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2012 12 31 2016 12 31
( )

2016 2015 2014 2013 2012

12 31 12 31 12 31 12 31 12 31
17,592 146,157 153,371 145,237 106,482
10,771 110,072 114,986 114,136 67,564
(11,333) 5,229,219 5,119,147 5,004,161 524,594
1 1 1 1 1
(11,333) 5,229,219 5,119,147 5,004,161 524,594
2,143,572 6,942,319 6,797,385 6,644,532 1,678,427
(11,333) 5,229,219 5,119,147 5,004,161 524,594
0 0 0 0 0
10,771 110,072 114,986 114,136 67,564
(28,455) 0 0 0 0
(2,112,571) 0 0 0 0
2,141,053 0 0 0 0
27 0 0 0 0
0 0 0 0 0
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(1) 2016 12 31
2016 12 31
( )
$ 27 3
21,585 2,443
( ) 2,112,571 239,122
( ) 9,389 1,063
$ 2,143,572 242,631
$ 1,636 185
61,203 6,928
983 111
( ) 27 3
( ) 20,768 2,351
419 47
(2,064,869 ) 2,069,869 234,288
2,154,905 243,914
( )
(11,333) (1,283)
$ 2,143,572 242,631
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$ 1,857 210
15,735 1,781
17,592 1,991
6,752 764
212 24
1 0
6,965 788
10,627 1,203
(144) (16)
10,771 1,219
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$ (319) (36)
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( ) (952,397) (107,802)
983 111
419 47
« ) (28,455) (3.221)
( ) (2,112,571) (239,122)
« ) (2,112,571) (239,122)
1,638 185
2,473,729 280,001
(334,314) (37,841)
« ) 2,141,053 242,346
27 3
2015 12 31 0 0
2016 12 31 $ 27 3
$ 2,119 240
( ) $ 5,240,233 593,142
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)

2016

12 31
$ 20,504 $ 4,128 $ 24,632
(20,504) (4,128) (24,632)
$ 1,636 $ $ 1,636
46,824 13,338 60,162
2,004 23,669 25,673
(20,504) (4,128) (24,632)
28,324 32,879 61,203
28,324 32,879 61,203
1,887,132 177,737 2,064,869
$ 1,917,002 $ 210,616 $ 2,127,708
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25,673 312,095
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2019 285,639 285,639
2020 124,636 124,636
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5,000 753,288 758,288
$ 5,000 $ 2,064,869 $ 2,069,869
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6h) LIBOR
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MORGAN STANLEY FINANCE LLC
STATEMEXNT OF FINANCIAL CONIMTION
Decem ber 31, 2006

{In thousands of dollars)

Assels
Cash 5 7
Receivables:
Broker dealers 21,585
Modes receivable (Parent) 2112571
Intercompany (Parent) 9,389
Total assets B 2143572
Liabilities and Member's Equity
Leabilites:
Shart term borrowings, at fair value s 1,636
Trading liabilities, at fair value
Derivative contracts 61,203
Payvables
Interest o83
Intercompany (Affiliates) 27
Intercompany (Farent) 20,768
Oither lzabilities and accrued expenses 419
Long term borrowings (includes 52,064,869 at far value) 2 060, B69
Total habilities 2.1 54,905
Commitments and contingent habalities (See Note 7)
Member's equity {11,333
Total liabilities and member's equity 3 2143572

See Notes to the Financial Statements,
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MORGAN STANLEY FINANCE LLC
STATEMENT OF COMPREHENSIVE INCOME
For the vear ended December 31, 2016

(In thousands of dollars)
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Revenues:
Trading
Interest income
Total revenues
Expenses:
Imterest expense
Professional services
Other
Total expenses
Income before income taxes
Benefit from meome taxes
Met income

Other comprehensive loss

Comprehensive loss

See Notes to the Financial Statements,
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MORGAN STANLEY FINANCE LLC
STATEMENT OF CASH FLOWS

For the vear ended December 31, 2016
(In thousands of dollars)
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Cash flows from operating acthvitbes:
Nel iveome
Adjustment to reconcile net incoms: to met cash provided by (used for) operating activities:
Met changess in assets and labilines:
Trading liabilities
Broker dealers
Intercompany ( Affiliates)
Intercompany (Parent)
Interest
Other Labilities and aceneed expenses

et cash used in operating activities

Cash Mows from investing activities:
Payments for:

MNotes recsivable (Parent)
Met cash used for investing activities

Cash Mows from lMnancing adivities:
Proceeds from:

Shert term bommowings

Long term borrowings
Paymments for:

Long term borrowings

Met cash provided by financing activities
Met mvcrease incash

Cash, December 31, 2015
Cash, December 31, 2016

Supplemental Cash Flow Informetion
Cash payments for imerest

Supplemwental disclosure of noncish activities
Mon cash return of equity - see Notes | and 3 for further information

See Notes to the Financial Statements,
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MORGAN STANLEY FINANCE LLC

STATEMENT OF CHANGES IN MEMBER™S EQUITY

For the vear ended December 31, 2016
(In thousands of dollars)
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Balance, December 31, 2015

et iIncome

Fetun of equity

Change in Cther comprehensive loss, net of tax of 56,459

Balance, December 31, 2016

See Motes to the Financial Statements.
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MORGAN STANLEY FINANCE LLC

NOTES TO FINANCIAL STATEMENTS

AS OF AND FOR THE YEAR ENDED DECEMBER 31, 20016
{In thousands of dellars)

Mote 1 - Introduction and Basis of Presentation
The Company

Morgan Stanley Finance LLC {the *“‘Company™), a single member LLC, is a wholly owned subsidiary of
Morgan Stanley (the “Parent™).

On January 12, 2016, the Company was renamed from Morgan Stanley Tower, LLC to Morgan Stanley
Finance LLC and was repurposed as a “finance subsidiary™, as defined in Secunlies and Exchange
Commission (“SEC") Regulation 8-X. On February 16, 2016, Morgan Stanley filed a post-effective
amendment to its Form 5-3 registration statement in order to allow the Company o issue SEC-registered
debt securities that are fully and unconditionally guaranteed by Morgan Stanley. All of the Company s
receivable and payable balances were seitled and all capital, except for 51, was retumed in February
2016,

Om February 17, 2006, the Company ssued a 85,000 note, which was seliled on February 22, 2006 and
received an exchange rating of BEB+ from Standard & Poor’s. Starting on March 2, 2016, the Company
began issuing struciured notes o the marketplace. Proceeds from issuances are lent o the Parent in the
form of Intercompany notes.

Basis of Financial Information
The financial statements are prepared in accordance with accounting principles generally aceepted in the
United States of America (“ULS. GAAPT)L which require the Company to make estimates and
assumplions regarding the valuations of certain financial instruments, deferred tax assets, the eutcome of
legal and tax matters. and other matters that affect the financial statements and related disclosures. The
Company belicves that the estimates utilized in the preparation of its financial statements are prudent and
reasonable. Actual results could differ matenally from these estimates.
Mote 2 - Signi nt ti

Revenue Recognition

Trading
See “Fair Value of Financial Instruments™ below for Trading revenue recognition discussions.

Interest Inocome and Expense
Interest income and Inferest expense are a function of the level and mix of tolal assets and liabilities,

including Recervables and Pavables with Affiliates and the Parent, Short term borrowings, Long term
borrowings, trading strategics. and the prevailing level, term structure and volatility of interest rales,
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Fair Yalue of Financial Instruments

A significant portion of the Company’s financial instruments are carried at fair value with changes in fair
value recognized in camings of each pericd. A deseription of the Company s policies regarding fair value

measurement and its application to these hinancial instruments follows.

