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GAAP
2014 12 31 2018 12 31
2018 2017 2016 2015 2014
12 31 12 31 12 31 12 31 12 31
33,614 20,063 17,592 146,157 153,371
1,906 (14,277) 10,771 110,072 114,986
132,297 (93,465) (11,333) 5,229,219 5,119,147
1 1 1 1 1
132,297 (93,465) (11,333) 5,229,219 5,119,147
13,848,062 8,330,820 2,143,572 6,942,319 6,797,385
132,297 (93,465) (11,333) 5,229,219 5,119,147
0 0 0 0 0
1,906 (14,277) 10,771 110,072 114,936
491,709 213,295 18,323 0 0
(5,611,555) (6,084,925) (2,159,349) 0 0
5,123,650 5,871,817 2,141,053 0 0
3,448 1,045 27 0 0
0 0 0 0 0
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)
2018 12 31 2017 12 31
$ 3,448 381 $ 1,045 115
- 33,853 3,736
18,371 2,027 4,263 470
( ) 13,826,243 1,525,864 8,256,771 911,217
( ) - - 34,888 3,850
$ 13,848,062 1,528,272 $ 8,330,820 919,389
$ 1,035,972 114,330 $ - -
- 6,765 747
11,702 1,291 2,007 221
( ) 49,393 5,451 - -
(12,613,698
8,410,513 ) 12,618,698 1,392,600 8,415,513 928,736
$ 13,715,765 1,513,672 $ 8,424,285 929,704
( )
( ) 132,297 14,600 (93,465) (10,315)
( ) $ 13,848,062 1,528,272 $ 8,330,820 919,389
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2018 2017

$ (189,441) (20,907) $ (47,719) (5,266)
223,055 24,616 67,782 7,480
33,614 3,710 20,063 2,214
33,107 3,654 20,861 2,302
26 3 15 2
135 15 135 15
33,268 3,671 21,011 2,319
346 38 (948) (105)
(1,560) 172) 13,329 1,471
1,906 210 (14,277) (1,576)
223,856 24,705 (67,855) (7.488)
$ 225,762 24,915 $ (82,132) (9,064)
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2018 2017
$ 1,906 210 $  (14,277) (1,576)
484,565 53,477 209,447 23,115
(20,873) (2,304) 24,087 2,658
- - @ ®)
16,416 1,812 (6,540) (722)
9,695 1,070 1,024 113
- - (419) (46)
491,709 54,265 213,295 23,539
(5,611,555) (619,291) (6,084,925) (671,532)
(5,611,555) (619,291) (6,084,925) (671,532)
8,970,109 989,941 7,698,591 849,617
(3.846,459) (424,495) (1,826,774) (201,603)
5,123,650 565,446 5,871,817 648,014
(1,401) (155) 831 92
2,403 265 1,018 112
1,045 115 27 3
$ 3,448 381 $ 1,045 115
$ 22,568 2,491 $ 18,703 2,064
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( )
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( )

2016 12 31 $ (11,333) (1,251)
(14,277) (1,576)

39,727 (67,855) (7,488)

2017 12 31 (93, 465) (10,315)
1,906 210

67,865 223,856 24,705

2018 12 31 $ 132,297 14,600

45/111




2018 12 31

(

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

2016

BBB+

46/111

SEC S-X

GAAP



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

47/111



50

48/111

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



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

OooooOodd
€))
50 ©)
50
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2018
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( )
2018 12 31 2017 12 31

$ - $ 33,853
11,460 -
13,826,243 8,256,771
- 34,888
$ 1,034,088 $ -
- 634
49,393 -
( )

2018 2017
$ (906,380) $ 235,437
223,055 67,782
$ 393 $ 799
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( )
2018 12 31
- $ 111,903 $ 4,776 $ 116,679
- 8,076 6,665 14,741
1,273 - 1,273
4,122 - 4,122
- (125,374) (11,441) (136,815)
- $ - $ -3 -
- $ - $ -3 -
- $ 717,958 $ 204,121 $ 922,079
- 159,125 47,708 206,833
- 21,122 11,008 32,130
- 11,745 - 11,745
- (125,374) (11,441) (136,815)
- 784,576 251,396 1,035,972
- 784,576 251,396 1,035,972
10,945,582 1,668,116 12,613,698
$ 11,730,158 $ 1,919,512 $ 13,649,670
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( )
2017 12 31
€Y

