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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Morgan Stanley Smith Barney LLC

We have audited the accompanying consolidatednséatieof financial condition of Morgan Stanley Smith
Barney LLC and subsidiaries (the “Company”) as afcBmber 31, 2014. This consolidated financial
statement is the responsibility of the Company'sagament. Our responsibility is to express an opini
on this consolidated financial statement basedusraodit.

We conducted our audit in accordance with the statgdof the Public Company Accounting Oversight
Board (United States). Those standards requirevikaplan and perform the audit to obtain reasonable
assurance about whether the consolidated finarste&tement is free of material misstatement. The
Company is not required to have, nor were we erdydgeerform, an audit of its internal control over
financial reporting. Our audit included considesatbf internal control over financial reporting adasis

for designing audit procedures that are appropiliat¢he circumstances, but not for the purpose of
expressing an opinion on the effectiveness of tben@any's internal control over financial reporting.
Accordingly, we express no such opinion. An audsbancludes examining, on a test basis, evidence
supporting the amounts and disclosures in the didiased financial statement, assessing the acaoginti
principles used and significant estimates made lanagement, as well as evaluating the overall
consolidated financial statement presentation. lieve that our audit provides a reasonable basisur
opinion.

In our opinion, such consolidated statement ofrfai@ condition presents fairly, in all materiabpects,
the financial position of Morgan Stanley Smith Bayr.LC and subsidiaries as of December 31, 2014, in
conformity with accounting principles generally apted in the United States of America.

/sl Deloitte & Touche LLP

New York, NY

February 27, 2015



MORGAN STANLEY SMITH BARNEY LLC
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2014
(In millions of dollars)

ASSETS
Cash $ 536
Cash deposited with clearing organizations or ggesl under federal and
other regulations or requirements 1,698

Financial instruments owned, at fair value (apprately $82 were pledged to various parties) 1,149
Securities purchased under agreements to resell 4,765
Securities borrowed 372
Receivables:

Customers (net of $4 allowance for dodficounts) 14,546

Brokers, dealers and clearing organization 195

Fees, interest and other 750

Affiliates 95
Equipment and software (net of accumulated depieniaf $25) 15
Goodwill 4,609
Intangible assets (net of accumulated amortizaifdil,378) 2,572
Other assets 300
Total assets $ 31,602

LIABILITIES AND MEMBER’S EQUITY

Short-term borrowings - affiliates $ 773
Financial instruments sold, not yet purchasedaiatvBlue 674
Securities sold under agreements to repurchase 4,393
Securities loaned 2,102
Payables:

Customers 5,740

Brokers, dealers and clearing organization 197

Interest and dividends 42
Other liabilities and accrued compensation expenses 4,335
Total liabilities 18,256
Subordinated liabilities 100
Member’s equity 13,246
Total liabilities and member’s equity $ 31,602

See Notes to Consolidated Statement of Financiatfion.
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MORGAN STANLEY SMITH BARNEY LLC
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDIT ION
As of December 31, 2014
(In millions of dollars, except where noted)

Note 1 - Introduction and Basis of Presentation

The Company

Morgan Stanley Smith Barney LLC (“MSSB”) and itsbsidiaries (collectively, the “Company”) offer a
wide variety of financial products and provide ficél services to a large and diversified grouplights,
financial institutions and individuals. The Companlyusinesses include financial advisory servisakes,
and trading in fixed income securities and relgbeaducts, including foreign exchange and investment
activities and new issue distribution of fixed inm® equity and packaged products. The Company
provides clients with a comprehensive array ofrfgial solutions, including MSSB products and sesjand
products and services from third party providesshsas insurance companies and mutual fund famifltes
Company offers brokerage and investment advisoryicgs covering various investment alternatives;
financial and wealth planning services; annuity emssdrance products; cash management; and retitgriaen
services through a network of approximately sixtdgsusand financial advisors in the United States o
America (“U.S.”).

MSSB is registered with the Securities and Exchabgmmission (“SEC”) as a broker-dealer and as an
investment adviser. As of September 5, 2014, thengamy deregistered as a futures commission
merchant, however, remains registered as an intinguroker with the Commodities Futures Trading
Commission (“CFTC"). The Company continues to cliegdres transactions through an affiliate, Morgan
Stanley & Co. LLC (“MS&Co.”)

The Company is a wholly owned subsidiary of Mor@anley Smith Barney Holdings LLC (the “Parent”).
The Parent is an indirectly wholly owned subsidiasfy Morgan Stanley (the “Ultimate Parent”).

Basis of Financial Information

The consolidated statement of financial conditisrpiepared in accordance with accounting principles
generally accepted in the U.S., which require tben@any to make estimates and assumptions regarding
the valuations of certain financial instrumentsg thialuation of goodwill and intangible assets,
compensation, deferred tax assets, the outcomégaftion and tax matters, and other matters tffact

its consolidated statement of financial conditiow aelated disclosures. The Company believes ttet t
estimates utilized in the preparation of its coitgded statement of financial condition are prudsamd
reasonable. Actual results could differ materiditgm these estimates. Intercompany balances and
transactions have been eliminated.

The consolidated statement of financial conditiocludes the accounts of MSSB and its wholly owned
licensed insurance subsidiaries in which MSSB hasnérolling financial interest.

At December 31, 2014, the Company’s consolidatdusidiaries reported $11 of assets, $9 of liabditie
and $2 of member’s equity on a stand-alone basis.



Note 2 - Summary of Significant Accounting Policies

Financial Instruments and Fair Value

A portion of the Company’s financial instrumentsdarried at fair value with changes in fair value
recognized in earnings each period. A descriptibnthe Company’s policies regarding fair value
measurement and its application to these finaitsluments follows.

Financial Instruments Measured at Fair Value

All of the instruments within Financial instrumentsvned and Financial instruments sold, not yet
purchased, are measured at fair value. These fadaimstruments primarily represent the Company’s
trading positions and include both cash and deveairoducts.

The fair value of OTC financial instruments, indhuygl derivative contracts related to financial instents
and commodities, is presented in the accompanyngatidated statement of financial condition ore& n
by-counterparty basis, when appropriate. Additignahe Company nets the fair value of cash calédte
paid or received against the fair value amountsgeized for net derivative positions executed whté
same counterparty under the same master nettiegmagnt.

Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would le®irged to sell an asset or paid to transfer alifglgi.e.,
the “exit price”) in an orderly transaction betweaarket participants at the measurement date.

In determining fair value, the Company uses varimlgsation approaches and establishes a hieraoghy f
inputs used in measuring fair value that maximibesuse of relevant observable inputs and minintizes
use of unobservable inputs by requiring that thestmmbservable inputs be used when available.
Observable inputs are inputs that market parti¢gparould use in pricing the asset or liability thatre
developed based on market data obtained from spimdependent of the Company. Unobservable inputs
are inputs that reflect the Company’s assumptidegiathe assumptions other market participants avoul
use in pricing the asset or liability that are deped based on the best information available & th
circumstances. The hierarchy is broken down integhevels based on the observability of inputs as
follows:

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

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

. Level 3 -- Valuations based on inputs that arebgervable and significant to the overall fair ealu
measurement.

The availability of observable inputs can vary frpmoduct to product and is affected by a wide \grid
factors, including, for example, the type of proguehether the product is new and not yet estaidish

the marketplace, the liquidity of markets and ottlearacteristics particular to the product. To ekéent
that valuation is based on models or inputs thatless observable or unobservable in the market, th
determination of fair value requires more judgmémcordingly, the degree of judgment exercisedhmsy t



Company in determining fair value is greatest fwstiuments categorized in Level 3 of the fair value
hierarchy.

The Company considers prices and inputs that amermuas of the measurement date, including during
periods of market dislocation. In periods of mamfistocation, the observability of prices and irguatay

be reduced for many instruments. This conditiorideause an instrument to be reclassified from Léve
to Level 2 or Level 2 to Level 3 of the fair valbierarchy (see Note 4). In addition, a downturmigrket
conditions could lead to declines in the valuattbmany instruments.

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

Valuation Techniques

Many cash instruments and OTC derivative contrhatige bid and ask prices that can be observed in the
marketplace. Bid prices reflect the highest pricat ta party is willing to pay for an asset. Askcps
represent the lowest price that a party is williogaccept for an asset. For financial instrumertese
inputs are based on bid-ask prices, the Company doerequire that the fair value estimate alwaysab
predetermined point in the bid-ask range. The Cayiggpolicy is to allow for mid-market pricing and
adjust to the point within the bid-ask range thaets the Company’s best estimate of fair value. For
offsetting positions in the same financial instrumtpghe same price within the bid-ask spread isl use
measure both the long and short positions.