Finencial fnsirmenis Measured af Fair Value

Instruments within Trading liabilitics are measured at fair valug, cither in accordance with accounting
guidance or through the fair value option election (discussed below). These financial instruments
primarily represent the Company’s trading activities and mclude derivative products. Short term
borrowings and Long term bommowings are measured at fair value through the fair value option,

Gains and losses on instruments carried at fair value are reflected in Trading revenues in the Company’s
statement of income. Interest income and Interest expense are recorded within the Company’s statement
of comprehensive income depending on the nature of the instrument and related market conventions,
When inferest s included as a component of the instruments”  Fair value, interest  is  included
within Trading revenues, Otherwise, it is included within Interest income or Interest expense. The fair
value of over-the-counter (“OTC™) financial instruments, including derivative contracts related 1o
financial instruments, is presented in the accompanying statement of financial condition on a net-by-
counterparty basis, when appropriate.

Fair Fafue Option

The fair value option permits the imevocable fair value option ¢lection on an instrument-by-instrument
bazis at initial recognition of an assel or lability or upon an event that gives rise to a new basiz of
accounting for that nstrument. The Company applies the Gair value option for eligible instruments.

Fair Value Measurement — Definition and Higrarchy

Fair value is defined as the price that would be received to sell an asset or paid o transfer a liability (i.c..
the “exit price™ in an orderly transaction between market participants at the measurement date,

In determiming farr value, the Company wses varous valuation approaches and establishes a hierarchy for
inputs used in measuring fair valoe that maximizes the use of relevant observable inputs and minimizes
the use of unobservable inputs by requiring that the most observable inputs be used when available,
Observable inpuls are inputs that market participants would use in pricing the assel or liability developed
hased on market data obtaincd from sources independent of the Company. Unobservable inputs are inputs
that reflect the Company’s assumptions about the assumptions other market participants would use in
pricing the assel or lability developed based on the best information available in the circumstances. The
hierarchy 1s broken down into three levels based on the observability of inputs as follows:

¢ Level 1 - Valuations based on quoted prices in active markets that the Company has the ability to
aceess for identical assets or liabilities. Valuation adjustments and block discounts are not applied
to Level 1 imstruments. Since valuations are based on quoted prices that are readily and regularly
available in an active markel, valuation of these products does not entail a significant degree of
Judgment.

+  Level 2 - Valuations based on one or more quoted prices in markets that are not active or for
which all significant inputs are observable, gither directly or indirectly.
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= Level 3 - Valuations based on inputs that are unebservable and significant to the overall fair value
measurement.

The availability of observable inputs 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 yet established in
the marketplace, the liquidity of markets and other characteristics particular to the product, To the extent
that valuation is based on models or inputs that are less observable or unobservable in the market, the
determmation of far value requires more judgment. Accordingly, the degree of judgment exercised by the
Company in determining fair value is greatest for instruments categorized in Level 3 of the fair value
hierarchy.

The Company considers prices and inputs that are current as of the measurement date, including during
periods of market dislocation. In periods of market dislocation, the observability of prices and inpuls may
be reduced for many instruments. This condition could cause an instrument to be reclassified from Level
1 to Level 2 or from Level 2 to Level 3 of the fair value hicrarchy, sce Note 4.

In certain cases, the inputs wsed o measure fair value may fall into different levels of the fair value
hierarchy. In such cases, for disclosure purposes, the kevel in the fair value hierarchy within which the fair
value measurement falls in s enbirety 15 determined based on the lowest level mput that s sigmbicant o
the fair value measurement in its entirety,

For assets and halalities that are transferred between levels i the far value hierarchy dunng the penod,
fair values are ascribed as if the assets or liahilitics had been transferred as of the beginning of the period,

Valuatton Technigques

Many cash instruments and OTC derivative contracts have bid and ask prices that can be observed in the
markeiplace. Brd prices reflect the haghest price that a party 15 willing to pay for an assel. Ask prices
represent the lowest price that a party is willing to aceept for an assel. The Company carmes positions at
the point within the bid-ask range that meet the Company’s best estimate of fair value, For offsctting
positions in the same financial instrument. the same price within the bid-ask spread is used to measure
both the long and short positions.

Fair value for many cash instruments and OTC derivalive conlracts is derived using pricing models.
Pricing models take into account the contract terms, as well as multiple inputs, including, where
applicable, cquity prices, intercst rate vield curves, credit curves, comrelation, creditworthiness of the
counterparty. creditworthiness of the Company., oplion volatility and currency rates.

Where appropnate, valuation adjustments are made to account for various factors such as ligudity nsk
(bid-ask adjustments), credit quality, model uncertainty and concentration risk, Adjustments for liquidity
risk adjust model-derived mid-market levels of Level 2 and Level 3 financial instrements for the bid-mid
or mid-ask spread required to properly reflect the exit price of a risk position. Bid-mid and mid-ask
spreads are marked to levels observed in trade activity, broker quotes or other external third-party data,
Where these spreads are wnobservable for the particular position in question, spreads are derived from
observable levels of similar positions,

The Firm applies credit-related valuation adjustments to il short term and long term borrowings
(primarily structured notes) for which the fair value option was clected and to OTC denvatives. The Firm
considers the impact of changes in its own credit spreads based upon observations of the secondary bond
markel spreads when measuring the fair value for short term and long term borrowings,

Adjustments for model uncertamty are taken for positions whose underlying models are reliant on
significant inputs that are neither directly nor indirectly observable, hence requiring rcliance on
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eslablished theoretical concepts in their derivation. These adjustments are derived by making assessments
of the possible degree of vanability using statistical approaches and market-based information where
possible.

Fawr value 15 a market-based measure considered from the perspective of a market participant rather than
an entity-specific measure. Therefore, even when market assumptions are not readily available,
assumplions are set o reflect those that the Company believes market participants would use in pricing
the asset or lability at the measurement date. Where the Company manages a group of financial assels
and fmancial liabilities on the basis of its net exposure to either market nsks or aredit risk, the Company
measurcs the fair value of that group of financial instruments consistently with how market participants
would price the net risk exposure at the measurement date.

See Note 4 for a description of valuation fechniques applicd to the major categories of financial
instruments measured at fair value,

Valuation Process

The Valuation Review Group (“VRG™) within the Financial Control Group (“FCG™) of the Parent
and its conselidated subsidiarics s responsible for the Parent and its consolidated subsidiaries” fair value
valuation policies. processes and procedures. VREG is independent of the business units and reporis to the
Chief Financial Officer of the Parent and its consolidated subsidiaries (*CFO™), who has final authority
over the valuation of the Company’s financial instruments, VEG implements valuation control processes
designed to validate the fair value of the Company's financial instruments measured at fair value,
including those derived from pricing models.

Model Review, VR, in conjunction with Model Risk Management (“MEM), which reports (o
the Chief Risk Officer of the Parent and itz consolidated subsidiarics (Chief Risk Officer™).
independently review valuation models” theoretical soundness, the appropriateness of the valuation
methodology and calibration techmiques developed by the business umits uwsing observable iputs. Where
inputs are not observable, VREG reviews the appropriateness of the proposed valuation methodology to
determme that it 15 consistent with how a market participant would amive at the unobservable input. The
valuation methodologies utilized in the absence of observable inputs may include extrapolation
techniques and the uwse of comparable observable inputs. As part of the review, VEG develops a
methodology to independently verify the fair value generated by the business unit’s valuation models.
The Company generally subjects valuations and models to a review process imitially and on a penodic
basis thereafler,

Independent Price Verification.  The business units are responsible for determining the fair
value of financial instruments using approved valuation models and valuation methodologics, Generally
on a monthly basis, VRG independently validates the fair value of finangial instruments determined using
valuation models by determining the appropriateness of the inputs used by the business units and by
testing compliance with the documented valuation methodologies approved in the model review process
deseribed above,

The results of this independent price verification and any adjustments made by VEG to the fair
value generated by the business units are presented to management, the CFO and the Chief Risk Officer
on a regular bass.

