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MORGAN STANLEY FINANCE LLC
STATEMENT OF FINANCIAL CONDITION
December 31, 2015

{Im thousands of dollars)

Assels
Recervables:

Affiliates 5 6942 314
Total assets 53 6,542 319

Liabilities and MVember's Foguity

Payables;
Affiliates 3 TenA14
Parent W37 686
Total labilities 1,713,100
Total member's equity 5019
Total lmbilities and member's equity b 65,2319

See Motes to the Financial Stalemenis,
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MORGAN STANLEY FINANCE LLC
STATEMENT QF INCOME

For the vear ended December 31, 2015
(In thousands of dollars)
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Revepiibes:
Interest meome

Fxpenses:
Interesi expense

Met Income

See MNotes to the Financial Stalements,
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MORGAN STANLEY FINANCE LLC
STATEMENT QF CASH FLOWS

For the vear ended December 31, 2015
(In thousands of dollars)

Cash Nows lrom operating activities:
MNet meome ] 110,072
Adustments te reconcile net moome to net cash
provided by (used forkopertmg activities:
Non-cash fimancmg mterest meome {146,157
Mon-cash financeg mierest expense 36,085
Met cash provided by operating activities

i
Cash, at begmning of period b
3

Cash, at end of period

See MNotes to the Financial Stalements,
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MORGAN STANLEY FINANCE LLC

STATEMENT OF CHANGES IN MEMBER'S EQUITY
For the vear ended December 31, 2005

{In thousands of dollars)

Total Member®s
Equity
Balance, December 31, 2014 § 5,115,147
Met income 110,072
Balance, December 31, 2015 3 3.220.21%

See Notes 1o the Financial Statement s,
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MORGAN STANLEY FINANCE LLC

NOTES TO FINANCIAL STATEMENTS

AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2015
{In thousands of dollars)

Mole 1 - Introduction and Basis of Presentation
The Company

Morgan Stanley Finance LLC {the “Company™), a single member LLC, 15 a wholly owned subsidiary of
Morgan Stanley (the “Parent”). The Company engages in intercompany funding activities with affaliates.

Basis of Finandal Statements

The financial stements are prepared in accordance with accounting principles generally accepted in the
United States of America (U5, GAAF" ), which may require the Company (o make certain estinmates and
asgmplions regarding matters that affect the financial statements and related disclosures, The Company
belicves that the estimates wtilized in the preparstion of the financial satements are prodent and
reasonable, Actual results could di ffer matenally from these estimates.

MNole 2 — Summary of Signiflcant inti d
Interest Income and Expense

Interest income and Interest expense are a function of the level and mix of total azzetz and liabilities,
which ig comprized of intercompany funding with affiliates and Parent and the intermmlly-set interest rates.

Income Taxes

The Company is disregarded as an entity separate from its Pavert for U5, federal income tax returns
pursuant to the Check-the-Box Regulations of the Intemal Revenue Code, Regulation 301-7701-3{a). All
cumrent and deferred taxes have been accrued by the Parent,

Financial Instruments and Fair Value Measurement

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liahility (i.e,
the “exift price™) in an orderly tranzaction between market participants at the measurement date.

In deternaming, far valee, the Company wses various valuation approaches and establishes a herarchy for
inpuits wsed in measunng far value that maamizes the nse of relevant observable inputs and minimizes
the use of unobservable mputs by requiring (et the most obsenvable inputs be used when avalable.
Chservable inputs are inpus that market panicipants wonld use in pricing the asset or liability developed
based on market data obtained from sources independent of the Company. Unobservable inputs are inputs
that reflect the Company’s assumptions about the assumptions other market participants wonld use in
pricing the asset or liability developed based on the best information mvailable in the circumstances. The
hierarchy is broken down into three levels based on the observability of inputs as follows

. Level 1 = Valuations based on quoted prices in active markets for identical as=ets or liabilities that
the Company has the ability 1o access, Valuation adjustments and block discounts are not applied
to Level 1 instruments, Since valuations are bazed on quoted prices that are readily and regulary
available in an active market, valuation of these products does not entail a significant degree of
judgment.
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« Level 2 - Valuations based on one or more quoted prices in markets that are not active or for
which all significant imputs are observable, either directly or indirectly.

