30

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

29 28

(Morgan Stanley Finance LLC)

(Secretary)

(Aaron Page)

10036
1585
(1585 Broadway New York, New York 10036 U.S.A)

03-6888-1000

03-6888-1000

50 ( )

MSF

2017
UFJ 113.00

1/141



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

oOoooooooooood
2022
10
50 50
MUFG
700
2 11
13
8 26
21 27
1,000,000
2017 30 2017 11 10
2.00 5.00
2017 11 10
2.00 5.00
1.00
2017 11 10 10
10 10 11 10
2022 10

2/141



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

0oo0oo0ooooog
¢ 2017 10 Offering Circular (2017

18 2017 12

supplemental Offering Circular)

S
Q 2017 10
€
S&P S&P
S&P 66 27
66 27 S&P
5
2
S&P
http://www.standardandpoors.com/ja__JP/web/guest/home
http://ww.standardandpoors.com/ja__JP/web/guest/regulatory/unregistered
https://www._moodys.com/pages/default__ja.aspx

4

50
2017 22
4.1
a €©)] 100 (b) x -
4.1 ¢!
2017 30
100 4.1
¢
3.2 ¢

4.2

3/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

1,000,000 1,000,000
2017 23 2017 29
1,000,000
(4)
O
O
¢! 2017 29 2017 30
Q@
€ 1933
S S
4
10
G

4/141



2017 10
MSI
2000 11 30
2006 11 2007 22 2008
10 2012 2013 27
2016 29
1.1
1,000,000
1.2
1.3
1.4

1.7

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

oOoooooooooood
MSBV
2001 12 2005 14
19 2009 17 2010 15 2011 11 2011
2014 18 2015 17 2016 16

1.8

5/141



1.4

2017 30
2017 11 10
10 10
4.1(2)
@

€Y)

1.5

11 10

6/141

15

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

10

4.1

10

@

10



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

OoOooOoOddooOoomdmr
4.1(2)
3.2 (5)
2017 30 2017 11 10
2017 11 10
1.00
2,500
100
2017 30
4.1(0)
)
)
3.2
¢!
@
®
¢
)
)
»
®

15

7/141



G

4

G

o)

&9)

(

(
)

(

)

)

(

(

)

)

MUFG

)

&)

@

(b)

20

20

8/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

14

)

o)



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

OOoOoO0OoooooooOnd
) 20
)
225 1 e
3.3
1,000,000 0 360
(1SDA)
30 360 (ISDA) 30 12 360
360
30 360 (ISDA)
360
360 (Y, Y 30% (M, M D, D
30 360 (ISDA) SEARO) M, My (0 D)
360
Yy
Y,
My
M,
Pt 31
D, 30
> 31 D, 29
D, 30
3.4

3.5

9/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

10/141



4.1
¢!

Q@

225

225

225

2022

225

10

50

110

10

11/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

) ) )

225



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

ooooooooooooo

225 225

225 225

()
) )
1949 225 2017 7 25
26.301 50
50
2001 10 2001 30
225
225
225 225
225
225 225
10
225
225 225
4.2
Q)
(i)

(Pricing Supplement)

12/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

60 30

4.3

4.4

4.5

) S

5.1

15

5.2

15

13/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

5.3
)
(ii)1986 1471 (b)
1471 1474

5.4

)
()
Q) ®

@
(b)

5.5

5.6
15

5.7

11

MSI

EC

14/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

6.1

(a

15

(b
(c

(
(e

(f 1471 1474
( IRS )

(] 871 (m)
(h
10

Q) (€))

15/141



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

0oo0oo0ooooog
6.2
(M
(i) (portfolio interest exemption)
30
21
IRS  W-8BEN (
W-8BEN
)
(portfolio interest exemption)
IRS W-8BEN
6.3
20 15
71 2037 12 31
20.315 15.315 15.315

16/141



20

15
15.315

20.315

15.315

20

15

2037 12 31

17/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

2037 12 31

20.315



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

OO0Oo0OoOoooooOodn
7.1
(a
30
30
(b
) )
) )
60
25
11
2010
V)
15 O)
(i)
() (i)
S&P
7.2
8.1

18/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

8.2
8.1

14

8.3

10

@
(b)

10

11

E14 5AL

19/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

14

12
12.1

10

@
(b)

©) (d)
©)

12.2

12.3

12.4

13

14
14.1

14.2 14.3 14.4

20/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

14.2
14.3

www.morganstanleyig.ch
144 MTF

MTF

www . bourse. lu

15

21/141



16

0.00001

17
17.1

17.2

17

(b)

17

0.5

S&P

22/141

17.6

EDINETOOOO

o o o o o o =5 2K )

@

oOoooooooooood

0.000005



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

17.3
17.1 17.2
(a

O

(c

( 17.2
@

(b)

(D

(e
(f
@

(h

17.4
17

17.5
14

17.6
@@ 17.2 14 17.2
60
17.6 17.6

23/141



(b

©

(D

©)

18

19
19.1

17.6

17.6

17.6

10

17.6

€Y

17.6

(b)

17.6

(b)

17.2

24/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

Q)
(i)

17.6
17

@
©



19.2

19.3

19.4

40A

19.5

20

25

15

1999

UK

E14 4QA

2006

25/141

34

25

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

(i) E14



21

26/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood



(a
(b
(c
(d
(e

(f

(g

Q)

(i)

27/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

28/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

MTF

29/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

30/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

Offering Circular

31/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

1933

2018 10

32/141



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

OoOooOoOddooOoomdmr
( )
( SEC )
@ @
€))

( )

(
)
LLC
@
2016

1,000

33/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

(b)

©

©)

LLC

©
LLC

®

34/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

€))

1986 (

183

30

35/141



W-8BEN

2017

W-8BEN-E

28

( IRS )

36/141

IRS

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

W-8BEN W-8BEN-E

W-8BEN W-8BEN-E
IRS

10



871 (m)

0.80

Securities)

871 (m)

FATCA

IRS

871 (m)

FATCA

871 (m)