WRG uses recently exccuted transactions, other observable market data such as exchange data,
broker-dealer quotes, third-party pricing vendors and aggregation services for validating the fair values of
financial instruments gencrated wsing valuation models. VREG assesses the external sowrces and their
valuation methodologies to determing if the external providers meet the minimum standards expected of a
third-party pricing source. Pricing data provided by approved external sources are evaluated using a
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number of approaches: for example, by comoborating the external souress” prices 1o execuled trades, by
analvzing the methodology and assumplions used by the external source o generale a price, and/or by
evaluating how active the third-party pricing source (or originating sources used by the third-party pricing
source) is in the market, Based on this analysis, VREG generates a ranking of the observable market data
designed o ensure that the highest-ranked market data source 15 used to validate the business umit’s far
value of financial instruments.

WVRG reviews the models and valuation methodology used to price new material Level 2 and
Level 3 transactions, and both FOG and MEM must approve the far value of the trade that s initially

recognized.

Level 3 Transactions, VRG reviews the business unit’s valuation techniques to assess whether
these are consistent with market participant assumptions,

For further information on financial assets and liabilitics that are measured at fair value on a recurring
basis, see Note 4,

Offsetting of Derivative Instruments

In connection with its derivative activities, the Company generally enters into master nelling agreements
and collateral agreements with its counterpartics. These agreements provide the Company with the nght,
in the event of a default by the counterparty, to net a counterparty’s rights and obligations under the
agreement and to liquidate and set off collateral against any net amount owed by the counterparty,

However, in certain circumstances, the Company may not have such an agreement in place, In addition,
the relevant insolvency regime may not support the enforceability of the master nelting agreement or
collateral agreement or the Company may not have sought legal advice to support the enforceatnlity of the
agreement. In cases where the Company has not determined an agreement to be enforceable, the related
amounts are not offset in the tabular disclosures (see Note 3 for further information).

Income Taxes

The Company accounts for income tax expense (benefit) using the asset and liability method. Under this
method, the financial statements include deferred tax assets, related valuation allowance and deferred tax
liabilities associated with epected tax consequences of future events. Under this method, defered tax
assets and labilities are recorded based upon the temporary differences between the financial statement
and income tax bases of assets and labilities using currently enacted tax rates in effect for the vear in
which the differences are expected to reverse. The effect of a change m tax rates on defared tax assels
and liabilities is recognized in income tax expense (benefit) in the period that includes the enactment date.

The Company recogmizes net deferred tax asseis to the extent that it believes these assels are more Tikely
than mot to be realized, In making such a determination, the Company considers all available positive and
negative evidence, including future reversals of existing taxable temporary differences, projected future
taxable income. lax-planning stralegies, and resulls of recenl operations. IF a deferred tax asset is
determined to be unrealieable, a valuation allowance s established. IF the Company determines that it
would be able to realize deferred tax assets in the future in excess of their nel recorded amount. it would
make an adjustment to the defered tax asset valuation allowance, which would reduce the provision for
income Laxes.

In accordance with the terms of the Tax Sharing Agreement with the Parent, substantially all current and

deferred taxes (federal, combined and unitary state) are offset with all other intercompany balances with
the Parent,
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Uncertain tax positions are recorded on the basis of a two-step process whereby (1) the Company
determines whether il is more likely than not that the lax positions will be sustained on the basis of the
technical merits of the position and (2) for those tax positions that meet the more-likelv-than-not
recopnifion threshold, the Company recognizes the largest amount of tax benefit that is more than 50%
Tikely to be realized wpon ultimate seitlement with the related tax authority.

Cash
Cash consists of on demand deposits at banks.
Receivables and Payables — Broker Dealers

Receivables from and payables to broker dealers include amounts receivable for sccurities failed 1o
deliver by the Company Lo a purchaser by the setilement date and payable for securities failed 1o receive
by the Company from a seller by the settlement date.

Accounting Standard Adopted

The Company adopted the followng accounting update as of Tanuary 1, 2016:

¢+ Recopnition and Measurement of Financial Assets and Financial Liabilities. In January 2006,
the Financial Accounting Standards Beard (the “FASB™) issued an accounting update that
changed the requirements for the recognition and measurement of certain financial assets and
financial liabilitics. The Company carly adopted the provision in this guidance rclating to
liabilitics measured at fair value pursuant to a fair value option election that requires presenting
unrealized debt valuation adjustment (“IVA") in Other comprehensive inecome (loss) (“OCT7), a
change from the previous requirement to present DVA in net income. Realized DV A amounts
will be recyeled from accumulated other comprehensive income (“AQCT) to Trading revenues,
There were no DV A amounts from periods prior to adoption.

Other provisions of this mule may not be carly adopted and will be effective January 1, 2018, and
are nol expected 1o have a material impact on the financial statements.

Mote 3 - Related Party Transactions

Recervables from and pavables to affiliates and the Parent represent infercompany activities that occur in
the normal course of busingss, Receivables from and Pavables to affiliates and the Parent are unsecured,
bear interest at rates established by the treasury function of the Parent and approximate the market rate of
interest that the Parent meurs in funding s business as il 15 periodically reassessed and are pavable on
demand.

Motes receivable balance represents the imtercompany activities as a resull of the extemal debt issuances.
Proceeds from the extemal debt issuances are lent o the Parent at rates cstablished by the treasury
function of the Parent and approximate the market rate of interest that the Parent incurs in funding its
business as it is periodically reassessed and are pavable on demand.

Interest income and expense are calculated daily based on the outstanding receivable and payable
balances.

The activities of the Company nclude significant transactions with affiliates and may not necessanily be

indicative of the conditions that would have existed or the results of operations if the Company had
operaled as an unaffiliated business.
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Assets and receivables from affiliated companies at December 31, 2016 are comprired of

Receivables - Broker dealers s 20,587

Recervables - Nofes recervable (Parent) 2112571

Recetvables - Intercompany (Parent) G 35S
Laghulsties amd payables to affiliated compamies at December 31, 2006 are compnsed of;

Derivative contracte 5 61,203

Payables - Intercompany (A Tiliates) 27

Payables - Intercompany {Parent) 20,768

Revenues with affilisted companies for December 31, 2006 are comprsed of
Trading 5 1,837
Interest inconse 15,733

Expenses with affiliated companies for December 3 1, 2016 are comprised of:
Interest expense -4 3558

On February 5, 2016, the Company made a return of capital totaling 83,240,233 to its Parent,

Note 4 —Fair Value Disclosures
Fair Value Measurements

A deseription of the valuation technigques applied to the Company’s major categories of assets and
liabilitics measured at fair value on a recurring basis follows.

Lang term borrawings
Struciured Notex

The Company issues structured notes that have coupon or repavment terms linked to the performance of
debt or equity securities. or indices.

Fair value of structured notes (both short term and long term) is determined using valuation models for
the derivative and debt portions of the notes. These models incorporate observable inputs referencing
identical or comparable securities, meluding: prices to which the notes are linked. mterest rate yield
curves, option volatility and equity prices.