« Level 3 - Valuations based on inputs that are unobsenvable and significant to the overall fair value
measurement,

The availability of observable igpgs can vary from product to product and is affected by a wide variety of
factors, including, for example, the type of product, whether the product is new and not vet established n
the marketplace, the liqudity of markets and other charactenistics particular to the transaction. To the
extent that valuation is based on models or inpats that are less observable or unobservable in the marker,
the determination of Fair value requires more judgment. Accordingly, the degree of judgment exercised by
the Company in determiming fair value is greatest for instruments categorized in Level 3 of the fair value
hierarchy.

The Company considers prices and ingusts that are current as of the measurement date, including during
penads of market dislocation. In periods of market dislocation. the obzervability of prices and inpats may
be reduced for many instroments, This condition could canse an instrument 1o be reclassified from Level
1 to Level 2 or Level 2 1o Level 3. In addition. a downium in market conditions could lead to declines in
the valuation of many instnments.

In certmin cases, the inputs used to measure fair valoe may fall into different levels of the fair value
herarchy, In such cases, for disclosure purposes the level in the fair value hierarchy within which the fair
value measurement Falls in its entirety i determined based on the Lowest level inpit that 15 significant to
the fair value measurement in its entirety,

All of the Company's financial assets and liabilities are not measured @ fair value in the satement of
financial condition,

Mol - s [IES

Receivables from and payables 1o affiliates represent intercompany activities that occur in the normal
course of business. Recervables from and payables (o affiliates are unsecured, bear interest af intermally-
gel interest rates and are payable on demand. The Company is funded by itz Parent.

Interest income and expense are calculated daily based on the owstanding receivable and payable
balances, For the year ended December 31, 2015, interest income from receivables with affiliates was
5146,157. Intered expense on pavables with affilistes and (o Paresd was 516,006 and 320,079,
respectively.

The activities of the Company include significant transactions with affiliates and may nol necessanly be

indicative of the comditions that would have existed or the results of operations if the Company had
operated 2z an unaffiliated business.
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Note 4 — Finandial Assets and Liabilities Not Measured at Fair Valug

The table below presents the camying value, fair value and far value hierarchy category of cenain
financial instruments that are wol measured af fair value in the statement of financial condition.

The camying value of Receivables from Affiliates, and Pavables to Affiliates and Parent arsing in the
ordinary course of business approximate fair valua due to their shon derm nature.

Financial Instrumenis Nol Measured Al Fair Value ai December 31, 20015

Fuir Walwe Measurements Using:
Quroted Prices in

Active MNerkets Foe Sl I cansf 50 (e wmnt
Carrylng Tdentical Avseis Olservalle Unohaersahle
Value Fair Value (Level 1) Inputs (Level 2 Inputs (Level 3)
Financisl Agsefs:
Receivables;
AfMEates 3 6941319 3 G231 I a ;1 642319 5
Finamcial Liabiliies:
Fayables to:
AffiBates i TE0AL 3 TE0A14 i - 3 Tl A14 5
Parent 5 GS2eBE % 02586 3 - 3 Q52 EEE 8
MNofe 5 - v

On Janary 12, 2016, the Company was renamed from Morgan Stanley Tower, LLC to Morgan Stanley
Finance LLC ("MSF") and was repurposed as a “finance subsidiany”, as defined in Securities and
Exchange Commission (“SECT) Regulation 5-X. On February 16, 2016, Morgan Stanley filed a post-
effective amendment to its Form 5-3 registration statement in onder to allow MSF (o issue SEC-registered
debt securities that are fully and uncondiiomally guaranteed by Morgan Stanley. All of the Company's
recelvable and payable balances were settled and all capital, excepd for 1, was retumed in Febmary
2016,

On February 17, 2016, the Company issued a 85,000 vamlla nole, which was settled on February 22,

2016 and received an exchange rating of BBE+ from Standard & Poor’s. Starting on March 2, 2016, the
Company began issuing structured notes 1o the marketplace.
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MORGANSTANLEY FINANCE LLC
STATEMENT OF FINANCIAL CONDITION
December 31, 20014

