements are sourced f
reverse repurchase agreements and Financial iresttsrowned in the Company’s consolidated statement
of financial condition.

Customer Margin Lending

The Company engages in margin lending to clierdas alows the client to borrow against the value of
qualifying securities. Margin loans are includedthim Customer receivables in the Company’'s
consolidated statement of financial condition. Untteese agreements and transactions, the Company
either receives or provides collateral, includinglUgovernment and agency securities, other sayrerei
government obligations, corporate and other detst,c@rporate equities. Customer receivables gestbrat
from margin lending activities are collateralizeddustomer-owned securities held by the Compang. Th
Company monitors required margin levels and estbd credit terms daily and, pursuant to such
guidelines, requires customers to deposit additiooltateral, or reduce positions, when necessary.

Margin loans are extended on a demand basis amtbai@mmitted facilities. Factors considered ia th
review of margin loans are the amount of the ldhg, intended purpose, the degree of leverage being
employed in the account, and overall evaluatiothefportfolio to ensure proper diversification iorthe
case of concentrated positions, appropriate liwidi the underlying collateral or potential hedgin
strategies to reduce risk.

Underlying collateral for margin loans is revieweidh respect to the liquidity of the proposed ctdtal
positions, valuation of securities, historic traglrange, volatility analysis and an evaluationrafustry
concentrations. For these transactions, adherenite tCompany’s collateral policies significantiyits
the Company’s credit exposure in the event of @aooosr default. The Company may request additional
margin collateral from customers, if appropriated.af necessary, may sell securities that havebeeh
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paid for or purchase securities sold but not detisdrom customers. At June 30, 2017, balancegectla
to net customer receivables representing margimslosere $11,168.

Other Collateralized Transactiorzs

Other collateralized transactions consists of satinancings that include liabilities related tansfers

of financial assets that are accounted for as Gimgs rather than sales, consolidated VIEs wheee th
Company is deemed to be the primary beneficiarg, @her secured borrowings. These liabilities are
generally payable from the cash flows of the relatesets accounted for as Financial instrumentgdwn

(see Note 7 and 10).

Note 7 — Borrowings and Other Secured Financings

Long-term Borrowings

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

Other Secured Financings

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

for as financings rather than sales, consolidatdes Where the Company is deemed to be the primary
beneficiary and other secured borrowings. Thedslitias are generally payable from the cash flais
the related assets accounted for as Financialimsints owned. See Note 10 for further informatian o
other secured financings related to VIEs and stzation activities.

The Company’s Other secured financings at Jun@@D/ consisted of the followg:

Secured financings with original maturities greakan one year $ 3,537

Secured financings with original maturities oneryaraess 582

Failed sale€’ -
Total $ 4,119

For more information on failed sales, see Note 10.

Secured financings with original maturities gredlemn one year by maturity and rate type at June 30
2017consisted of the following:

Fixed Rate  Variable Rate®™ Total

Due in 2017 $ - % - $ -
Due in 2018 203 3,224 3,427
Due in 2019 62 - 62
Due in 2020 - - -
Due in 2021 - - -
Thereafter 48 - 48

Total $ 313  $ 3,224 $ 3,537

Variable rate borrowings bear interest based oargty of indices, including LIBOR. Amounts incluéé@rrowings that are equity-linked,
credit-linked or linked to some other index.
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Note 8 - Subordinated Liabilities

Subordinated liabilities consist of a Cash Subatiom Agreement and a $12,000 Subordinated
Revolving Credit Agreement with the Ultimate Paranhfune 30, 2017. The maturity dates, interessrat
and book value of the subordinated notes at Jun2(J are as follows:

Subordinated Notes Maturity Date Interest Rate  Book Value
Cash Subordination Agreement April 30, 2026 4.70% $ 2,500
Subordinated Revolving Credit Agreement April 30, 2026 4.00% 8,800
Total $ 11,300

Note 9 — Commitments, Guarantees and Contingencies

Premises and Equipment

At June 30, 2017, future minimum rental commitmefmst of sublease commitments, principally on
office rentals) were as follows:

Fiscal Year Gross Amount Sublease Income Net Amount

2017 $ 17 19 16
2018 34 3 31
2019 33 3 30
2020 28 3 25
2021 24 - 24
Thereafter 59 - 59
Total $ 195 10 $ 185

Occupancy lease agreements, in addition to basalsegenerally provide for rent and operating exgge
escalations resulting from increased assessmeantsdbestate taxes and other charges.

