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MORGAN STANLEY & CO. LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
As of June 30, 2018
(In millions of dollars)

(Unaudited)
ASSETS
Cash $ 2,866
Cash deposited with clearing organizations or segregated under federal and other
regulations or requirements 11,151

Financial instruments owned, at fair value (approximately $59,040 were pledged to
various parties; $363 related to consolidated variable interest entities generally not available

to the Company) 88,295
Securities received as collateral, at fair value 16,181
Securities purchased under agreements to resell 69,258
Securities borrowed 126,700
Receivables:

Customers 16,893
Brokers, dealers and clearing organizations 3,651
Interest and dividends 743
Fees and other 313
Affiliates 90
Other assets 364
Total assets $ 336,505

LIABILITIES AND MEMBER'S EQUITY
Short-term borrowings:

Affiliates $ 5,088
Other (includes $1,043 at fair value) 1,057
Financial instruments sold, not yet purchased, at fair value 35,069
Obligation to return securities received as collateral, at fair value 19,646
Securities sold under agreements to repurchase (includes $788 at fair value) 81,360
Securities loaned 16,085
Other secured financings (includes $402 at fair value; $319 related to consolidated variable
interest entities generally not available to the Company) 4,035
Payables:
Customers 140,376
Brokers, dealers and clearing organizations 5,324
Interest and dividends 644
Affiliates 677
Other liabilities and accrued expenses 3,417
Long-term borrowings (includes $51 at fair value) 3,070
Total liabilities 315,848

Commitments and contingent liabilities (See Note 9)

Subordinated liabilities 13,300
Member's equity:
Morgan Stanley & Co. LLC member’s equity 8,042
Accumulated other comprehensive loss (685)
Total member’s equity 7,357
Total liabilities and member’s equity $ 336,505

See Notes to Consolidated Statement of Financiati@ion.
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MORGAN STANLEY & CO. LLC

NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT

ION

As of June 30, 2018
(In millions of dollars, except where noted)
(Unaudited)

1. Introduction and Basis of Presentation
The Company

MS&Co., together with its subsidiaries (the “Compgn

provides a wide variety of products and servicea targe and
diversified group of clients and customers, inchedi
corporations, governments, and financial institgio Its

businesses include securities underwriting andribligton;

financial advisory services, including advice onrgess and
acquisitions, restructurings, real estate and ptofaance;

sales, trading, financing and market-making ad#isiin equity
and fixed income securities and related productsl ather
instruments including foreign exchange and comnieslit
futures; and prime brokerage services. See the s$aly of
Common Acronyms” for definitions of certain acronyrased
throughout the notes to the statement of finaregaldition.

MS&Co. and its wholly owned subsidiary PDS, areistgged

with the SEC as broker-dealers. MS&Co. is alsostegéd as a
futures commission merchant and provisionally reged as a
swap dealer with the CFTC.

MS&Co. is a wholly owned subsidiary of MSDHI. MSDI4 a
wholly owned subsidiary of MSCM, which is a wholbyvned
subsidiary of Morgan Stanley (the “Ultimate Pargnt”

Basis of Financial Information

The consolidated statement of financial conditi@piiepared in
accordance with U.S. GAAP, which requires the Caompto

make estimates and assumptions regarding the i@isabf

certain financial instruments, compensation, defétax assets,
the outcome of legal and tax matters, and othetemsathat
affect the consolidated statement of financial @i and

related disclosures. The Company believes thatedtenates
utilized in the preparation of its consolidated testaent of

financial condition are prudent and reasonable.udlctesults
could differ materially from these estimates.

Consolidation

The consolidated statement of financial conditinoludes the
accounts of MS&Co., its wholly owned subsidiary aither
entities in which MS&Co. has a controlling finarciaterest,
including certain VIEs (see Note 10).

At June 30, 2018, the Company’s consolidated sidrsd
reported $20,009 of assets, $19,961 of liabiligesl $48 of
equity on a stand-alone basis.

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

For entities where (1) the total equity investmantrisk is

sufficient to enable the entity to finance its witiés without

additional subordinated financial support and (&) tequity
holders bear the economic residual risks and retofithe entity
and have the power to direct the activities ofahsty that most
significantly affect its economic performance, MS&C
consolidates those entities it controls either dlgloa majority
voting interest or otherwise. For VIEs (i.e., @mstthat do not
meet these criteria), MS&Co. consolidates thosd&ientwhere
it has the power to make the decisions that magtifgiantly

affect the economic performance of the VIE and Iias

obligation to absorb losses or the right to recdieaefits that
could potentially be significant to the VIE.

Equity and partnership interests held by entitigalifying for
accounting purposes as investment companies atecat fair
value.

2. Significant Accounting Policies
Fair Value of Financial Instruments

Instruments within Financial instruments owned &idancial
instruments sold, not yet purchased, are measurtdr azalue,
either in accordance with accounting guidance ooubh the
fair value option election (discussed below). Théisancial
instruments primarily represent the Company’s trgdiand
investment positions and include both cash andvatve
products. In addition, Securities received as tedd and
Obligation to return securities received as cotkdteare
measured at fair value.

The fair value of OTC financial instruments, inahgl

derivative contracts related to financial instrutsers presented
in the accompanying consolidated statement of &izdn
condition on a net-by-counterparty basis, when ajppate.

Additionally, the Company nets the fair value o$lcaollateral
paid or received against the fair value amountsgeized for

net derivative positions executed with the samentaparty

under the same master netting agreement.

Fair Value Option

The Company has elected to measure certain eligible

instruments at fair value, including certain Setesisold under
agreements to repurchase (“repurchase agreemeitstgin
Securities purchased under agreements to resedivegfse
repurchase agreements”), certain short-term bongsw- other,
certain other secured financings and certain |engt
borrowings.



Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would heeireed to sell
an asset or paid to transfer a liability (i.e., tagit price”) in an
orderly transaction between market participants the
measurement date.

Fair value is a market-based measure consideren fie

perspective of a market participant rather thaematity-specific

measure. Therefore, even when market assumptiomsnetr
readily available, assumptions are set to reflaosé that the
Company believes market participants would usericimy the

asset or liability at the measurement date. WHegeGompany
manages a group of financial assets and finaniahilities on

the basis of its net exposure to either market oiskredit risk,

the Company measures the fair value of that grdumancial

instruments consistently with how market particiggamould

price the net risk exposure at the measurement date

In determining fair value, the Company uses variealsiation
approaches and establishes a hierarchy for inps&d un
measuring fair value that maximizes the use of veeiée
observable inputs and minimizes the use of unobsévinputs
by requiring that the most observable inputs bedusden
available.

Observable inputs are inputs that market particgpamould use
in pricing the asset or liability that were deveddpbased on
market data obtained from sources independenteo€tdmpany.
Unobservable inputs are inputs that reflect assiomptthe
Company believes other market participants woul@ urs

pricing the asset or liability that are developeddd on the best

information available in the circumstances. Therdnghy is
broken down into three levels based on the obsdityabf
inputs as follows, with Level 1 being the highestid evel 3
being the lowest:

Level 1 Valuations based on quoted prices in active ntarke

that the Company has the ability to access fortidaihassets or
liabilities. Valuation adjustments and block disotsuare not
applied to Level 1 instruments. Since valuations laased on
quoted prices that are readily and regularly abélin an active
market, valuation of these products does not eataipnificant
degree of judgment.

Level 2 Valuations based on one or more quoted prices i

markets that are not active or for which all sigrifit inputs are
observable, either directly or indirectly.

Level 3 Valuations based on inputs that are unobservaie
significant to the overall fair value measurement.

The availability of observable inputs can vary frgmoduct to
product and is affected by a wide variety of fastancluding,
for example, the type of product, whether the pobdsinew and
not yet established in the marketplace, the liquidi markets
and other characteristics particular to the produotthe extent
that valuation is based on models or inputs that kmss
observable or unobservable in the market, the oétation of
fair value requires more judgment. Accordingly, ttegree of
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judgment exercised by the Company in determinimgvieue is
greatest for instruments categorized in Level 3heffair value
hierarchy.

The Company considers prices and inputs that arerduas of
the measurement date, including during periods @ifrket
dislocation. In periods of market dislocation, thieservability
of prices and inputs may be reduced for many instnts. This
condition could cause an instrument to be reclgskifrom
Level 1 to Level 2 or from Level 2 to Level 3 ofetlfair value
hierarchy (see Note 4).

In certain cases, the inputs used to measure &ievmay fall
into different levels of the fair value hierarchig.such cases, for
disclosure purposes, the level in the fair valuerdrichy within
which the fair value measurement falls in its eir is
determined based on the lowest level input thatgaificant to
the fair value measurement in its entirety.

For assets and liabilities that are transferredvben levels in
the fair value hierarchy during the first six maomibf 2018, fair
values are ascribed as if the assets or liabiliiesl been
transferred as of the January 1, 2018.

Valuation Techniques

Many cash instruments and OTC derivative contrhetge bid

and ask prices that can be observed in the madctpIBid

prices reflect the highest price that a party iing to pay for

an asset. Ask prices represent the lowest priceahgarty is
willing to accept for an asset. The Company camiesitions at
the point within the bid-ask range that meets éstlestimate of
fair value. For offsetting positions in the samaaficial

instrument, the same price within the bid-ask sprisaused to
measure both the long and short positions.

Fair value for many cash instruments and OTC dgvea
contracts is derived using pricing models. Pricmgdels take
into account the contract terms, as well as mualtipiputs,
including, where applicable, equity prices, intéreste yield
curves, credit curves, correlation, creditworthmesf the
counterparty, creditworthiness of the Company,aptiolatility
and currency rates.

Where appropriate, valuation adjustments are madsctount
for various factors such as liquidity risk (bid-aa#fjustments),
credit quality, model uncertainty and concentratioisk.

Adjustments for liquidity risk adjust model-derivedd-market
levels of Level 2 and Level 3 financial instrumefuds the bid-
mid or mid-ask spread required to properly reftbet exit price
of a risk position. Bid-mid and mid-ask spreads mwarked to
levels observed in trade activity, broker quotesttier external
third-party data. Where these spreads are unolseryar the
particular position in question, spreads are ddrivieom

observable levels of similar positions.

The Company applies credit-related valuation adjesits to its
OTC derivatives, as well as certain short-term deimng-other
and long-term borrowings for which the fair valuption was
elected. The Company considers the impact of claimets
own credit spreads based upon observations of ébenslary



bond market spreads when measuring the fair valuzerain
short-term borrowing-other and certain long-termrbwings.

For OTC derivatives, the impact of changes in btitle
Company’s and the counterparty’s credit rating émsidered
when measuring fair value. In determining the expec
exposure, the Company simulates the distributiotheffuture
exposure to a counterparty, then applies marketebaefault
probabilities to the future exposure, leveragingemal third-
party CDS spread data. Where CDS spread data axailable
for a specific counterparty, bond market spread3S Gpread
data based on the counterparty’s credit rating DS Gpread
data that reference a comparable counterparty reaytibzed.
The Company also considers collateral held and lliega
enforceable master netting agreements that mitigmexposure
to each counterparty.

Adjustments for model uncertainty are taken for itmss

whose underlying models are reliant on significeaptuts that
are neither directly nor indirectly observable, ¢temequiring
reliance on established theoretical concepts iir therivation.

These adjustments are derived by making assessroénte

possible degree of variability using statisticabiegaches and
market-based information where possible.

See Note 4 for a description of valuation technggapplied to
the major categories of financial instruments mes$iat fair
value.

Valuation Process

VC within the FCG of the Ultimate Parent and itsisolidated
subsidiaries is responsible for the Ultimate Parand its
consolidated subsidiaries’ fair value valuation iges,
processes and procedures. VC is independent obubmess
units and reports to the CFO, who has final authaer the
valuation of the Company’'s financial instrument€ V
implements valuation control processes designedlidate the
fair value of the Company’s financial instrumentsasured at
fair value, including those derived from pricing debs.

Model Review. VC, in conjunction with the MRM, which
reports to the CRO, independently reviews valuatioodels’

theoretical soundness, the appropriateness of #ilaaton

methodology and calibration techniques developed thy

business units using observable inputs. Where snpo¢ not
observable, VC reviews the appropriateness of ttopgsed
valuation methodology to determine that it is cetesit with

how a market participant would arrive at the unokeigle input.
The valuation methodologies utilized in the abserufe
observable inputs may include extrapolation teaheégand the
use of comparable observable inputs. As part ofekieew, VC

develops a methodology to independently verify fdie value

generated by the business unit's valuation modélke

Company generally subjects valuations and modeés reeview
process initially and on a periodic basis thereafte

Independent Price Verification.The business units are
responsible for determining the fair value of fio&h
instruments using approved valuation models andiatiin

-4-

methodologies. Generally on a monthly basis, V@pahdently
validates the fair values of financial instrumestermined
using valuation models by determining the appraenass of
the inputs used by the business units and by testtmpliance
with the documented valuation methodologies apptanethe
model review process described above.

The results of this independent price verificatiand any
adjustments made by VC to the fair value generdigdhe
business units are presented to management, thea@BQhe
CRO on a regular basis.