Fair value for many cash instruments and OTC dtviwacontracts is derived using pricing models.
Pricing models take into account the contract te(imsluding maturity) as well as multiple inputs
including, where applicable, commodity prices, &guirices, interest rate yield curves, credit cafve
creditworthiness of the counterparty, creditwordlsi® of the Company, option volatility and currency
rates. Where appropriate, valuation adjustmentsrege to account for various factors such as liuid
risk (bid-ask adjustments), credit quality and modecertainty. Adjustments for liquidity risk adjus
model derived mid-market levels of Level 2 and Led&nancial instruments for the bid-mid or midkas
spread required to properly reflect the exit pridea risk position. Bid-mid and mid-ask spreads are
marked to levels observed in trade activity, brodpgotes or other external third-party data. Whbese
spreads are unobservable for the particular positi@uestion, spreads are derived from obsenialtds

of similar positions. The Company considers cotldteneld and legally enforceable master netting
agreements that mitigate the Company’s exposueadh counterparty. Adjustments for model uncenaint
are taken for positions whose underlying modelsreliant on significant inputs that are neitheredtty
nor indirectly observable, hence requiring relianceestablished theoretical concepts in their ddion.
These adjustments are derived by making assessofethis possible degree of variability using statéd
approaches and market-based information wherelges3ihe Company generally subjects all valuations
and models to a review process initially and ore@gglic basis thereafter.

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

an entity-specific measure. Therefore, even whenkebaassumptions are not readily available, the
Company’s own assumptions are set to reflect thustethe Company believes market participants would
use in pricing the asset or liability at the measwnt date. Where the Company manages a group of
financial assets and financial liabilities on ttesis of its net exposure to either market risksredit risk,

the Company measures the fair value of that grddmancial instruments consistently with how mérke
participants would price the net risk exposurénatrheasurement date



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

Valuation Process

The Valuation Review Group (“VRG”) within the Fingial Control Group (“FCG”) of the Ultimate
Parent and its consolidated subsidiaries is rediplentor the Company’s fair value valuation poligie
processes and procedures. VRG is independent diubimess units and reports to the Chief Financial
Officer of the Ultimate Parent and its consolidasedsidiaries (“CFQO”), who has final authority ovke
valuation of the Company’s financial instrument®& implements valuation control processes to vidida
the fair value of the Company’s financial instrungemeasured at fair value, including those derivenh
pricing models. These control processes are degignassure that the values used for financial rtegp
are based on observable inputs wherever possibthelevent that observable inputs are not availdbé
control processes are designed to ensure thatatbhation approach utilized is appropriate and iastly
applied and that the assumptions are reasonable.

The Company’s control processes apply to finanongtfuments categorized in Level 1, Level 2 or Le&/e
of the fair value hierarchy, unless otherwise nofgtkse control processes include:

Model Review.VRG, in conjunction with the Market Risk DepartmheffMRD”) and, where
appropriate, the Credit Risk Management Departnimth of which report to the Chief Risk Officer of
the Ultimate Parent and its consolidated subsikarindependently review valuation models’
theoretical soundness, the appropriateness of @gheation methodology and calibration techniques
developed by the business units using observalgaetsn Where inputs are not observable, VRG
reviews the appropriateness of the proposed valuatiethodology to ensure it is consistent with how
a market participant would arrive at the unobsedevaiput. The valuation methodologies utilizedtie t
absence of observable inputs may include extrapalatechniques and the use of comparable
observable inputs. As part of the review, VRG depela methodology to independently verify the fair
value generated by the business unit's valuatiomeiso Before trades are executed using new
valuation models, those models are required tonbegendently reviewed. All of the Company’s
valuation models are subject to an independentafRG review.

Independent Price VerificatiorThe business units are responsible for determittiegfair value of
financial instruments using approved valuation n®dmd valuation methodologies. Generally on a
monthly basis, VRG independently validates the ¥aiues of financial instruments determined using
valuation models by determining the appropriatertgshe inputs used by the business units and by
testing compliance with the documented valuatiorthawologies approved in the model review
process described above.

VRG uses recently executed transactions, othemedisie market data such as exchange data, broker-
dealer quotes, third-party pricing vendors and eggtion services for validating the fair values of
financial instruments generated using valuation @dVRG assesses the external sources and their
valuation methodologies to determine if the extepraviders meet the minimum standards expected
of a third-party pricing source. Pricing data po®d by approved external sources are evaluated usin
a number of approaches; for example, by corrobaydtie external sources’ prices to executed trades,
by analyzing the methodology and assumptions ugdtid external source to generate a price and/or
by evaluating how active the third-party pricingusze (or originating sources used by the thirdypart
pricing source) is in the market. Based on thidyams VRG generates a ranking of the observable
market data to ensure that the highest-ranked mdeta source is used to validate the busines&s unit
fair value of financial instruments.



For financial instruments categorized within Le@bf the fair value hierarchy, VRG reviews the
business unit’s valuation techniques to ensureethes consistent with market participant assumption

The results of this independent price verificateord any adjustments made by VRG to the fair value
generated by the business units are presented twmgament of the Ultimate Parent and its
consolidated subsidiaries, on a regular basis.

Review of New Level 3 TransactiondRG reviews the models and valuation methodologgduto
price all new material Level 3 transactions anchide€G and MRD management must approve the fair
value of the trade that is initially recognized.

For further information on financial assets andilides that are measured at fair value on a n@ogr
basis, see Note 4.

Income Taxes

The Company accounts for income tax expense (hgnefng the asset and liability method, under Wwhic
recognition of deferred tax assets and relatedatiain allowance and liabilities for the expectetlifa tax
consequences of events that have been includée iconsolidated statement of financial conditiondér

this method, deferred tax assets and liabilitiess determined based upon the temporary differences
between the financial statement and income taxsbhakassets and liabilities using currently enadted
rates in effect for the year in which the differes@re expected to reverse.

The Company recognizes net deferred tax asseletextent that it believes these assets are nialy li
than not to be realized. In making such a detertisinathe Company considers all available positne
negative evidence, including future reversals aétexg taxable temporary differences, projectedirfeit
taxable income, tax-planning strategies, and resiiltecent operations. If the Company determihasit
would be able to realize deferred tax assets irfuthee in excess of their net recorded amountoitild
make an adjustment to the deferred tax asset v@huatiowance, which would reduce the provision for
income taxes.

Uncertain tax positions are recorded on the bakia éwo-step process whereby (1) the Company
determines whether it is more likely than not tthegt tax positions will be sustained on the basithef
technical merits of the position and (2) for thdsex positions that meet the more-likely-than-not
recognition threshold, the Company recognizes déingelst amount of tax benefit that is more than 50%
likely to be realized upon ultimate settlement wiib related tax authority.

Cash
Cash consists of cash held on deposit.

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

Cash deposited with clearing organizations or gmdesl under federal and other regulations or
requirements include cash segregated in compliasibefederal and other regulations and represemisu
deposited by customers and funds accruing to custas a result of trades or contracts.



Repurchase and Securities Lending Transactions

Securities borrowed or reverse repurchase agresment Securities loaned or repurchase agreements ar
treated as collateralized financings. Reverse offage agreements and repurchase agreements &d carr
on the consolidated statement of financial condiib the amounts of cash paid or received, plusuadc
interest. Where appropriate, repurchase agreenstisreverse repurchase agreements with the same
counterparty are reported on a net basis. Seautiberowed and securities loaned are recordedeat th
amount of cash collateral advanced or received.

Receivables and Payables — Customers

Receivables from customers (net of allowance farbtfol accounts) and payables to customers include
amounts due on cash, margin and other customeritsestased lending transactions. Securities owned
by customers, including those that collateralizegimor similar transactions, are not reflectedtbe
consolidated statement of financial condition.

Receivables and Payables — Brokers, Dealers and @ilag Organizations

Receivables from brokers, dealers and clearingnizgions include amounts receivable for securitieis
delivered by the Company to a purchaser by théegstnt date, margin deposits, commissions, and net
receivables/payables arising from unsettled traBagables to brokers, dealers and clearing orgéomza
include amounts payable for securities not recelwethe Company from a seller by the settlemeng dat
and payables to clearing organizations.

Equipment and Software

Equipment and software consists of computer andnoamications equipment, and software. Equipment
and software are stated at cost less accumulaf@edation and amortization. Estimated useful liges
generally as follows: computer and communicatiomgiment — 3 to 9 years. Estimated useful lives for
software costs are generally 3 to 5 years.