Securities Activities

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

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

The Company enters into forward-starting revergeineéhase agreements and forward-starting securities
borrowed agreements (agreements with a trade datéa prior to June 30, 2017 and settle subsaquen
to June 30, 2017) that are primarily secured byataral from U.S. government agency securities and
other sovereign government obligations. At JuneZB@,7, the Company had commitments to enter into
reverse repurchase agreements and securities emrragreements of $1,402. At June 30, 2017, $652 of
these agreements settled within three business days

The Company provides underwriting commitments imr@tion with its capital raising sources to a
diverse group of corporate and other institutioshénts. At June 30, 2017, the Company had
underwriting commitments of $30.
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Guarantees

The following table summarizes certain informatregarding the Company’s obligation under guarantee
arrangements at June 30, 2017.

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 contractd $ - ¢ - ¢ - § 2445 ¢ 2,445 § 300
Other credit contracts 26 - 13 103 142 (15)
Non-credit derivative
contractd 145,553 12,143 431 1,018 159,145 2,366

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

The Company has obligations under certain guarargagangements, including contracts and
indemnification agreements that contingently regjuive Company to make payments to the guaranteed
party based on changes in an underlying measuck ésian interest or foreign exchange rate, sgaurit
commodity price, an index or the occurrence or aotdrrence of a specified event) related to antasse
liability or equity security of a guaranteed part4lso included as guarantees are contracts that
contingently require the Company to make paymentth¢ guaranteed party based on another entity’s
failure to perform under an agreement, as welhdsect guarantees of the indebtedness of others.

DerivativeContracts

Certain derivative contracts meet the accountinfindien of a guarantee, including certain written
options, contingent forward contracts and creditudk swaps (see Note 5 regarding credit derivatine
which the Company has sold credit protection to ¢toeinterparty). The Company has disclosed
information regarding all derivative contracts thatild meet the accounting definition of a guararzed
has used the notional amount as the maximum paterdiyout for certain derivative contracts, such as
written foreign currency options.

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

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

The Company records derivative contracts at faiue/a Aggregate market risk limits have been
established, and market risk measures are routmelyitored against these limits. The Company also
manages its exposure to these derivative contdctsigh a variety of risk mitigation strategies,
including, but not limited to, entering into offsag economic hedge positions. The Company believes
that the notional amounts of the derivative congrgenerally overstate its exposure.
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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
certain amount as determined by the exchange ocldainghouse in case of a default of any of its
members or pay a proportionate share of the figdotligations of another member that may defanlt o
its obligations to the exchange or the clearingboWhile the rules governing different exchange or
clearinghouse memberships and the forms of theseagtees may vary, in general the Company’s
obligations under these rules would arise only& éxchange or clearinghouse had previously exé@ust
its resources.

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

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

Legal

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

its activities as a global diversified financiahgees institution. Certain of the actual or theyetd legal
actions include claims for substantial compensaémgy/or punitive damages or claims for indeterneinat
amounts of damages. In some cases, the entitiesvthdd 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 gjdtton

and investigatory activity (both formal and infodinhy governmental and self-regulatory agencies has
increased materially in the financial services stdy As a result, the Company expects that it may
become the subject of elevated claims for damage®ther relief and, while the Company has ideaifi
below any individual proceedings where the Compagljeves a material loss to be reasonably possible
and reasonably estimable, there can be no assuttzatcmaterial losses will not be incurred fromircia
that have not yet been asserted or are not yetndied to be probable or possible and reasonably
estimable losses.