$ - $ 254,546 $ 26,640 $ - $ 281,186
- 25,131 2,239 - 27,370

- 2,600 - - 2,600

- 3,334 - - 3,334

) - (184,840) (28,879) (66,918) (280,637)
- 100,771 - (66,918) 33,853

- 100,771 - (66,918) 33,853

$ - $ 100,771 $ - $ (66,918) $ 33,853
$ - $ 92,022 $ 66,332 $ - $ 158,354
- 89,806 29,465 - 119,271

- 2,895 - - 2,895

- 117 - - 117

@ - (184,840) (28,879) (66,918) (280,637)
- - 66,918 (66,918) -

- - 66,918 (66,918) -

- 7,314,066 1,096,447 - 8,410,513

$ - $ 7,314,066 $ 1,163,365 $ (66,918) $ 8,410,513

@
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2018
( )
2017 2018
12 31 12 31
( )
@ «C )
(
)
)
$ $ $ $
$ 39,69 (146,869)  (20,886)  ° - $20,02 13,644 ° 199345 449 149)
27,226 (8,127) - - 8,035 (2,345) 41,043 (9,510)
- (8,502) - - 2,506 - 11,008 (8,502)
C )
66,018  (163,498)  (20,886) - 30,567 11,299 251,306 (129,161)
1,096,447 61,913 - 796,079 (108,027)  (54,470) 1,668,116 61,018
(
) $ $ $ $
$1,163,365  (101,585)  (20,886)  $796,079  $(77.460)  (43,171)  $1,919,512 (68,143)
(1) 2018
( 54,470
)
2017
( )
2016 2017
12 31 12 31
C )
C )
(
)
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(€))
$ $ $ $
$ 9,210 (22,655 8) $ 2 $10,117 2.278) $ 39,692 (37.173)
23,669 9,995 - - 13,552 - 27,226 (6,825)
(
) 32,879 (12,660) (18) 2 23,669 (2,274) 66,918 (43,998)
177,737 21,938 - 1,016,282 (9,538) (66,096) 1,096,447 22,297
( $ $ $ $
) $210,616 9.278 (18) $1,016,284 $14,131 (68,370 $1,163,365 (21.,701)
€))
( )
( )
C )
(@)
2018 2017
@) $ 199,345 $ 39,692
5 31 (23 ) 6 29 (19 )
2 0 (0) -2 0 (0 )
45 96 (82 ) 35 9% (92 )
-80 30 (29 ) -65 10 (-39 )
$ 41,043 $ 27,226
4 6 (5) 8 11 (9 /8 )
54 97 (77 /74 ) N/M(3)
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$ 1,668,116 $ 1,006,447
15 31 (24 ) 2 29 (22 )
-1 0 (0) -1 0 (0 )
46 98 (83 ) 41 95 (75 )
-45 30 (27 ) -48 10 (-27 )
@
@
(3) N/M
«c )
v
v
v
( )
( )
2018
[€h) $ 695,947 $ (32,714) $ 663,233
2017
() $ (283,156) $ (19,883) $ (303,039)
€H) ( DVA ) ( ) ocl
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« )
( )
« )
2018
) $  (620) $ 201,721
2017
€)) $ - $ (107,582)
(1) DVA ( ) ocl
( )
2018 12 31 2017 12 31
$ 9,235,777 $ 7,176,654
3,262,375 1,190,966
12,234 11,422
103,312 31,471
$ 12,613,698 $ 8,410,513
( )
2018 12 31 2017 12 31
[6h) $ 372,639 $ 23,152
€H)
( )
2018 12 31
$ 3,448 $ 3,448 $ - $ - 3 3,448
18,371 - 18,371 - 18,371
( ) 13,826,243 - 13,826,243 - 13,826,243

@

58/111



€3]

$

49,393
5,000

$

$

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

49,732 $ - $ 49,732
5,000 - 5,000

59/111



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

OooooOodd
( )
2017 12 31

$ 1,045 $ 1,045 - % - $ 1,045

4,263 - 4,263 - 4,263

( ) 8,256,771 - 8,256,771 - 8,256,771

( ) 34,888 - 34,888 - 34,888

o
$ 6,765 $ - $ 6,765 $ - $ 6,765
5,000 - 5,000 - 5,000
€h)
2018 12 31 2017 12 31
( )
2018 12 31
$ 116,679 $ 2,502,567 $ 922,079 $ 9,807,467
14,741 822,447 206,833 2,793,325
1,273 76,140 32,130 294,655
4,122 15,625 11,745 74,396
136,815 3,416,779 1,172,787 12,969,843
(136,815) (136,815)