Independent. external and traded prices for the notes are considered as well. The impact of the Company’s
own eredil spreads 15 also included based on observed secondary bond market spreads. A substantial
majority of Long term bormowings valued by the Company using pricing models fall into this category
and are generally categonized in Level 2 of the fair value hierarchy. In instances where the unobservable
inputs are deemed significant the Company s Long term borrowings are gencrally categonized in Level 3.

Trading Asvets and Trading Linbilittes
Derivative Contracts
OTC Derivaiive Confracts

OTC derivative contracts include swap and option contracts related 1o interest rales of equity prices.
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Depending on the product and the terms of the transaction, the fair valoe of OTC derivative products can
be either observed or modeled using a series of technigques and modzl inputs from comparable
henchmarks, including closed-form analvtic formulas, such as the Black-5choles option-pricing model,
and simulation models or a combination thereof. Many pricing models do not ental matenal subjecinaty
hecanse the methodologies emploved do not necessitate significant judgment, and the pricing inputs are
abserved from actively quoted markets, as is the case for generic interest rate swaps, and cerfain option
conlracts. In the case of more established derivative products, the pricing models used by the Company
are widely accepted by the financial services industry. A majonity of OTC derivative products valued by
the Company using pricing models fall into this catezory and are categorized in Level 2 of the fair value
higrarchy: otherwise, they are categorized in Level 3 of the fair value hierarchy.

For further information on the valuation technigques for OTC derivative contracts, see Mot 2,

For further information on derivalive instruments, see Mote 3.

The following fair value hierarchy table presents information about the Company’s assets and liabilitics
measured at fair value on a recurring basis al December 31, 2016, See Note 2 for a discussion of the

Company s policics regarding the fair value hierarchy.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Balance at
Lawel 1 Level 2 Lavel 3 December 31,
2016

Assets ai Falr Valae
Trading nssets:
Dienvahve snd other combracts:

Equity contracts 5 = 5 20,504 5 4,128 5 24,632

Metting - (20,5047 (4,128) (24,633

Total denvative and other contracts
Total rading assets

Linhbilities at Fair Valee
Short term bormowmgs 5 = 5 1 636 5 . & 1,636
Trading hnbihties

Denvative aud other contracts:

Eqﬁl}'wnlr.h:l: - J6. 824 13,338 &0, 162

Imterest mabe conlracts 2004 23,669 28,673
Nething m - (20,504 (4, 1Z8) {24,632)

Total derivative and other contracts - IR I1BTY 61,203

Total rading liabilities - 28324 31ETS 61,200

Long term bommowings - 1,887,132 177,737 2,004,568

Total liabalities meanared at fair value & - § 1917002 H 210616 £ 2127708

" Fog pontions o contracts with the same counterparty that cross over the levels of the fur value kerschy,

counferparty netfing among poritions clasafied within the same level is included within that shased level, For flarther
informaton on denvabve instruments, see Note 5,

Level 3 Liabilities Measured at Fair Value on a Recurring Basis
The following table presents additional information about Level 3 labilities measured at fair value on a
recurming basis for 2016, Additienally, both observable and unobservable inputs may be used 1o determine

the fair value of positions that the Company has classihied within the Level 3 category. As a resull, the
unrealized gains during the period for liabilitics within the Level 3 category presented in the table below
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may inclede changes in fair value dering the period that were attributable to both observable (eg.
changes in market interest rates) and unobservable inputs.

Unrenllized Galns
Beglnming  Tolal Reallzed Ending {Lasses) Tor Level 3
Ialamce i amid Bislance at Asweln Linbilits
Decemnber 3. Usweslloed Diecember 31, Diisdanding wi
Pl B Faling (Lossesy  Purcveses Issmances 2006 Dhecemnber 3, 2006
Linhilities ot Falr ¥alue
et derivatives and other contracts:"

Equity coniracis -1 - 5 4805 5 [Ty 5 4398 5 N0 5 LR
Inberesi rabe confracts . - = pa . 25, 40 =
Total Met derivatives coatracts - 4,585 ] RO JLE7 4ERS
Lo, 1 e DT oo g . ﬁﬂ!l - 18210 177,757 M‘.L-E
Total Lishilities wl Falr YValse 5 . [ {1588 3 (70 8 2:IT S5 Gl § [T

— — -

bt derivabives and alber contwits repaesent Tradiog Mabidies - Dervalive snd olber contreats net of Trading sssets - Denvatin: and ofher confrste
Significant Unobservahle Inputs Used in Recurring Level 3 Fair Value Measurements

The following disclosures provide information on the valuation techniques, significant unobservable
inputs and their ranges and averages for ecach major category of assets and habilitics measured at fair
valug on a recurring basis with a significant Level 3 balance, The level of aggregation and breadth of
products cause the range of inputs to be wide and not evenly distributed across the inventory. Further, the
range of unobservable inputs mav differ across firms in the financial services industry becawse of
diversity in the types of products included in each firm's inventory., The following disclosures also
include gualitative information on the sensitivity of the fair value measurements o changes in the
significant unchservable inputs. There are no predictable relationships between multiple significant
unehservable inputs attributable to a given valuation technique, A single amount is disclosed when there
is no significant difference between the minimum, maximum and average (weighted).

Sgniflcant Unabnsrakle
Bspiin )/ Senabivicy of the
Falr Value ta Chamges I

Balange ad Valuailon ihe
Desimbe ¢ K1, 2016 Teihnbgusis) Unshservahls Ingaits Esngs Arwrages
et derval nve and other comirds; _
Inferest mate vohtiliy shew e X8y
Byleresn fHie €omracts Had  Opten medel AR 250 el 2%
Equity vohlility dscount e 1
1| Tale 1% medin 1P
Intra-curve comelatin mem TR
1D Al%eta &Py meden T
Inferest Bale - Credit
oomelation / (A) 15 L] ()
At thie money volatdiy
Faulty conlrasts A0 Open Mesdd ENTI e 1%ta 1P T
Volitiley skew /(A MIN P Y -I%
Equy - Equity cormlation
ey 1Mato DG e
Equiy - Foregn oxhange
coarekation | (A (D fitsto Ml - W
Cption Mesdel At the money volatdity
Lemg lemm bofrowsgs | ITTET  (Equiy -lndked notes) ST 1Tt 3% W%
Violitiley skew ! (Cp{) Iate Pa 1%
Eiqaity - Equity correlstion
ENT] k] Ui bo 5 e
Equity - Foreign exchange
oormeldation / (Cy (I 0i%ebo 2% =A%
Cption Mesdd Infercst rate vohnily skow meEn I
iStnuchered notes ) ENT] o] 28 mediam 2%,
Exgaity volatliy degoum e P
1 D Tato 1% nedim 100
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1) The ranges of wgrefoest meburvable mputs we represmied in peings, precostages, ey poanis, Smes of megeaes boars. Pointe are o perantsge of pan B exple, W
poanits sl e P55 of par. A bunis potnd cquali 1/100eh of B% For camnple, 1359 bais points wosld ecpeall 13555

A3 Amesads pepreidnd waphood averagds oot wheirg sepla woirege weed thd awdien of th ingats @ providd Gad Ntk 3 beilem ), Waghied svaegds e saladstad by
weighsting cach iput by the fir valug of the respective Brancial instnments, oot S Bang-tom bomawings wnd dorivvg isstnammt whars inpets ane weighted by rid

Benal ity of e Talr value oo chimsges in b i obasrvalide bt s

) S gl inavass (decrmed) i e enohsonabls imput in el s wosld resil in s dmifcnthy g (owe) S value mesme et
(€ Seificent indcase { dod e in (e mnobson bl ¢ 5501 & isolalion woeld 1ol in o sgiSomtly lewo higher) T value mosupmen
{1} Thers are no prodidsbls relaSonship s betw on e sigificant snobservabls npuls,

The following provides a description of significant unobservable mputs included in the
December 31, 2016 table above For all major categones of assets and labilities:

Correlation — A pricing input where the payvofl is driven by more than one underlying risk.
Correlation is a measure of the relationship between the movements of two variables (ie.. how
the change i one variable imfluences a change in the other vanable), Credit correlation, for
example, is the Factor that describes the relationship between the probability of individual entities
1o defanlt on obligations and the joint probability of multiple entities to default on obligations,

Volatility — The measure of the variability in possible returns for an instrument given how much
that instrument changes in value over time. Volatility is a pricing input for options, and,
generally, the lower the volatility, the less nisky the option, The level of volatility used in the
valuation of a particular option depends on a number of factors, including the nature of the risk
underlying that option {e.g.. the volatility of a particular underlying equity security may be
sigm ficantly differemt from that of a particular underlyving commodity index), the tenor and the
strike price of the option.