30

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

Ooooooooooood
( 871 (m) )
30 (
Q)
(i) (
)
871 (m)
871 (m) 2018
(Specified
871 (m)
IRS
( )
(
FATCA (

37/141



¢))

6.3

( FDAP
2018 12

IRS

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

ooooooooooooo
) ( ) FDAP
31
( )

FATCA

2018
FATCA
FATCA
FATCA

IRS

38/141



39/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood



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

oOoooooooooood
GAAP
2012 12 31 2016 12 31
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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

40/141




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

Ooooooooooood
2002 27
(Morgan Stanley Tower LLC)
2016
(Morgan Stanley Finance, LLC)
2016 12
(Morgan Stanley Finance LLC)
SEC S-X
19801 1209
10036 1585 212-761-

4000

(Morgan Stanley
Finance LLC)

SEC 144A

41/141



€))

SEC

12 31

2016 12 31
2016 12 31

( MSBNA )
( MSPBNA )

10-K

42/141

21

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

2016

2016
55,311

MUFG



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

@

MUFG

43/141



)(

2017

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

Registration Document

2016 12 31 10-K

44/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

45/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

46/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

BCP

47/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

(DoS)

48/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

S&P

49/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

( occ ) ( FRB )
( FDIC )

50/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

51/141



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

OoOooOoOddooOoomdmr
FRB FDIC
FRB FDIC
1
FDIC
FDIC
( )
( SPOE ) FDIC
SPOE
SPOE
SPOE
(SPOE
)
( )
( )
( )
SPOE
(
)
SPOE
FRB
( G-SIB )
( ( TLAC )
SPOE TLAC

52/141



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

OoOooOoOddooOoomdmr
SPOE TLAC
TLAC
( BV )
FRB
FRB
FRB
FRB
( SEC )
( CFTC )

SEC CFTC

53/141



54/141

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

FRB

FRB

55/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

56/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

(OFAC)

EU
2016 23 EU EU

2017 50
EU (

57/141



EU

UFJ

EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

2019 EU
EU
EU

EU
EU

58/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

59/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

60/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

(
1,000 )
C )
)
1,000
2011 12 31 (112,000 )
2012
2012 12 31 (113 Oééoog
2013
1,000
2013 12 31 (112,000 )
2014
1,000
2014 12 31 (113,000 )
2015
1,000
2015 12 31 (113,000 )
2016
1,000
2016 12 31 ’
(113,000 )

61/141



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

0o000000000oo
(2017 )
( )
( )

100

62/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

( 33 )

)

(Kevin Woodruff)
(1973 )

1997

1993

2009
(Nikki Tippins)
(1971 11 )

JP

63/141



EDINETOOOO

o o o o o o =5 2K )

ooooooooOoood

(Joshua Schanzer)
(1973 14

)

11

(

)

64/141



EDINETOOOO
o o o o o o =5 2K )
oOoooooooooood

10112 30
2015 12 31
2016 12 31

( ERM )

ERM

65/141



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

OoOooOoOddooOoomdmr
2015 12 31 2016 12 31
50,000 50,000
(5,650,000 ) (5,650,000 )
0 0
© ) (D)

66/141



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

0oo0oo0ooooog
( ) L
( GAAP )
) ( )
( 38 59 ) 131
2017 30 UFJ
113.00
( ( 23 103 )
) LLP(Deloitte & Touche LLP)
( 23 25 ) 193

2016 12 31 2015 12 31

67/141



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

OO0Oo0OoOoooooOodn
(1) 2016 12 31
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$ 27 3
21,585 2,439
( ) 2,112,571 238,721
( ) 9,389 1,061
$ 2,143,572 242,224
$ 1,636 185
61,203 6,916
983 111
( ) 27 3
( ) 20,768 2,347
419 47
(2,064,869 ) 2,069,869 233,895
2,154,905 243,504
( )
(11,333) (1,281)
$ 2,143,572 242,224
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$ 1,857
15,735
2016 12 31
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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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$ 5,000 $ 2,064,869 $ 2,069,869
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@)
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MORGAN STANLEY FINANCE LLC
STATEMENT OF FINANCIAL CONDITION
[ecember 31, 2014

{In thousands of dollars)
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Assels
Cash
Receivables
Broker dealers
Motes receivable (Parent)
Intercempany (Parent)
Total assets

Liabilities and Member's Equily
Lahilines:
Short term borrowings, at fau value
Trading liahilitics, a1 fair value
Diervative contracts
Payvables:
Interest
Intercompany (Afiliates)
Intercompany (Parent)
Orther labilities and accrued expenses
Leng term borrowings (includes $2 0643, 869 at far value)
Total liabilities
Commitments and contingent habalities (See MNote 7)
hember's equity
Tetal lizkilities and member's equity

3

27

21585
211257
9,389
2,143,572

1636
ol,203

983

27

20,768
219
T, Bat
2.1 54,5015

(11.333)
143,572

See Notes 1o the Financial Statements.
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MORGAN STANLEY FINANCE LLC
STATEMENT OF COMPREHENSIVE INCOME
For the yvear ended December 31, 2016

(In thousands of dollars)

Revenues
Trading b 1,857
Interest iIncome 15,735
Toal revenues 17.592
Expenses:
Interes expenss 6,752
Professional services 212
Cither 1
Total expenses 1,565
Income hefore moome trxes 10,627
Benefit from meome laxes (142}
Met income 10,771
Cither comprehensive loss (11,060
Comprehensive loss $ (319
]

See Notes 1o the Financial Statements,
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MORGAN STANLEY FINANCE LLC
STATEMENT OF CASH FLOWS
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Cash flews from operating activithes:
Net inoome

Adjustment to reconeile net income: to net cash provided by (used for) operating activities

Met changes in assets and Labilines
Trading labilities
Broker dealers
Inberccampeny (AR sates)
Inbercommpeny (Parent)
Interest

Cther labilities and acemed expenses

Net cash wsed in opernting activities

Cash Mows from investing activities:
Payinents for:

Motes reveivable (Parent)
Mot cash wsed for imvosting achivitics

Cash Mows from Mnancing activities:
Proceeds from:
Shiet lerm borrowiiges
Long term borrowings
Payinenis for;
Laoatgr tarm borrowings
Met cash provided by financing actvities

Met imerease incash

Cash, December 31, 2015
Cash, December 31, 206

Supplemental Cash Flow Information
Cush payiners for miersst

Supplemental disclosure of noncash activites
Mon casl pelurn of equoly - see Notes 1 and 3 for Goilser nformution

See Notes 1o 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

(Tn thousands of dollars)

Todal Member's Equity

Balance, December 31, 2015 5 5228219
et imcome 7T

Feturn of equity 15,240,233}
Change in Cther comprehensive loss, net of tax of 56,459 11,0700
Balaner, December 3, 2016 5 {11,333

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, 2016
{In thousands of dollars)

Mote 1 - Introdudion and Basis of Presentation

The Com pany

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

On January 12, 2016, the Company was renamed from Morgan Stanley Towsr, LLC to Morgan Stanley
Finance LLC and was repurposed as a “finance subsidiary™, as defined in Secunties and Exchange
Commission (“SEC™) Hegulation 8-X. On February 16, 2016, Morgan Stanley filed a post-effective
amendment te its Form 5-3 registration statement in order to allew the Company to issue SEC-registored
debt secunties that are (ully and unconditionally guarantesd by Morgan Stanley. All of the Company s
receivable and payvable balances were seitled and all capital, except for 51, was retumed in Febmary
2016.

O Febroary 17, 2006, the Company issued a 83000 note, which was setiled on February 22, 2006 and
received an exchange vating o BEB+ [rom Standard & Poor™s. Starling on March 2, 2016, the Company
began issuing structured notes o the marketplace. Proceeds from issuances are lent o the Parent in the
form of Infercompany notes,

Basis of Financial Information
The financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America (Y15 GAAP™L which require the Company to make estimates and
assumplions regarding the valuations of certain financial instruments. deferred tax assets. the outcome of
lzpal and tax matters, and other matters that atfect the financial statements and related disclosures. The

Company belweves that the estimales utilized in the preparation ol its financial statements are prudent and
reasonable. Actual results could differ matenally from thess estimates.

MNote 2 - Significant Accounting Policies
Revenue Recognition
Trading
See “Fair Value of Financial Instruments™ below for Trading revenue recognition discussions.
frterest Tncome and Expense
Interest meome and Inlerest expense are a function aof the level and mix of total assels and liabilities,

including Recervables and Pavables with Affiliates and the Parent, Short term borrowings, Long term
borrowings, trading strafegics, and the provailing level, term structure and volatility of interest rates,
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Fair Value of Fimancial Instruments

A gignificant portion of the Company™s (inancial instruments are carmied al fair value with changes in fair
value recognized in camings of cach period. A description of the Company s policies regarding fair value

measurement and its application to these fimancial instruments follows.

Fincncial Insiremenis Measured af Fair Value

Instruments within Trading liabilities are measured at fair value, cither in accordance with accounting
guidance or through the fair value option election (discussed below). These financial instruments
primarily represcnt the Company™s trading activitics and include derivative products. Short torm
borrowings and Long lerm bormowings are measured al far value through the Fair valuee oplion,

Gams and losses on instruments carried al fair value are reflected in Trading revenues in the Company’s
statement of income. Inferest income and Interest expense are recondzd within the Company's statement
of comprehensive income depending on the nature of the instrument and related market conventions,
When inferest s included as 2 componsnl of  the instruments”  Fair value, interest is  included
within Trading rovenues, (rhorwise, it is included within Interest income or Intercst cxpense. The fair
value of over-the-counter (“OTC™) financial mstruments, including derivative contracts related 1o
finanzial instrements, is presented in the accompanying statement of financial condition on a net«by-
counterparty basis, when appropriate,

Fair Fahie Option

The fair valve option permits the imevocable fair value option clection on an instrument-by-instrument
basis at initial recognition of an asset or liability or upon an event that gives rise to a new basiz of
accounting for that mstrument. The Company applies the Gair value oplion for eligible nstruments.

Fair Vafue Afeasurement — Definition and Hierarchy

Fair value s defined as the price that would be received to sell an asset or paid to transfer a habality {1.¢,,
the “exit price™) in an orderly transaction between market participants at the measurement date,

In determining fair value, the Company uses varnous valuation approaches and establishes a hierarchy for
inputs used in measuring fair value that maximizes the use of relevant observable inputs and minimizes
the use of uncbservable inputs by requiring that the most observable inputs be used when available,
Observable inpuls arc inputs that market participants would use in pricing the assct or lability developed
based on market data obtained from sources independent of the Company. Unobservable inputs are inputs
that refleet the Company’s assumptions about the assumptions other market participants would use in
pricing the assel or liability developed based on the hest information available in the circumstances. The
Inerarchy 1s broken down into three levels based on the observability of inputs as follows:

o Level 1 - Valuations based on quoted prices in active markets that the Company has the ability to
aceess for identical assets or labilities. Valuation adjustments and black discounts are not applied
to Level 1 mmstruments. Since valuations are based on quoted prices that are readilv and regularly
available in an active market, valuation of these products docs nol cotail a significant degres of
Juedgment.

= Level 2 - Valualions based on one or more quoled prices in markels thal are nol active or for
which all significant inputs are observable, cither dircetly er indiveetly.
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= Level 3 - Valuations based on impuls thal are unobservable and signilicant te the overall Tair value
measuremant.

The availability of ebscrvable inputs can vary from product to product and is affected by a wide varicty of
factors, imcluding. for example, the type of product. whether the product is new and not vel established in
the marketplace. the liquidity of markets and other characteristics particular to the product, To the extent
that valuation is baged on models or inputs that are less observable or unabservable in the market, the
determmation of fawr value requires more judgment. Accordingly, the degree of judgment exercised by the
Company in determining fair value is greatest for instruments categorized in Tevel 3 of the fair value
hierarchy.