VC uses recently executed transactions, other whisker market
data such as exchange data, broker-dealer qudtied;party
pricing vendors and aggregation services for véhdathe fair
value of financial instruments generated using atidun models.
VC assesses the external sources and their valuatio
methodologies to determine if the external provddereet the
minimum standards expected of a third-party pricsaurce.
Pricing data provided by approved external soureze
evaluated using a number of approaches; for examnipje
corroborating the external sources’ prices to eteztirades, by
analyzing the methodology and assumptions used Hey t
external source to generate a price, and/or byuatiay how
active the third-party pricing source (or origimatisources used
by the third-party pricing source) is in the mark&ased on this
analysis, VC generates a ranking of the observaiaieket data
designed to ensure that the highest-ranked masktatsburce is
used to validate the business unit's fair value fiancial
instruments.

VC reviews the models and valuation methodologyluseprice
new material Level 2 and Level 3 transactions, bath FCG
and MRM must approve the fair value of the tradattls
initially recognized.

Level 3 Transactions/C reviews the business unit’s valuation
techniques to assess whether these are consistitntmarket
participant assumptions.

For further information on financial assets antilides that are
measured at fair value on a recurring basis, sdée o

Offsetting of Derivative Instruments

In connection with its derivative activities, theo@pany
generally enters into master netting agreements catldteral
agreements with its counterparties. These agresnmovide
the Company with the right, in the event of a di#féy the
counterparty, to net a counterparty's rights arations under
the agreement and to liquidate and set off cobditegainst any
net amount owed by the counterparty.

However, in certain circumstances, the Company nwyhave
such an agreement in place; the relevant insolveagiyne may
not support the enforceability of the master ngtagreement or
collateral agreement; or the Company may not haugl# legal
advice to support the enforceability of the agreemb cases
where the Company has not determined an agreeroehe t
enforceable, the related amounts are not offsetNsge 5).



The Company’s policy is generally to receive sd@siand
cash posted as collateral (with rights of rehypodltien),

irrespective of the enforceability determinatiorgaeding the
master netting and collateral agreement. In certaiges, the
Company may agree for such collateral to be postea third-

party custodian under a control agreement thatlegabto take
control of such collateral in the event of a cogndety default.
The enforceability of the master netting agreeniemaken into
account in the Company's risk management practiaed

application of counterparty credit limits.

For information related to offsetting of derivativand certain
collateralized transactions, see Notes 5 and pentively.

Income Taxes

The Company accounts for income taxes using thet asd
liability method. Under this method, deferred tassets and
liabilities are recorded based upon the temporaffgrdnces
between the financial statement and income taxshabassets
and liabilities using currently enacted tax rategffect for the
year in which the differences are expected to maver

The Company recognizes net deferred tax assetset@xtent
that it believes these assets are more likely thanto be
realized. In making such a determination, the Campa
considers all available positive and negative ewge including
future reversals of existing taxable temporary atiéhces,
projected future taxable income, tax planning etms, and
results of recent operations. When performing tgessment
the Company considers all types of deferred taxetasin
combination with each other, regardless of theiorigf the
underlying temporary difference. If a deferred tagset is
determined to be unrealizable, a valuation allowaris
established. If the Company subsequently determthas it
would be able to realize deferred tax assets ieexof their net
recorded amount, it would make an adjustment todéferred
tax asset valuation allowance, which would redeeprovision
for income taxes.

In accordance with the terms of the Tax Sharingeagrent
with the Ultimate Parent, substantially all curramid deferred
taxes (federal, combined and unitary state) aretledet
periodically with the Ultimate Parent.

Uncertain tax positions are recorded on the base two-step
process whereby (1) the Company determines whétisemore
likely than not that the tax positions will be fised on the
basis of the technical merits of the position a2)df¢r those tax
positions that meet the more likely than not redbgm
threshold, the Company recognizes the largest amoiutax
benefit that is more than 50% likely to be realizgdn ultimate
settlement with the related tax authority.

Cash

Cash represents funds deposited with financiaitinigtns.

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

Cash deposited with clearing organizations or ggiesl under
federal and other regulations or requirements {ficted cash”)
include cash segregated in compliance with fedanal other
regulations, and funds deposited by customers.

Collateralized Financings

Securities borrowed, reverse repurchase agreemgeatsjrities
loaned and repurchase agreements are treatedlateicdized
financings. Reverse repurchase agreements and chegser
agreements are carried on the consolidated stateroén
financial condition at the amounts of cash paideaeived, plus
accrued interest, except for certain repurchaseeagents for
which the Company has elected the fair value opfsa® Note
4). Where appropriate, transactions with the sameterparty
are reported on a net basis. Securities borrowedSaturities
loaned are recorded at the amount of cash colladkanced or
received.

Securitization Activities

The Company engages in securitization activitiésted to U.S.
agency collateralized mortgage obligations and rotiipes of

financial assets (see Note 10). Such transfer;ahéial assets
are generally accounted for as sales when the Qmmpas

relinquished control over the transferred assets @mes not
consolidate the transferee. The gain or loss oa eélsuch
financial assets depends, in part, on the previcaisying

amount of the assets involved in the transfer (g@lyeat fair

value) and the sum of the proceeds and the faurevaf the

retained interests at the date of sale. Transfeas are not
accounted for as sales are treated as Other sefmmedings.

Receivables and Payables — Customers

Receivables from and payables to customers inchrdeunts
due on cash and margin transactions. Securitiesedwny
customers, including those that collateralize nramyi similar
transactions, are not reflected on the consolidatattment of
financial condition.

Receivables and Payables — Brokers, Dealers and &lting
Organizations

Receivables from brokers, dealers and clearing nizgtions
include amounts receivable for securities failedetiver by the
Company to a purchaser by the settlement date,imdegosits,
and commissions. Payables to brokers, dealers &atirg

organizations include amounts payable for secsrifaled to

receive by the Company from a seller by the settlgdate and
payables to clearing organizations. Receivables @aghbles
arising from unsettled trades are reported on dasis.

Customer Transactions

Customers’ securities transactions are recorded settlement
date basis.



Accounting Standards Adopted

The Company adopted the following accounting upldtging
2018:

Revenue from Contracts with Custome®s January 1, 2018
the Company adopteldevenue from Contracts with Customers
using the modified retrospective method, which Itesuin a net
decrease in Member’s equity of $13, net of tax.

Receivables from Contracts with Customers

At June 30,
2018

355 $

At January 1,
2018

248

Receivables from customers $

Receivables from contracts with customers are mgzed in
Receivables from customers in the consolidatecestant of
financial condition when the underlying performance
obligations have been satisfied and the Companyth®sight
per the contract to bill the customer. Contractetssare
recognized in Other assets when the Company hesiesztits
performance obligations, but customer payment reditmnal.
Contract liabilities are recognized in Other lighes and
accrued expenses when the Company has collectetepay
from a customer based on the terms of the contiadt,the
underlying performance obligations are not yets§igtil.

Reclassification of Certain Tax Effects from Acclatad Other
Comprehensive IncomeThis accounting update, which the
Company elected to early adopt as of January 18,28llows
companies to reclassify from AOCI to Member's eyuihe
stranded tax effects associated with enactmeriteoTaix Act on
December 22, 2017. These stranded tax effectstedsiubm the
requirement to reflect the total amount of the rasueement of
and other adjustments to deferred tax assets abditles in
2017 net income, regardless of whether the defdaeegs were
originally recorded in AOCI. Accordingly, as of lary 1,
2018, the Company recorded a net increase to Mésnbguity
as a result of the reclassification of $128 of sstlanded tax

The Company clears securities and futures tramsectior

affiliates with standard settlement terms. Pendsetflement

balances are recorded within Receivables from gaBlas to

customers, and Receivables from or Payables toebspk
dealers and clearing organizations.

The Company has agreements with affiliates for rothe
activities, including a Global Transfer Pricing &gment
between the Ultimate Parent and its consolidatégidiaries, a
Tax Sharing Agreement with the Ultimate Parent (Sete 14),
and other activities as described further below.sétfihed
amounts for these activities are recorded withirceRables
from or Payables to affiliates, are payable on deimand bear
interest at rates established by the treasury ifumodf the
Ultimate Parent. These rates are periodically esssesi and are
intended to approximate the market rate of intethat the
Ultimate Parent incurs in funding its business.

The Company has various agreements with an a&diatroker-
dealer, MSSB, in which MSSB provides certain satesl
distribution services for MS&Co’s equities and fixéncome
trading activities.

The Company has an agreement with an affiliatedceentity,
MSSG, in which MSSG agrees to provide the Compaitih w
certain services including infrastructure group BB
information processing, communications and occupaand
equipment.

The Company has agreements with two affiliates, M8BEand
MSSF, who charge the Company for issuing loanslending
commitments to clients of the Company.

On March 21, 2018, MS&Co. increased its regulatapital by
$3,500, consisting of $2,000 in incremental borrgysi pursuant
to a Subordinated Revolving Credit Agreement withe t
Ultimate Parent and $1,500 of equity capital infldgy the
Ultimate Parent. See Note 15 for additional infotioma

effects previously recorded in AOCI, which werenpmatrily the
result of the remeasurement of deferred tax assetdiabilities
associated with the change in tax rates.

Aside from the above treatment related to the Tax, Ahe
Company releases stranded tax effects from AOCD int
Member's equity once the related category of imegnots or
transactions giving rise to these effects no lormyésts.

Assets and receivables from affiliated companies at
are comprised of:

June 30, 2018

Cash $ 330
Financial instruments owned, at fair value 305
Reverse repurchase agreements 29,071
Securities borrowed 24,834
Receivables - Customers 281
Receivables - Brokers, dealers and clearing organizations 2,055
Receivables - Fees and other 63
Receivables - Affiliates 90

3. Related Party Transactions

Liabilities and payables to affiliated companies at
comprised of:

June 30, 2018 are

The Company enters into transactions with the WtemParent  Short-term borrowings - Affiliates $ 5,088
and its consolidated affiliates in order to managk, facilitate Financial instruments sold, not yet purchased, at fair value 174
client demand and fund its business activities. sEhe Repurchase agreements 61,043
transactions include the use of OTC derivatives andSecurities loaned 14,017
collateralized financings, as described in Notesarid 6,  Other secured financings 83
respectively. Payables - Customers 44,933

Payables - Brokers, dealers and clearing organizations 2,200
The Company also obtains funding from affiliatesdan Payables - Affiliates 677
subordinated liabilities from the Ultimate Parestdescribed in  Other liabilities and accrued expenses 788
Notes 7 and 8, respectively. Long-term borrowings 2,995

Subordinated liabilities 13,300




4. Fair Values

Fair Value Measurements

Asset and Liability / Valuation Technique

Valuation Hierarchy Classification

Financial instruments owned and Financial instruments sold, not yet purchased

U.S. Treasury and Agency Securities
U.S. Treasury Securities
« Fair value is determined using quoted market prices.

U.S. Agency Securities

* Non-callable agency-issued debt securities are generally valued using quoted market prices, and
callable agency-issued debt securities are valued by benchmarking model-derived prices to quoted
market prices and trade data for comparable instruments.

* The fair value of agency mortgage pass-through pool securities is model-driven based on spreads
of a comparable to-be-announced security.

* CMOs are generally valued using quoted market prices and trade data adjusted by subsequent
changes in related indices for comparable instruments.

« Generally Level 1

¢ Level 1 - non-callable agency-issued

debt securities

Generally Level 2 - callable agency-

issued debt securities, agency

mortgage pass-through pool securities

and CMOs

« Level 3 - in instances where the inputs
are unobservable

Other Sovereign Government Obligations
« Fair value is determined using quoted prices in active markets when available.

Generally Level 1

¢ Level 2 - if the market is less active or
prices are dispersed

¢ Level 3 - in instances where the inputs

are unobservable

State and Municipal Securities

« Fair value is determined using recently executed transactions, market price quotations or pricing
models that factor in, where applicable, interest rates, bond or CDS spreads and volatility and/or
volatility skew, adjusted for any basis difference between cash and derivative instruments.

Generally Level 2 - if value based on
observable market data for
comparable instruments

RMBS, CMBS, ABS (collectively known as MABS)

« MABS may be valued based on price or spread data obtained from observed transactions or
independent external parties such as vendors or brokers.

« When position-specific external price data are not observable, the fair value determination may
require benchmarking to comparable instruments, and/or analyzing expected credit losses, default
and recovery rates, and/or applying discounted cash flow techniques. When evaluating the
comparable instruments for use in the valuation of each security, security collateral-specific attributes,
including payment priority, credit enhancement levels, type of collateral, delinquency rates and loss
severity, are considered. In addition, for RMBS borrowers, FICO scores and the level of
documentation for the loan are considered.

* Market standard models, such as Intex, Trepp or others, may be deployed to model the specific
collateral composition and cash flow structure of each transaction. Key inputs to these models are
market spreads, forecasted credit losses, and default and prepayment rates for each asset category.