Volatifity skew — The measure of the difference in implied volatility for options with identical
underliers and expiry dates but with different strikes. The implied volatility For an option with a
strike price that is above or below the current price of an underlying asset will typically deviate
from the imphied volatihity for an option with a sinke price equal to the current price of that same
underlving asset.

Fair Value Option

The Company elected the fair value option for Short term and Long term borowings that are risk
managed on a fair value basis to mitigate statement of income volatility caused by measurement basis
differences between the elected instrument and their associated risk management lransactions or o

chrnate complexities of applying certam accounting models.

Impact on Earnings of Transactions Under the Fair Value Option Election at December 31, 2006

Imteresi Expense  Tradimg Fevenue

Short term borrowings ' 5 . % 1548
Loz berm bormowings 13, 194) 13441

N Losses me mamnly sErbuinble to change: i interest mies of moversents =@ the relenence price of imdex Ger Shon iems and Long teren Bomowmgs
befiore the wgrast of roelated hedpes, In sccordancs with the carly adogton of a provasion of the s cimtmg update Recopnition and Meamaremead of
Firercial Axrets and Financkal Llabiiities , unrealired DVA kosses wore reconded withem O in the stabement of comprdhensive imcome and, as such,
e nol Exluded in the table shove for the year ended, Decomber 31, 1016, Soc Moles 2 and 8 for funther infommation
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Losses due to Changes in Instrumeni-8pecific Credit Risk at December 31, 2016

ol

Shert term and Larg term I:N:lrrl:nﬂ-w-'i:m;:i*lI 3 (17,549)

 In accordance with the aarly adoption of a provigon of the aceounting update, Recogmition and Meamremens of Finarcial
Assete aard Farancial Lichilitier , the unrealimed DVA losses were recorded in OC] The curmulative impact of changes in the
Comparrys DVA and the amount recograzed in AOCT is @ loss of 17,549 from the short term borrowings and long term
borrowings, respectivelly, for the vear ended Decernber 31, 2006, See Notes 2 and 8 for further information

Financial Instruments Not Measured at Fair Value
The table below presents the carrying value, fair value and fair value hierarchy category of certain

financial instruments that are not measured at fair valug in the Company’s statement of financial
condition. The table below excludes all non-financial assets and habilities.

The carrving values of the remaining assets and liabilities not measured at fair value in the table below
approsimate fair value due to their short term nature except for Notes receivable (Parent), which primarily
represents intercompany funding with coupons that reset to market levels, and Long term bormowings,
which have the fair determined based on third party pricing for identical or comparable instruments.

Financial Instruments Not Measured At Fair Value at December 31, 2016

Falr Value Meusuremenic Urdng:

Carrying Falr
Valase Valsr Lavel 1 Lawel 2 Lavel 3

Fanmncind Assels:
Cihi % 7 |4 ” -1 7 |4 - |4
Revervmbiles:

Baoker dealers 11,385 11508 - 21,508

Misten receivible (Pareat) 2112571 211257 . LI125M .

Titercofs pany {Paseat) 5,389 S.380 . 9380
Fmmcial Lishaitica:
Pirybibes:

Intercompany (Al lates) 27 7 - rd

Ditercots pany {Pasenth 0,768 T0.TEE . 20,768
{ither lashilities mnd accrued expemers ! 135 135 - 138
Leng terms bomowings 5,000 100 = 5,000

Y aher lmbstlaies md accroed expenses exelude ceman emas that 45 not seeet the defmation of & Oamnenl indnument.

Note 5 — Derivative Instru 5

The Company trades and takes positions in OTC swaps, options and other derivatives relerencing, among
other things, mlerest rales, and equity secuntics. The Company uses these mstruments as part of the
hedging strategy for structured notes. The Company does not apply hedge accounting.

The Company manages ils trading positions by employing a varicty of risk mitigation strafegies. These
strategies include diversification of risk exposures and hedging. Hedging activitics consist of the purchase
or sale of posilions in related securities and financial instruments, neluding a vanety of dervative
products {e.g., swaps and options). The Company manages the market nsk associated with its trading
activitics on a Company-wide basis, and on an individual product basis,
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Fair Value and Notional of Derivative Instruments

The following table summanzes the far value of denvative instruments by type of dervative contract on

a gross basis al December 31, 2016,

Bilateral OTC
Assels Liabilities
Fair Value MNotional Fair Value Notional

Derivatives contracts:

Equity contracts 5 24,0632 5 GOD.976 5 o, 162 5 1LG3ETIY

Interest rate contracts - - 25673 312095
Total denvaiives coniracis 24,632 < GED 976 B5.835 S 1,970,814
Counterparty neiting (24,632) (24,632)
Total derivative assets and liabilitics 5 - & 61,203

At December 31, 2006, the Company docs not have any amounts that relate to master netting agrecments
and collateral agreements that have been determined by the Company to be legally enforccable in the
event of default but where certain other eriteria are nol met in accordance with applicable offsetting

accounting guidance,

The table below summarizes gains' (losses) on Trading instruments for 2016 included in Trading
revenues in the statement of income from trading activities. These activities include revenues related 1o
derivative and non-derivative financial mstraments, The Company generally wtilizes financial instruments
across a variety of product types in connection with their risk management strategies. Accordingly, the
trading revenues presented below are not representative of the manner in which the Company manages ils
busingss activities and are prepared in a manner similar in which the Company presents its Trading
revenues for regulatory reporting purposes of the Parent.

Gains/{ Losses)
Recognized in
Trading Hevenues
Product Type
Interest pate contracts 5 2441
Equity contracts {584)
Total s 1,857

Note 6 — Borrowings

The Company believes that accessing debt investors through multiple distribution channels helps provide
consistent access 1o the unsecured markets. In addivon, the sswance of long-term debt allows the
Company to reduce reliance on short-term credit sensitive instruments. Long-term borrowings are
eencrally managed to achieve staggered maturitics, thereby mitigating refinancing risk, and to maximize
investor diversification through sales to global institutional and retail clients across regions, currencies
and product tvpes, Availability and cost of financing to the Company can vary depending on market
conditions, the volume of certain trading and lending activities, its credit ratings and the overall
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availability of credit. The Company may engage in various transactions in the credit markets (incleding,
for example. debd retirements ) that it believes are in the best interests of The Company and ils inveslors.