$ - $ 1,035,972
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( )
2017 12 31
$ 281,186 $ 4,843,721 $ 158,354 $ 4,120,963
27,370 104,441 119,271 1,211,514
2,600 2,506 2,895 2,506
3,334 21,603 117 6,530
314,490 4,972,271 280,637 5,341,513
(280,637) (280,637)
$ 33,853 $ i
« )
( )
« )
( )
2018 2017

$ (182,751) $ (58,468)

(5,397) 12,468

226 (1,559)

(1,519) (160)

$ (189,441) $ (47,719)
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2018 12 31
( )
@

12 $ - $ 79,722 $ 79,722
2019 $ - $ 1,723,734 $ 1,723,734
2020 - 1,591,153 1,591,153
2021 - 2,091,723 2,091,723
2022 - 1,005,550 1,005,550
2023 - 1,486,339 1,486,339

5,000 4,635,477 4,640,477
$ 5,000 $ 12,533,976 $ 12,538,976
$ 5,000 $ 12,613,698 $ 12,618,698
Q) 3.50 N/
2017 12 31
( )
@

12 $ - $ 44,595 $ 44,595
2018 $ - $ 603,531 $ 603,531
2019 - 1,651,830 1,651,830
2020 - 1,432,622 1,432,622
2021 - 490,384 490,384
2022 - 1,253,051 1,253,051

5,000 2,934,500 2,939,500
$ 5,000 $ 8,365,918 $ 8,370,918
$ 5,000 $ 8,410,513 $ 8,415,513
Q) 3.50 N/M
D LIBOR
@

62/111



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

2018 12 31 2017 12 31
8,970,109 7,698,591
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C )
AOCI
( )

2017 12 31 $ (78,945)
( 2018-02) (16,961)
DVA [h) 223,856
2018 12 31 $ 127,950
2016 12 31 $ (11,090)
DVA Q) (67,855)
2017 12 31 $ (78,945)

(1) DVA

2018 12 31 2017 12 31
67,865 (39,727) ( )
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( )
2018 2017
$ 66 $ (358)
22 75
$  (1,868) $ 13,612
220
$  (1,560) $ 13,329
2018 2017
21.00 35.00
@ 4.52 (5.12)
@ 50.18
(526.57) (1,435.89)
(450.87) (1,406.01)
€H)
2018
1,648 2018
25.52
2017 13,329
2018 12 31 DVA
(37,201)

2018 12 31
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MORGAN STANLEY FINANCE LLC
STATEMENT OF FINANCIAL CONDITION
(In thousands of dollars, except where noted)
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At At
December 31, December 31,
2018 m7
Assets
Cash 3448 8 1.045
Trading assets at fair value - 33,853
Receivables:
Broker dealers 18,371 4263
Motes receivable (Parent) 13,826,243 8,256,771
Intercompany ( Parent) - 34888
Total Assets 13,848,062 8 8,330,520
Liahilities
Trading liabilities at fair value 1.035.972 S -
Pavables:
Broker dealers * 06,763
Interest 11,702 2007
Intercompany (Parent) _ 493093 =
Borrowings (includes 512,613,098 and 58,410,513 at fair value) 12,6 18.698 8.415.513
Total Liahilitics 13, 715765 § B424.285
Commitments and contingent liabilities (See Note 7)
Member’s equity (deficit) 132,297 {93,465)
Total Liabilitics and Member' s equity {(deficit) 13,848,062 5 8,330,820

See Motes to the Financial Statements

o
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MORGAN STANLEY FINANCE LLC
STATEMENT OF COMPREHENSIVE INCOME (LOSS)
(In thousands of dollars, except where noted)

oOoOooodn

2018 217

Revenues

Trading S (189441) 5 (47.719)

Interest income 223,055 67,782
Total Revenues 33614 20,063
Expenses

Interest expense 33,107 20,861

Brokerage, clearing and exchange fees 26 13

Professional services 135 135
Total Expenses 33,268 21011
Income (Loss) before income taxes 340 (Od8)
Provision (Benefit) from income taxes (1.560) 13320
Met income (loss) 1,906 114277
Other comprehensive income {loas) 223 856 {(7.855)
Comprehensive income (loss) £ 25762 8 (82,132)