The Company considers prices amd inputs that are curent as of the measurement date, incleding during
periods of market dislocation. In periods of market dislocation, the obscrvability of prices and inputs may
b redueed for many mstruments. This condition could cause an nstrument Lo be reclassilied from Level
I to Level 2 or from Level 2 to Level 3 of the fair value hicrarchy, see Note 4.

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

For assets and habalities that are transferred between levels i the fair valoe hierarchy duning the penod.
fair values are ascribed as if the assets or liabilitics had been transferred as of the beginning of the period.

Faluarton Techinlgqees

Many cash instruments and OTC dervative contracts have bid and ask prices that can be ebserved in the
marketplace. Bid prices reflect the haghest price that a party s willing o pav for an assel. Ask prices
represent the lowest price that a party is willing to accept for an asset. The Company carries positions at
the peint within the bid-ask range that meet the Company’s best estimate of fair value. For offsetling
positions in the same financial instrument. the same price within the bid-ask spread is used 1o measure
hoth the long and short positions.

Fair value for many cash instruments and OTC derivative conlracts is derived using pricing models.
Pricing models take into account the contract lerms. as well as multiple inputs, ncluding, where
applicable, cquity prices. interest rate vield curves, credit curves, correlation, creditworthiness of the
counterparty, creditworthiness of the Company, oplion volatility and curency rates.

Where appropnate, valuation adjustments are made to account for various factors such as liguidity nsk
(bid-ask adjustments), credit quality. model uncerainty and concenteation risk, Adjustments For liguidity
risk adjust model-derived mid-market lovels of Lovel 2 and Level 3 financial instruments for the bid-mid
or mid-ask spread required to properly reflect the exit price of a nisk 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 wnohservable for the particular position in question. spreads are derived from
observable levels of similar positions,

The Firm applies credit-related valuvation adjustments to ils 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 bend
market spreads when measuring the fair value For short term and long term borowings,

Adjustments for model uncertamty are taken l[or positions whese underlying models are reliant on
significant inputs that are neither directly nor indirectly observable, hence requiring reliance on
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sslablished theoretical convepls in thet derivation. These adjustments are derived by making assessmenls
of the pessible degree of varability using statistical approaches and market-based information where
possible.

Fair value 1 a market-hased measure considered from the pﬂrspuclivc of a market F:Irlic:ipum rather than
an enlilv-specilic measure, Therelore, even when markel assumptions are not readily  available,
assumptions arc sci to reflect those that the Company belicves market participants would usc in pricing
the asset or hability al the measurement date. Where the Company manages a group of fnancial assels
and fmancial liabilities on the basis of 1ts net exposure to either market nsks or aredit risk. the Company
measures the fair value of that group of financial instruments consistently with how market participants
would price the net nisk exposure at the measurement date.

See Note 4 lor a deseriplion of valuation technigues applicd o the major calegones ol [inancial
instrments measured at fair value,

Valuation Process

The Valuation Review Growp (*VEG™) within the Financial Control Group (“FCG™) of the Parent
and its consolidated subsidiarics s respensible for the Parent and its consolidated subsidiarics” fair valuc
valuation policies, processes and procedures. VEG is independent of the business units and reports (o the
Chief Financial Officer of the Parent and its consolidated subsidiaries (*CTO™). who has final authority
over the valuation of the Company’s financial instruments. VEREG implements valuation control processes
designed to validate the fairr value of the Company's financial instruments measured at Fair value,
including those derved from pricing models.

Mode! Review.  VRG. in conjunction with Model Risk Management (*BMEM) which reporis to
the Chief Risk Officer of the Parent and its consolidated subsidiaries (“Chief Risk Officer™),
independently review valuation models” theoretical soundness, the appropriateness of the valuation
methadology and ealibration techmiques developed by the busmess umts wsing observable inputs. Where
inputs are not observable, VEG reviews the appropriateness of the proposed valuation methodology 1o
determne that it 15 consistent with how a market participant would armve at the unobservable input. The
valuaion methodologies whlized in the absence of observable inpuls may nclude extrapalation
techniques and the use of comparable obssrvable inputs, As part of the review, VEG develops a
methadology to independently vernify the fair value generated by the business unit’s valuation models.
The Company generally subjects valuations and medels to a review process imtially and on a penodie
hasis thereafter,

Independenr Price Verifieanion.  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 financial instruments determined using
valuation models by determining the appropriatencas 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 bv VREG to the fair
value generated by the husiness units are presented to management, the CFO and the Chief Risk Officer
on a regular basis.

WHG uses recently exseuted ransactions, other observable market data such as exchange data,
broker-dealer quotes, third-party pricing vendors and aggrogation serviees for validating the fair valucs of
financial instruments gencrated wsing valuation models. VREG assesses the external sowrces and their
valuation methodologics 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 ol approaches: Tor example, by corroborating Uhe external souress” prives 1o execuled trades, by
analyzing the methodology and assumptions used by the external source to generale a price. and’or by
evaluating how active the third-pary pricing souree (or originating sources used by the third-party pricing
source) is in the market, Based on this analysis. VEG generates a ranking of the observable market data
designed 1o ensure thal the highest-ranked market data source s used to validate the business unit’s fair
value of financial instruments.

VR 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 fair valuz of the trade that s imitially
recopnized.

Leveld 3 Tramsactions. VRG reviews the business unit’s valuation techniques to asscss whether
these are consistent with markel participant assumplions,

For further information on financial assets and liabilities that are measured at fair valus on a recurming
basis, scc Note 4.

Offsetting of Derivative [nstruments

In connection with its derivative activities, the Company generally enters into masier netling 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 a2 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 nelling agreement or
collateral agreement or the Company may not have sought legal advice o support the enforceability of the
agreement. In cases where the Company has not determined an agrecment to be enforceable. the related
amounts are nol offzet in the tabular disclosures (see Note 3 for further information).