Maturities and Terms of Long term borrowings at December 31, 2016

Fived Rate Variable Rate™ Total

D im 2007 5 . 5 13,572 § 13,572
e in 2018 E 359,079 238,078
D in 2019 . IRS 639 185,639
Drue in 2020 . 124,636 124,636
D im 2021 . 648,655 B 655
Therealter 5,000 753,288 758,288

Total & 5,000 % 2,064,868 § 1,068 Baw
Weighted average coupon rabe at
period-end 1.5% /A —Not Meaningful

Uariable re bomowings bear mlorest based on a variely of indices mchuding LIBOR.
Amcanis inchude borrowings that are cquity-linked or lnked to some olher ndex.
* Weighted average coupon was calcubsied utilizing US. interest rates,

Components of Long term borrowings

All of the long term bomrowings for the Company are considered Senior Debt, During 2016, the Company
issued notes with a fair valee of approximately $2.473.729,

Senior Debt — Structured Borrowings

The Company’s index-linked or equity-linked borrowings mclude various structured instruments whose
pavments and redemption valees are linked to the performance of a specific index (e.g., Standard &
Poor's 500). a basket of stocks or a specific equity security. To minimize the exposure resulting from
movements in the underlying index. equity, or other position, the Company has entered inlo various swap
contracts and purchased options that effectively convert the borrowing costs into floating rates based upon
LIBOR. The Company generally camies the entire structured borrowings at fair value, The swaps and
purchased options used to cconomically hedge the embedded features are derivatives and also are carried
at fair value. Changes in fair value related to the notes and economic hedges are reported in Trading
revenues, See Note 4 for further information on strectured borrowings,

Note 7 - Commitments, Guarantees and Contin gencics

Legal

In the normal course of business. the Company may be named, from time lo time, as a defendant in
vanous legal actions, including arbitrations, class actions and other hiigation, ansimg m connection with
ite activities as a global financial services institution. Certain of the actual or threatened legal actions
inelude claims for substantial compensatory and/or punitive damages or claims for mdelerminate amounts
of damages, In some cases, the entities that would otherwise be the primary defendants in such cases are
bankrupt or are in financial distress,

The Company may also be involved, from time o time, in other reviews, mvestigations and proceedmgs

(hoth formal and informal) by governmental and self-regulatory agencics regarding the Company's
business, and involving, among other matters, sales and trading activities, accounting and operational
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matters, certain of which may resull in adverse judgments, settlements, fines, penaltics, injunctions or
other relief.

The Company contests liability and'er the amount of damages as appropriate in cach pending matter,
Where available information indicates that it s probable a hability had been incurred at the date of the
financial statements and the Company can reasonahly estimate the amount of that loss, the Company
acerues the estimated loss by a charge o inceme. In many procesdings and investigations. however, il is
inherenily difficult to determine whether any loss is probable or even possible or lo estimate the amount
of any loss. In addition, even where loss is possible or an exposure 1o loss exists in excess of the liability
already acerued with respect to a previously recognized loss conlingency. it is nol always possible to
reasonably eshimate the size of the possible loss or range of loss,

For certain legal proceedings and investigations, the Company cannol reasonably estimate such losses,
particularly for procesdimgs and mvestigations where the factual record 15 bemg developed or contested or
where plaintiffs or governmental agencics seck substantial or indeterminate damages, restitution,
disgorgement or penaltics. Numerous issues may need o be resolved, including through potentially
lengthy discovery and determination of imporfant factual matters, determination of issues related (o class
certification and the calculation of damages or other relief, and by addressing novel or unsettled legal
questions relevant 1o the proceedings or investigations in question, before a loss or additional loss or
range of loss or addibonal loss can be reasonably estimated for a procesding or nveshigation.

For certain other legal proceedings and mvestigations, the Company can estimate reasonably possible
losses, additional losses, ranges of loss or ranges of additional loss in excess of amounts acemed, but docs
not believe, based on current knowledge and after consultation with counsel, that such losses will have a
material adverse effeet on the Company’s financial statements as a whole.

It = il I > iv
Changes in ADC]T
Dbt Valuation
Balance at December 31, 201 5 5 -
Change in met debt vahmtion adjuatment™ (11,0800
Balanee at December 31, 2016 k3 (11,0505

" Dabt vabiation adjustments (*DVA ") represent the elange in the fair vahie resuliing from Muetuations
m the Company’s credat s preads and other credit factors relited to lababities camed at far vahie, Amoun
mchides an meome tax bene i of 36, 459, See Mote 2 for further mfomation.

N - 5

The Company is a single-member limited liability company that is treated as a disregarded entity for U.S.
federal mcome tax purpose. The Company 15 included in the consolidated federal income tax retum filed
by the Parent. The Company is included in the combincd state and local income tax retums with the
Parent and certain other subsidiaries of the Parent. State and local income taxes have been provided on
separate entity income at the effective tax rate of the Company’s combined filing group. Prior to March L,
2016, all current and deferred taxes were accrued by the Pareat. Effective March 1, 2006, federal and
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state and local income taxes have generally been provided on a separate entity basis in accordance with
the Tax Sharing Agreement with the Parent.

In accordance with the terms of the Tax Sharing Agreement with the Parent, substantiallv all current and
deferred taxes (federal, combined and umitary state) are offset with all other intercompany balances with

the Parent.

The i benefit) for income taxes consisi of:

Current Dieferred Total
Federal 1 (133) 5 1] £ (133)
State and Local (11} ] (11
Total 5 (144) s ¥ s (144)

The following table reconeiles the provision for income Laxes 1o the ULS. federal stalulory incoms Lax rals
i the effective income tax rate:

LS. federal slatutory mcome tax rate 25,00 %5
LIS, state and local income taxes, net of U5, federal income tax benefits 1.84 %
Exclusion of income generated prior to restructuring (38,19 %
Effective income fax rate (1,351 %

As of December 31, 2016 the Company has not acerued any liabilities for unrecognized tax benefits in its
financial statement.

The Company is subject to the income and indirect tax laws of the UL5,, its states and municipalities in
which the Company has significant business operations. These tax laws are complex and subject to
different interpretations by the taxpaver and the relevant governmental taxing avthonties. The Company
must make judgments and interpretations about the application of these inherently complex tax laws when
determining the provision for income taxes and the expense for indirect taxes and must also make
eshimates about when cerfam items affedt taxable mcome i the vanows fax jurisdichons. Dispules over
interpretations of the tax laws may be settled with the taxing authority upon examination or audit, The
Company periodically evaluates the likelihood of asscsaments in cach taxing jurisdiction resulting from
current and subsequent years” examimations, and unrecogmized tax benehis related to potential losses that
may arise from tax audits are established in accordance with the puidance on accounting for unrccognized
tax benefits. Onee established. wnrecognized tax benefits are adjusted when there is more information
available or when an evenl occurs requiring a change.

Tax Authority Examinations

The Company, through its inclusion in the refurn of the Parent, is under continuous examination by the
IRS, and in certain states im which the Company has significant busingss operations, such as Mew York,
The Company is currently at various levels of field examination with respect to audits by the IRS. as well
as New York State and New York City, for tax yvears 2009-2012 and 2007-2009, respectively. In Apnl
2016, the Parent received the Revenue Agent’s Report from the IRS reflecting agreed closure of the 2006-
20008 tax vears.