« Valuation levels of RMBS and CMBS indices are used as an additional data point for benchmarking
purposes or to price outright index positions.

Generally Level 2 - if value based on
observable market data for
comparable instruments

« Level 3 - if external prices or
significant spread inputs are
unobservable or if the comparability
assessment involves significant
subjectivity related to property type
differences, cash flows, performance
and other inputs

Loans

¢ Asset-backed CLOs are valued based on an evaluation of the market and model input parameters
sourced from comparable instruments as indicated by market activity. Each asset-backed CLO
position is evaluated independently taking into consideration available comparable market levels,
underlying collateral performance and pricing, deal structures and liquidity.

« Fair value of mortgage loans is determined using observable prices based on transactional data or
third-party pricing for comparable instruments, when available.

« Where position-specific external prices are not observable, fair value is estimated based on
benchmarking to prices and rates observed in the primary market for similar loan or borrower types or
based on the present value of expected future cash flows using its best estimates of the key
assumptions, including forecasted credit losses, prepayment rates, forward yield curves and discount
rates commensurate with the risks involved or a methodology that utilizes the capital structure and
credit spreads of recent comparable securitization transactions.

* Level 2 - if value based on observable
market data for comparable
instruments

« Level 3 - in instances where prices or
significant spread inputs are
unobservable

Corporate and Other Debt

Corporate Bonds

* Fair value is determined using recently executed transactions, market price quotations, bond
spreads, CDS spreads, or at the money volatility and/or volatility skew obtained from independent
external parties, such as vendors and brokers, adjusted for any basis difference between cash and
derivative instruments.

» The spread data used are for the same maturity as the bond. If the spread data do not reference
the issuer, then data that reference a comparable issuer are used. When position-specific external
price data are not observable, fair value is determined based on either benchmarking to
comparable instruments or cash flow models with yield curves, bond or single name CDS spreads
and recovery rates as significant inputs.

Generally Level 2 - if value based on
observable market data for
comparable instruments

« Level 3 - in instances where prices or
significant spread inputs are
unobservable




Asset and Liability / Valuation Technique

Valuation Hierarchy Classification

CDO

e The Company holds cash CDOs that typically reference a tranche of an underlying synthetic
portfolio of single name CDS spreads collateralized by corporate bonds (CLN) or cash portfolio of
ABS/loans (“asset-backed CDOs").

« Credit correlation, a primary input used to determine the fair value of CLNSs, is usually unobservable
and derived using a benchmarking technique. Other model inputs such as credit spreads, including
collateral spreads, and interest rates are typically observable.

» Asset-backed CDOs are valued based on an evaluation of the market and model input parameters
sourced from comparable instruments as indicated by market activity. Each asset-backed CDO
position is evaluated independently taking into consideration available comparable market levels,
underlying collateral performance and pricing, deal structures and liquidity.

¢ Level 2 - when either comparable
market transactions are observable or
the credit correlation input is
insignificant

¢ Level 3 - when either comparable
market transactions are unobservable
or the credit correlation input is
significant

Corporate Equities

« Exchange-traded equity securities are generally valued based on quoted prices from the exchange.
To the extent these securities are actively traded, valuation adjustments are not applied.

« Unlisted equity securities are generally valued based on an assessment of each underlying security,
considering rounds of financing and third-party transactions, discounted cash flow analyses and
market-based information, including comparable Company transactions, trading multiples and
changes in market outlook, among other factors.

¢ Level 1 - exchange-traded securities
and fund units if actively traded

¢ Level 2 - exchange-traded securities if
not actively traded or if undergoing a
recent mergers and acquisitions event
or corporate action

« Level 3 - unlisted equity securities and
exchange-traded securities if not
actively traded or if marked to an aged
mergers and acquisitions event or
corporate action

Derivative Contracts

Listed Derivative Contracts

« Listed derivatives that are actively traded are valued based on quoted prices from the exchange.

» Listed derivatives that are not actively traded are valued using the same approaches as those
applied to OTC derivatives.

OTC Derivative Contracts

* OTC derivative contracts include forward, swap and option contracts related to interest rates,
foreign currencies, credit standing of reference entities, or equity prices.

» Depending on the product and the terms of the transaction, the fair value of OTC derivative
products can be modeled using a series of techniques, including closed-form analytic formulas,
such as the Black-Scholes option-pricing model, simulation models or a combination thereof. Many
pricing models do not entail material subjectivity as the methodologies employed do not necessitate
significant judgment, since model inputs may be observed from actively quoted markets, as is the
case for generic interest rate swaps, many equity, commodity and foreign currency option
contracts, and certain CDS. In the case of more established derivative products, the pricing models
used by the Company are widely accepted by the financial services industry.

* More complex OTC derivative products are typically less liquid and require more judgment in the
implementation of the valuation technique since direct trading activity or quotes are unobservable.
This includes certain types of interest rate derivatives with both volatility and correlation exposure,
equity, commodity or foreign currency derivatives that are either longer-dated or include exposure
to multiple underlyings, and credit derivatives, including CDS on certain mortgage- or asset backed
securities and basket CDS. Where these inputs are unobservable, relationships to observable data
points, based on historic and/or implied observations, may be employed as a technique to estimate
the model input values.

 For further information on the valuation techniques for OTC derivative products, see Note 2.

» For further information on derivative instruments and hedging activities, see Note 5.

¢ Level 1 - listed derivatives that are
actively traded

« Level 2 - listed derivatives that are not
actively traded

Generally Level 2 - OTC derivative
products valued using observable
inputs, or where the unobservable
input is not deemed significant.

« Level 3 - OTC derivative products for
which the unobservable input is
deemed significant

Repurchase Agreements

« The fair value of a repurchase agreement is computed using a standard cash flow discounting
methodology.

¢ The inputs to the valuation include contractual cash flows and collateral funding spreads, which are
estimated using various benchmarks, interest rate yield curves and option volatilities

Generally Level 2
« Level 3 - if not unobservable inputs
are deemed significant

Short-term borrowings — other, Other secured financings and Long-term borrowings

¢ Include hybrid financial instruments with embedded derivatives. See the Derivative Contracts section
above for a description of the valuation technique applied to the Company’s Short-term borrowings —
other, Other secured financings and Long-term borrowings

Generally Level 2

« Level 3 - in instances where the
unobservable inputs are deemed
significant




Assets and Liabilities Measured at Fair Value on a

Recurring Basis

Level 1 Level 2 Level 3 Netting® At June 30, 2018
Assets at Fair Value
Financial instruments owned:
U.S. Treasury and agency securities $ 18,054 $ 24,702 $ - - $ 42,756
Other sovereign government obligations 2,469 501 - 2,972
State and municipal securities - 3,467 - 3,469
MABS - 1,355 220 - 1,575
Loans - - 363 - 363
Corporate and other debt - 5,999 104 - 6,103
Corporate equities? 28,995 327 62 - 29,384
Derivative contracts:
Interest rate 537 1,959 - - 2,496
Credit - 135 - - 135
Foreign exchange - 10,148 - - 10,148
Equity 551 11,311 64 - 11,926
Netting® (877) (21,604) (57) (501) (23,039)
Total derivative contracts 211 1,949 7 (501) 1,666
Investments - - 7 - 7
Total financial instruments owned ~ * $ 49,729  $ 38,300 $ 767 (501) $ 88,295
Securities received as collateral $ 16,181 $ - $ - - $ 16,181
Level 1 Level 2 Level 3 Netting * At June 30, 2018
Liabilities at Fair Value
Short-term borrowings - other $ -8 1,043 $ - -8 1,043
Financial instruments sold, not yet purchased:
U.S. Treasury and agency securities 18,257 27 - - 18,284
Other sovereign government obligations 242 160 - - 402
Corporate and other debt - 4,369 - - 4,369
Corporate equities 2 10,063 51 - - 10,114
Derivative contracts:
Interest rate 659 2,251 - - 2,910
Credit - 90 - - 90
Foreign exchange - 10,982 - - 10,982
Equity 494 11,504 916 - 12,914
Netting (877) (21,604) (57) (2,458) (24,996)
Total derivative contracts 276 3,223 859 (2,458) 1,900
Total financial instruments sold, not yet purchased $ 28,838 3% 7,830 % 859 $ (2,458) $ 35,069
Obligation to return securities received as collateral $ 19,646 $ - $ - - 8 19,646
Repurchase agreements - 788 - - 788
Other secured financings - 402 - - 402
Long-term borrowings - 51 - - 51

1. The Company consolidates underlying MABS and CLOs as a part of its involvement with VIEs. For further information, see Note 10.

2. For trading purposes, the Company holds or sells short equity securities issued by entities in diverse industries and of varying size.

3. For positions with the same counterparty that cross over the levels of the fair value hierarchy, both counterparty netting and cash collateral netting are included
in the column titled “Netting.” Positions classified within the same level that are with the same counterparty are netted within that level. For further information on
derivative instruments, see Note 5.

4. Amounts exclude the unsettled fair value on long futures contracts of $181 included in Receivables - Brokers, dealers and clearing organizations in the
consolidated statement of financial condition. These contracts are primarily classified as Level 1 in the fair value hierarchy, actively traded, and valued based on
quoted prices from the exchange.

Transfers Between Fair Value Hierarchy Levels

Financial
Financial

contracts.During

instruments
instruments sold,
2018,

owne®erivative

contracts and

not yet purchasbdrivative

the

Company reclassified

approximately $142 of derivative assets and apprately $119
of derivative liabilities from Level 1 to Level Zdransactions
in these contracts did not occur with sufficiergdguency and
volume to constitute an active market.

During 2018, the Company reclassified approximag&lg3 of
derivative assets and approximately $197 of devediabilities
from Level 2 to Level 1 as these previously inaetiNsted
derivative products became active in 2018.

Financial instruments owned-Corporate and othertddburing
2018, the Company reclassified approximately $9lcertain
Corporate and other debt, primarily intermediatd bomg-term
corporate debt, from Level 3 to Level 2. The Compan



reclassified these instruments as external bendtzmiaecame  measured at fair value with a significant Level @amce. The
observable and price transparency increased. level of aggregation and breadth of products céluseange of
inputs to be wide and not evenly distributed acraks
Financial instruments owned-MABSDuring 2018, the jnventory. Further, the range of unobservable ispuay differ
Company reclassified approximately $39 of CMBSsrfioevel  across firms in the financial services industry dese of
3 to Level 2 as external benchmarks became obdenztn diversity in the types of products included in eafitm’s
price transparency increased. The Company redesst®2 of  jnventory. There are no predictable relationshipstwien
CMBSs from Level 2 to Level 3 as external priced/anspread  multiple significant unobservable inputs attribuéatn a given
inputs for these instruments became less observable valuation technique. A single amount is discloséwmthere is
no significant difference between the minimum, maxm and

Significant Unobservable Inputs Used in Recurring level 3 average (weighted average or simple average/median)

Fair Value Measurements

The following disclosures provide information ore thaluation
techniques, significant unobservable inputs, aei langes and
averages for each major category of assets andlitiesh

Predominant Valuation Techniques/ Range (Weighted
At June 30, 2018 Significant Unobservable Inputs Averages)
Assets at Fair Value
Financial instruments owned:
MABS $ 220 Comparable pricing 0 to 90 points
Comparable bond price (45 points)
Loans 363 Comparable pricing 92 to 101 points
Comparable loan price (97 points)
Corporate and other debt 104 Comparable pricing 12 to 80 points
Comparable bond price (39 points)
Option Model 21t051%
At the money volatility (43%)
Corporate equities 62 Comparable pricing 100%

Comparable equity price

Net derivative contracts:

Equity contracts (852) Option model 16 to 56%
At the money volatility (41%)
Option model -1 to 0%
Volatility skew (-1%)

Points- Percentage of par

The following provides a description of significaummobservable inputs included in the table abovealomajor categories of assets
and liabilities:

Significant Unobservable Inputs — Description Sensitivity

Comparable bond or loan price — A pricing input used when prices for the identical instrument are not | In general, an increase (decrease) to the
available. Significant subjectivity may be involved when fair value is determined using pricing data | comparable bond or loan price for an asset
available for comparable instruments. Valuation using comparable instruments can be done by | would result in a higher (lower) fair value.
calculating an implied yield (or spread over a liquid benchmark) from the price of a comparable
bond or loan, then adjusting that yield (or spread) to derive a value for the bond or loan. The
adjustment to yield (or spread) should account for relevant differences in the bonds or loans such
as maturity or credit quality.

Alternatively, a price-to-price basis can be assumed between the comparable instrument and the
bond or loan being valued in order to establish the value of the bond or loan. Additionally, as the
probability of default increases for a given bond or loan (i.e., as the bond or loan becomes more
distressed), the valuation of that bond or loan will increasingly reflect its expected recovery level
assuming default. The decision to use price-to-price or yield/spread comparisons largely reflects
trading market convention for the financial instruments in question. Price-to-price comparisons are
primarily employed for MABS, Other debt, interest rate contracts, foreign exchange contracts,
Other secured financings and distressed corporate bonds. Implied yield (or spread over a liquid
benchmark) is utilized predominately for non-distressed corporate bonds.