Income Taxes

The Company accounts for income tax @ipense (henefit) using the asset and liability method. Under this
method, the financial statements include deferred tax assets, related valuation allowance and deterred tax
liabilitics associated with eopected tax conscquences of future cvents. Under this method, defored tax
assels and Habililies are recorded based upon the temporary dillerences between the [inancial statament
and income tax basss of assets and labilities wsing currantly enacted Lax rates in effect for the vear in
which the differences are expected to reverse. The effect of a change in tax rales on deferred lax assels
and liabilities is recognized in income fax expense (benefit) in the period that includss the enactment date.

The Company recogmises nel delemed tax assels o the exient that it beheves these assels are more Tkely
than not 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 imcome, Ia.\:-]:rlilrm'ln_g ﬂl‘:llc_gics. and resulls of recent U]:H:ralians. If a deferred tax asset s
determined to be unrealizable. a valuation allowance is established. 15 the Company determines that it
would be able to realize deferred tax assets in the future in excess of ther net recorded amount. 1l would
make an adjustment 1o the defered tax asset valuation allowanee, which would reduce the provisien for
i Laxes.

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

deferred taxes (Federal, combined and umtary state) are offset with all other intercompany balances with
the Parent.
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Uneertain tax posilions are revorded on the basis of a twosslep provsss wheaeby (1) the Company
determinss whelher il i more likely than not that the lax pesitions will be sustained on the basis of the
technical merits of the position and (2) for those tax posiions that meet the more-likely-than-not
recognition threshold, the Company recognizes the largest amount of tax benefit that is more than 50%
likzly to be realized wpon ullimate settlement with the related tax authority.

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

Recetvables from amd pavables to broker dealers include amounts reccivable for sseuritics failed 1o
deliver by the Company 1o a purchaser by the setflement date and payable for seeurities failed to receive
Iy the Company from a seller by the settlement date.

Acconnting Standard Adopted

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

+  Recopnition and Measurement of Financial Assets and Financial Liabilities. In January 2006,
the Financial Accounting Standards Board (the “FASE™ issued an accounting update that
changed the requirements for the recopmition and measurement of certain finaneial assets and
linancial liabilitics. The Company carly adopled the provision in this guidance relating o
liabilitics measured at fair value pursoant to a fair value option clection thal reguires presenting
unrealized debt valuation adjustment (“DVA™) in Other comprehensive income (loss) (<0OCT7), a
change from the previous requirement to present DVA in net income, Kealized DVA amounts
will be recyeled from accumulated other comprehensive income (“ADCT) to Trading vevenues.,
There were no DV A amounts from periods prior o adoption.

Other provisions of this mule may not be carly adopted and will be effective January 1, 2018, and
are not expecled o have a matenal impact on the linancial statements.

Mote 3 - Related Party Transactions

Reccivables from and pavables to affiliates and the Parent represent infercompany activities that oecur in
the normal course of business, Receivables from and Pavables o affiliates and the Parent are unsecured,
bear interest ol rates established by the treasury function of the Parent and approximate the market rate of
interest that the Parent wneurs in funding its business as il iz periodically reassessed and are payable on
demand.

Motes recervable balanee represents the mtercompany aclivities as a result of the external debl 1ssuanees.
Procesds from the extemal debt issuances are lent to the Parent af 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 densand.

Interest ineome and expense are caleulated daily based on the oulstanding receivable and payable
balanees.

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 resulls of operations if the Company had
operated as an unaffiliated business.
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Asscts and reccivables from affiliated companics at December 31, 2016 are comprised of

Reveivables - Broker dealers 4 2857
Recavables - Noles recervalde (Parent) 2112.57]
Reveivables - Intercompany Farenty & 54

Ligbilates umd payebles o affilialed companies at December 31, 2006 are comprised of

Cenvative comtyate 5 1,203
Payables - lnsercompany (Atuates) *7
Payahles - Intercompany {Paremt) 20, TER

Reverues with affilizted companies for Docember 31, 2006 are comprged of
Tradirg 5 1857
Interest incons 15,731

Expenees with affiliated compamdes for December 31, 2016 are comprisad of:
Intefest expense b 3558

On February 5, 2016, the Company mads a return of capital totaling $5,240,2332 to its Parent,

Mote 4 =Fair Value Disclosures

Fair Value Measurements

A description of the valuation techmigues applied to the Company’s major categories of assets and
liabilities measured at fair value on a recurrmg basiz follows,

Long term borravings
Ktructured Notex

The Company issues structured notes that have coupon or repayment terms linked to the performance of
debt or equity securilics. or indices,

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

Independent, external and traded prices for the notes are considered as well. The impact of the Company’s
own eredit spreads is also includal based on observed sceondary bond market spreads. A substantial
maerily of Long term bomrowings valued by the Company using pricing models [all into this calegory
and are generally cateponzed m Level 2 of the fair value hierarchy. In inslanses where the unohservable
inpats are deemed significant the Company™s Long term bomrowings are generally cateponzed in Level 3.

Trading Asscts and Trading Liabilities
Derivative Contracts
OTC Derivative Confracis

OTC derivative contracts inelude swap and option contracts related to interest rates or equity prices,
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Depending on the preduct and the terms of the transaction, the fair valee of OTC derivative products can
be either observed or medeled using a series of techmiques and model inputs from comparable
henchmarks, including closed-form analytic formulas, such as the Black-Scholes option-pricing model,
and simulation models or a combinaiion thersof. Many pnicing models do not entm] materal su}-jwli\'ity
ecause the methodologics emploved do nol necessitate signilicant judgment, and the pricing inputs are
obscrved from actively quoted markets, as is the case for generic interest rate swaps, and cortain option
contracts. In the case of more established derivative products. the pricing models used by the Company
are widely accepted by the financial services industry. A majonty of OTC derivative products valued by
the Company using pricing models fall into this catezory and are eategorized in Level 2 of the fair value
higrarchy: otherwise, they are categonzed in Level 3 of the fair value hierarchy.

For further information on the valuation techmigues lor OTC derivative contraels, see Mote 2,

For further information on derivative instruments, see Mole 5,

The thllnwl'ng fair value hierarchy table presents information about the Company s assets and liabilities
measured al fair value on a recurring basis al Deceamber 31, 2016, See Note 2 for a discussion of the

Company's policics regarding the fair value hicrarchy.