The Company is also involved, from time to timepther reviews, investigations and proceedingsh(bot
formal and informal) by governmental and self-regoity agencies regarding the Company’s business,
and involving, among other matters, sales andrigadctivities, financial products or offerings spored,
underwritten or sold by the Company, and accounéing operational matters, certain of which may
result in adverse judgments, settlements, finasales, injunctions or other relief.

The Company contests liability and/or the amount@mages as appropriate in each pending matter.
Where available information indicates that it ilmble a liability had been incurred at the dat¢hef
consolidated statement of financial condition amel Company can reasonably estimate the amount of
that loss, the Company accrues the estimated joaharge to income.

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

is probable or even possible or to estimate theuatnof any loss. In addition, even where loss issjine
or an exposure to loss exists in excess of thelitialalready accrued with respect to a previously
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recognized loss contingency, it is not always puedio reasonably estimate the size of the poskikske
or range of loss.

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

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

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

Residential Mortgage and Credit Crisis Related Matters

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

in the Supreme Court of the State of New York, Néark County (“Supreme Court of NY”). The
complaint relates to a $275 credit default 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 misragezkéne risks of the STACK 2006-1 CDO to CDIB,
and that the Company knew that the assets badkinGDO 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, eqlétadlief, 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 in #dgon of up to approximately $240 plus pre- andtpo
judgment interest, fees and costs.

On October 15, 2010, the Federal Home Loan Bankhifago filed a complaint against the Company
and other defendants in the Circuit Court of thate&sof lllinois, styledFederal Home Loan Bank of
Chicago v. Bank of America Funding Corporation kt/ corrected amended complaint was filed on
April 8, 2011. The corrected amended complaintgedethat defendants made untrue statements and
material omissions in the sale to plaintiff of amher of mortgage pass-through certificates backed b
securitization trusts containing residential mogegydoans and asserts claims under lllinois law. (B
amount of certificates allegedly sold to plainbif the Company at issue in the action was appraeima
$203. The complaint seeks, among other thingsescind the plaintiff's purchase of such certifisate
The defendants filed a motion to dismiss the coeceamended complaint on May 27, 2011, which was
denied on September 19, 2012. On December 13, &@d 3anuary 18, 2017, the court, upon stipulations
of voluntary partial discontinuance by the partiestered orders dismissing all claims related to ofv

the securitizations at issue. After these voluntdigmissals, the remaining amount of certificates
allegedly issued by the Company or sold to pldiblyfthe Company was approximately $65. At June 25,
2017, the current unpaid balance of the mortgags-flaough certificates at issue in this action was
approximately $45, and the certificates had notiyetirred actual losses. Based on currently availab
information, the Company believes it could incuoss in this action up to the difference between®45
unpaid balance of these certificates (plus anye®ascurred) and their fair market value at theetioh a
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judgment against the Company, plus pre- and palgtaent interest, fees and costs. The Company may
be entitled to be indemnified for some of thesséssand to an offset for interest received by thmfff
prior to a judgment.

On April 20, 2011, the Federal Home Loan Bank oftda filed a complaint against the Company and
other defendants in the Superior Court of the Commealth of Massachusetts stylégéderal Home
Loan Bank of Boston v. Ally Financial, Inc. F/K/IMBC LLC et al.An amended complaint was filed on
June 29, 2012 and alleges that defendants madaeustitements and material omissions in the sale to
plaintiff of certain mortgage pass-through ceréifies backed by securitization trusts containing
residential mortgage loans. The total amount ofifctes allegedly issued by the Company or sold t
plaintiff by the Company was approximately $385.eTamended complaint raises claims under the
Massachusetts Uniform Securities Act, the Massattgi€onsumer Protection Act and common law and
seeks, among other things, to rescind the plamtgtirchase of such certificates. On May 26, 2011,
defendants removed the case to the United StatgsidDiCourt for the District of Massachusetts. The
defendants’ motions to dismiss the amended contpilaére granted in part and denied in part on
September 30, 2013. On November 25, 2013, Julp@®4, and May 19, 2015, respectively, the plaintiff
voluntarily dismissed its claims against the Conypaath respect to three of the securitizationssate.
After these voluntary dismissals, the remaining amof certificates allegedly issued by the Company
sold to plaintiff by the Company was approximat&882. On February 6, 2017, the U.S. District Court
for the District of Massachusetts entered an ordemanding the action to the Superior Court of the
Commonwealth of Massachusetts. At June 25, 20t/ ctirrent unpaid balance of the mortgage pass-
through certificates at issue in this action wasraximately $48, and the certificates had not getiired
actual losses. Based on currently available inftionathe Company believes it could incur a losthis
action up to the difference between the $48 unpaldnce of these certificates (plus any lossesiedy