Comparable equity price — A price derived from equity raises, share buybacks and external bid | In general, an increase (decrease) to the
levels, etc. A discount or premium may be included in the fair value estimate. comparable equity price of an asset would
result in a higher (lower) fair value.
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Volatility — The measure of the variability in possible returns for an instrument given how much that | In general, an increase (decrease) to the
instrument changes in value over time. Volatility is a pricing input for options and, generally, the | volatility would result in an impact to the fair
lower the volatility, the less risky the option. The level of volatility used in the valuation of a | value, but the magnitude and direction of the
particular option depends on a number of factors, including the nature of the risk underlying that | impact would depend on whether the
option (e.g., the volatility of a particular underlying equity security may be significantly different | Company is long or short the exposure.
from another), the tenor and the strike price of the option.

Volatility skew — The measure of the difference in implied volatility for options with identical underliers | In general, an increase (decrease) to the
and expiry dates but with different strikes. The implied volatility for an option with a strike price that | volatility skew would result in an impact to
is above or below the current price of an underlying asset will typically deviate from the implied | the fair value, but the magnitude and
volatility for an option with a strike price equal to the current price of that same underlying asset. direction of the impact would depend on

whether the Company is long or short the

exposure.

Valuation Techniques for Assets and Liabilities Not Measured at Fair Value

Repurchase agreements, reverse repurchase agreements, Securities borrowed/securities loaned, and Other secured financings

» Typically longer dated instruments for which the fair value is determined using standard cash flow discounting methodology.

* The inputs to the valuation include contractual cash flows and collateral funding spreads, which are estimated using various benchmarks and
interest rate yield curves.

Borrowings and Subordinated liabilities

» The fair value is generally determined based on transactional data or third-party pricing for identical or comparable instruments, when available.
Where position-specific external prices are not observable, fair value is determined based on current interest rates and credit spreads for debt
instruments with similar terms and maturity.

The carrying values of the remaining assets and liabilities not measured at fair value in the following tables approximate fair value due to their
short-term nature.

Financial Instruments Not Measured at Fair Value

At June 30, 2018

Fair Value
Carrying Value Level 1 Level 2 Level 3 Total

Financial Assets
Cash $ 2,866 $ 2,866 $ - $ - $ 2,866
Restricted cash 11,151 11,151 - - 11,151
Reverse repurchase agreements 69,258 - 69,140 20 69,160
Securities borrowed 126,700 - 126,700 - 126,700
Receivables:*

Customers 16,893 - 16,893 - 16,893

Brokers, dealers and clearing organizations 3,651 - 3,651 - 3,651

Fees and other 313 - 313 - 313

Affiliates 90 - 90 - 90
Other assets” 133 - 133 - 133
Financial Liabilities
Short-term borrowings:

Affiliates $ 5088 $ - $ 5088 $ - $ 5,088

Other 14 - 14 - 14
Repurchase agreements 80,572 - 80,103 404 80,507
Securities loaned 16,085 - 15,909 175 16,084
Other secured financings 3,633 - 3,640 - 3,640
Payables:*

Customers 140,376 - 140,376 - 140,376

Brokers, dealers and clearing organizations 5,324 - 5,324 - 5,324

Affiliates 677 - 677 - 677
Other liabilities and accrued expenses® 1,153 - 1,153 - 1,153
Long-term borrowings 3,019 - 3,032 24 3,056
Subordinated liabilities 13,300 - 14,570 - 14,570

1. Accrued interest and dividend receivables and payables where carrying value approximates fair value have been excluded.
2. Other assets and Other liabilities and accrued expenses exclude certain items that do not meet the definition of a financial instrument. Other liabilities and
accrued expenses also excludes certain financial instruments that are not in scope.
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5. Derivative Instruments

The Company may trade and make markets globallysiad
futures, OTC swaps, forwards, options and otheivdtives
referencing, among other things, interest ratesuitieg,
currencies, bonds, credit indices, and MABS. Thengany
uses these instruments for market-making, foreigmreacy
exposure management and asset and liability marexgehe
Company does not apply hedge accounting.

The Company manages its market-making positions
employing a variety of risk mitigation strategie3.hese
strategies include diversification of risk exposuaamd hedging.

Derivative Assets and Liabilities

Hedging activities consist of the purchase or sélgositions in
related securities and financial instruments, iditlg a variety
of derivative products &g, futures, forwards, swaps and
options). The Company manages the market risk egedowith
its market-making activities on a Company-wide basin a
worldwide trading division level and on an indivaduproduct
basis.

by

Derivative Assets at June 30, 2018

Fair Value Notional
Bilateral Cleared Exchange- Bilateral Cleared Exchange-
oTC oTC Traded Total oTC oTC Traded Total
Derivatives contracts
Interest rate contracts $ 2,146 $ 348 $ 2 % 2496 $ 182,714 $ 112,864 $ 54,192 $ 349,770
Credit contracts 135 - - 135 1,241 - - 1,241
Foreign exchange contracts 9,999 - 149 10,148 446,267 - 5,949 452,216
Equity contracts 5,443 - 6,483 11,926 184,571 - 225,376 409,947
Total gross derivatives contracts 17,723 348 6,634 24,705 $ 814,793 $ 112,864 $ 285517 $ 1,213,174
Amounts offset
Cash collateral netting (497) 4) - (501)
Counterparty netting (16,226) (44) (6,268) (22,538)
Total derivative assets 1,000 300 366 1,666
Amounts not offset *
Financial instruments collateral (860) - - (860)
Other cash collateral - - - -
Net amounts $ 140 $ 300 $ 366 $ 806
Net amounts for which master netting or collateral agreements are not in place
or may not be legally enforceable $ 499
Derivative Liabilities at June 30, 2018
Fair Value Notional
Bilateral Cleared Exchange- Bilateral Cleared Exchange-
oTC oTC Traded Total oTC oTC Traded Total
Derivatives contracts
Interest rate contracts $ 2,630 $ 280 $ - $ 2,910 $ 189,080 $ 105479 $ 58,241 $ 352,800
Credit contracts 90 - - 90 753 - - 753
Foreign exchange contracts 10,864 - 118 10,982 457,105 - 6,117 463,222
Equity contracts 6,622 - 6,292 12,914 177,430 - 259,080 436,510
Other? - - - - 524 - - 524
Total gross derivatives contracts 20,206 280 6,4 10 26,896 $ 824,892 $ 105479 $ 323,438 $ 1,253,809
Amounts offset
Cash collateral netting (2,458) - - (2,458)
Counterparty netting (16,226) (44) (6,268) (22,538)
Total derivative liabilities 1,522 236 142 1,9 00
Amounts not offset *
Financial instruments collateral (27) - - (27)
Other cash collateral (8) - - (8)
Net amounts $ 1,487 $ 236 $ 142 $ 1,865
Net amounts for which master netting or collateral agreements are not in place
or may not be legally enforceable $ 1,382

1. Amounts relate to master netting agreements and collateral agreements that have been determined by the Company to be legally enforceable in the event of

default but where certain other criteria are not met in accordance with applicable offsetting accounting guidance.
2. Other represents liquidity arrangements which are accounted for as options as they guarantee debt issued by affiliates.

For information related to offsetting of certairllateralized transactions, see Note 6.
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Credit Risk-Related Contingencies

In connection with certain OTC trading agreemertise
Company may be required to provide additional t¢efl or
immediately settle any outstanding liability balasc with
certain counterparties in the event of a credihgatiowngrade.

Net Derivative Liabilities and Collateral Posted

At June 30, 2018

Net derivative liabilities with credit risk-related
contingent features $ 244

Collateral posted 333

The previous table presents the aggregate fairevafucertain
derivative contracts that contain credit risk-rethtcontingent
features that are in a net liability position forhish the
Company has posted collateral in the normal coofrgeisiness.

Incremental Collateral or Termination Payments upon Po  tential

Future Ratings Downgrade

At June 30, 2018 *
One-notch downgrade $ 1
Two-notch downgrade -

1. Amounts represent arrangements between the Company and other parties
where upon the downgrade of one party, the downgraded party must
deliver collateral to the other party. These bilateral downgrade
arrangements are used by the Company to manage the risk of
counterparty downgrades.

The additional collateral or termination paymertattmay be
called in the event of a future credit rating dovatg vary by
contract and can be based on ratings by either ot bf
Moody’s Investors Service, Inc. (“Moody’s”) and S&Blobal
Ratings. The previous table shows the future piatkeotllateral
amounts and termination payments that could beedatr
required by counterparties or exchange and
organizations in the event of one-notch or two-hatowngrade
scenarios based on the relevant contractual dowadraygers.

Credit Derivatives and Other Credit Contracts

The Company enters into credit derivatives, priattjpCDSs,
under which it receives or provides protection agaihe risk of
default on a set of debt obligations issued by acified
reference entity or entities. A majority of the Quany’s
counterparties for these derivatives are bankskdrrdealers,
and other financial institutions.

Credit Protection Sold through CLNs and CDO&e Company
has invested in CLNs and CDOs, which are hybridrimsents
containing embedded derivatives, in which credittgetion has
been sold to the issuer of the note. If there ésedit event of a
reference entity underlying the instrument, thegpal balance
of the note may not be repaid in full to the Compan

Protection Sold and Purchased with CDS

Maximum Potential Payout/Notional

Fair Value
(Asset)/Liability Notional
Protection  Protection Protection  Protection
Sold Purchased Sold Purchased
Index and basket
CDSs $ 920 $ (135 $ 753  $ 1,241
Index and basket
with identical
underlying
reference
obligations - - 753 1,177

clearing

The purchase of credit protection does not reptesen sole
manner in which the Company risk manages its exgosu
credit derivatives. The Company manages its exjgoguthese
derivative contracts through a variety of risk ggtiion
strategies, which include managing the credit aodetation
risk across non-tranched indices and baskets, astu positions.
Aggregate market risk limits have been establisfoedcredit
derivatives, and market risk measures are routinebyitored
against these limits. The Company may also recarerunts on
the underlying reference obligation delivered te thompany
under CDSs where credit protection was sold.

Credit Ratings of Reference Obligation and Maturiti  es of Credit

Protection Sold

Maximum Potential Payout/Notional

Years to Maturity
Fair Value
Less (Asset)/
thanl 1-3 3-5 Over5 Total Liability

Index and basket credit
default swaps:

Non-investment grade $ -$% -%$ -$ 753 $ 753 $ 90
Total credit default

swaps sold - - - 753 753 90
Other credit contracts - - - 95 95 (5)

Total credit derivatives
and other credit
contracts $ -% -3

-$ 848 $ 848 3 85

Fair value amounts as shown in the previous talgle@n a gross

Index and Basket CDSsndex and basket CDSs are products pasis prior to cash collateral or counterpartyingttin order to

where credit protection is provided on a portfalfcsingle name
credit default swaps. Generally, in the event deault on one
of the underlying names, the Company pays a peopaittion of
the total notional amount of the CDS.

The Company also enters into tranched index ankeb&DSs

where credit protection is provided on a particylartion of the

portfolio loss distribution. The most junior tramshcover initial

defaults, and once losses exceed the notionakaféimche, they
are passed on to the next most senior tranche encépital

structure.

provide an indication of the current payment statois

performance risk of the CDSs, a breakdown of CD&ebd on
the Company’s internal credit ratings by investmgratde and
non-investment grade is provided. Internal credfings serve
as CRM’s assessment of credit risk and the basis afo
comprehensive credit limits framework used to cantredit

risk. The Company uses quantitative models andmedg to

estimate the various risk parameters related tb ebligor.
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6. Collateralized Transactions

The Company enters into reverse repurchase agrégmen

repurchase agreements, securities borrowed andritsesu
loaned transactions to, among other things, accpacerities to

cover short positions and settle other securitibgations,

accommodate customers’ needs and finance its ioment
positions.

The Company manages credit exposure arising frooh su
transactions by, in appropriate circumstances, rigteinto
master netting agreements and collateral agreemetits
counterparties that provide the Company, in thenewd a
counterparty default (such as bankruptcy or a eapatty’s
failure to pay or perform), with the right to netaunterparty’s
rights and obligations under such agreement anddiége and
set off collateral held by the Company against ihe amount
owed by the counterparty.

The Company’s policy is generally to take possessid

securities purchased or borrowed in connection wéberse
repurchase agreements and securities borrowedattimss,

respectively, and to receive cash and securitiigeded under
repurchase agreements or securities loaned trémssidiwith

rights of rehypothecation). In certain cases, tlmenfany may
be permitted to post collateral to a third-partgtodian under a
tri-party arrangement that enables the Compangke tontrol
of such collateral in the event of a counterpagfadit.

The Company also monitors the fair value of the aeutyihg

securities as compared with the related receivablpayable,
including accrued interest, and, as necessaryestgjadditional
collateral as provided under the applicable agre¢nmeensure
such transactions are adequately collateralizeth@mreturn of
excess collateral.