Equipment and software costs are tested for impaitvhenever events or changes in circumstances
suggest that an asset’s carrying value may notilberecoverable in accordance with current acciognt
guidance.

Goodwill and Intangible Assets

Goodwill is not amortized and is reviewed annualty more frequently when certain events or
circumstances exist) for impairment. Finite livetingible assets are amortized over their estimagetil
lives and reviewed for impairment.

The Company tests goodwill for impairment on anuahrbasis and on an interim basis when certain
events or circumstances exist. The Company testsnfzairment at the reporting unit level. For bditle
annual and interim tests, the Company has the roptofirst assess qualitative factors to determine
whether the existence of events or circumstan@@sleo a determination that it is more likely tma that

the fair value of the reporting unit is less themdarrying amount. If after assessing the totalftevents

or circumstances, the Company determines it is fikeky than not that the fair value of the repogtiunit

is greater than its carrying amount, then perfognire two-step impairment test is not required. Ezsv,

if the Company concludes otherwise, then it is regito perform the first step of the two-step innpeent
test. Goodwill impairment is determined by comparihe estimated fair value of the reporting unithwi
its respective carrying value. If the estimated ¥ailue exceeds the carrying value, goodwill isaegmed

to be impaired. If the estimated fair value is Belmarrying value, however, further analysis is fiesplito
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determine the amount of the impairment. Additiopafl the carrying value is zero or a negative eatund

it is determined that it is more likely than noetgoodwill is impaired, further analysis is reqdirdhe
estimated fair value of the reporting unit is dedwased on valuation techniques the Company lesliev
market participants would use for the reporting.uni

The estimated fair values are generally determimeditilizing a discounted cash flow methodology or
methodologies that incorporate price-to-earningfiples of certain comparable companies.

Other Assets
Other assets include, but are not limited to, pcepapenses.
Other Liabilities

Other liabilities include, but are not limited tagcrued compensation, deferred income, and accrued
expenses.

Accounting Developmeits

Obligations Resulting from Joint and Several LidpiArrangements for Which the Total Amount of the
Obligation Is Fixed at the Reporting Datin February 2013, the Financial Accounting Stadsd@oard
(the “FASB") issued an accounting update that nexguan entity to measure obligations resulting from
joint and several liability arrangements for whible total amount of the obligation is fixed at thporting
date, as the sum of the amount the reporting eagtged to pay and any additional amount the rigygprt
entity expects to pay on behalf of its co-obligoFhis update also requires additional disclosutesua
those obligations. This guidance became effectiveife Company retrospectively beginning on January
1, 2014. The adoption of this accounting guidanck bt have a material impact on the Company’s
consolidated statement of financial condition.

Reporting Discontinued Operations and Disclosuré®isposals of Components of an Entity. April
2014, the FASB issued an accounting update thatgesathe requirements and disclosure for reporting
discontinued operations. The new guidance defirdis@ntinued operation as a disposal of a comgonen
or group of components that is disposed of orasdified as held for sale and represents a stcasbift
that has (or will have) a major effect on an efgigperations and financial results. Individualigrsficant
components that have been disposed of or are tietdhfe that do not meet the definition of a disicmred
operation require new disclosures. The Companytadadpis guidance on April 1, 2014, as early adopti

is permitted. The adoption of this guidance did mte a material impact on the Company’s consaitiat
statement of financial condition.
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Note 3- Related Party Transactions

The Company has transactions with the Ultimate aend its affiliates. Subordinated liabilities

transacted with the Ultimate Parent are describédbite 9.

During 2014, the Company paid dividends of $2,3bthe Parent as follows:

Payment Date Dividend

June 30, 2014 $ 700

September 29, 2014 250

December 22, 2014 1,400
$ 2,350

MS&Co. contributed research services totaling $8nduthe year ended December 31, 2014.

Morgan Stanley Bank, N.A. (“MSBNA"), an indirectlyholly owned subsidiary of the Ultimate Parent,
sources certain deposits from the Company. Thepesite are primarily garnered through the Deposit
Program whereby certain cash balances are pring#igpt into separate money market deposit accounts

and demand deposit accounts.

Receivables from and payables to affiliates condishtercompany transactions that occur in themadr
course of business. Payables to affiliates areaured, bear interest at prevailing market rates aan

payable on demand.

Assets and receivables from affiliated companid3estember 31, 2014 are comprised of:
Cash deposited with clearing organizations oregaged under federal and

other regulations or requirements $ 12
Financial instruments owned - Corporate and atlebt 93
Reverse repurchase agreements 4,614
Securities borrowed 372
Receivables - Customers 34
Receivables - Brokers, dealers and clearing dzgdons 32
Receivables - Fees, interest and other 10
Receivables - Affiliates 95
Other assets 2

Liabilities and payables to affiliated companie®atember 31, 2014 are comprised of:

Short term borrowings - affiliates $ 773
Repurchase agreements 4,105
Securities loaned 2,102
Payables - Brokers, dealers and clearing orgaoizsa 13
Subordinated liabilities 100
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Note 4 — Fair Value Disclosures

Fair Value Measurements

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

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

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

U.S. Agency Securities

U.S. agency securities are composed of two maigoaies consisting of agency-issued debt and agency
mortgage pass-through pool securities. Non-callalglency-issued debt securities are generally valued
using quoted market prices. Callable agency-issiedat securities are valued by benchmarking model-
derived prices to quoted market prices and tradk fda identical or comparable securities. The Yailue

of agency mortgage pass-through pool securitiesodel-driven based on spreads of the comparable To-
be-announced (“TBA”) security. Actively traded noallable agency-issued debt securities are gewerall
categorized in Level 1 of the fair value hierarci@Ballable agency-issued debt securities and agency
mortgage pass-through pool securities are genecatiggorized in Level 2 or Level 3 of the fair valu
hierarchy.

Other Sovereign Government Obligations

Foreign sovereign government obligations are valusthg quoted prices in active markets when
available. These bonds are generally categorizéévwel 1 of the fair value hierarchy. If the marketess
active or prices are dispersed, these bonds aegarated in Level 2 of the fair value hierarchy. In
instances where the inputs are unobservable, thesds are categorized in Level 3 of the fair value
hierarchy.

Corporate and Other Debt

Residential Mortgage-Backed Securities (“‘RMBS”) @wimmercial Mortgage-Backed Securities
(“CMBS”)

RMBS and CMBS may be valued based on price or dpdeta obtained from observed transactions or
independent external parties such as vendors &elsoWhen position-specific external price dataraot
observable, the fair value determination may regb@nchmarking to similar instruments and/or arniatyz
expected credit losses, default and recovery rated/or applying discounted cash flow techniquas. |
evaluating the fair value of each security, the @any considers security collateral-specific atttéisu
including payment priority, credit enhancement lsyvaype of collateral, delinquency rates and loss
severity. In addition, for RMBS borrowers, Fair dsaCorporation (“FICO”) scores and the level of
documentation for the loan are also consideredkdtastandard models, such as Intex, Trepp or gthers
may be deployed to model the specific collaterahposition and cash flow structure of each traneacti
Key inputs to these models are market spreads;dsted credit losses, and default and prepaymesd ra
for each asset category. Valuation levels of RMB8 @MBS indices are also used as an additional data
point for benchmarking purposes or to price outrigdex positions.
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RMBS and CMBS are generally categorized in Levelf 2he fair value hierarchy. If external prices or
significant spread inputs are unobservable or & ttomparability assessment involves significant
subjectivity related to property type differencessh flows, performance and other inputs, then RMB®
CMBS are categorized in Level 3 of the fair valigrérchy.

Corporate Bonds

The fair value of corporate bonds is determinechgisiecently executed transactions, market price
guotations (where observable), bond spreads, cdeditult swap spreads, at the money volatility and/
volatility skew obtained from independent exterpatties such as vendors and brokers adjusted for an
basis difference between cash and derivative im&nis. The spread data used are for the same tyaturi
as the bond. If the spread data do not referereéstiuer, then data that reference a comparakierisse
used. When position-specific external price da& raot observable, fair value is determined based on
either benchmarking to similar instruments or céistv models with yield curves, bond or single-name
credit default swap spreads and recovery ratesigmsfisant inputs. Corporate bonds are generally
categorized in Level 2 of the fair value hierarchiyinstances where prices, spreads or any of tihero
aforementioned key inputs are unobservable, thegategorized in Level 3 of the fair value hiergrch

Corporate Equities
Exchange-Traded Equity Securities

Exchange-traded equity securities are generallyeeabased on quoted prices from the exchange.€&o th
extent these securities are actively traded, viaoiadjustments are not applied, and they are oaiz=gl

in Level 1 of the fair value hierarchy; otherwisigey are categorized in Level 2 or Level 3 of thie value
hierarchy.