Assets and Liabilities hMeasured at Fair Value on a Recurring Basis

Balanee at
Lewvel 1 Level 2 Level 3 December 31,
2016
Assets ol Fair Valae
Trading assets
Denvatrve and odber contrads:
Equuity conitracts 5 - - 20,504 % 4,128 3 24632

Metting ! - {20, 504) {4, 128) {24,638
Total denvative and ather contracts - - - N
Total waaling aveils N

Liabilities at Falr Value
Short term borrowmgs 1 . 5 | 5 3h % . 5 1636
Trading habihtics

Denivative aind other comtracts:

Fipoty contnacts - 46 874 13338 6 162
Imenest rale oontracls 2004 23 A4 AT TE]
Neling ™ - (20,5040 (4,128} {2063T)
Total derivative ard other contracts - IB.324 EFE ] 31,203

Total wading liablitica - 8324 31879 ¢1.3201

Long term bomowings - 157,132 177,757 2064, 500
Total labalities mearared at Exir valuse [ - £ 191709 £ 210,616 £ 127708

" Fos pontons of contracts wilh the sume counterparty that cros oves the levels of the fiur value erschy,
CrEnierpaTy nefling Among o hae wlame fed witham the same level 12 imclided watbin thar shased level, Vor fisrther
information on denvative instrmments, see Note 5

Level 3 Liabilities Measured at Fair Value on a Recurring Basis

The following table presents additional information about Level 3 liabilities measured at fair value on a
recurring basis for 2016, Additienally, both observable and unobservable inputs may be used to determine
the faw value of posiions that the Company has elassihed within the Tevel 3 eategory. As a vesull, the
unrealized gamns during the period for liabilitics within the Level 3 category presented in the table below

101/141



EDINETOOOO

o o o o o o =5 2K )

may inclede changes in lair value during the period that were aliributable o both observable (eg.,
changes in market interest rates) and unobservable inputs.

Unrealized Cains
Brginming  Tolsl Keslized Fniding (Vasawrs) For Lavel 3
Bl e i amnd Balance at Anweln Lishilitiee
Decemnber 3. Urgeallzed Diecember 31, il anding at
i1 E radns (Lossesy  Purdusses Tsnamoes 2006 Thecwnsher 3, 2006
Lisbiligies ot Frir ¥alwe
el devivdives mud other conbnscls:'
Equity contracts ] - 5 43y 5 T 3 L L LU 4
liemest rebe conymcts - B = pit] I8, 600 =
Total Net derivitives Soinrats 4583 (] =R.CeH JLETD A58
T.omrg §erme Tewiy rwi e ifi, 875 - IRLTLG 157, 75% {6478
Total Lishilte: o Falr Vilise 5 . [ (1568 § (T & 21T 5 Xlodld § [T
= —_— —

“Urign depvarves and sther conaasts represent Teadiag Mabil®ies - Derivative sad olber coniacts nel of Tradieg assels - Derivalive @ olher confrwts
Significant Unobservable Inputs Used in Recurring Level 3 Fair Value Measurements

The following disclosurss provide information on the valuation techniques. significant unobservable
inputs and their ranges and averages for each major category of assets and habilities measured at fair

value on a recuming 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 irventory. Further. the

range of unobservable inputs mav dilfer across [mns in the financial services mdusiny becanse of

diversity in the types of products incheded in cach firm™s inventory. The following disclosures also
include gualitative information on the sensitivity of the fair value measurements to changes in the
significant unohservable inputs. There are no predictable relationships between multiple significant
unohservable mputs attributable te a given valuation technigque, A single amount is disclosed when there
15 no sigmblcant diflerence belween the mimmum, maximuem and average (weizhted).

SHpnlflvant Unabarovakle
Ingptin] | denabvicy #fihg
Fair Valus ts Changes im

Halange 3 Valwarlom this
Dieasmbe r £, 2006 Teihunbgicis) Usnshservabls lngers Bmgs ™ Anerages ™
Rt derrval e mad otles dosimola
Irferest e vohblity soew nean 2*®y
Elared mile ¢ oabracis XA Dpldiiisde] T NT o] e inedims TP
By voblility dscourt mean 1
L, e ] Tale ll® nmedim 1P
e urve comcaten e TP
(D Al*s00 P imedian TP
Ircrest Rale - Credd
cowrelsion [ 1A D) o (3.
Al the mviiey volnday
Equiy conlrasts B0 Option Modd ! CAMDy 1Pets 1P T
Voldibty skew oA (e wete Py %
Equiry - Equity comelation
oDy Muto 90 Al
Equiy - Fortgm oxhangs
coarchation | (AT DS fituto Ml <
Lt ion Model At the money voladiny
Ly lemie lnsrowmgs | ITRTT ﬁl:li::r-ulnl.nl T e TN 170 1P g
Vobsiley skew  iCpil PFate Pa 1%
Epeity - Bquity corrrlalion
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121 A soprossnd woaghtod svoisges et wherd sepli wopo e e medben o de iope w0 prosild (e Neng 4 il Wasghied seasgs s sabaland by
weiphting cach input by the fir vales of the reapective Enancl imstnamcnts, oot S Beng-tomm benawings and diivivs iestramnss whers ingety s weightod by rid,
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The following provides a description of significant unobservable imputs included in the
December 31, 2016 table above For all major categories of assets and labilities:

Correlation — A pricing input where the payoff 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 in one variable influences a change in the ofther vanable), Credit correlation, for
example, is the Factor that describes the relationship between the probability of individual entities
1o default on obligations and the joint probability of multiple entities to default on obligations,

Volanlity — The measure of the variability in possible returns for an instrument given how much
that instrument changes in value over time. Volatilty 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
uwderlving that option {e.g. the velatility of a particular underlying ¢quity security may be
sigmficantly different from that of a particular underlving commeodity index), the tenor and the
strike price of the option.