The risk related to a decline in the market valficalateral

(pledged or received) is managed by setting apatgpmarket-
based haircuts. Increases in collateral margirs aatl secured
financing due to market value declines may be midg by
increases in collateral margin calls on reverseundmse
agreements and securities borrowed transactions swhilar

quality collateral. Additionally, the Company magquest lower
quality collateral pledged be replaced with highguality

collateral through collateral substitution rightisthe underlying
agreements.

The Company actively manages its secured financinga
manner that reduces the potential refinancing aklsecured
financings of less liquid assets. The Company ctarsi the
quality of collateral when negotiating collaterdibibility with
counterparties, as defined by its fundability cite The
Company utilizes shorter-term secured financing faghly
liquid assets and has established longer tenottslifiair less
liquid assets, for which funding may be at riskhe event of a
market disruption.

Offsetting of Certain Collateralized Transactions

At June 30, 2018

Net Amounts

Gross Amounts Amounts Not Net

Amounts Offset Presented Offset* Amounts
Assets
Reverse
repurchase
agreements $ 123,248 $ (53,990) $ 69,258 $ (61,625) $ 7,633
Securities
borrowed 126,700 - 126,700 (122,683) 4,017
Liabilities
Repurchase
agreements $ 135,350 $ (53,990) $ 81,360 $ (78,170) $ 3,190
Securities
loaned 16,085 - 16,085 (15,772) 313

Net amounts for which master netting agreements are not in place or

may not be legally enforceable

Reverse repurchase agreements $ 7,326
Securities borrowed 185
Repurchase agreements 2,971
Securities loaned 5

1. Amounts relate to master netting agreements that have been determined
by the Company to be legally enforceable in the event of default but where
certain other criteria are not met in accordance with applicable offsetting
accounting guidance.

For information related to offsetting of derivatsyesee Note 5.

Maturities and Collateral Pledged

Gross Secured Financing Balances by Remaining Contr  actual
Maturity
At June 30, 2018

Overnight  Less than Over 90

and Open 30 Days 30-90 Days Days Total
Repurchase
agreements $ 47,876 $ 15,015 $ 35,000 $ 37,459 $ 135,350
Securities
loaned 11,850 - 1,485 2,750 16,085
Total
included in
the offsetting
disclosure 59,726 15,015 36,485 40,209 151,435
Obligation to
return
securities
received as
collateral 19,646 - - - 19,646
Total $ 79372 $ 15015 $ 36,485 $ 40,209 $ 171,081
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Gross Secured Financing Balances by Class of Collat  eral
Pledged

At June 30, 2018

Repurchase agreements

U.S. government and agency securities $ 102,016
Other sovereign government obligations 9,264
State and municipal securities 2,012
Asset-backed securities 1,583
Corporate and other debt 3,565
Corporate equities 16,503

Other 407

Total repurchase agreements 135,350
Securities loaned

U.S. government and agency securities 125
Other sovereign government obligations 733
Asset-backed securities 16
Corporate and other debt 913
Corporate equities 14,257
Other 41
Total securities loaned 16,085
Total included in the offsetting disclosure 151,435
Obligation to return securities received as collate ral

Corporate equities 19,646
Total $ 171,081

Financial Instruments Pledged

The Company pledges its financial instruments owred
collateralize repurchase agreements, securitiesethaother
secured financings and derivatives. Counterpartiag or may
not have the right to sell or repledge the colitePledged
financial instruments that can be sold or repledggdthe
secured party are identified as Financial instruseswned
(pledged to various parties) in the Company’s chbdated
statement of financial condition. At June 30, 20th#&, carrying
value of Financial instruments owned that have Heaned or
pledged to counterparties, where those countegsado not
have the right to sell or repledge the collatesals $24,730.

Collateral Received

The Company receives collateral in the form of sées in

connection with reverse repurchase agreements,risesu
borrowed, derivative transactions, and customergmaloans.
In many cases, the Company is permitted to selteptedge
these securities held as collateral and use theites to secure
repurchase agreements, to enter into securitiedingnand

derivative transactions or for delivery to countetfgs to cover
short positions.

The Company also receives securities as collate@nnection
with certain securities-for-securities transactiohs instances
where the Company is the lender and permitted tb me
repledge these securities, it reports the fairevalithe collateral
received and the related obligation to return thitateral on the
consolidated statement of financial condition. Siies-for-

securities transactions where the Company is theotver are
not included in the consolidated statement of fiian
condition.

Fair Value of Collateral Received with Right to Sel | or Repledge

At June 30, 2018
Collateral received with right to sell or repledge $ 427,633
Collateral that was sold or repledged 359,035

Customer Margin Lending

The Company provides margin lending arrangementgchwh
allow customers to borrow against the value of ifyiab
securities. Customer receivables representing mdogins are
included within Customer receivables in the Company
consolidated statement of financial condition. Undbese
agreements and transactions, the Company receolizdecal,
including U.S. government and agency securitiesherot
sovereign government obligations, corporate andraflebt, and
corporate equities. Customer receivables genefedetl margin
lending activities are collateralized by customemed
securities held by the Company. The Company maitor
required margin levels and established credit tedais/ and,
pursuant to such guidelines, requires customergdeposit
additional collateral, or reduce positions, wheoassary.

Margin loans are extended on a demand basis andchatre
committed facilities. Factors considered in theieavof margin
loans are the amount of the loan, the intended querpthe
degree of leverage being employed in the accoumd, @n
overall evaluation of the portfolio to ensure prope
diversification or, in the case of concentrated ifpmss,
appropriate liquidity of the underlying collaterat potential
hedging strategies to reduce risk.

Underlying collateral for margin loans is reviewaih respect
to the liquidity of the proposed collateral posit$p valuation of
securities, historic trading range, volatility aysé and an
evaluation of industry concentrations. For thesmgactions,
adherence to the Company’'s collateral policies ifagmtly
limits its credit exposure in the event of a custombefault. The
Company may request additional margin collaterabmfr
customers, if appropriate, and, if necessary, nadlysgcurities
that have not been paid for or purchase secusstéd but not
delivered from customers. At June 30, 2018, tharxd related
to net customer receivables representing margimsloaas
$14,422.

7. Borrowings and Other Secured Financings

Long-term Borrowings

Maturities and Terms of Long-Term Borrowings

Total at
Variable June 30,
Fixed Rate Rate 2018

Due in 2019 $ - $ 3015 $ 3,015
Due in 2020 23 - 23
Due in 2021 4 - 4
Due in 2022 28 - 28
Thereafter - - -
Total $ 55 $ 3,015 $ 3,070

-15 -



Long-term borrowings primarily consist of
borrowings from affiliates and hybrid financial inements with
embedded derivatives. These unsecured borrowingsn fr
affiliates are callable with maturities of 13 mosithr more from
when it is called. Hybrid instruments with embeddedivatives
are carried at fair value under the fair value ap{isee Note 4).

The weighted average maturity of long-term borragsginbased
upon stated maturity dates, was approximately Ydars at
June 30, 2018.

Short-term Borrowings

The Company has short-term borrowings which pripari
consist of unsecured borrowings from the UltimateelAt that
mature in less than 12 months. Other short-ternroladngs
consist of cash overdrafts and hybrid financiatrimments with
embedded derivatives. Hybrid instruments with endeed
derivatives are carried at fair value under the Yailue option
(see Note 4).

Interest on Borrowings

The interest rates for the borrowings from affést are
established by the treasury function of the UltenBarent, are
periodically reassessed, and are intended to appatx the
market rate of interest that the Ultimate Pareauiia in funding
its business.

Other Secured Financings

Other secured financings include the liabilitiedated to
transfers of financial assets that are accountedddinancings
rather than sales, consolidated VIEs where the @omgs
deemed to be the primary beneficiary and other regecu
borrowings. These liabilities are generally paydhbden the cash
flows of the related assets accounted for as Fiabnc
instruments owned. See Note 10 for further infofamabn other
secured financings related to VIEs and securitirasictivities.

Maturities and Terms of Other Secured Financings

Total at
Fixed Variable June 30,
Rate Rate’ 2018
Original maturities of one year or less:
Next 12 months $ - $ - $
Original maturities greater than one year:
Due in 2018 29 1,625 1,654
Due in 2019 35 2,000 2,035
Due in 2020 - - -
Due in 2021 - -
Due in 2022 - -
Thereafter 43 303 346
Total borrowings $ 107 $ 3,928 $ 4,035

1. Variable rate borrowings bear interest based on a variety of indices,
including LIBOR. Amounts include borrowings that are equity-linked, credit-
linked or linked to some other index.

unsecured 8. Subordinated Liabilities

Subordinated liabilities consist of a Cash Subatiom
Agreement and a $12,000 subordinated revolving itcred
agreement with the Ultimate Parent at June 30, 201
interest rate on the drawn balance of the subatelineevolving
credit agreement is three-month LIBOR plus 300 $asints.
The maturity dates, interest rates and book val@iethe
subordinated notes at June 30, 2018 are as follows:

Interest

Subordinated Notes Maturity Date Rate Book Value
Cash Subordination
Agreement April 30, 2026 4.70% $ 2,500
Subordinated Revolving
Credit Agreement April 30, 2026 5.36% 10,800
Total $ 13,300

9. Commitments, Guarantees and Contingencies
Commitments

Financial Instruments Sold, Not Yet Purchas€dis represents
obligations of the Company to deliver specified afinial
instruments at contracted prices, thereby creatorgmitments
to purchase the financial instruments in the maskedtrevailing
prices. Consequently, the Company’s ultimate okiga to
satisfy the sale of financial instruments sold, yet purchased
may exceed the amounts recognized in the consetidat
statement of financial condition.

Forward-Starting Secured Financing ReceivablBlsis amount
includes reverse repurchase agreements and sesudirowed
that the Company has entered into prior to the ddtehe
consolidated statement of financial condition thdll settle
subsequent to June 30, 2018. Also included are ¢onants to
enter into reverse repurchase agreements thatrawded to
certain clearinghouses or associated depositoried the
Company is a member of and are contingent upodéfeult of
a clearinghouse member or other stress event. These
transactions are primarily secured by collateramfr U.S.
government agency securities and other sovereigergment
obligations when they are funded.

The Company’'s commitments for forward-starting sedu
financing receivables are summarized in the follmpmable by
years to maturity.

Years to Maturity at June 30, 2018

Less
than 1 1-3 3-5 Over 5 Total
Forward-starting
secured financing
receivables $ 6561 $ - $ - $1177 $ 7,738

Forward-starting secured financing receivables settled within

three business days $ 5,011

Premises and EquipmenfThe Company has non-cancelable
operating leases covering premises and equipmeunt.rd-
minimum rental commitments under such leases (hstldease
commitments, principally on office rentals) werefalfows:
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Operating Premises Leases

Gross Sublease

Fiscal Year Amount Income Net Amount
2018 $ 14 3 1 3% 13
2019 26 3 23
2020 25 3 22
2021 22 - 22
2022 20 - 20
Thereafter 35 - 35
Total $ 142 $ 7 % 135

Occupancy lease agreements, in addition to baséalsen
generally provide for rent and operating expensealatons

resulting from increased assessments for realeettxes and
other charges.

Guarantees
Obligations under Guarantee Arrangements at June 30, 2018
Maximum Potential Payout/Notional
Years to Maturity
Carrying
Amount
Less (Asset)/
thanl 1-3 3-5 Over5 Total Liability*
Credit
derivative
contracts $ - $ - $ - $753 $ 753 $ 90
Other credit
contracts - - - 95 95 (5)
Non-credit
derivative
contracts 256,832 13,695 1,603 925 273,055 4,299

1. Carrying amount of derivatives contracts are shown on a gross basis prior
to cash collateral or counterparty netting. For further information on
derivative contracts, see Note 5.

The Company has obligations under
arrangements, including contracts and indemnificati
agreements that contingently require the Companyméke

payments to the guaranteed party based on chamgem i
underlying measure (such as an interest or forexgrhange
rate, security or commodity price, an index or dleeurrence or
non-occurrence of a specified event) related tasset, liability

or equity security of a guaranteed party. Also udeld as
guarantees are contracts that contingently redh&eCompany
to make payments to the guaranteed party basednothex

entity’s failure to perform under an agreement, vesll as

indirect guarantees of the indebtedness of others.

Derivative Contracts

Certain derivative contracts meet the accountirfgnitien of a
guarantee, including certain written options, cogeint forward
contracts and CDSs (see Note 5 regarding credivatefes in

In certain situations, collateral may be held by @ompany for
those contracts that could meet the definition ajuarantee.
Generally, the Company sets collateral requiremebhys
counterparty so that the collateral covers varitrassactions
and products and is not allocated specifically ndividual
contracts. Also, the Company may recover amouriggee to
the underlying asset delivered to the Company untther
derivative contract.

The Company records derivative contracts at faituaia
Aggregate market risk limits have been established, market
risk measures are routinely monitored against thiesés. The
Company also manages its exposure to these degvati
contracts through a variety of risk mitigation stigies,
including, but not limited to, entering into offiay economic
hedge positions. The Company believes that theomafi
amounts of the derivative contracts generally deges its
exposure.