Derivative Contracts
Listed Derivative Contracts

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

of the fair value hierarchy.

OTC DerivativeContracts

OTC derivative contracts include forward, swap amdion contracts related to interest rates, foreign
currencies, equity prices or commodity prices.

Depending on the product and the terms of the actimn, the fair value of OTC derivative producésc
be either observed or modeled using a series bhigges and model inputs from comparable benchmarks
including closed-form analytic formulas, such as Black-Scholes option-pricing model, and simulatio
models or a combination thereof. Many pricing medéb not entail material subjectivity because the
methodologies employed do not necessitate significelgment, and the pricing inputs are observethfr
actively quoted markets, as is the case for gemetecest rate swaps, certain option contractscamthin
credit default swaps. In the case of more estadalisterivative products, the pricing models usedheay
Company are widely accepted by the financial sesviadustry. A substantial majority of OTC derivati
products valued by the Company using pricing motilsnto this category and are categorized indlev

2 of the fair value hierarchy.

For further information on the valuation techniqi@sOTC derivative products, see Note 2.
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For further information on derivative instrumergee Note 10.
| nvestments

The Company's investments include investments idgbefunds. Initially, the transaction price is
generally considered by the Company as the exief@nd is the Company’s best estimate of fair value

After initial recognition, in determining the faualue of non-exchange-traded internally and extlgrna
managed funds, the Company generally considemsdhasset value (“NAV”) of the fund provided by the
fund manager to be the best estimate of fair value.

Investments in hedge funds that are redeemabléeatmteasurement date or in the near future are
categorized in Level 2 of the fair value hierarchtherwise, they are categorized in Level 3 of fdie
value hierarchy.

Physical Commaodities
The Company trades various precious metals on baifalts customers. Fair value for physical

commodities is determined using observable inpatduding broker quotations and published indices.
Physical commodities are categorized in Level theffair value hierarchy.
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The following fair value hierarchy table presentformation about the Company’s financial assets and
liabilities measured at fair value on a recurrirgib at December 31, 2014.

Assets and Liabilities Measured at Fair Value on ®ecurring Basis at December 31, 2014

Quoted Prices in
Active Markets Significant Significant

for Identical Observable  Unobservable Balance
Assets Inputs Inputs December 31,
(Level 1) (Level 2) (Level 3) 2014
Assets at Fair Value:
Financial instruments owned:
U.S. government and agency securities:
U.S. Treasury securities $ 113% -8 - ¢ 113
U.S. agency securities - 156 - 156
Total U.S. government and agency securities 113 156 - 269
Other sovereign government obligations 1 1 - 2
Corporate and other debt:
Residential mortgage-backed securities - 6 5 11
Commercial mortgage-backed securities - 1 - 1
Corporate bonds - 665 3 668
Total corporate and other debt - 672 8 680
Corporate equitiéd 30 14 3 47
Derivative contracts:
Interest rate contracts - 1 - 1
Foreign exchange contracts - 58 - 58
Equity contracts - 49 - 49
Commodity contracts - 13 - 13
Total derivative contracts - 121 - 121
Investments:
Hedge funds - - 18 18
Physical commodities - 12 - 12
Total financial instruments owned $ 144 ¢ 976 ¢ 29 ¢ 1,149
Liabilities at Fair Value:
Financial instruments sold, not yet purchased:
U.S. government and agency securities:
U.S. Treasury securities $ 218¢% - 8 - 8 218
U.S. agency securities - 2 - 2
Total U.S. government and agency securities 218 2 - 220
Other sovereigh government obligations 2 1 - 3
Corporate and other debt:
Corporate bonds - 350 - 350
Other debt - 1 - 1
Total corporate and other debt - 351 - 351
Corporate equiti€s 20 8 - 28
Derivative contracts
Interest rate contracts 1 - - 1
Foreign exchange contracts - 56 - 56
Commodity contracts - 15 - 15
Total derivative contracts 1 71 - 72
Total financial instruments sold, not yet purchase#l 241 ¢ 433 ¢ - ¢ 674

D The Company holds or sells short for trading pags equity securities issued by entities in devérdustries and of varying size.
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Transfers Between The Fair Value Hierarchy Levels Dring 2014

For assets and liabilities that were transferregvben Level 1 and Level 2 during the period, falues
are ascribed as if the assets or liabilities hahliensferred as of the beginning of the period.

During 2014, the Company reclassified approximatg®y of other sovereign government obligation
liabilities from Level 1 to Level 2 as transactidnghese securities did not occur with sufficilejuency
to constitute an active market.

In 2014, there were no material transfers intoudrad Level 3.

Quantitative Information about and Sensitivity of Sgnificant Unobservable Inputs Used in
Recurring Level 3 Fair Value Measurements at Decendy 31, 2014

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

Significant Unobservable

Balance at Input(s)/Sensitivity of the
December 31, Valuation Fair Value to Changes
2014 Technique(s) in the Unobservable Inputs Range® Average$?
Asset§’
Financial instruments owned:
Corporate and other debt:
Residential mortgage-
backed securities $ 5 Comparable pricing Comparable bond price/(A) 100 points 100 points
Corporate bonds 3 Comparable pricing Comparable bond price/(A) 20 to 143 points 73 points
Corporate equities 3 Comparable pricing Comparable equity price/(A) 1-2 points 2 points

@ The ranges of significant unobservable inputs apeesented in points. Points are a percentagerpfgraexample, 100 points would be
100% of par.

@ Weighted averages are calculated by weighting gt by the fair value of the respective finandistruments.

@ Investments in funds measured using an unadjustddade excluded.
Sensitivity of the fair value to changes in the urfasservable inputs:

W significant increase (decrease) in the unobseniaple in isolation would result in a significantiygher (lower) fair value measurement.

The following provides a description of significambobservable inputs included in the table above at
December 31, 2014 for all major categories of asmed liabilities:

Comparable bond priee-a pricing input used when prices for the identinatrument are not available.
Significant subjectivity may be involved when famlue is determined using pricing data available fo
comparable instruments. Valuation using comparatdguments can be done by calculating an implied
yield (or spread over a liquid benchmark) from ge of a comparable bond, then adjusting thdtyie
(or spread) to derive a value for the bond. Thesidjent to yield (or spread) should account foevaht
differences in the bonds such as maturity or crqddlity. Alternatively, a price-to-price basis cha
assumed between the comparable instrument andl®ing valued in order to establish the value of the
bond. Additionally, as the probability of defauitieases for a given bond (i.e., as the bond bexomoee
distressed), the valuation of that bond will inciegly reflect its expected recovery level assuming
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default. The decision to use price-to-price or dfighread comparisons largely reflects trading marke
convention for the financial instruments in queasti€rice-to-price comparisons are primarily emptbye
for RMBS and corporate bonds.

Comparable equity price-a price derived from external bid levels.

Fair Value of Investments That Calculate Net Asse¥alue

The following table presents information solely abdhe Company’s investments in hedge funds
measured at fair value based on NAV at Decembe?@14.

Unfunded
Fair Value Commitment

Hedge funds§?
Long-short equity hedge funds $ 186 -

(1) At December 31, 2014, approximately 100% of thesel$ have a redemption frequency of greater thameinths. The notice period for
long-short equity hedge funds at December 31, 20%i months.

Hedge Fundsinvestments in hedge funds may be subject talnieriod lock-up restrictions or gates. A
hedge fund lock-up provision is a provision thatides that, during a certain initial period, ameastor
may not make a withdrawal from the fund. The puepofa gate is to restrict the level of redemptithra
an investor in a particular hedge fund can demanany redemption date.

Long-Short Equity Hedge Fund&mount includes investments in hedge funds thagstMong or
short, in equities. Equity value and growth hedgedé purchase stocks perceived to be
undervalued and sell stocks perceived to be oveedalThere are no lock-up or exit restrictions
on the redemption of these investments.

Financial Instruments Not Measured at Fair Value

The table below presents the carrying value, failue and fair value hierarchy category of certain
financial instruments that are not measured at ¥alue in the consolidated statement of financial
condition. The table below excludes certain finahoistruments such as equity method investmerds an
all non-financial assets and liabilities such agdyeaill and intangible assets.