The Company believes that the resolution of these tax matters will not have a material effect on the

balance sheets. although a resolution could have a material impact on the income statements for a
particular fulure period and on the effective tax rate for any period in which such resolution occurs.
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It is reasonably possible that significant changes in the balance of unrecognized tax benefits may occur
within the next 12 months related to certain tax authority examinations referred 1o above. At this time,
however, it is not possible to reasonably estimate the expected change to the total amount of unrecognized
tax benefits and the impact on the Company’s effective tax rate over the next 12 months,

The following are the major tax junsdictions in which the Company and its affiliates operate and the
carlicst tax vear subject to examination,

Jurisdiction Tax Year
United States 1999
Mew York State and City 2007
Note 9 —Sub venis

The Company has evaluated subsequent events for adjustment Lo or disclosure in the finaneial statements
through April 4, 2017, the date on which the financial statements are issued, and the Company has not
identified any recordable or disclosable events, not otherwise reported in the financial statements or the
notes thereto,

ok ok ok k¥
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(2) 2015 12 31
2015 12 31
( )
$ 6,942,319 797,048
$ 6,942,319 797,048
$ 760,414 87,303
952,686 109,378
1,713,100 196,681
5,229,219 600,367
$ 6,942,319 797,048
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2015 12 31
(
$ 146,157 16,780
36,085 4,143
$ 110,072 12,637
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2015 12 31

( )

$ 110,072 12,637
« D

(146,157) (16,780)
36,085 4,143
$ - -
$ - -
$ - -
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2015 12 31
(
2014 12 31 $ 5,119,147 587,729
110,072 12,637
2015 12 31 $ 5,229,219 600,367
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2015 12 31
( )

GAAP

301-7701-3(a)
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2015 12 31
146,157
16,006 20,079
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2015 12 31
( ) ( ) ( )
$ 6,942,319 $ 6,942,319 $ - $ 6,942,319 $ -
$ 760,414 $ 760,414 $ - $ 760,414 $ -
$ 952,686 $ 952,686 $ - $ 952,686 $ -
2016 12
MSF SEC S-
X 2016 16
SEC MSF S-
3 2016
2016 17 5,000 2016 22

BBB+ 2016
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MORGAN STANLEY FINANCE LLC
STATEMENT OF FINANCIAL CONDITION
Decem ber 31, 20015

{In thousands of dellars)y

Assels
Recernables:

Affilarcs 5 6,547 519
Total asscts 5 047 519

Pinhilities and Vember's Feuity

Pavables
Affilabes 3 b E
Parent 052 6RG
Total habilities 1,715,100
Total member's equiy 5220219
Total babalites and member's gy 3 682319

See Notes to the Financial Statements,
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MORGAN STANLEY FINANCE LLC
STATEMENT OF INCOME

For the vear ended December 31, 20015
{Lin thoissinds of delliars)

Rewvenwes:
Interest moom: 13 146,157
Expenses:
Interest expense 36085
-3 110,072

SNt Income

See Notes to the Financial Statements,
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STATEMENT OF CASH FLOWS

For the vear ended December 31, 20015
{Lin thoissinds of delliars)
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Cash Nows from operating activities:
et mcome
Adpsiments to reconcile net mcome to net cash
provided by {used for) operating actnvitics:
Non-cash financing nterest income
Mon-cash financmg nterest expense

Met cash provided by operating activities

Cash, ar beginning of periad

Cash, at end of penod

See Notes to the Financial Statements,
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MORGAN STANLEY FINANCE LLC

STATEMENT OF CHANGES IN MEMBER™S EQUITY
For the vear ended December 31, 20015

(L thousainds of dallars)

Trdal Member's
Enquity
Bulance, December 31, 2014 % 3119047
Met income 110072
5 5229219

Bulance, December 31, 2015

See Notes to the Financial Statements,
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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)

Note 1 - Introduction and Basis of Present ation
The Com pany

Morgan Stanley Finance LLC (the “Company™), a single member LLC, is a wholly owned subsidiary of
Nlorgan Stanley (the “Parent™). The Company engages in intercompany funding activities with affiliates.

Basis of Financial Statements

The financial statements are prepared in accordance with accounting principles penerally accepted in the
United States of America (“1LS. GAAPT), which may require the Company to make certain extimates and
assumplions regarding matters that affect the financial statements and related disclosures. The Company
believes thal the estimates ufilized in the preparation of the financial stalements are prudent and
reasonable. Actual results could differ materially from these estimates,

Note 2 — Summary of Simificant Accounting Policies

Interest Income and Expense

Interest income and Inlerest eipense are a function of the level and mix of total assets and labilitics,
which is comprised of intercompany funding with affiliates and Parent and the internally-set interest rates,

Income Taxes

The Company is disregarded as an entity separate from its Parent Tor U5, Federal income tax retuns
pursuant to the Check-the-Box Eegulations of the Intemal Revenue Code, Regulation 300-7701-3(a), All
current and deferred taxes have been acerued 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 liability {i.e.,
the “exit price”) in an orderly transaction between markel participants al the measurement date.

In determining fair value. the Company uses various valuation approaches and establishes a hierarchy for
inputs used in measuring fair value that maximizes the use of relevant observable nputs and mmimizes
the use of unobservable inputs by requiring that the most observable inputs be used when available,
Observable inputs are inputs that market participants would use in pricing the asset or lability developed
based on market data obtained from sources independent of the Company. Unobservable inputs are inpuls
that reflect the Company’s assumptions about the assumptions other market participants would use
pricing the assel or liability developed based on the best information available in the circumstances, The
hicrarchy is broken down into three levels based on the observability of inpuls as follows:

. Level 1 = Valuations based on quoted prices in active markets for identical assets or liabilities that
the Company has the ability to access. Valuation adjustments and block discounts are not applied
to Level 1 instruments. Since valuations are based on quoted prices that are readily and regularly
available im an active market, valuation of these products does not ental a significant degree of
Judgment,
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¢  Lovel 2 - Valuations bascd on onc or more quoted prices in markets that arc not active or for
which all significant inputs are observable, either directly or indirect]v.

+  Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair value
measurement.

The availalality of observable inpuits can vary from product to product and s affected by a wide vanety of
factors. including, for example. the type of product, whether the product s new and not vet established in
the markectplace. the liquidity of markets and other characteristics particular to the transaction. To the
extent that valuation is based on models or inpuls that are less observable or unobservable in the market,
the determination of fair value requires more judgment. Accordingly. the degree of judgment exercised by
the Company in determining fair value 1s greatest for instruments catcgonzed in Lovel 3 of the fair valuc

hierarchy.

The Company considers prices and inputs that are current as of the measurement date, including during
penods of marked dislocation. In penods ol markel dislocation, the observabnlity of prices and inpuls may
be reduced for many instruments. This condition could cause an instrument to be reclassified from Level
1 to Level 2 or Level 210 Level 3. In addition, a downturn in market conditions could lead to declines in
the valuation of many instruments.

I certain cazes. the inputs wsed to measure fair value may fall into diffevent levels of the fair value
Inerarchy. In such cases, for disclosure purposes the level in the [ value hierarchy within which the Gair
value measurement falls in its entirety is determined based on the lowest level input that is significant to
the fair value measurement inits entirety,

All of the Company’s financial assets and liabilitics are not measured at fair valugs in the statement of
financial condition.

Mote 3 - Related Marty Transactions

Recevables from and pavables o affiliates represent mtercompany activities that occur i the nommal
course of business, Receivables from and pavables to affiliates are unscoured, bear interest at internally-
sel inlerest rales and are payable on demand. The Company is funded by its Parent.