and their fair market value at the time of a judgtnagainst the Company, or upon sale, plus pre- and
post-judgment interest, fees and costs. The Compeaybe entitled to be indemnified for some of éhes
losses and to an offset for interest received bypthintiff prior to a judgment.

On May 17, 2013, plaintiffs itKB International S.A. in Liquidation, et al. v. ky@an Stanley, et afiled

a complaint against the Company and certain a#ian the Supreme Court of NY. The complaint
alleges that defendants made material misrepragsrgaand omissions in the sale to plaintiff oftaer
mortgage pass-through certificates backed by gemation trusts containing residential mortgagenka
The total amount of certificates allegedly spondptmderwritten and/or sold by the Company to piffin
was approximately $132. The complaint alleges cao$eaction against the Company for common law
fraud, fraudulent concealment, aiding and abetfiagd, and negligent misrepresentation, and seeks,
among other things, compensatory and punitive dama@n October 29, 2014, the court granted in part
and denied in part the Company’s motion to dismissll claims regarding four certificates were
dismissed. After these dismissals, the remaininguerhof certificates allegedly issued by the Conypan
or sold to plaintiffs by the Company was approxiehat$116. On August 26, 2015, the Company
perfected its appeal from the court’s decisiordfi@ctober 29, 2014. On August 11, 2016, the Appella
Division, First Department, affirmed the lower ctairOctober 29, 2014 order. At June 25, 2017, the
current unpaid balance of the mortgage pass-throagificates at issue in this action was approxatya
$25, and the certificates had incurred actual msed&58. Based on currently available informatitwe
Company believes it could incur a loss in this@ctip to the difference between the $25 unpaidnisala

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

the Company, or upon sale, plus pre- and post-jeddgrimterest, fees and costs. The Company may be
entitled to be indemnified for some of these losmas to an offset for interest received by thentiis
prior to a judgment.
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On May 3, 2013, plaintiffs ilDeutsche Zentral-Genossenschaftsbank AG et alowgdn Stanley et al.
filed a complaint against the Company, certainliatés, and other defendants in the Supreme Cdurt o
NY. The complaint alleges that defendants made maataisrepresentations and omissions in the sale t
plaintiffs of certain mortgage pass-through ceagdéifes backed by securitization trusts containing
residential mortgage loans. The total amount difastes allegedly sponsored, underwritten andfdd

by the Company to plaintiff was approximately $6&#e complaint alleges causes of action against the
Company for common law fraud, fraudulent conceabneriding and abetting fraud, negligent
misrepresentation, and rescission and seeks, aotbagthings, compensatory and punitive damages. On
June 10, 2014, the court granted in part and deimedart the Company’s motion to dismiss the
complaint. On June 20, 2017 the Appellate Divisibimst Department, affirmed the lower court’s June
10, 2014 order. On July 28, 2017, the Companyd fits motion for leave to appeal to the First
Department, seeking leave to appeal to the Coupgeals. At June 25, 2017, the current unpaid
balance of the mortgage pass-through certificatéssae in this action was approximately $237, toed
certificates had incurred actual losses of appratéty $87. Based on currently available informatite
Company believes it could incur a loss in this@actip to the difference between the $237 unpaianca!