(In thousands of dollars)
Assels
Recervables:
Affiliates 5 £.797.385
Total assets 5 6,797 385

Liabilities s Member's Fouity

Payables;
Aftiliates -] 744408
Parent 933830
Total Eabilities 1,678,238
Total member's equily 5119147
Total lmbilities and member's equity i 6,797,385

See MNotes to the Financial Stalements,
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MORGAN STANLEY FINANCE LLC
STATEMENT QF INCOME

For the vear ended December 31, 20014
(In thousands of dollars)

Revenes:

Interest income 3 153371
Expenses:

Interest expense 38385
Mt Incorme 5 114,584

See MNotes to the Financial Stalements,
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MORGAN STANLEY FINANCE LLC
STATEMENT QF CASH FLOWS

For the vear ended December 31, 20014
(In thousands of dollars)

Cash Nows lrom operating activities:
el mcome 5

114,985
Adustments te reconcile net moome to net cash
provided by (used forkopertmg activities:
Mon-cash financmg mierest meome {153,371}
Mon-cash financeg mierest expense 18,385

Met cash provided by operating activities

Cash, at begmning of period
Cash, at end of period

$
e
e —r

See MNotes to the Financial Stalements,
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MORGAN STANLEY FINANCE LLC

STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY
For the vear ended December 31, 2004

{In thousands of dollars)

Total Member®s

Figquity
Balance, December 31, 2013 5 5,004,161
Met income 114,936
Balance, December 31, 2014 5 5,115,147

See Notes 1o the Financial Statement s,

16/19



EDINETOOOO
o o o o o o =5 2K )
OOoooooooooooOooao

MORGAN STANLEY FINANCE LLC

NOTES TO FINANCIAL STATEMENTS

AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2014
{In thousands of dollars)

Mole 1 - Introduction and Basis of Presentation
The Company

Morgan Stanley Finance LLC {the “Company™), a single member LLC, 15 a wholly owned subsidiary of
Morgan Stanley (the “Parent”). The Company engages in intercompany funding activities with affaliates.

Basis of Finandal Statements

The financial stements are prepared in accordance with accounting principles generally accepted in the
United States of America (U5, GAAF" ), which may require the Company (o make certain estinmates and
asgmplions regarding matters that affect the financial statements and related disclosures, The Company
belicves that the estimates wtilized in the preparstion of the financial satements are prodent and
reasonable, Actual results could di ffer matenally from these estimates.

MNole 2 — Summary of Signiflcant inti d
Interest Income and Expense

Interest income and Interest expense are a function of the level and mix of total azzetz and liabilities,
which ig comprized of intercompany funding with affiliates and Parent and the intermmlly-set interest rates.

Income Taxes

The Company is disregarded as an entity separate from its Pavert for U5, federal income tax returns
pursuant to the Check-the-Box Reguelations of the Internal Revenue Code, Regulation 301-7701-3{a). All
current and deferred taxes have been accrued by the Parent,

Financial Instruments and Fair Value Measurement

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liahility (i.e,
the “exif price™) in an orderly tranzaction between market participants at the measurement date.

In deternaning, far valee, the Company uses various valuation approaches and establishes a lerarchy for
inputs wsed in measunng fur valoe that maximizes the wse of relevant observable inpits and minimizes
the use of unobservable mputs by requiring (hat the most obsenvable inputs be used when avalable.
Observable inputs are inpus that market panicipants wonld wse in pricing the asset or liability developed
based on market data obtained from sources independent of the Company. Unobservable inputs are inputs
that reflect the Company’s assumptions about the assumptions other market participants wonld use in
pricing the asset or lability developed based on the best information mvailable in the circumstances. The
hierarchy is broken down into three levels based on the observability of inputs as follows

. Level 1 = Valuations baged on quoted prices in active markets for identical as=ets or liabilities that
the Company has the ability 1o access, Valuation adjustments and block discounts are not applied
to Level 1 instruments, Since valuations are based on quoted prices that are readily and regulardy
available in an active market, valuation of these products does not entail a significant degree of
judgment.