The carrying value of cash and short-term finaniiatruments such as reverse repurchase agreements,
Securities borrowed, repurchase agreements, Sesudaned, certain receivables and payables grisin

the ordinary course of business, Other assets,rQiii@lities and accrued compensation expenagasd,
Short-term borrowings - affiliates approximate faalue because of the relatively short period wfeti
between their origination and expected maturity.

The fair value of Subordinated liabilities is gealbr determined based on transactional data od tbarty
pricing for identical or comparable instruments,ewhavailable. Where position-specific external gsic
are not observable, fair value is determined basedurrent interest rates and credit spreads fbt de
instruments with similar terms and maturity.
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Financial Instruments Not Measured At Fair Value atDecember 31, 2014

At December 31, 2014 Fair Value Measurements using:
Quoted Prices
in Active
Markets for Significant Significant
Identical Observable Unobservable
Assets Inputs Inputs
Carrying Value Fair Value (Level 1) (Level 2) (Level 3)

Financial Assets:
Cash $ 536 $ 536 $ 536 $ - 0% -

Cash deposited with clearing organizations or
segregated under federal and other

regulations or requirements 1,698 1,698 1,698 - -

Reverse repurchase agreements 4,765 4,765 - 4,760 5
Securities borrowed 372 372 - 372 -
Receivables®

Customers 14,546 14,546 - 14,546 -

Brokers, dealers and clearing organizations 195 195 - 195 -

Fees, interest and other 262 262 - 262 -

Affiliates 95 95 - 95 -
Other assef2 64 64 - 64 -
Financial Liabilities:
Short-term borrowings - affiliates $ 773 % 773 $ - $ 773 $ -
Repurchase agreements 4,393 4,393 - 4,371 22
Securities loaned 2,102 2,102 - 2,102 -
Payables?

Customers 5,740 5,740 - 5,740 -

Brokers, dealers and clearing organizations 97 1 197 - 197 -
Other liabilities and accrued compensation

expenséd 2,777 2,777 - 2,777 -
Subordinated liabilities 100 101 - 101 -

@ Accrued interest, fees and dividend receivablespaydbles where carrying value approximates fdirevhave been excluded.

@ Other assets excludes certain financial instruriiaisare not in scope and certain non-financittinments.

@  Other liabilities and accrued compensation expersekides certain financial instruments that areinscope and certain non-financial
instruments.

Note 5 - Collateralized Transactions

The Company enters into reverse repurchase agrégmepurchase agreements, securities borrowed and
securities loaned transactions to, among othegshiacquire securities to cover short positions settle
other securities obligations, to accommodate custshmeeds and to finance the Company’s inventory
positions. The Company manages credit exposuréngrisom such transactions by, in appropriate
circumstances, entering into master netting agragsrend collateral agreements with counterpartias t
provide the Company, in the event of a counterpdefault (such as bankruptcy or a counterpartylara

to pay or perform), with the right to net a coupgety’s rights and obligations under such agreeraedt
liquidate and set-off collateral held by the Compagainst the net amount owed by the counterp@hsg.
Company’s policy is generally to take possessiosemiurities purchased under agreements to resell an
securities borrowed, and to receive securitiescaisth posted as collateral (with rights of rehypodiien),
although in certain cases the Company may agresufdr collateral to be posted to a third-party adisin
under a tri-party arrangement that enables the @ognpo take control of such collateral in the evefna
counterparty default. The Company also monitorsfaéiirevalue of the underlying securities as comgare
with the related receivable or payable, includirngraed interest, and, as necessary, requests ccditi
collateral as provided under the applicable agre¢me ensure such transactions are adequately
collateralized.
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The following table presents information about difsetting of these instruments and related calddte
amounts at December 31, 2014. For informationedl&d offsetting of derivatives, see Note 10.

Financial
Amounts Net Amounts Instruments Not
Offset in the Presented in the Offset in the
Consolidated Consolidated Consolidated
Statement of Statement of Statement of
Gross Financial Financial Financial
Amounts® Condition Condition Condition® Net Exposure
Assets
Reverse repurchase agreements $ 4765 $ - % 4,765 $ (4,605) $ 160
Securities borrowed 372 - 372 (364) 8
Liabilities
Repurchase agreements $ 4393 $ - $ 4393 $ (4,105) $ 288
Securities loaned 2,102 - 2,102 (2,047) 55

@ Amounts include $160 of securities purchased uadezements to resell and $288 of Securities saliéruagreements to repurchase which
are either not subject to master netting agreemantllateral agreements or are subject to sucheagents but the Company has not
determined the agreements to be legally enforceable

@ Amounts relate to master netting agreements amfidteral agreements which have been determinedhbyCompany to be legally
enforceable in the event of default but where aexither criteria are not met in accordance witpliaable offsetting accounting guidance.

The Company also engages in margin and other siesdpiased lending (“margin loans”) to clients that
allows the client to borrow against the value oflgying securities and is included within Customer
receivables in the Company’s consolidated staterokfinancial conditionUnder these agreements and
transactions, the Company receives collateraludio U.S. government and agency securities, other
sovereign government obligations, corporate andratlebt, and corporate equities. Customer receadgabl
generated from margin lending activities are celialized by customer-owned securities held by the
Company. The Company monitors required margin fegeld established credit limits daily and, pursuant
to such guidelines, requires customers to depdsditianal collateral, or reduce positions, whenassary.
Margin loans are extended on a demand basis angdoamommitted facilities. Factors considered ia th
review of margin loans are the amount of the ldag, intended purpose, the degree of leverage being
employed in the account, and overall evaluatiothefportfolio to ensure proper diversification ior the
case of concentrated positions, appropriate liuidi the underlying collateral or potential hedgin
strategies to reduce risk. Additionally, transatsioelating to concentrated or restricted positi@ugiire a
review of any legal impediments to liquidation @fetunderlying collateral. Underlying collateral for
margin loans is reviewed with respect to the ligyi@f the proposed collateral positions, valuatimh
securities, historic trading range, volatility ayga$ and an evaluation of industry concentratiéits.these
transactions, adherence to the Company’s collajgohties significantly limits the Company’s credit
exposure in the event of a customer default. Thegamy may request additional margin collateral from
customers, if appropriate, and, if necessary, nadlysgecurities that have not been paid for or paseh
securities sold but not delivered from customers.D&cember 31, 2014, there were approximately
$13,577 of customer margin loans outstanding.

The Company pledges its financial instruments owttedollateralize repurchase agreements and other
secured financings. Pledged financial instrumemés ¢an be sold or repledged by the secured pegty a
identified as Financial instruments owned (pled¢edsarious parties) in the Company’s consolidated
statement of financial condition. The carrying \eaknd classification of financial instruments owisd

the Company that have been loaned or pledged toteqarties where those counterparties do not have
the right to sell or repledge the collateral at &aber 31, 2014 were as follows:
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Financial instruments owned:

U.S. government and agency securities $ 357
Corporate and other debt 590
Corporate equities 2
Total $ 949

The Company receives collateral in the form of s&es in connection with reverse repurchase
agreements, securities borrowed and derivativeséictions, and customer margin loans. In many cases,
the Company is permitted to sell or repledge thsesmirities held as collateral and use the secsititie
secure repurchase agreements, to enter into sesueihding and derivative transactions or for\aely to
counterparties to cover short positions. At Decen®de 2014, the total fair value of financial instrents
received as collateral where the Company is pezthitb sell or repledge the securities was $20,568 a
the fair value of the portion that had been soldepiedged was $6,324.

The Company is subject to concentration risk bydimg large positions in certain types of secured or
commitments to purchase securities of a singleeissncluding sovereign governments and otheriesfit
issuers located in a particular country or geog@phea, public and private issuers involving depéig
countries, or issuers engaged in a particular imguginancial instruments owned by the Company
include U.S. government and agency securities, lwhicthe aggregate, represented approximately f1% o
the Company’s total assets at December 31, 201addition, substantially all of the collateral hélg the
Company for resale agreements or bonds borroweighvibgether represented approximately 16% of the
Company'’s total assets at December 31, 2014, d¢afssecurities issued by the U.S. government,ridde
agencies or other sovereign governments. Positiaksn and commitments made by the Company,
including underwriting and financing commitmentdtea involve substantial amounts and significant
exposure to individual issuers and businessesjdimay non-investment grade issuers.

At December 31, 2014, cash and securities of $1888 $1,099, respectively, were deposited with
clearing organizations or segregated under fedanal other regulations or requirements. Securities
deposited with clearing organizations or segregateter federal and other regulations or requiremardg
sourced from reverse repurchase agreements andhckihadnstruments owned in the consolidated
statement of financial condition.