Exchange/Clearinghouse Member Guarantees

The Company is a member of various U.S. exchanges a
clearinghouses that trade and clear securitiesoami#rivative
contracts. Associated with its membership, the Camgpmay
be required to pay a certain amount as determinedhb
exchange or the clearinghouse in case of a defaahy of its
members or pay a proportionate share of the fimhnci
obligations of another member that may default ds i
obligations to the exchange or the clearinghouséiléAthe
rules governing different exchange or clearinghouse
memberships and the forms of these guarantees gy w
general the Company'’s obligations under these mutadd arise
only if the exchange or clearinghouse had previoeghausted
its resources.

certain guarantedn addition, some clearinghouse rules require meslie

assume a proportionate share of losses resultiom fthe
clearinghouse’s investment of guarantee fund doutions and
initial margin, and of other losses unrelated te default of a
clearing member, if such losses exceed the spéaiéisources
allocated for such purpose by the clearinghouse.

The maximum potential payout under these rules aarfe
estimated. The Company has not recorded any camting
liability in its consolidated statement of finanic@ndition for
these agreements and believes that any potengjaireenent to
make payments under these agreements is remote.

Legal

In addition to the matters described below, inribemal course
of business, the Company has been named, fromttirime, as
a defendant in various legal actions, includingteations, class

which the Company has sold credit protection to theactions and other litigation, arising in connectimith its

counterparty). Information regarding all derivats@ntracts that
meet the accounting definition of a guarantee ¢tutted in the
previous table wherein the notional amount is ussdthe
maximum potential payout for certain derivative taats, such
as written foreign currency options.

activities as a global diversified financial seesdcinstitution.
Certain of the actual or threatened legal actiotude claims
for substantial compensatory and/or punitive darsayeclaims
for indeterminate amounts of damages. In some cabes
entities that would otherwise be the primary deéatid in such
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cases are bankrupt or are in financial distresgs&hactions
have included, but are not limited to, residentiartgage and
credit-crisis related matters. Over the last sdwerars, the level
of litigation and investigatory activity (both foah and
informal) by governmental and self-regulatory agesichas
increased materially in the financial services Btdy As a
result, the Company expects that it may becomestigect of
elevated claims for damages and other relief anuijewthe
Company has identified below any individual prodegd
where the Company believes a material loss to bsoreably
possible and reasonably estimable, there can bassorance
that material losses will not be incurred from wiaithat have
not yet been asserted or are not yet determinbd fwrobable or
possible and reasonably estimable losses.

The Company is also involved, from time to time, dther

reviews, investigations and proceedings (both fdrraad

informal) by governmental and self-regulatory agesc
regarding the Company’s business, and involvingpragnother
matters, sales and trading activities, financiabdpicts or
offerings sponsored, underwritten or sold by thenany, and
accounting and operational matters, certain of Wwinnay result
in adverse judgments, settlements, fines, penaligsnctions

or other relief.

The Company contests liability and/or the amountafages
as appropriate in each pending matter. Where dlaila
information indicates that it is probable a lialyilihad been
incurred at the date of the consolidated staternériiinancial
condition and the Company can reasonably estinhat@mount
of that loss, the Company accrues the estimatedbps charge
to income.

In many proceedings and investigations, however, isit
inherently difficult to determine whether any lasgprobable or
even possible or to estimate the amount of any lasaddition,
even where loss is possible or an exposure to déagsts in
excess of the liability already accrued with respéz a
previously recognized loss contingency, it is Hotags possible
to reasonably estimate the size of the possibke ¢ogange of
loss.

For certain legal proceedings and investigations, Company
cannot reasonably estimate such losses, partiguléot
proceedings and investigations where the factuarekeis being
developed or contested or where plaintiffs or goment
entities seek substantial or indeterminate damagessitution,
disgorgement or penalties. Numerous issues may teduke
resolved, including through potentially lengthy atisery and
determination of important factual matters, detaation of
issues related to class certification and the dtaticun of
damages or other relief, and by addressing noveinsettled
legal questions relevant to the proceedings orsiigations in
guestion, before a loss or additional loss or raafjdoss or
additional loss can be reasonably estimated foraeeding or
investigation.

For certain other legal proceedings and investgati the
Company can estimate reasonably possible lossehtioaal
losses, ranges of loss or ranges of additional ilosexcess of

amounts accrued, but does not believe, based orentur
knowledge and after consultation with counsel, thath losses
will have a material adverse effect on the Compsny’
consolidated statement of financial condition astele, other
than the matters referred to in the following paapds.

Residential Mortgage and Credit Crisis Related Mat

On July 15, 2010, China Development Industrial Béifdd a
complaint against the Company, styl€&hina Development
Industrial Bank v. Morgan Stanley & Co. Incorpordtet al,
which is pending in the Supreme Court of the StHteNew
York, New York County (“Supreme Court of NY”). The
complaint relates to a $275 CDS referencing thessgnior
portion of the STACK 2006-1 CDO. The complaint atse
claims for common law fraud, fraudulent inducememid
fraudulent concealment and alleges that the Company
misrepresented the risks of the STACK 2006-1 CD@mB,
and that the Company knew that the assets backiegCDO
were of poor quality when it entered into the CDBhWCDIB.
The complaint seeks compensatory damages relatetheto
approximately $228 that CDIB alleges it has alrebdy under
the CDS, rescission of CDIB’s obligation to pay adfditional
$12, punitive damages, equitable relief, fees aodtsc On
February 28, 2011, the court denied the Companytiom to
dismiss the complaint. On June 27, 2018, the Comfitad a
motion for summary judgement and spoliation sanstiagainst
CDIB. Based on currently available information, iempany
believes it could incur a loss in this action of up
approximately $240 plus pre- and post-judgmentraste fees
and costs.

On May 17, 2013, plaintiff inIKB International S.A. in
Liquidation, et al. v. Morgan Stanley, et diled a complaint
against the Company and certain affiliates in thpr&me Court
of NY. The complaint alleges that defendants madsenal
misrepresentations and omissions in the sale tntiffaof
certain mortgage pass-through certificates backegd b
securitization trusts containing residential moggdoans. The
total amount of certificates allegedly sponsoreddaswritten
and/or sold by the Company to plaintiff was appneediely
$133. The complaint alleges causes of action apdins
Company for common law fraud, fraudulent conceakmen
aiding and abetting fraud, and negligent misrepred®on, and
seeks, among other things, compensatory and permawmages.
On October 29, 2014, the court granted in part decied in
part the Company’s motion to dismiss. All clainegarding
four certificates were dismissed. After these dssais, the
remaining amount of certificates allegedly issued the
Company or sold to plaintiff by the Company was
approximately $116. On August 11, 2016, the Appella
Division affirmed the trial court's order denying ipart the
Company’s motion to dismiss the complaint. At J@ge 2018,
the current unpaid balance of the remaining moegpgss-
through certificates at issue in this action wagpragimately
$24, and the certificates had incurred actual Essk $58.
Based on currently available information, the Comypbelieves

it could incur a loss in this action up to the eiffnce between
the $24 unpaid balance of these certificates (plug losses
incurred) and their fair market value at the tinfeagudgment
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against the Company, or upon sale, plus pre- astjpdgment
interest, fees and costs. The Company may be ehtith be
indemnified for some of these losses and to arebfts interest
received by the plaintiff prior to a judgment.

On May3, 2013, plaintiffs in Deutsche Zentral-
Genossenschaftsbank AG et al. v. Morgan Stanley. éted a
complaint against the Company, certain affiliatasd other
defendants in the Supreme Court of NY. The complalileges
that defendants made material misrepresentaticth®missions
in the sale to plaintiffs of certain mortgage p#ssugh
certificates backed by securitization trusts camteyj residential
mortgage loans. The total amount of certificatekegaidly
sponsored, underwritten and/or sold by the Compampfaintiff
was approximately $634. The complaint alleges cao$action

The Company determines whether it is the primanyekieiary
of a VIE upon its initial involvement with the VIEnd
reassesses whether it is the primary beneficianarommngoing
basis as long as it has any continuing involvermeéttit the VIE.
This determination is based upon an analysis oflésign of the
VIE, including the VIE's structure and activitiethe power to
make significant economic decisions held by the gamy and
by other parties, and the variable interests owhbgdthe
Company and other parties.

The power to make the most significant economicigi@ts
may take a number of different forms in differeypigs of VIEs.
The Company considers servicing or collateral meanamt
decisions as representing the power to make thé¢ srgpsficant
economic decisions in transactions such as semafidhs or

against the Company for common law fraud, fraudulen CDOs. As a result, the Company does not consolidate

concealment, aiding and abetting fraud,
misrepresentation, and rescission and seeks, aotbagthings,
compensatory and punitive damages. On June 26,, 2028
parties entered into an agreement to settle tigation.

On April 1, 2016, the California Attorney GeneraDifice filed
an action against the Company in California statertcstyled
California v. Morgan Stanley, et al., on behalf @&lifornia
investors, including the California Public Emplogee
Retirement System and the California Teachers’ rRient

System. The complaint alleges that the Company madeseveral

misrepresentations and omissions regarding RMBS reotds
issued by the Cheyne SIV, and asserts violationsthef
California False Claims Act and other state lawsl @eeks
treble damages, civil penalties, disgorgement, emhctive
relief. On September 30, 2016, the court granteddbmpany’s
demurrer, with leave to replead. On October 21, 620the
California Attorney General filed an amended corimtlaOn
January 25, 2017, the court denied the Companymuder
with respect to the amended complaint.

10. Variable Interest Entities and Securitization
Activities

The Company is involved with various SPEs in thenra
course of business. In most cases, these entiedeemed to
be VIEs.

The Company’s variable interests in VIEs includeébtdand
equity interests, commitments, guarantees, deviwati
instruments and certain fees. The Company’s involm with
VIEs arises primarily from;

« Interests purchased
activities and
securitization
transactions.

in connection with market-ngakin
retained interests held as a resfit
activities, including re-securitimat

« Residual interests retained in connection with roipail bond
securitizations.

« Structuring of CLNs or other asset-repackaged nd¢sggned
to meet the investment objectives of clients.

negligentsecuritizations or CDOs for which it does not atlge servicer

or collateral manager unless it holds certain ottights to
replace the servicer or collateral manager or tguire the
liquidation of the entity. If the Company servessasvicer or
collateral manager, or has certain other rightsrilesd in the
previous sentence, the Company analyzes the itgenmeshe
VIE that it holds and consolidates only those Vf&aswhich it
holds a potentially significant interest in the VIE

The structure of securitization vehicles and CD®slriven by
parties, including loan seller(s) in sd@aiion

transactions, the collateral manager in a CDO, onanore

rating agencies, a financial guarantor in somesaations and
the underwriter(s) of the transactions, that semwereflect

specific investor demand. In addition, subordinateestors,
such as the “B-piece” buyer (i.e., investors in trsagordinated
bond classes) in commercial mortgage backed szatiins or
equity investors in CDOs, can influence whethercijmeloans

are excluded from a CMBS transaction or investneeiteria in

a CDO.

For many transactions, such as re-securitizatianstctions,
CLNs and other asset-repackaged notes, there asigmidicant
economic decisions made on an ongoing basis. Isetases,
the Company focuses its analysis on decisions rpedeto the
initial closing of the transaction and at the taration of the
transaction. The Company concluded in most of these
transactions that decisions made prior to theaih@iosing were
shared between the Company and the initial inveshbarsed
upon the nature of the assets, including whethertsets were
issued in a transaction sponsored by the Compashyhenextent
of the information available to the Company andnweestors,
the number, nature and involvement of investorbemotights
held by the Company and investors, the standardizatf the
legal documentation and the level of continuingoiement by
the Company, including the amount and type of &gts owned
by the Company and by other investors. The Compacysed
its control decision on any right held by the Compeor
investors related to the termination of the VIE. stlae-
securitization transactions, CLNs and other assgdekaged
notes have no such termination rights.
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Consolidated VIEs
Assets and Liabilities by Type of Activity

At June 30, 2018

VIE Assets VIE Liabilities
MABS $ 73 $ 52
CLOs 290 267
Total $ 363 $ 319

Consolidated VIE assets and liabilities are presgbrin the
previous table after intercompany eliminations andlude
assets financed on a non-recourse basis. The Conagaounts
for the assets held by the entities primarily inndficial
instruments owned and the liabilities of the eesitias Other
secured financings in the consolidated statementinaincial
condition. The assets and liabilities are measatddir value.

The Company has no additional maximum exposureseels on
assets not recognized in its consolidated statewfefihancial
condition as of June 30, 2018.

Non-consolidated VIEs

The following table includes non-consolidated VIEswhich

the Company has determined that its maximum expasuloss
is greater than specific thresholds or meets cedtier criteria
and excludes exposure to loss from liabilities dtee
immateriality. Most of the VIEs included in the fmlving table
are sponsored by unrelated parties; the Companythviement
generally is the result of its secondary marketimglactivities.