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

the Company, or upon sale, plus pre- and post-jeddrnmterest, fees and costs. The Company may be
entitled to be indemnified for some of these losses

On September 23, 2014, FGIC filed a complaint agalme Company in the Supreme Court of NY styled
Financial Guaranty Insurance Company v. Morgan 8@nABS Capital | Inc. et alelating to the
Morgan Stanley ABS Capital | Inc. Trust 2007-NCédheTcomplaint asserts claims for breach of contract
and fraudulent inducement and alleges, among d¢kivegs, that the loans in the trust breached variou
representations and warranties and defendants oradgee statements and material omissions to induce
FGIC to issue a financial guaranty policy on certaiasses of certificates that had an original fadeof
approximately $876 million. The complaint seeksoam other relief, specific performance of the loan
breach remedy procedures in the transaction dodgmeonmpensatory, consequential and punitive
damages, attorneys’ fees and interest. On Janugrg@.7, the court denied the Company’s motion to
dismiss the complaint. On February 24, 2017, the@my filed a notice of appeal of the court’s order
Based on currently available information, the Conyplaelieves that it could incur a loss in this awctof

up to approximately $277 million, the total originapaid balance of the mortgage loans for whieh th
Company received repurchase demands from a catéfigolder and FGIC that the Company did not
repurchase, plus pre- and post-judgment interesg &nd costs, as well as claim payments that F&C
made and will make in the future. In addition, ptdf is seeking to expand the number of loanssaté
and the possible range of loss could increase.

On April 1, 2016, the California Attorney Generaléfice filed an action against the Firm in Califica
state court style€alifornia v. Morgan Stanley, et alon behalf of California investors, including the
California Public Employees’ Retirement System #mel California Teachers’ Retirement System. The
complaint alleges that the Firm made misrepresentatand omissions regarding residential mortgage-
backed securities and notes issued by the Chewied8ld asserts violations of the California False
Claims Act and other state laws and seeks trelbieadas, civil penalties, disgorgement, and injusectiv
relief. On September 30, 2016, the court grantedsihm’s demurrer, with leave to replead. On Octobe
21, 2016, the California Attorney General filed amended complaint. On January 25, 2017, the court
denied the Firm’s demurrer with respect to the atadrcomplaint.
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Note 10 — Variable Interest Entities and SecuritizRon Activities

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

The Company'’s variable interests in VIEs includdtdend equity interests, commitments, guarantees,
derivative instruments and certain fees. The Colyiganvolvement 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 CLNs or other asset-repackage@soesigned 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 primangfii@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 activitigbe power to make significant economic decisiorld he
by the Company and by other parties, and the Variaterests owned by the Company and other parties

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

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

The structure of securitization vehicles and CD®driven by several parties, including loan sedlen
securitization transactions, the collateral managea CDO, one or more rating agencies, a financial
guarantor in some transactions and the undervgjtaf{ the transactions that 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 excluadethfa CMBS transaction or investment criteria in a
CDO.

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

of the transaction. Based upon factors, which melan analysis of the nature of the assets, ingdudi
whether the assets were issued in a transactionssp by the Company and the extent of the
information available to the Company and to investthe number, nature and involvement of investors
other rights held by the Company and investors,staadardization of the legal documentation and the
level of continuing involvement by the Company,liniting the amount and type of interests owned by
the Company and by other investors, the Compangledad in most of these transactions that decisions
made prior to the initial closing were shared betwvehe Company and the initial investors. The
Company focused its control decision on any righldhby the Company or investors related to the
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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 thesnprimarily 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 measatédir value.

The following table presents information at June 3017 about VIEs that the Company consolidates.
Consolidated VIE assets and liabilities are presgatfter intercompany eliminations and include @sse
financed on a non-recourse basis.