Note 6 — Variable Interest Entities and Securitizabn Activities

The Company is involved with various special pugpeatities (“SPEs”) in the normal course of busines
In most cases, these entities are deemed to leblainterest entities (“VIES”).

The Company applies accounting guidance for cotatitin of VIES to certain entities in which equity
investors do not have the characteristics of arobimg financial interest. The primary beneficiany a
VIE is the party that both (1) has the power tedirthe activities of a VIE that most significandiffect
the VIE's economic performance and (2) has an alitig to absorb losses or the right to receive fitsne
that in either case could potentially be significemthe VIE. The Company consolidates entitiesvbich

it is the primary beneficiary. At December 31, 20there are no consolidated VIEs.

The Company’s variable interests in VIEs includétdend equity interests. The Company’s involvement
with VIEs arises primarily from interests purchased connection with secondary market-making
activities.

The Company determines whether it is the primanelieiary of a VIE upon its initial involvement vhit
the VIE and reassesses whether it is the primangfi@ary on an ongoing basis as long as it has any
continuing involvement with the VIE. This determiiio& is based upon an analysis of the design of the
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VIE, including the VIE’s structure and activitiethe power to make significant economic decisiond he
by the Company and by other parties, and the Variaterests owned by the Company and other parties
The Company generally has no power.

Securitization transactions generally involve VIBsimarily as a result of its client facilitatiomctavities,

the Company owned securities issued by securitizeé®PEs for which the maximum exposure to loss is
less than specific thresholds. These securitiedetdt351 at December 31, 2014. The Company’s pyimar
risk exposure is to the securities issued by the &®ned by the Company, with the risk highest an th
most subordinate class of beneficial interests.s&hsecurities are included in Financial instruments
owned-Corporate and other debt and are measufeait aalue. The Company does not provide additional
support in these transactions through contractglities, such as liquidity facilities, guarante@ssimilar
derivatives. The Company’s maximum exposure to éaggls the fair value of the securities owned.

Note 7 — Goodwill and Net Intangible Assets

The Company completed its annual goodwill impairmasting on July 1, 2014. The Company’s
impairment testing did not indicate any goodwilpiairment as the Company’s fair value was substntia
in excess of its carrying value. Adverse markee@ynomic events could result in impairment charges

future periods.

There have been no changes in the carrying amduiné €€ompany’s goodwill during 2014.

At December 31, 2014, net intangible assets welg/®2and represented customer relationships.

Note 8 - Short-Term Borrowings

Short-term borrowings from affiliates are unsecurbdar interest at prevailing market rates and are
payable on demand. Such balances consist prin@rintercompany funding from the Ultimate Parent as
well as other intercompany payables which settiénormal course of business.

The Company has a revolving credit facility (“crtegigreement”) with the Ultimate Parent that is pero

line of credit to be paid on demand. At December2Ri4, the Company had $373 outstanding under the
credit agreement.

Note 9 - Subordinated Liabilities

Subordinated liabilities consist of one Subordida®evolving Credit Agreement with the Ultimate Rdre
dated May 29, 2009. The maturity date and inter&st of the subordinated note at December 31, 2014
was as follows:

Subordinated Notes Maturity Date Interest Rate Par Value

Subordinated Revolver July 31, 2016 5.35% $ 100
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Note 10 - Derivative Instruments

The Company may trade listed futures, forwardsioagtand other derivatives referencing, among other
things, interest rates, currencies, investment gyraicid non-investment grade corporate credits, Joans
bonds, U.S. and other sovereign securities, emgmarket bonds and loans, credit indices, assedglac
security indices, property indices, mortgage-relaaad other asset-backed securities and real dgtate
products. The Company may use these instrumemisdge their client facilitation activity. The Conmya
does not apply hedge accounting.

The Company manages its trading positions by enmpyos variety of risk mitigation strategies. These
strategies include diversification of risk exposuasd hedging. Hedging activities consist of thecpase

or sale of positions in related securities and rfai@ instruments, including a variety of derivativ
products (e.g., futures, forwards, swaps and op}iohhe Company manages the market risk associated
with its trading activities on a Company-wide basm on an individual product basis. The Company’s
derivative instruments are not subject to mast#imngeor collateral agreements. See informatioateal to
offsetting of certain collateralized transactiomNiote 5.

Fair Value and Notional of Derivative Instruments. The following tables summarize the fair value of
derivative instruments by type of derivative cootrand the platform on which these instruments are
traded or cleared on a gross basis at Decembe203¥. Fair values of derivative contracts in aretss
position are included in Financial instruments otviaed fair values of derivative contracts in ailigb
position are reflected in Financial instrumentsdsalot yet purchased in the consolidated staternent
financial condition (see Note 4):

Derivative Assets

Fair Value Notional
Bilateral Exchange Bilateral Exchange
OTC Traded Total OTC Traded Total
Derivative contracts:®

Interest rate contracts $ 1 3 -8 1 3 5 % 50 $ 55
Foreign exchange contracts 58 - 58 1,090 - 1,090
Equity contracts 49 - 49 728 1 729
Commodity contracts 13 - 13 13 - 13
Total derivative assets $ 121 $ - $ 121 $ 1836 $ 51 ¢ 1,887

Derivative Liabilities

Fair Value Notional
Bilateral Exchange Bilateral Exchange
oTC Traded Total OoTC Traded Total
Derivative contracts:®

Interest rate contracts $ 1 3 - 8 1 3 118 % -8 118
Foreign exchange contracts 56 - 56 1,067 - 1,067
Commodity contracts 15 - 15 15 10 25
Total derivative liabilities $ 72 3% - $ 72 $ 1200 $ 10 $ 1,210

@ Notional amounts include gross notionals relatedgen long and short futures contracts of $10 drfj espectively. The unsettled fair value

of the open short futures contracts (excluded ftoentable above) is included in Receivables - Brokdealers and clearing organizations on
the consolidated statement of financial condition.
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Note 11 — Commitments, Guarantees and Contingencies

Letters of Credit

The Company has the ability to issue letters oflict® satisfy various collateral requirements; eoer,
none were outstanding at December 31, 2014.

Premises and Equipment

At December 31, 2014, future minimum rental comreiits, net of subleases, principally on office risnta
were as follows:

Fiscal Year Gross Amount Sublease Income Net Aoant
2015 $ 250 % 8 $ 242
2016 241 6 235
2017 207 2 205
2018 174 1 173
2019 148 1 147

Thereafter 407 - 407
Total $ 1,427 $ 18 % 1,409

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

Securities Activities

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

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

Guarantees

The Company has obligations under certain guararde@ngements, including contracts and
indemnification agreements that contingently regudr guarantor to make payments to the guaranteed
party based on changes in an underlying measucé gsian interest or foreign exchange rate, sgaurit
commodity price, an index or the occurrence or aotirrence of a specified event) related to antasse
liability or equity security of a guaranteed part4lso included as guarantees are contracts that
contingently require the guarantor to make paymémtthe guaranteed party based on another entity’s
failure to perform under an agreement, as wellndgréct guarantees of the indebtedness of othdrs. T
Company’s use of guarantees is described belowgdsydf guarantee.

Derivative Contracts

Certain derivative contracts meet the accountiritnidien of a guarantee, including certain writteptions
and contingent forward contracts. Although the Canybs derivative arrangements do not specifically
identify whether the derivative counterparty resathe underlying asset, liability or equity segyrthe
Company has disclosed information regarding alivdéive contracts that could meet the accounting
definition of a guarantee. The maximum potentiglqué for certain derivative contracts, such astesit
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foreign currency options, cannot be estimatednaseases in foreign exchange rates in the futuaédco
possibly be unlimited. Therefore, in order to pdgvinformation regarding the maximum potential antou
of future payments that the Company could be requio make under certain derivative contracts, the
notional amount of the contracts has been discldsedertain situations, collateral may be heldthy
Company for those contracts that meet the defmitdd a guarantee. Generally, the Company sets
collateral requirements by counterparty so thatcthiateral covers various transactions and pradant

is not allocated specifically to individual conttacAlso, the Company may recover amounts relatade
underlying asset delivered to the Company undedéhizative contract.

The Company records all derivative contracts at ¥ailue. Aggregate market risk limits have been
established and market risk measures are routimelyitored against these limits. The Company also
manages its exposure to these derivative contifaciagh a variety of risk mitigation strategiesluttng,

but not limited to, entering into offsetting ecorionmedge positions. The Company believes that the
notional amounts of the derivative contracts gdheowerstate its exposure. For further discussibthe
Company’s derivative risk management activitiesidet 10.