See Motes to the Financial Statements
o d-
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MORGAN STANLEY FINANCE LLC
STATEMENT OF CASH FLOWS
(In thousands of dollars, except where noted)
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208 2n7
Cash flows Mrom operating activities:
Mel income | loss) g 19406 S {14277}

Adjustment to reconcile net income (loss) 1 net cash provided

bv (used for) operating activities:

Met changes in assct and liabilities: B B
Trading assets, net of trading liabilities 4845635 200447
Broker dealers {20,873} 24,087
Intercompany (Affiliates) - (27
Intercompany (Parent) 16,416 (6,540
Interest Q695 1024
Oither liabilitics and accrued expenses : (419

Mot cash provided by operating activities 491,709 213,295
Cash Mows from investing activities:
Met payments for:

Motes receivable (Parent) (5.611.555) (6084925
Met cash used for investing activities (5.011.555) (6.084.925)
Cash flows from financing activities:

Proceeds from:

Bomowings 8970, 109 7.698.591
Payments for:

Borowings (3,846,459 (1.826,774)
Net cash provided by linancing activities 5,123,650 3871817
Elfeet of exchange rate changes on cash and cash equivalents {1.401) 31
Met increase in cash 2403 1.018
Cash at the beginn 'mg of the period 1.045 27
Cash at the end of the period b 3448 5 1.045
Supplemental Cash Flow Information:

Cash payment for interest g 22,568 g 18,703

See Motes to the Financial Statements
Yt
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MORGAN STANLEY FINANCE LLC
STATEMENT OF CHANGES IN MEMBER'S EQUITY (DEFICIT)
(In thousands of dollars, except where noted)

Total Member's
Faquity (Deficity

Balance, December 31, 2006 s (11,333)
Net loss N _— . (14,277)
et change in accumulated other comprehensive loss, net of tax of

$39.727 (67.855)
Balance, Decem ber 31, 2017 (93,463)
Met income 159006
et change in accumulated other comprehensive income, net of tax of

867865 223 856
Balance, December 31, 2008 s 132,297

See Motes to the Financial Statements
aifa
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MORGAN STANLEY FINANCE LLC

NOTES TO THE FINANCIAL STATEMENTS
FOR THE Y EAR ENDED DECEMBER 31, 2018
(In thousands of dollars, except where noted)

1. Introduction and Basis of Presentation
The Com pany

Morgan Stanley Finance LLC (the *Company™), a single
member limited liability corporation, s a wholly owned
subsidiary of Morgan Stanley (the “Parent™).

Morgan Stanley Finance LLC is a “finance subsidiary™ of
the Parent, as defined in Securities and Exchange
Commission (“5ECT) Regulation 5-X. The Company
issues structured notes o the marketplace that are fullv
and unconditionally guaranteed by the Parent. Proceeds
from issuances are lenl o the Parent in the form of
Intercompany notes.

In 2006, the Company received a rating of BBE+ from
Standard & Poor’s,

Basis of Financial Information

The auwdited fnancial  statements  are  prepared  n
accordance with accounting principles generally accepted
in the United States of America (“US, GAAF™). which
require the Company to make estimates and assumplions
regarding the valuations of cerfain financial instruments,
deferred tax assets, the outcome of legal and tax matters,
and other matters that alfleet the fmaneial statements and
related disclosures. The Company  believes  that  the
estimates  wtilized in the preparation of its financial
statements are prudent and reasonable. Actual results
could differ materially from these estimates,

2. Significant Accounting Policies
Revenue Recognition
Trading

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

Interest Income and Expense

Interest income amnd Interest expense are acerued for
inferest-earning  assels and inferest-bearing  labilities,
including Motes recevable, Receivables and Pavables

with the Parent, and Bomrowings,
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Interest income and Interest expense are recorded within
the Company's statements of comprehensive income
iloss) depending on the nature of the instrument and
related market conventions. When interest is included as a
component of the nstruments” fair value, intersst s
included  within - Trading revenues, Otherwise, it is
included within Interest income or Interest expense.

Fair Value of Financial Instruments

Instruments within Trading assets and Trading hiabilities
arc measurcd at fair value, as required by accounting
guidance. These  financial  instruments  represent
derivatives the Company enlers into with the Parent to
ceconomically hedge its Borrowings, which are primarily
structured notes. Borrowings are primarily measured at
fair value through the far value option.