Assets Liabilities

Mortgage- and Asset-Backed Securitizations $ 34 % 22

The Company has no additional maximum exposuredsels on assets not recognized in its consolidated
statement of financial condition as of June 30,7201

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

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

At June 30, 2017

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

VIE assets that the Company does not
consolidate (unpaid principal
balance) $ 24,372 $ 1,310 $ 393 $ 112
Total maximum exposure to loss and
carrying value of exposure to loss:
Debt and equity interests $ 1,483 $ 34 8 52 % 12

Non-consolidated VIE Mortgage- and Asset-Backed Seudtization Assets

At June 30, 2017

Unpaid Principal Balance Debt and Equity Interests

Residential mortgages $ 6,708 $ 351

Commercial mortgages debt obligations 15,848 508
U.S. agency collateralized mortgage

obligations 1,628 612

Other consumer or commercial loans 188 12

Total $ 24,372  $ 1,483
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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 VIE asse#inly issued by securitization SPEs for which the
maximum exposure to loss is less than specificstiulels. These additional assets totaled $2,296nat J
30, 2017. These assets were either retained inection with transfers of assets by the Company, or
acquired in connection with secondary market-malacgvities. These assets consisted of securities
backed by residential mortgage loans, commerciattgage loans, or other consumer loans, such as
credit card receivables, automobile loans and stukbans, and CDOs or CLOs and investment funds.
The Company’s primary risk exposure is to the séearissued by the SPE owned by the Company, with
the risk highest on the most subordinate classokficial interests. These assets generally ateded

in Financial instruments owned-Corporate and otledt and are measured at fair value (see Notehé). T
Company does not provide additional support indrhesnsactions through contractual facilities, sash
liquidity facilities, guarantees, or similar deriges. The Company’'s maximum exposure to loss
generally equals the fair value of the assets owned

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

Securitization Activities

In a securitization transaction, the Company oafditiate transfers assets (generally commercidl ¢3.
agency securities) to an SPE, sells to investorst b the beneficial interests, such as notes or
certificates, issued by the SPE, and, in many ¢astsins other beneficial interests. The purcludgbe
transferred assets by the SPE is financed thrdughkdle 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 oftelbsly these securities from, and sell these g&asur

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

The Company enters into derivatives, generallyr@sierate swaps and interest rate caps, with arseni
payment priority in many securitization transacsiomhe risks associated with these and similar
derivatives with SPEs are essentially the saménaitas derivatives with non-SPE counterparties anel
managed as part of the Company’s overall expostee. Note 5 for further information on derivative
instruments and hedging activities.

Municipal Tender Option Bond Trusts

In a municipal tender option bond transaction, @wnpany, generally on behalf of a client, transters
municipal bond to a trust. The trust issues stertsecurities that the Company, as the remarketing
agent, sells to investors. The client retains aloed interest. The short-term securities are sttpddiy 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 rentangse
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agent. The client can generally terminate the &etisn at any time. The liquidity provider can gexlly
terminate the transaction upon the occurrence éiceevents. When the transaction is terminatieel, t
municipal bond is generally sold or returned to ¢hient. Any losses suffered by the liquidity praer
upon the sale of the bond are the responsibilitthefclient. This obligation generally is collatérad.
Liquidity facilities provided to municipal tendeption bond trusts generally are provided by afi#&of
the Company. The Company consolidates any munitgueder option bond trusts in which it holds the
residual interest. No such trust was consolidatediae 30, 2017.

Credit Linked Notes

In a CLN transaction, the Company transfers aggetserally high quality securities or money market
investments) to an SPE. An affiliate of the Companters into a derivative transaction in which $ire
writes protection on an unrelated reference agsgtaup of assets, through a credit default swapta
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 withSRE&.
Upon the occurrence of a credit event related & riéference asset, the SPE will deliver collateral
securities as payment to the affiliate of the Comyptnat serves as the derivative counterparty. @hes
transactions are designed to provide investors @iffosure to certain credit risk on the referereseia

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

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

Collateralized Loan and Debt Obligations

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

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

At June 30, 2017

U.S. Agency
Commercial Collateralized Credit-Linked
Mortgage Mortgage Notes and
Loans Obligations Other ¥

SPE assets (unpaid principal balance) $ 4,000 $ 3312, $ 30
Retained interests (fair value):