Legal

In addition to the matter described below, in tbenmal course of business, the Company has beendyame
from time to time, as a defendant in various leagtlons, including arbitrations, class actions atiter
litigation, arising in connection with its activeé as a global diversified financial services tostn.
Certain of the actual or threatened legal actior@dude claims for substantial compensatory and/or
punitive damages or claims for indeterminate amowohtdamages. In some cases, the entities thatdwoul
otherwise be the primary defendants in such caselsaakrupt or in financial distress.

The Company is also involved, from time to timepther reviews, investigations and proceedingsh(bot
formal and informal) by governmental and self-regoity agencies regarding the Company’s businesls, an
involving, among other matters, sales and tradictividies, financial products or offerings sold Hye
Company, and accounting and operational mattersaiceof which may result in adverse judgments,
settlements, fines, penalties, injunctions or otk#ef.

The Company contests liability and/or the amountlamages as appropriate in each pending matter.
Where available information indicates that it i®lgable a liability had been incurred at the datehef
consolidated statement of financial condition amel €Company can reasonably estimate the amounabf th
loss, the Company accrues the estimated loss hgrge to income. The Company expects the changes in
accruals from period to period may fluctuate sigaifitly, given the current environment regarding
government investigations and private litigatiofieefing global financial services firms, includinige
Company.

In many proceedings and investigations, howevés,iitherently difficult to determine whether ammg$ is
probable or even possible, or to estimate the amobtimny loss. The Company cannot predict with
certainty if, how or when such proceedings or itigasions will be resolved or what the eventual
settlement, fine, penalty or other relief, if ampay be, particularly for proceedings and invesioyet
where the factual record is being developed orestatd or where plaintiffs or government entitieskse
substantial or indeterminate damages, restitutimgorgement or penalties. Numerous issues may toeed
be resolved, including through potentially lengtdiscovery and determination of important factual
matters, determination of issues related to claeg#fication and the calculation of damages or ptiéef,
and by addressing novel or unsettled legal questigevant to the proceedings or investigations in
guestion, before a loss or additional loss or rasfdess or additional loss can be reasonably egé&thfor

a proceeding or investigation. Subject to the foneg, the Company believes, based on current krayele
and after consultation with counsel, that the omemf such proceedings and investigations willheote
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a material adverse effect on the consolidated fiimhcondition of the Company, although the outcarhe
such proceedings or investigations could be materigne Company’s operating results and cash flfmws

a particular period depending on, among other Hitite level of the Company’s revenues or inconne fo
such period.

Over the last several years, the level of litigatamd investigatory activity (both formal and infal) by
government and self-regulatory agencies has ineceamterially in the financial services industryhi&
the Company has identified below a proceeding tthetCompany believes to be material, individually o
collectively, there can be no assurance that anhditimaterial losses will not be incurred from eiaithat
have not yet been asserted or are not yet detedrtonigze material.

The Company and two individuals were named as Relpus in a FINRA arbitration, captionkgnnda

L. Speer, as Personal Representative of the EsfdR®y M. Speer, et al. v. Morgan Stanley Smitm&gar
LLC, Ami Forte and Terry McCoyThe Claimants assert claims of excessive tradinguthorized use of
discretion, undue influence, negligence and negtigeipervision, constructive fraud/abuse of fidocia
duty, unjust enrichment and violation of Floridatdte Chapters 415 and 517. The arbitration hganin
the matter began in January 2015 and is not clyreoheduled to conclude until July 2015. Clainsant
are seeking Chapter 517 damages in excess of ll8nanaged portfolio damages in excess of $56to i
excess of $66 and disgorgement damaged excess commissions and sales credit damageseass of
$37 to in excess of $44.

Note 12 — Sales and Trading Activities

Sales and Trading

The Company conducts sales, trading, financingdiedt facilitation activities on securities andutes
exchanges and in OTC markets.

The Company's trading portfolios are managed withiew toward the risk and profitability of the
portfolios. The following is a discussion of riskamagement and the Company’s primary risks: market
risk, credit risk and operational risk policies gardcedures covering these activities.

Risk Management

The Company’s risk management policies and relptededures are integrated with those of the Ulgmat
Parent and its other consolidated subsidiariessé pelicies and related procedures are administerexd
coordinated global basis with consideration givemrach subsidiary’s, including the Company’s specif
capital and regulatory requirements. For the Ris&nBjement discussion which follows, the term
“Company” includes the Ultimate Parent and its gilibges.

Risk is an inherent part of the Company’s busireasd activities. Management believes effective risk
management is vital to the success of the Compdnysmess activities. Accordinglthe Company has
policies and procedures in place to identify, agse®nitor and manage the significant risks invdlire
the activities of its business and support funaiofihe Company’s ability to properly and effectivel
identify, assess, monitor and manage each of theugatypes of risk involved in its activities igtizal to

its soundness and profitability. The Company’s fotic of business activities helps reduce the inhplaat
volatility in any particular area or related areay have on its net revenues as a whole.

The cornerstone of the Company’s risk managemeifdgaphy is the execution of risk-adjusted returns

through prudent risk-taking that protects the Comyfxacapital base and franchise. Five key prinaple
underlie this philosophy: comprehensiveness, indégece, accountability, defined risk tolerance and

-25 -



transparency. The fast-paced, complex, and cohgtawlving nature of global financial markets ra@es
that the Company maintain a risk management cuttuseis incisive, knowledgeable about specialized
products and markets, and subject to ongoing regi@venhancement. To help ensure the efficacyshkf ri
management which is an essential compooéthhe Company’s reputation, senior management regjuir
thorough and frequent communication and the apjatpescalation of risk matters.

Market Risk

Market risk refers to the risk that a change inléwel of one or more market prices, rates, indioaplied
volatilities (the price volatility of the underlygninstrument imputed from option prices) or othearket
factors, such as market liquidity, will result imskes for a position or portfolio owned by the Camp
Generally, the Company incurs market risk as altrestrading, investing, and client facilitatiortavities
where a substantial majority of the Company’s miarisi exposures is generated.

Sound market risk management is an integral pathe@fCompany’s culture. The various business units
and trading desks are responsible for ensuringrtaaket risk exposures are well-managed and prudent
Market risk is monitored through various measutesng statistics; by measures of position sensftivi
and through routine stress testing, which meastiresimpact on the value of existing portfolios of
specified changes in market factors, and througimaio analyses conducted in collaboration with
business units.

Credit Risk

Credit risk refers to the risk of loss arising wherborrower, counterparty or issuer does not niset i
financial obligations owned by the Company. The @any primarily incurs credit risk exposure to
institutions and individuals. This risk may arigerh a variety of business activities, includingt bot
limited to, entering into derivative contracts undehich counterparties have obligations to make
payments to the Company; extending credit to dieptoviding funding that is secured by physical or
financial collateral whose value may at times bsufficient to cover the loan repayment amount; and
posting margin and/or collateral to counterpartiBisis type of risk requires credit analysis of sfiec
counterparties, both initially and on an ongoingibaThe Company also incurs credit risk througingina
and non-purpose loans to customers, which areterdlized by securities.

The Ultimate Parent has structured its credit msknagement framework to reflect that each of its
businesses generates unique credit risks, andlisBegpractices to evaluate, monitor and contretlic
risk exposure both within and across business se@mdhe Company is responsible for ensuring
transparency of material credit risks, ensuring giiance with established limits, approving material
extensions of credit, and escalating risk concéntra to appropriate senior management. The Company
credit risk exposure is managed by credit profesdgand risk committees of the Ultimate Parent tha
monitor risk exposures, including margin loans anglit sensitive, higher risk transactions. SeeeNot
for a discussion of Concentration Risk.

Operational Risk

Operational risk refers to the risk of financialadher loss, or damage to a firm’s reputation, ltggufrom
inadequate or failed internal processes, peopktesys, or from external events (e.g., fraud, legal
compliance risks or damage to physical assets).Cdmapany may incur operational risk across the full
scope of its business activities, including revegeeerating activities (e.g., sales and trading)) @mtrol
groups (e.g., information technology and trade @sstg). As such, the Company may incur operational
risk in each of its divisions.
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The goal of the operational risk management framkvi® to establish Company-wide operational risk
standards related to risk measurement, monitomagnaanagement. Operational risk policies are design
to reduce the likelihood and/or impact of operatidncidents as well as to mitigate legal, reguigtand
reputational risks.