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

Fair Value Option
The Company elected the fair value ophon for Short term and Long term borowings that are nisk
managed on a Fair value basis to mitigate statement of income volatility cansed by measurement basis

differences between the elected instrument and their associated risk monagement transactions of o
chrmnate complexibies of applyving certam accounting models.

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

Imieresi Expenss  Trmdimg Fevenae

Shert term hemrowings ' E - % 1508
Lt besn hormowenga TR 1hAdl

M Lisves me e ly wlribuible fo chamies @ inlenest feles ar moverents @ e fefeienoe priee of indes Gee Shoet fomes andl Long teven barmoswines
before the wmpast of related hedges. [n sccordancs with the carly sdoption of a provision of the acieantmg wpdate Recopaiton and Meamnement af
Firaziwcinn Axrets ol Fireyrial Liadalilivs , unrelios] TVA beves wore revonded withes OC1 in the Sstemont of conpadhmsive i ome amd, a5 ssch,
g nel mcluded in the lable shong For e veur galed, Desomber 31, 2006, Se¢ Malcs I and 8 lor turher indonnation
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Losses due to Changes in Instrumeni-Specific Credit Risk at December 31, 2016

ol

Sheet term and Love: term borrowings ! H (17,549)

Qia

Inaccordance with the cxrly adoption of a provision of the aceountng update, Recagrinion and Measiremend of Fmanciel
Aszetr aond Foraseial Lichiditier | the wwealimed DVA losses were rocorded in OC1 The cormalative impact of changes in the
Congarny’'s VA and the amonmt recogiazed in AOC] 14 8 loss of 517,549 from the shoet 1enn bossewangs and bomg term
borroawinges, respectivelly, for the vear ended Decemizer 31, 20016, See Notes 2 and ¥ for further infoemanon

Financial Instruments Not Measured o Fair Value
The table below presents the camving value, fair value and Fair value hierarchy calepory of cerlain

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

The carrying values of the remaining assets and labilities not measured at Fair value in the table below
approcamate far value due to thew short term nature except for Notes recervable {Farent ), which primanly
represents intcrcompany funding with coupons that resct to market levels, and Long ferm bormoswings.,
which have the fair determined based on third party pricing for identieal or comparable instrumants,

Financial Instruments Not Measured At Fair Value at December 31, 2006

Falr Value Veamremenic Ddng:

Carying Falr
Value Vabar Lol 1 Level 2 Vel 1

Fmmncis Asseis - -
Tk k 27 3 i) g ” 3 - %
Revesvablen:

Bauker dralers 10,585 b B L - 21, 58Y

Bioted reorroable {Farven) 2112370 2112571 - ZILL3TH

Isdepeoimpany (Fareaty 439 389 . |t ]
Famwial Lisbchities.
Payediles

Estersorapay (Alflaed) 27 = - 7

[sterecmmpeny (Fafealy 10,7ER ), TRE - 20,768
Oither |zabilities and aeenied evpemis 135 125 - 135
Long feres bomawings 5000 00 . 5000

Y Caber bt noed secred axpenses enclibde cemaln itema ihen &5 ot eseet O dufsition of & e ol indnment.

MNote 5 — Derivative Instruments

The Company trades and takes positions in OTC swaps, options and other derivatives referencing. among
ather things, mierest rates, and equity secontizs. The Company uses thess mstruments as pat of the
hedging strategy for structured notes. 'The Company does not apply hedge accounting.

The Company manages its trading posilions by emploving a vanely of risk miligation stralegies, These
strategies include diversification of risk exposures and hedging. [edging activitics consist of the purchase
or zale of pesitions in related securities and fimancial instruments, including o varety of dervative
products {e.g.. swaps and options). The Company manages the market nsk associated with its trading
activities on a Company-wide basis, and on an individual product hasis,
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Fair Value and Notional of Derivative Instrumoents

The rullm'ing table summarizes the far value of dervative instruments by type of dervvative coniract on

a gross basis at December 31, 2016,

Rilateral OTC

Assels Liahilities
Fair Value Motional Fair Value Notional

Derivatives contracls:

Equily conlracts 5 24,632 5 GOD.976 3 o162 5 1,638,719

Inferest rate contracts - - 25,673 312093
Todal clenvatives contracts 24,632 5 G6D OTE 53,835 1,970,814
Counterparly netling {24.632) (24.632)
Total denivative assets and liabilities 5 - 8 61,203

At December 31, 2006, the Company docs not have any amounts that relate to master netting agrecments
and enllzteral agreements that have heen determined by the Company to be legally enforceable in the
event of defaull bul where cerlain other eriteria are nol mel in accordance with applicable offselling
accounting guidance,

The table below summarizes gains’ (losses) on Trading instruments for 2016 incleded in Trading
revenues in the stalement of mcome from trading activities. These activities include revenues related 1o
denivative and non-derivative financial instruments. The Company generally utilizes financial instruments
acroszs a variety of product types in connection with their risk management stratepies. Accordinglv, the
trading revenues presented below are not representative of the manner inowhich the Company manages ils
business activities and are prepared in a manner similar in which the Company presents its Trading
revenues for regulatory reporting pueposes of the Parent.

Gains/{ Losses)
Hecognized in
Trading Revenues

Produci Tvpe

Interest rate contracls 5 2441

Eguity contracts {583
Todal s 1857

Note 6 — Borrowings

The Company believes that accessing debl investors through multiple distribution channels helps provide
consistent access 1o the unsecured markets. Tn addition, the issuance of long-term debt allows the
Company to reduce reliance on short-term credit sensitive instruments. Long-term borrowings are
pencrally managed to achicve stapggercd maturitics, thereby mitigating refinancing risk, and to maximizc
investor diversilication through sales o global insututional amd retail clienls across regions. currencies
and product tvpes, Availability and cost of fnancing 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 sngage in vanous ransaclions in the credit markels (including,
for example, debt retirements ) that it believes are in the best interests of The Company and ils investors.