Investment grade $ 5 $ 710 $ -

Non-investment grade 32 - -

Total retained interests (fair value) $ 37 % 710 $ -

Interests purchased in the secondary market (fdirey:
Investment grade $ 16 $ 66 $ -
Non-investment grade - - -

Total interests purchased in the seconaemket (fair value) $ 16 $ 66 $ -

@ Amounts include assets transferred by unrelasetsterors.
At June 30, 2017

Level 2 Level 3 Total
Retained interests (fair value):
Investment grade $ 715 $ - $ 715
Non-investment grade - 32 32
Total $ 715 $ 32 $ 747

Interests purchased in the secondary market (fdirey:
Investment grade $ 79 $ 3 $ 82
Non-investment grade - - -

Total $ 79 $ 3 $ 82

Transferred assets are carried at fair value poigecuritization. The Company may act as undeswat
the beneficial interests issued by these secuiitizasehicles. The Company may retain interestthn
securitized financial assets as one or more trancfighe securitization. These retained interests a
generally carried at fair value in the Company’ssmidated statement of financial condition.

Failed Sales

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

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

be removed unilaterally by the Company and aregeaierally available to the Company. The related
liabilities are non-recourse to the Company.
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At June 30, 2017, there were no transfers accouoteds failed sales in the Company’s consolidated
statement of financial condition.

Note 11 — Sales and Trading Activities

Sales and Trading

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

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 ofvdéxie products in these businesses, and the
Company’s primary risks: market risk, credit risigerational risk, and liquidity policies and proasss
covering these activities.

Equities

The Company acts as a principal (including as aketanaker) and agent in executing transactions in
equity securities and related products, includingmmon stock, American Depositary Receipts
(“ADRs"), global depositary receipts and exchangeld funds.

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

Fixed Income

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

The Company trades, invests and makes marketst@u lfutures.

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

Through the use of repurchase and reverse repeawasements, 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 lenderada
other broker-dealers.
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Risk Management

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

Risk is an inherent part of the Company’s businassvities. 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, measmonitor, advise, challenge and control theqppiai
risks involved in the activities of its businessiaupport functions. The Company’s ability to pniype
and effectively identify, measure, monitor, adviseallenge and control each of the various typeasskf
involved in its activities is critical to its sounelss and profitability.

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

Market Risk

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

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

Credit Risk

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

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

Operational Risk

Operational risk refers to the risk of loss, ordaimage to the Company’s reputation, resulting from
inadequate or failed processes or systems, hunetorgsor from external events (e.g., fraud, thefjal

and compliance risks, cyber attacks or damage ysiphl assets). The Company may incur operational
risk across the full scope of its business acésitincluding revenue-generating activities (esgles and
trading) and support and control groups (e.g. mfttion technology and trade processing). As suh, t
Company may incur operational risk in each of itésibns. The goal of the operational risk manageime
framework is to establish Company-wide operatioriak standards related to risk measurement,
monitoring and management. Operational risk pdiciee designed to reduce the likelihood and/or
impact of operational incidents as well as to naitgglegal, regulatory, and reputational risks.

Liquidity Risk

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

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

Customer Activities

The Company’s customer activities involve the execy settlement and financing of various secsitie
and commodities transactions on behalf of custont@éustomer 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 ibffebalance 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

-42 -



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.

Note 12 - Employee Stock-Based Compensation Plans

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

Restricted Stock Units

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

of the award under specified circumstances.

Performance-Based Stock Units

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

Stock Options

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

to those of RSUs. The fair value of stock optiangiétermined using the Black-Scholes valuation mode
and the single grant life method. Under the sirgglnt life method, option awards with graded vesgtin
are valued using a single weighted-average expegitan life.
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Note 13 - Employee Benefit Plans

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

Pension and Other Postretirement Plans

Substantially all U.S. employees of the Company wdeoe hired before July 1, 2007 are covered by a
non-contributory, defined benefit pension plan tlsatgqualified under Section 401(a) of the Internal
Revenue Code (the “Qualified Plan”). The Qualififlen has ceased future benefit accruals.