Non-consolidated VIEs

At June 30, 2018
MABS CDO MTOB
VIE assets (UPB) $ 14468 $ 1876 $ 91 $
Total maximum exposure to loss and carrying value o f exposure to
loss
Debt and equity
interests $

Additional VIE assets owned®

Other

781 $ 64 $ 18

$ 2,315

1. Additional VIE Assets owned represents the carryiafue of total exposure to
non-consolidated VIEs that does not meet the @itier detailed breakout in the
previous table, primarily interest issued by sdmaiion SPEs for which the
maximum exposure to loss is less than specificstiois.

The Company’'s maximum exposure to loss presentethén
previous table does not include:

- offsetting benefit of any financial instruments tththe
Company may utilize to hedge these risks associattdits
variable interests; and

- any reductions associated with the amount of cattdtheld
as part of a transaction with the VIE or any paayhe VIE
directly against a specific exposure to loss.

The Company’s primary risk exposure is to the séesrissued
by the SPE owned by the Company, with the highiektan the
most subordinate class of beneficial interests. s€hassets
generally are included in Financial instruments edmn
Corporate and other debt and are measured at dikie (see
Note 4). The Company does not provide additionglpsut in

these transactions through contractual faciligsesh as liquidity
facilities, guarantees, or similar derivatives. TBempany’s
maximum exposure to loss generally equals thevdire of the
assets owned.

Transactions with VIEs

The Company’s transactions with VIEs primarily undés
securitizations, municipal tender option bond ®ustredit
protection purchased by affiliates through CLNs, dan
collateralized loan and debt obligations. Such vitets are
further described below.

Mortgage- and Asset-Backed Securitization Assets

At June 30, 2018
Debt and Equity

UPB Interests

Residential mortgages $ 1,201 $ 144
Commercial mortgages debt obligations 11,767 304
U.S. agency collateralized mortgage

obligations 1,365 297
Other consumer or commercial loans 135 36
Total $ 14,468 $ 781
Securitizations

In a securitization transaction, the Company or adfiliate

transfers assets (generally commercial or U.S.@gsecurities)
to an SPE, sells to investors most of the benéfioigrests,
such as notes or certificates, issued by the SR, ia many
cases, retains other beneficial interests. The hase of the
transferred assets by the SPE is financed throbghsale of
these interests.

Although not obligated, the Company generally makesarket
in the securities issued by SPEs in these tramsectiAs a
market maker, the Company offers to buy these g@=ufrom,

and sell these securities to, investors. Securiieschased
through these market-making activities are not ictaned to be
retained interests, although these beneficial @stsr generally
are included in Financial instruments owned- Caap®rand
other debt and are measured at fair value.

The Company enters into derivatives, generally rage rate
swaps and interest rate caps, with a senior payprmtty in
many securitization transactions. The risks assediwith these
and similar derivatives with SPEs are essentidily $ame as
similar derivatives with non-SPE counterparties aade
managed as part of the Company’s overall expoSee.Note 5
for further information on derivative instrumentadahedging
activities.

Municipal Tender Option Bond Trusts

In a municipal tender option bond trust transactidghe

Company, generally on behalf of a client, transgemsunicipal
bond to a trust. The trust issues short-term séesirthat the
Company, as the remarketing agent, sells to invgside client
retains a residual interest. The short-term sdearitare
supported by a liquidity facility pursuant to white investors
may put their short-term interests. In some progiaan affiliate
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of the Company provides this liquidity facility; immost
programs, a third-party provider will provide sutiquidity
facility. The Company may purchase short-term séearin its
role as remarketing agent. The client can genetatiyinate the
transaction at any time. The liquidity provider cgenerally
terminate the transaction upon the occurrence éiceevents.
When the transaction is terminated, the municipahdb is
generally sold or returned to the client. Any lasseffered by
the liquidity provider upon the sale of the bonde ahe
responsibility of the client. This obligation geally is
collateralized. Liquidity facilities provided to micipal tender
option bond trusts generally are provided by affds of the
Company. The Company consolidates any municipatielen
option bond trusts in which it holds the residuatlerest. No
such trust was consolidated at June 30, 2018.

Credit Linked Notes

In a CLN transaction, the Company transfers adggserally
high quality securities or money market investmetdsan SPE.
An affiliate of the Company enters into a derivativansaction
in which the SPE writes protection on an unrelateférence
asset or group of assets, through a CDS, a taiainrewap or
similar instrument, and sells to investors the sées issued by
the SPE. In some transactions, an affiliate ofGobenpany may
also enter into interest rate or currency swap#h whie SPE.
Upon the occurrence of a credit event related eor#éference
asset, the SPE will deliver collateral securitispayment to the
affiliate of the Company that serves as the dexeat
counterparty. These transactions are designed twide
investors with exposure to certain credit risk be teference
asset. In some transactions, the assets and tiebitif the SPE
are recognized in the Company’s consolidated setéenof
financial condition. In other transactions, thensfer of the
collateral securities is accounted for as a salasséts, and the
SPE is not consolidated. The structure of the #etien
determines the accounting treatment.

The derivatives in CLN transactions consist of Iltatsturn
swaps, credit default swaps or similar contractsvhich an
affiliate of the Company has purchased protectioa oeference
asset or group of assets. Payments by the SPBlatelized.

Collateralized Loan and Debt Obligations

A CLO or a CDO is an SPE that purchases a poolseéts,
consisting of corporate loans, corporate bonds, #ABS
synthetic exposures on similar assets through afévas, and
issues multiple tranches of debt and equity seearitto
investors. The Company underwrites the securitsssidd in
CLO transactions on behalf of unaffiliated sponsansd
provides advisory services to these unaffiliatednsprs. An
affiliate of the Company sells corporate loans @ngnof these
SPEs, in some cases representing a significantopodf the
total assets purchased. If necessary, the Compaayy retain
unsold securities issued in these transactionshoAlih not
obligated, the Company generally makes a marketthm
securities issued by SPEs in these transactioreselbeneficial
interests are included in Financial instruments edviand are
measured at fair value.

Transfers of Assets with Continuing Involvement

At June 30, 2018

U.S. Agency
CML CMO

SPE assets (UPB) $ 2,252 $ 14,164
Retained interests (fair value)
Investment grade $ 38 $ 619
Non-investment grade 14 -
Total $ 52 $ 619
Interests purchased in the secondary market (fairv  alue)
Investment grade $ - $ 39
Non-investment grade 1 -
Total $ 13 39

Fair Value at June 30, 2018

Level 2 Level 3 Total

Retained interests

Investment grade $ 619 $ 38 $ 657
Non-investment grade - 14 14
Total $ 619 $ 52 $ 671
Interests purchased in the secondary market

Investment grade $ 39 $ - $ 39
Non-investment grade - 1 1
Total $ 39 $ 13 40

The previous table includes transactions with SiREshich the
Company, acting as principal, transferred finanaisgets with
continuing involvement and received sales treatment

Transferred assets are carried at fair value poigecuritization.
The Company may act as underwriter of the benéfictarests
issued by these securitization vehicles. The Compaay retain
interests in the securitized financial assets as on more
tranches of the securitization. These retainedréste are
generally carried at fair value in the Company'sisidated
statement of financial condition.

11. Risk Management

The Company's risk management policies and
procedures are aligned with those of the UltimaeeRt and its
other consolidated subsidiaries. These policies agldted
procedures are administered on a coordinated glmhellegal
entity basis with consideration given the Compargpecific
capital and regulatory requirements.

Risk is an inherent part of the Company’s busirsssvities.
Management believes effective risk managementta to the
success of the Company’s business activities. Afiagly, the
Company has policies and procedures in place tatifgle
measure, monitor, advise, challenge and controlpttiecipal
risks involved in the activities of its businessdasupport
functions. The Company’s ability to properly andeefively
identify, measure, monitor, advise, challenge aodtrol each
of the various types of risk involved in its actigs is critical to
its soundness and profitability.

The cornerstone of the Company’s risk managemetagaphy
is the execution of risk-adjusted returns throughdpnt risk-
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taking that protects the Company’s capital base feamchise.
Five key principles underlie this philosophy: intiég
comprehensiveness, independence, accountability
transparency. To help ensure the efficacy of rigkhagement,
which is an essential component of the Companypsitetion,
senior management requires thorough and
communication and the appropriate escalation & nstters.
The fast-paced, complex, and constantly-evolvingunea of
global financial markets requires that the Compamntain a
risk management culture that is incisive, knowledde about
specialized products and markets, and subjectdgoing review
and enhancement.

Market Risk

Market risk refers to the risk that a change inléhel of one or
more market prices, rates, indices, implied vatet# (the price
volatility of the underlying instrument imputed fro option
prices), correlations or other market factors, sashmarket
liquidity, will result in losses for a position @ortfolio owned
by the Company. Generally, the Company incurs niaikk as
a result of trading, investing and client facilitat activities.

Sound market risk management is an integral partthef
Company’s culture. The various business units amadlirig

desks are responsible for ensuring that marketesiglosures are
well-managed and prudent. Market risk is also nuvad

through various measures: using statistics; by areas of
position sensitivity; and through routine stresstitey, which

measures the impact on the value of existing plarffoof

specified changes in market factors, and scenanalyses
conducted in collaboration with business units.

Credit Risk

Credit risk refers to the risk of loss arising wherborrower,
counterparty or issuer does not meet its finarmdigations to

the Company. The Company primarily incurs crediskri
exposure to institutions and individuals. This rislay arise
from a variety of business activities, includingit mot limited

to, entering into derivative contracts under whichinterparties
have obligations to make payments to the Compaxtgneing

credit to clients; providing funding that is sealitey physical or
financial collateral whose value may at times bsufficient to

cover the loan repayment amount; and posting maagulfor

collateral to counterparties. This type of risk uiegs credit
analysis of specific counterparties, both initiabynd on an
ongoing basis. The Company also incurs credit mskraded

securities and whereby the value of these asseysflonzuate

based on realized or expected defaults on the Iynuigr
obligations or loans.

The Company has structured its credit risk managéme
framework to reflect that each of its businessewegge unique
credit risks, and establishes practices to evaluatmitor and
control credit risk exposure both within and acrissusiness
activities. The Company is responsible for ensuring
transparency of material credit risks, ensuring giiance with
established limits, approving material extensiohsredit, and
escalating risk concentrations to appropriate  senio

management. The Company'’s credit risk exposurearaged
by credit professionals and risk committees thanitoo risk

aneéxposures, including margin loans and credit sieesihigher

risk transactions.

frequenfoperational Risk

Operational risk refers to the risk of loss, ordafmage to the
Company’s reputation, resulting from inadequate faited

processes or systems, from human factors or froterrd

events (e.g., fraud, theft, legal and compliansks;i cyber
attacks or damage to physical assets). The Compayyincur

operational risk across the full scope of its besmactivities,
including revenue-generating activities (e.g., saad trading)
and support and control groups (e.g. informatiahtelogy and
trade processing).

The goal of the operational risk management framkvi® to
establish Company-wide operational risk standarlated to
risk measurement, monitoring and management. Qppeht
risk policies are designed to reduce the likelihaod/or impact
of operational incidents as well as to mitigatealegegulatory,
and reputational risks.

Model Risk

Model risk refers to the potential for adverse empgences from
decisions based on incorrect or misused model tatpdodel
risk can lead to financial loss, poor business atrdtegic
decision making or damage to the Company’s remnafl he
risk inherent in a model is a function of the matidy,

complexity and uncertainty around inputs and assiomp.

Model risk is generated from the use of models ictipg

financial statements, regulatory filings capital eqdacy
assessments and the formulation of strategy.

Sound model risk management is an integral paaunfRisk
Management Framework. MRM is a distinct departniemRisk
Management responsible for the oversight of modkl r

A guiding principle for managing model risk is theffective
challenge” of models. The effective challenge ofdels is
represented by the critical analysis by objectiugprmed
parties who can identify model limitations and asptions and
drive appropriate changes. MRM provides effectikallenge of
models, independently validates and approves mdadelsise,
annually recertifies models, reports identified mlodalidation
limitations to key stakeholders, tracks remediatjdans for
model validation limitations and reports on modsk metrics.

Liquidity Risk

Liquidity risk refers to the risk that the Compamnill be unable

to finance its operations due to a loss of accesthé capital
markets or difficulty in liquidating its assets.guiidity risk also

encompasses the Company’s ability to meet its @ishn
obligations in a timely manner without experiencaignificant

business disruption or reputational damage that timagaten its
viability as a going concern.
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The primary goal of the Company’s Liquidity Risk Megement
Framework is to ensure that the Company has act®ss
adequate funding across a wide range of marketiwonsl The
framework is designed to enable the Company taillfuts
financial obligations and support the executionitefbusiness
strategies. The Company’'s Required Liquidity Framoew
reflects the amount of liquidity the Company mustdhin both
normal and stressed environments to ensure thdtnascial
condition or overall soundness is not adverselgcdfd by an
inability (or perceived inability) to meet its finaial obligations
in a timely manner. The Required Liquidity Framekvor
considers the most constraining liquidity requirain® satisfy
all regulatory and internal limits. The Company siséquidity
Stress Tests to model liquidity inflows and outflowacross
multiple scenarios over a range of time horizonhese
scenarios contain various combinations of idiosgticr and
systemic stress events of different severity anchtthn. The
methodology, implementation, production and analysi the
Company’s Liquidity Stress Tests are important congnts of
the Required Liquidity Framework.