Interest income and expense are calculatzd daily based on the outstanding receivable and pavable
balances. For the vear ended December 31, 2015, interest income from recetvables with affiliates was
S146.157. Interest expense on payables with alliliates and o Parent was S16.006 and £20,079,

respectively.
The activities of the Company include significant ransactions with affiliates and may not necessarily be

indicative of the conditions that would have existed or the results of operations if the Company had
operated as an unaffiliated busingss.
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Mote 4 = Financial Assets and Liabilities Mot Measured at Fair Value

The table below presents the carrying value, fair value and fair value hierarchy category of certain
financial instruments that are not measured at fair value in the statement of financial condition,

The carrying value of Keceivables from Affiliates. and Pavables to Affiliates and Parent arising in the
ordinary coursc of busincss approsimate fair valug dug to their short-term nature,

Financial Instruments Not Measured At Fair Value at December 31, 2015

Fair Valwe Measurenwents Using:
Cruoted Prices in
Active Markets for Signifcant Signifleant
Carrviing: bdendical Assels O ersalde U'malrervile
Value Fadr Value (Level 1) Inpuis (Level 2)  Inpats (Level 3)

Fomneil Assals
Recenvables

Affiliates £ 0230 £ a2310 % - 5 ol &
Financial Liabiitics:
Payahlas toe

AfAltes L Todl A14 3 Tl Al i . 3 TR Ald 8

Parent 3 9 efe § “ilebe & - 3 GELERE B

Mote S — Subsequent Fvents

On January 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 Securnities and
Exchange Commission (“SEC™) Regulation 5-X. On February 16, 2016, Mergan Stanley liled a posi-
effeetive amendiment to its Form 5-3 registration stalement in order to allow MSF 1o issue SEC-registered
debt sceuntics that are fully and uneonditionally puarantesd by Morgan Stanley. All of the Company’s
receivable and payable balances were settled and all capital, exeept for 51, was retumed in February
2016,

O February 17, 2006, the Company issued a 85 000 vanilla note, which was setiled on Febroary 22,

2016 and received an exchange rating of BBE+ from Standard & Poor’s. Stanting on March 2 2016, the
Company began issuing structured noles 1o the marketplace,
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2012 2013 2014 2015 2016
10,395.18 16,291.31 17,935.64 20,868.03 19,494.53
8,295.63 10,486.99 13,910.16 16,795.96 14,952.02

2016 11 2016 12 2017 2017 2017 2017
18,381.22 19,494.53 19,594.16 19,459.15 19,633.75 19,289.43
16,251.54 18,274.99 18,787.99 18,907.67 18,909.26 18,335.63
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Deloitte & Touche LLP
30 Rockefeller Plaza
New York, NY 10112-0015 USA

Tel: +1 212 492 4000
Fax: +1 212 489 1687
www.deloitte.com

INDEPENDENT AUDITORS®™ REPORT

To the Board of Directors of
Morgan Stanley Finance LLC (formerly known as Morgan Stanley Tower, LLC)

We have audited the accompanying financial statements of Morgan Stanley Finance LLC (formerly known as
Morgan Stanley Tower, LLC) (the "Company'™), which comprise the statement of financial condition as of
December 31, 2015, and the related statements of income, cash flows, and changes in member's equity
for the year then ended, and the related notes to the financial statements.

Management®s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor®s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor®s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the
Company®s preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Company®s internal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness
of significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Morgan Stanley Finance LLC (formerly known as Morgan Stanley Tower, LLC) as

of December 31, 2015, and the results of its operations and its cash flows for the year then ended in
accordance with accounting principles generally accepted in the United States of America.
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Emphasis of Matter

We draw attention to Note 3 of the footnotes to the financial statements, which describes the fact
that the activities of the Company include significant transactions with affiliates and may not
necessarily be indicative of the conditions that would have existed or the results of operations if
the Company had operated as an unaffiliated business. We have not modified our opinion in respect of
this matter.

Deloitte & Touche LLP

April 8, 2016
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Deloitte & Touche LLP
30 Rockefeller Plaza
New York, NY 10112
USA

Tel: +1 212 492 4000
Fax: +1 212 489 1687
www.deloitte.com

INDEPENDENTAUDITORSREPORT

To the Board of Directors of
Morgan Stanley Finance, LLC (formerly known as Morgan Stanley Tower, LLC)

We have audited the accompanying financial statements of Morgan Stanley Finance, LLC (formerly known as
Morgan Stanley Tower, LLC) (the"Company"), which comprise the statement of financial condition as of
December 31, 2016, and the related statement of comprehensive income, statement of cash flows, and statement of
changes in member’s equity for the year then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; thisincludes the design,
implementation, and maintenance of interna control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors Responsibility

Our responsihility isto express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonabl e assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosuresin the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of the
risks of material misstatement of the financia statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the Company's preparation and fair presentation of
the financial statementsin order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company'sinternal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit

opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in al materia respects, the financial
position of Morgan Stanley Finance, LLC (formerly known as Morgan Stanley Tower, LLC) as of December 31,
2016, and the results of its operations and its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Emphasis of Matter

We draw attention to Note 3 of the financial statements, which describes the fact that the activities of the Company
include significant transactions with affiliates and may not necessarily be indicative of the conditions that would
have existed or the results of operations if the Company had operated as an unaffiliated business. Our opinion is not
modified with respect to this matter.

Deloitte & Touche LLP

April 4, 2017

141/141



	表紙
	本文
	第一部証券情報
	第１募集要項
	第２売出要項
	１売出有価証券
	（１）売出社債（短期社債を除く。）

	２売出しの条件
	募集又は売出しに関する特別記載事項


	第３第三者割当の場合の特記事項
	第４その他の記載事項

	第二部企業情報
	第１本国における法制等の概要
	１会社制度等の概要
	（１）提出会社の属する国・州等における会社制度
	（２）提出会社の定款等に規定する制度

	２外国為替管理制度
	３課税上の取扱い
	４法律意見

	第２企業の概況
	１主要な経営指標等の推移
	２沿革
	３事業の内容
	４関係会社の状況
	５従業員の状況

	第３事業の状況
	１業績等の概要
	２生産、受注及び販売の状況
	３対処すべき課題
	４事業等のリスク
	５経営上の重要な契約等
	６研究開発活動
	７財政状態、経営成績及びキャッシュ・フローの状況の分析

	第４設備の状況
	１設備投資等の概要
	２主要な設備の状況
	３設備の新設、除却等の計画

	第５提出会社の状況
	１株式等の状況
	（１）株式の総数等
	①株式の総数
	②発行済株式

	（２）発行済株式総数及び資本金の推移
	（３）所有者別状況
	（４）大株主の状況

	２配当政策
	３株価の推移
	４役員の状況
	５コーポレート・ガバナンスの状況等
	（１）コーポレート・ガバナンスの状況
	①業務執行者会
	②会計監査人
	③リスク管理
	④業務執行者の報酬

	（２）監査報酬の内容等
	①外国監査公認会計士等に対する報酬の内容
	②その他重要な報酬の内容
	③外国監査公認会計士等の提出会社に対する非監査業務の内容
	④監査報酬の決定方針



	第６経理の状況
	１財務書類
	２主な資産・負債及び収支の内容
	３その他
	４日米会計慣行の相違

	第７外国為替相場の推移
	第８本邦における提出会社の株式事務等の概要
	第９提出会社の参考情報
	１提出会社の親会社等の情報
	２その他の参考情報


	第三部提出会社の保証会社等の情報
	第１保証会社情報
	１保証の対象となっている社債
	２継続開示会社たる保証会社に関する事項
	（１）保証会社が提出した書類
	①有価証券報告書及びその添付書類
	②四半期報告書又は半期報告書
	③臨時報告書
	④訂正報告書

	（２）上記書類を縦覧に供している場所

	３継続開示会社に該当しない保証会社に関する事項

	第２保証会社以外の会社の情報
	第３指数等の情報
	１当該指数等の情報の開示を必要とする理由
	２当該指数等の推移


	第四部特別情報
	第１最近の財務書類
	第２有価証券の様式
	第３保証会社及び連動子会社の最近の財務諸表又は財務書類

	監査報告書