Note 13 — Employee Stock-Based Compensation Plans

Eligible employees of the Company participate invesal of the Ultimate Parent's stock-based
compensation plans. The Ultimate Parent measurapaasation cost for stock-based awards at fairevalu
and recognizes compensation cost over the senéciddy net of estimated forfeitures. Stock-based
compensation costs are charged to the Companyebyitimate Parent based upon the awards granted to
employees in the Company patrticipating in the progy.

Restricted Stock Units

The Ultimate Parent has granted restricted stockawards (“RSUs”) pursuant to several stock-based
compensation plans. The plans provide for the dafasf a portion of certain employees’ incentive
compensation with awards made in the form of retsti common stock or in the right to receive
unrestricted shares of common stock in the futdwgards under these plans are generally subject to
vesting over time contingent upon continued emplymand to restrictions on sale, transfer or
assignment until the end of a specified period,egaly one to four years from date of grant. Allar
portion of an award may be canceled if employmeméiminated before the end of the relevant reiginic
period. All or a portion of a vested award also ni@ycanceled in certain limited situations, inchedi
termination for cause during the relevant restriciperiod. Recipients of RSUs may have voting dght

the Ultimate Parent's discretion, and generallyense dividend equivalents. The Ultimate Parent
determines the fair value of RSUs based on thet-glate fair value of its common stock, measurethas
volume-weighted average price on the date of grant.

Stock Options

The Ultimate Parent has granted stock option awamndsuant to several stock-based compensation.plans
The plans provide for the deferral of a portionceftain key employees’ incentive compensation with
awards made in the form of stock options genetalying an exercise price not less than the fauwevalf

the Ultimate Parent’'s common stock on the daterahty Such stock option awards generally become
exercisable over a three-year period and expirerség 10 years from the date of grant, subject to
accelerated expiration upon termination of emplayim8tock option awards have vesting, restrictiod a
cancellation provisions that are generally simtlarthose in RSUs. The fair value of stock optiogs i
determined using the Black-Scholes valuation maahel the single grant life method. Under the single
grant life method, option awards with graded vegtre valued using a single weighted-average eggect
option life.
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Note 14 — Employee Benefit Plans

Pension and Other Postretirement Plans

Substantially all employees of the Company parditdpin employee benefit plans sponsored by the
Ultimate Parent. The pension plans provide penbmmefits that are based on each employee’s years of
credited service and on compensation levels specifi the plan. The U.S. Qualified Plan ceasedréutu
benefit accruals after December 31, 2010.

Certain employees are covered by an unfunded piosinent benefit plan that provides medical and lif
insurance for eligible retirees and medical insoesfior their dependents.

Morgan Stanley 401(k) Plan

Eligible U.S. employees receive discretionary 49lifkatching cash contributions that are allocated
according to participants’ current investment diet Certain employees with eligible pay less tloan
equal to one hundred thousand dollars will receiv&01(k) Fixed Contribution equal to 2% of eligible
pay. A separate transition contribution is allodate certain eligible legacy Smith Barney employees

Other Postemployment Benefits

Postemployment benefits include, but are not lichtte salary continuation, severance benefits bilisa
related benefits, and continuation of health caugk lde insurance coverage provided to former erygds

or inactive employees after employment but befeteement. The postemployment benefit obligations
were not material at December 31, 2014.

Note 15 - Income Taxes

Certain subsidiaries of the Company are organizecogoorations which are subject to federal, shat
local income taxes. MSSB is a single-member limiiadility company that is treated as a disregarded
entity for U.S. federal income tax purpose. Thro@gttiober 30, 2014, the taxable income of the Compan
will be reported by its Parent which was treated &artnership for U.S. federal and most statennectax
purposes. The Ultimate Parent will include its rilisttive share of taxable income from the Pareritan
respective federal, state, and local tax returnghfat period.

On October 31, 2014, the Parent completed a lagdl eestructuring that included a change in &g t
status from a partnership to a corporation.

Upon completion of this restructuring, the Companl} be included in the consolidated federal income
tax return filed by the Ultimate Parent, beginnfdgtober 31, 2014 through December 31, 2014. Federal
income taxes are being provided on a separatey dxatdtis in accordance with the Tax Sharing Agreeémen
with the Ultimate Parent and certain other subsieisaof the Ultimate Parent.

In accordance with the terms of the Tax Sharingeagrent with the Ultimate Parent, substantially all
current and deferred taxes (federal, combined aitdny state) are settled for cash or offset witlotiner
intercompany balances with the Ultimate Parent.

Deferred income taxes reflect the net tax effe€temporary differences between the financial répgr
and tax bases of assets and liabilities and arsumeg using the enacted tax rates and laws thibevih
effect when such differences are expected to revets accordance with the terms of the Tax Sharing
Agreement with the Ultimate Parent, all deferred dasets and liabilities are recorded, and analjaed
realizability, at the Parent level due to the Comypmstatus as a disregarded entity.

-28 -



The company is subject to the income and indirectiaws of the states and municipalities in which t
company has significant business operations. Thaselaws are complex and subject to different
interpretations by the taxpayer and the relevamegunental taxing authorities. The company mustana
judgements and interpretations about the applicatd these inherently complex tax laws when
determining the provision for income taxes and #&xpense for indirect taxes and must also make
estimates about when certain items affect taxalleme in the various tax jurisdictions. Disputegro
interpretations of the tax laws may be settled wlith taxing authority upon examination or auditeTh
Company periodically evaluates the likelihood o$essments in each taxing jurisdiction resultingnfro
current and subsequent years’ examinations, anecagnized tax benefits related to potential loskas
may arise from tax audits are established in aerarel with guidance on accounting for unrecogniasd t
benefits. Once established, unrecognized tax Wbsnafe adjusted when there is more information
available or when an event occurs requiring a chang

As of December 31, 2014 the Company has not acansdiabilities for unrecognized tax benefits et
consolidated statement of financial condition.

It is reasonably possible that further significahinges in the gross balance of unrecognized tagfite
may occur within the next 12 months. At this tirhewever, it is not possible to reasonably estintia¢e
expected change to the total amount of unrecognaebtenefits and impact on the effective tax water
the next 12 months.

The Company believes that the resolution of taxenatwill not have a material effect on the cordatied
statements of financial condition of the Companthaugh a resolution could have a material impact o
the Company’s effective income tax rate for anyiqaein which such resolution occurs.

The following are the major tax jurisdictions in iafn the Company and its affiliates operate andtaxe
years under examination:

Jurisdiction Tax Year
New York City Unincorporated Business Tax 2009120

Note 16 - Regulatory Capital and Other Requirements

MSSB is a registered broker-dealer and, accordjriglgubject to the SEC’s net capital rule. Undhés t
rule, MSSB is required to maintain minimum Net Gabias defined under SEC Rule 15c¢3-1, of not less
than the greater of 2% of aggregate debit item&rgrifrom customer transactions, plus excess margin
collateral on reverse repurchase agreements. Aerbieer 31, 2014, MSSB’s Net Capital was $4,620,
which exceeded the minimum requirement by $4,460.

The Financial Industry Regulatory Authority may uegq a member firm to reduce its business if net
capital is less than 4% of such aggregate delpitsitend may prohibit a firm from expanding its besmif
net capital is less than 5% of such aggregate #ehis.

Advances to the Ultimate Parent and its affiliatepayment of subordinated liabilities, dividengpants
and other equity withdrawals are subject to cemaiification and other provisions of the SEC Nepfal
rule.

As of December 31, 2014, the Company performednapatation for the reserve requirement related to
proprietary accounts of brokers (commonly refetceds “PAB”) set forth under SEC Rule 15¢3-3.
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The Company no longer has any client regulated codityn futures, foreign futures, or foreign option
accounts. Therefore, the Company has no additrepalrting requirements under the CFTC rules.

Note 17 — Subsequent Events

The Company has evaluated subsequent events fostemgjnt to or disclosure in the consolidated
statement of financial condition through the datteéhis report and the Company has not identifiegl an
recordable or disclosable events, not otherwiserteg in these consolidated statement of financial
condition or the notes thereto.

*kkkk

A copy of our December 31, 2014, consolidated state of financial condition filed pursuant to Rule
17a-5 of the Securities Exchange Act of 1934 islabte for examination at the New York Office ofeth
Securities and Exchange Commission or at our ataffice at 1585 Broadway, New York, N.Y. 10036.

A copy of this Morgan Stanley Smith Barney LLC Gbdated Statement of Financial Condition can be
viewed online at the Morgan Stanley website at:
http://www.morganstanley.com/about/ir/shareholdeniganstanley smithbarney_llc.pdf
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