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

Fived Rae Variable Rate" Tutal

e im 2007 i u - 13,572 % 11,572
Do im 2008 - 30 070 38 0T
Do im D00 - 85,630 IES 630
Drue im 2020 E 124,636 124,634
Drue im 2021 - 618,655 L
Therealier 5,00 753,288 TEE.IRS

Towml & 5000 5 2050865 8 Pl T
Weighted average coupon rabe at
perad-end ™ 19% WA —Nod Meaningful

“yariable rate bormowings bear mterest besed om a variety of indices mchiding LIBOR
Arearnle imchode Bormesnng < that are sqay-Hoked or lrked b some oflhier sikex
I weighied average coupen was cabcubaed ulilizise U5, Enerest raies.

Components of Long term borrowings

All ol the long term bomrowings for the Company are considered Senior Deli, During 2016, the Company
issued notes wilh a fair valee of approximately S2.472.720.

Senior Debt — Strvctured Borrowings

The Company’s index-linked or equity-linked bormrowings melude various structured instruments whose
payments and redemption valuss are linked to the performance of a specific index (e.g, Standard &
Poor's 500), a baskel 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 aned purchased options that effectively convant the barrowing costs inte floating rates based upon
LIBOR, The Company generally camies the entire structured borrowings at fair value, The swaps and
purchased options wsed to economically hedee the embedded features are dernvatives and also are carried
at Fair value. Changes in farr value related w the notes and economie hedges are reported in Trading
revenues, Sce Note 4 for further information on strectured borrowings.

Mote 7 - Commitments, Guarantees and Contin gencies

Legal

Ini the normal course of business. the Company may be named, from time to time, as a defoendant in
vanous legal actions, includhng arbitrations, ¢lass actions and other htigation, arsing m connection with
its activities as a global financial services institution. Certain of the actual or threatened legal actions
include elaims for substantial compensatory and‘or punitive damages or claims for indetermimate amounts
of damages. In some cases, the entities that would otherwise be the primary defendants in such cases are
hankrupt or are in financial distress,

The Company may also be involved, from time 1o ime, in other reviews, investigations and proceedings

(hoth formal and informal) by governmental and self-regulatory agencies reparding the Company's
business, and involving, among other matters, sales and trading activitics, 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

107/141



EDINETOOOO

o o o o o o =5 2K )

slale and local income taxes have generally been provided on a separale entily basis in accordance wilh
the Tax Sharing Agreement with the Parenl.

In accordance with the terms of the Tax Sharing Agreement with the Parent, substantially all current and
deferred taxes (federal, combined and unitary stale) are offset with all other intercompany balances with
the Parent.

The (benefit) for income taxes consisl of:

Current Deferred Total
Federal % (133) 3 L 5 (133)
State and Local [11) L] ()
Tedal 5 {144 5 0 s {144

The following table reconciles the provision for income taxes o the LS. lederal statutory income lax rate
to the cffective meome tax rate:

115, federal slatulory imcome tax rate 2500 %,
L5, state and local meome taxes, ned of ULS. federal income tax benclits 181 ®a
Exclesion of income generated prior to restructuring (38, 19) %
Effcetive income fax ratc (1,35) %

Az of December 31, 2006 the Company has not acerucd any liabilitics for unrceopnized tax benefits i its
limancial stalement.

The Company is subject 1o the income and indirect tax laws of the UL5. its states and mumicipalitics in
which the Company has significant business operations. These tax laws are complex and subject to
different interpretaiions by the taxpaver and the relevant governmental taxing avthontics. The Company
musl make judgments and interprelations aboul 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
eslimates aboul when cerfain items affect taxable income in the various tax jurisdictions. Disputes over
intempretations of the tax laws mav be settled with the taxing authority upon examination or audit. The
Company periedically evaluates the likelihood of assessments in gach taxing jurisdiction resulting from
current and subsequent vears” exammations, and unrecognized tax benefits related to potential losses that
may arisc from tax audits arc cstablished in accondance with the puidance on accounting for unrccognized
o benelils. Onee established. enrecopnizal lax benelils are adjusted when Uvae is more informalion
available or when an evenl occurs requining a change.

Tax Authority Examinations

The Company, through s inclusion in the refurn of the Parent, is under confinecus examination by the
[R5, and in certain states in which the Company has significant business 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 Mew York State and New York Citv, for tax yvears 2009-2012 and 2007-2009, respectively. In Apnl
200146, the Parent received the Revenue Agent’s Report from the TRS reflecting agreed closure of the 2006-
2000 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 future period and on the effective tax rate for any period in which such resolution occurs.
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It is reasonably possible thal signilicant changess in the balance of unrecognized lax benelits may vccur
within the next 12 months related to certain tax authonty examinations referred o above, At this time,
however, it 15 not possible to reasonably estimate the expected change to the total amount of unrecognized
tax benefits and the impazt on the Company's effective tag rate over the next 12 months,

The following are the major tax jurisdictions in which the Company and its alfiliales operate and the
carlicst tax vear subjecl 1o cxamination.

Jurisdiction Tax Year
United States 1992
New York State and Cily 2007

MNote 9 — Subsequent Events

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

k& x k%
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OoOooOoOddooOoomdmr
(2) 2015 12 31
2015 12 31
( )
$ 6,942,319 784,482
$ 6,942,319 784,482
$ 760,414 85,927
952,686 107,654
1,713,100 193,580
5,229,219 590,902
$ 6,942,319 784,482
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2015 12 31
(
$ 146,157 16,516
36,085 4,078
$ 110,072 12,438
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2015 12 31

( )

$ 110,072 12,438
« D

(146,157) (16,516)
36,085 4,078
$ - -
$ - -
$ - -
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2015 12 31
(
2014 12 31 $ 5,119,147 578,464
110,072 12,438
2015 12 31 $ 5,229,219 590,902
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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

115/141



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

ooooooooooooo
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

2017 2017 2017 2017 2017 2017
19,594.16 19,459.15 19,633.75 19,289.43 19,961.55 20,230.41
18,787.99 18,907.67 18,909.26 18,335.63 19,310.52 19,831.82

(

)
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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 statementsin accordance
with accounting principles generally accepted in the United States of America; this includes 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 responsibility 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'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.
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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
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