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

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

The Company has an unfunded postretirement bepiafit that provides medical and life insurance for
eligible U.S. retirees and medical insurance fmildle dependents.

Morgan Stanley 401(k) Plan

U.S. employees meeting certain eligibility requisgnts may participate in the Morgan Stanley 401(k)
Plan. Eligible U.S. employees receive discretionddg (k) matching cash contributions as determined
annually by the Company. In 2017, the Company nadellar for dollar Company match up to 4% of
eligible 2016 pay, up to the Internal Revenue Ser(iIRS”) limit. Eligible U.S. employees with ellge

pay less than or equal to one hundred thousandrdalso received a fixed contribution equal to &%
eligible 2016 pay. Certain employees received msitimn contribution based on prior plan membership

Note 14 - Income Taxes

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

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

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

Tax Authority Examinations

The Company, through its inclusion in the returrihag Ultimate Parent, is under continuous exanonati
by the IRS and other tax authorities in certairtestan which the Company has significant business
operations, such as New York. The Company is ctiyrext various levels of field examination with

-44 -



respect to audits by the IRS, as well as New YdateSand New York City, for tax years 2009-2012 and
2007-2009, respectively.

The Company believes that the resolution of thesenmtatters will not have a material effect on the
Company’s consolidated statement of financial ciowlj although a resolution could have a material
impact on the Company’s effective tax rate for payiod in which such resolution occurs. The Company
has established a liability for unrecognized taxd#s that it believes is adequate in relatiorthe
potential for additional assessments. Once eskadalisthe Company adjusts unrecognized tax benefits
only when more information is available or whereant occurs necessitating a change.

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

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

Jurisdiction Tax Year
United States 1999
New York State and City 2007

Note 15 — Regulatory Capital and Other Requirements

MS&Co. is a registered U.S. broker-dealer and teggsl futures commission merchant and, accordingly,
is subject to the minimum net capital requiremefithe SEC and the CFTC. Under these rules, MS&Co.
is required to maintain minimum Net Capital, asimed under SEC Rule 15¢3-1, of not less than the
greater of 2% of aggregate debit items arising foustomer transactions, plus excess margin cadliater

on reverse repurchase agreements or the CFTCtatilegsthe risk based requirement represents tire su

of 8% of customer risk maintenance margin requirgnmand 8% of non customer risk maintenance
margin requirement, as defined. At June 30, 2013&Mo.’s Net Capital was $10,388 which exceeded
the CFTC minimum requirement by $8,312.

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

MS&Co. is required to hold tentative net capitakicess of $1,000 and Net Capital in excess of $00
accordance with the market and credit risk starslafdAppendix E of Rule 15¢3-1. MS&Co. is also
required to notify the SEC in the event that itstative net capital is less than $5,000. At June28Q 7,
MS&Co. had tentative net capital in excess of tii@mum and the notification requirements.

Advances to the Ultimate Parent and its affiliatespayment of subordinated liabilities, dividend
payments and other equity withdrawals are subgecettain notification and other provisions of 8EC
Net Capital rule.

As of June 30, 2017, MS&Co. met the criteria sethfainder the SEC’s Rule 11(a)(1)(G)(i), trading by

members of Exchanges, Brokers and Dealers, anleigfore in compliance with the business mix
requirements.
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The Dodd-Frank Act requires the registration of dpwdealers” and “major swap participants” with the
CFTC and “security-based swap dealers” and “magmusty-based swap participants” with the SEC
(collectively, “Swaps Entities”). The Company preiainally registered with the CFTC as a swap dealer.

In December 2016, the SEC issued clarifying guidaas to how the Company, as an alternative net
capital (“ANC”) broker dealer, should apply SEA Bul5c3-1e (Appendix E) in computing its capital
deduction for credit risk on transactions in deti@ instruments. The newly issued guidance regutie

a significant increase in the Company’s model-basedlit risk deduction and became effective on
January 31, 2017. The Company continues to maineginlatory net capital in excess of its requiretmen

Note 16 — Subsequent Events

The Company has evaluated subsequent events fostadjnt 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.
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