Concentration Risk

The Company is subject to concentration risk bydimg large
positions in certain types of securities or commaitits to
purchase securities of a single issuer, includingesign
governments and other entities, issuers located particular
country or geographic area, public and privateassinvolving

developing countries, or issuers engaged in aqoeati industry.
Financial instruments owned by the Company includé&.

government and agency securities, which, in thereagge,
represented approximately 13% of the Company’d s#sets at
June 30, 2018. In addition, substantially all ¢f tollateral held
by the Company for reverse repurchase agreemenbsmuis
borrowed, which together represented approxim&té9 of the
Company’s total assets at June 30, 2018, consiseairities
issued by the U.S. government, federal agenciesotber

sovereign government obligations.

Customer Activities

The Company’s customer activities involve the exiecy
settlement and financing of various securities da@tions on
behalf of customers. Customer securities activitiage
transacted on either a cash or margin basis.

The Company’s customer activities may expose dftdalance

sheet credit risk. The Company may have to purcloassell

financial instruments at prevailing market priceghe event of
the failure of a customer to settle a trade omwiitginal terms or
in the event cash and securities in customer macgounts are
not sufficient to fully cover customer losses. TBempany
seeks to control the risks associated with custantyvities by
requiring customers to maintain margin collateratompliance
with various regulations and Company policies.

12. Employee Stock-Based Compensation Plans

Eligible employees of the Company participate inesal of the
Ultimate Parent’s stock-based compensation plans.

Restricted Stock Units

RSUs are generally subject to vesting over timaggaly three
years from the date of award, contingent upon ooetl
employment and subject to restrictions on salensfex or
assignment until conversion to common stock. Allagportion
of an award may be cancelled if employment is teatdd
before the end of the relevant vesting period afidr ahe
relevant vesting period in certain situations. Rexits of RSUs
may have voting rights, at the Ultimate Parentscdition, and
generally receive dividend equivalents if the awavest. The
Ultimate Parent determines the fair value of RSHisel on the
grant-date fair value of its common stock, measusedthe
volume-weighted average price on the date of gr@eftain
awards provide the Ultimate Parent discretion tocehall or a
portion of the award under specified circumstances.

Performance-based Stock Units

PSUs will vest and convert to shares of commonkstody if

the Ultimate Parent satisfies predetermined perémca and
market-based conditions over a three-year perfocemaeriod.
The number of PSUs that will actually vest rangesnf 0% to
150% of the target award based on the extent tahwikiie
Ultimate Parent achieves the specified performayoads.PSUs
have vesting, restriction and cancellation provisigdhat are
generally similar to those of RSUs. The Ultimaterdpa
determines the fair value of PSUs with nhon-marlefqrmance
conditions based on the grant-date fair value sfcibmmon
stock, measured as the volume-weighted average pricthe
date of grant. PSUs with market-based conditiorss vadlued
using a Monte Carlo valuation model.

13. Employee Benefit Plans

The Ultimate Parent and its consolidated subsieasponsor
various retirement plans for the majority of itsSUand certain
non-U.S. employees. The Company provides certalmerot
postretirement benefits, primarily health care Afedinsurance,
to eligible U.S. employees.

Pension and Other Postretirement Plans

Certain U.S. employees of the Company who weredHefore
July 1, 2007 are covered by a non-contributoryingef benefit
pension plan that is qualified under Section 401¢&)the
Internal Revenue Code (the “Qualified Plan”). Theaf¥ied
Plan has ceased future benefit accruals.

Unfunded supplementary plans (collectively, thepflemental
Plans”) cover certain executives. Liabilities fariefits payable
under the Supplemental Plans are accrued by thep@wmymand
are funded when paid. SEREP, a non-contributoryinddf
benefit plan that is not qualified under Sectiorl@) of the
Internal Revenue Code, has ceased future benefiias.
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The Company's pension plans generally provide pensi
benefits that are based on each employee’s yearsedited
service and on compensation levels specified irpthes.

The Company has an unfunded postretirement bepiefit that
provides medical and life insurance for eligible&SUretirees and
medical insurance for eligible dependents.

Morgan Stanley 401(k) Plan

U.S. employees meeting certain eligibility requients may
participate in the Morgan Stanley 401(k) Plan. iblig
employees receive discretionary 401(k)
contributions as determined annually by the Comp&myp018,
the Company made a dollar for dollar Company mafzho 4%
of eligible 2017 pay, up to the IRS limit. Matchingntributions
were invested among available funds according tehea
participant’s investment direction on file. Eliggblemployees
with eligible pay less than or equal to one hunditealisand
dollars also received a fixed contribution of 2%eti§ible 2017
pay. Certain employees received a transistion itarion based
on prior plan membership.

14. Income Taxes

The Company is a single-member limited liabilityrgquany that
is treated as a disregarded entity for federal nmeotax
purposes. The Company is included in the consadi&tderal
income tax return filed by the Ultimate Parent. &wdlincome
taxes have generally been provided on a modifiguarsee
entity basis in accordance with the Tax Sharingeggrent with
the Ultimate Parent. The Company is included indbmbined
state and local income tax returns with the UltenBarent and
certain other subsidiaries of the Ultimate Par8tdte and local
income taxes have been provided on separate éntityne at
the effective tax rate of the Company’s combin&ddigroup.

In accordance with the terms of the Tax Sharingeagrent
with the Ultimate Parent, substantially all curramid deferred
taxes (federal, combined and unitary state) aretledet
periodically with the Ultimate Parent.

Tax Authority Examinations

The Company, through its inclusion in the returrhef Ultimate
Parent, is under continuous examination by the #R& other
tax authorities in certain states in which the Camp has
significant business operations, such as New Yorke
Company believes its unrecognized tax benefits, asstbciated
interest, if applicable (“tax liabilities”), is adaate in relation to
the potential for additional assessments. The Compaill
adjust such unrecognized tax benefits only when ne
information is available or when an event occursessitating a
change.

The Company is currently at various levels of fieldamination
with respect to audits by the IRS, as well as NewkYState and
New York City, for tax years 2009-2016 and 2007-401
respectively.

matching hcas

The Company believes that the resolution of thevabtax
matters will not have a material effect on the alidated
statement of financial condition, although a resofu could
have a material impact in the consolidated stat¢mwiefinancial
condition and effective tax rate for any periodwhich such
resolution occurs.

It is reasonably possible that significant chanigethe balance
of unrecognized tax benefits occur within the ngXtmonths.
At this time, however, it is not possible to reaeolly estimate
the expected change to the total amount of unrezedntax
benefits and the impact on the Company’s effedtixerate over
the next 12 months.

Unrecognized Tax Benefits

The Company is subject to the income and indiraxtlaws of
the U.S., its states and municipalities in whiokh @ompany has
significant business operations. These tax lawsangplex and
subject to different interpretations by the taxpagad the
relevant governmental taxing authorities. The Comypenust
make judgments and interpretations about the et of
these inherently complex tax laws when determinithg
provision for income taxes and the expense forr@uditaxes
and must also make estimates about when certairs isdffect
taxable income in the various tax jurisdictionssyites over
interpretations of the tax laws may be settled with taxing
authority upon examination or audit. The Compangqakcally
evaluates the likelihood of assessments in eachngax
jurisdiction resulting from current and subsequegars’
examinations, and unrecognized tax benefits relatqubtential
losses that may arise from tax audits are estaulism
accordance with the guidance on accounting for aogwized
tax benefits and incorporated into the amounts lesktt
periodically with the Ultimate Parent under the T&karing
Agreement. Once established, unrecognized tax henafe
adjusted when there is more information availablevben an
event occurs requiring a change.

15. Regulatory Capital and Other Requirements
Regulatory Capital

MS&Co. is a registered U.S. broker-dealer and teggs
futures commission merchant and, accordingly, §esii to the
minimum net capital requirements of the SEC andGRaC.
Under these rules, MS&Co. is required to maintaimimum
Net Capital, as defined under SEC Rule 15c¢3-100fass than
the greater of 2% of aggregate debit items ariBimg customer
transactions, plus excess margin collateral onrseveepurchase
agreements or the CFTC risk-based requirement septieg

Wthe sum of 8% of customer risk maintenance margin
requirement and 8% of non customer risk maintenanaggin
requirement, as defined. At June 30, 2018, MS&Cdt
Capital was $13,056 which exceeded the higher CFTC
minimum requirement by $10,661.
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FINRA may require a member firm to reduce its basiif net
capital is less than 4% of such aggregate debitstand may
prohibit a firm from expanding its business if wapital is less
than 5% of such aggregate debit items.

MS&Co. is required to hold tentative net capitaleércess of
$1,000 and Net Capital in excess of $500 in accareavith the
market and credit risk standards of Appendix E ofeRL5¢3-1.
MS&Cao. is also required to notify the SEC in theeetvthat its
tentative net capital is less than $5,000. At JGGe 2018,
MS&Co. had tentative net capital in excess of theimum and
the notification requirements.

Advances to the Ultimate Parent and its affiliatepayment of
subordinated liabilities, dividend payments andeotlequity
withdrawals are subject to certain notification awther
provisions of the SEC Net Capital rule.

As of June 30, 2018, MS&Co. met the criteria sethfainder
the SEC's Rule 11(a)(1)(G)(i), trading by member$
Exchanges, Brokers and Dealers, and is therefotenmpliance
with the business mix requirements.

In March 2018, MS&Co. voluntarily adopted the Bageb
market risk model framework, which is broadly cetesnt with
regulations promulgated by the Board of Governofsthe
Federal Reserve System and specific requirementiswed
with the staff of the SEC. MS&Co. incurred increcsearket
risk capital charges resulting from the adoptionahticipation
of the adoption, MS&Co. increased its regulatorpitd by

$3,500, consisting of $2,000 in incremental borrgysi pursuant
to a Subordinated Revolving Credit Agreement withe t

Ultimate Parent and $1,500 of equity capital infldey the
Ultimate Parent.

The Dodd-Frank Act requires the registration of &gwdealers”
and “major swap participants” with the CFTC and clsdty-
based swap dealers” and “major
participants” with the SEC (collectively, “Swaps tHes”).
MS&Cao. is provisionally registered with the CFTC aswap
dealer per current requirements and anticipateistezong with
the SEC as a security-based swap dealer once SE@aking
is finalized.

Other

At June 30, 2018, cash and securities of $11,151$%23,746,
respectively, were deposited with clearing orgatiores or
segregated under federal and other regulationsarinrements.

Securities deposited with clearing organizationssegregated
under federal and other regulations or requiremargssourced

from reverse repurchase agreements and Finang@liments
owned in the Company’s consolidated statement mdnitial
condition.

16. Subsequent Events

The Company has evaluated subsequent events fostandint
to or disclosure in the consolidated statement in&rfcial
condition through the date of this report and tt@mBany has
not identified any recordable or disclosable eventet
otherwise reported in the consolidated statemenfinaincial
condition or the notes thereto.

*kkkkk

security-based swap

-25 -



Glossary of Common Acronyms

ABS — Asset-backed securities
ADR — American depositary receipt

AOCI — Accumulated other comprehensive
income/(loss)

CDO - Collateralized debt obligations
CDS - Credit default swap

CFO — Chief Financial Officer of the Ultimate Paren
and its consolidated subsidiaries

CFTC — Commodity Futures Trading Commission
CLN — Credit-linked note

CLO - Collateralized loan obligations

CMBS - Commercial mortgage-backed securities
CML — Commercial Mortgage Loans

CMO - Collateralized Mortgage Obligation
CRM—Credit Risk Management Department

CRO - Chief Risk Officer of the Ultimate Parent and
its consolidated subsidiaries

FCG - Financial Control Group
FICO — Fair Isaac Corporation

FINRA — Financial Industry Regulatory Authority,
Inc.

IRS — Internal Revenue Service

LIBOR — London Inter-bank Offered Rate
MABS — Mortgage- and Asset-backed securities
MRM — Model Risk Management Department
MS&Co. — Morgan Stanley & Co. LLC

MSBNA — Morgan Stanley Bank, N.A.

MSCM — Morgan Stanley Capital Management, LLC
MSDHI — Morgan Stanley Domestic Holdings, Inc.
MSSB — Morgan Stanley Smith Barney, LLC
MSSF — Morgan Stanley Senior Funding, Inc.
MSSG — Morgan Stanley Services Group Inc.
MTOB — Municipal Tender Option Bonds

OTC — Over-the-counter

PDS - Prime Dealer Services Corp.

PSU — Performance-based stock units

RMBS — Residential mortgage-backed securities
RSU — Restricted stock unit

SEC - U.S. Securities and Exchange Commission

SEREP — The Morgan Stanley Supplemental
Executive Retirement and Excess Plan

SPE - Special purpose entities
UPB — Unpaid principal balance

U.S. GAAP — Accounting principles generally
accepted in the United States of America

VC — Valuation Control Department

VIE — Variable interest entity
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