17/19



EDINETOOOO
o o o o o o =5 2K )
OOoooooooooooOooao

« Level 2 - Valuations based on one or more quoted prices in markeis that are not active or for
which all significant imputs are observable, either directly or indirectly.

« Level 3 - Valuations based on inputs that are unobsenvable and significant to the overall fair value
measurement,

The availability of observable igpgs can vary from product to product and is affected by a wide variety of
factors, including, for example, the type of product, whether the product is new and not vet established n
the marketplace, the liqudity of markets and other charactenistics particular to the transaction. To the
extent that valuation is based on models or inpats that are less observable or unobservable in the marker,
the determination of Fair value requires more judgment. Accordingly, the degree of judgment exercised by
the Company in determiming fair value is greatest for instruments categorized in Level 3 of the fair value
hierarchy.

The Company considers prices and ingusts that are curent as of the measurement date, including during
penads of market dislocation. In periods of market dislocation. the obzervability of prices and inpats may
be reduced for many instruments, This condition could canse an instrument 1o be reclassified from Level
1 to Level 2 or Level 2 1o Level 3. In addition. a downtum in market conditions could lead to declines in
the valuation of many instnments.

In certmin cases, the inputs used to measure fair value nay fall into different levels of the fair value
herarchy, In such cases, for disclosure purposes the level in the fair value hierarchy within which the fair
value measurement falls in its entirety 1 determined based on the Lowest level input that 15 significant to
the fair value measurement in its entirety,

All of the Company's financial assets and liabilities are not measured @ fair value in the statement of
financial condition,

Mol - s [IES

Receivables from and payables 1o affiliates represent intercompany activities that occur in the normal
course of business. Recervables from and payables (o affiliates are unsecured, bear interest af internally-
sel interest rates and are pavable on demand. The Company is funded by itz Parent.

Interest income and expense are calculated daily based on the outstanding receivable and payable
balamces, For the year ended December 31, 2014, interest income from receivables with affiliates was
8153371, Interes expense on pavables with affilistes and (o Paresd was $17.315 and 321070,
respectively.

The activities of the Company include significant transactions with affiliates and may nol necessanly be

indicative of the comditions that would have existed or the results of operations if the Company had
operated 2z an unaffiliated business.
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Mole 4 — Financial Assels and Liabilities Mof ] sured at Fair Value

The table below presents the camang value, far value and far value hierarchy category of certan
financial instroments that are mol measured al far value in the statement of financial condition.

The camying value of Receivables from Affiliates, and Payables to Affiliates and Parent arising in the
ordinary course of business approximate fair value due to their shon Semm nature,

Financial Instruments Not Measured At Fair Value al December 31, 20014

Fulr Value Mensuremenis l'hin!:

Cmoted Prices in
Active Mirkels for Sigmificoni Sdgnd Mcami
Carryving Tdentical Assels COhservabie Unolservalie
Vadue Fuir Value {Level 1) Inpiats (Level 21 Enputs (Level 3)
Financial Assds:
Receivables:
AffiBales i 679738 % 6,797 385 5 - i &, 797 ABS 5
Financial Liabilities:
Payables to
AffiBates i THAE 5 THAGE 5 - § THA08 §
Parent 5 TELEMY S CENEM % - 3 SIEM 5

Note 5 — Subsequent Events

Cn Jamnry 12, 2016, the Company was renamed from Morgan Stanley Tower, LLC to Morgan Stanley
Finance LLC ("MSF") and was repurposed as a “finance subsidiary”, as defined in Secunties and
Exchange Commission ("SECT) Regulation 5-X, On February 16, 2016, Morgan Stanley filed a2 post-
effective amendment toits Form 5-3 registration statement in onder to allow MSF 1o issue SEC-registered
debt secunities that are fully and inconditionally guaramesd by Morgan Stanley. All of the Compamy's
receivable and payable balances were settled and all capital, except for 51, was retumed in February
2016,

Cn February 17, 2006, the Company issued a $5.000 vamila note, which was settled on February 22,

2016 and received an exchange rating of BBE+ from Standard & Poor's. Starting on March 2, 2016, the
Company began issuing structured notes 1o the marketplace.
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