Gains and losses on instruments carmied at fair value are
reflected  in Trading revenwes  in the Company’s
statements of comprehensive income (loss).

The fair value of overdhe-counter (*OTC™) financial
instruments, including  denvative contracts  related 1o
financial instruments and commodities, s presented in the
accompanying statements of financial condition on a net-
by-counterparty basis, when appropriate.

Fasr Viue Option

The Company has elected the Fair value option for ceriain
Borrowings (structured notes) that are risk managed on a
fair value basis lo miligate income statement volatility
caused by measurement basis differences between the
elected instruments and their associated risk management
transactions or to eliminate complexitics of applving
certain accounting models.

Fair Vialue Measurement — Definition and Hierarchy

Fair value is defined as the price that would be receved to
sell an asset or paid fo transfer a liability (e, the “exit
price’™ in an  orderly transaction between market
participants al the measurement date.

Fair value s a market-based measure considered from the

perspective of a market participant rather than an enfity-
specific  measurc.  Therefore, even  when  market
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assumptions are not readily available, assumptions are sel
to 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 assets and financial liabilities on the
basis of ils net exposure o either markel or credit risk, the
Company measures the fair value of that group of
financial instruments consistenily with how  market
participants would price the net nisk exposure at the
measurement date,

In determining fair value, the Company uses various
valuation approaches amd establishes a hierarchy for
inputs used in measuring fair value that requires the most
abservable inpuls be used when available.

Observable inputs are inpuls that market participants
would use in pricing the assel or liability that were
developed based on market data obtained from sources
ndependent of the Company. Unobservable mpuls are
inputs that reflect assumplions the Company believes
other market participants would use in pricing the asset or
liability that are developed based on the best information
available in the circumstances. The fair value hicrarchy is
broken down into three levels based on the observability
of mputs as Follows, with Level 1 bang the highest and
Level 3 being the lowest level:

Level [, Valuations based on quoted prices i active
markets that the Company has the ability to access for
identical assets or labilities. Valuation adjustments and
block discounts are not apphed to Level 1 instruments.
Since valuations are based on guoted prices that are
readily and regularly available in an active market,
valuation of these products does nol entail a significant
degree of judgment,

Level 2. Valuations based on one or more quoled prices in
markets that are not active or for which all significant
inputs are ohaervable, cither directly or indirectly,

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

The avalability of observable inputs can vary from
product to product and is affected by a wide variety of
factors, for cxample, the tvpe of product, whether the
product is new and not vel established in the marketplace,
the higuidity of markets and other charactenstics 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 determination of fair value requires
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more judgment, Accordingly, the degree of judgment
exercised by the Company in determining far value is
greatest for instruments categorized in Level 3 of the fair
value hicrarchy,

The Company considers prices and inputs that are current
as of the measurcment date, including during periods of
market dislocation. In periods of market dislocation, the
ohservability of prices and inputs 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 hierarchy. For
additional information, see Mole 4.

In certain cases, the inpuls used o measure fair value may
fall into different levels of the fair value hierarchy. In such
cases, the total fair value amount is disclosed in the level
appropriate for the lowest level input that is significant to
the tatal fair value of the asset or hability.

Valuation Technigues

OTC derivative contracts have bid and ask prices that can
e observed in the marketplace. Bid prices reflect the
highest price that a party is willing to pay for an assel. Ask
prices represent the lowsst price that a party 15 willing to
accept for an asscl. The Company carrics positions at the
point within the bid-ask range that meet the Company’s
best estimate of fair value, For offsetting positions m 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 OTC derivative contracts is derived using
pricing models. Pricing mode Is take into account the
contract terms, as well as multiple inputs, including,
where  applicable, commodity prices. equity  prices,
interest rale vield curves, correlation, option velatility. and
currency rakes.

Where appropriate, valuation adjustments are made to
account for various factors such as liquidity risk (bid-ask
adjustments), eredit  qualitv, model  uncertainty  and
concentration risk. Adjustments for liquidity risk adjust
mardel-dermved mid-market levels of Level 2 and Level 3
financial instruments for the bid-mid or mid-ask spread
required to properly reflect the exit price of a risk position,
Bidemid and mid-ask spreads are marked to levels
ohserved in trade activity, broker quotes or other external
third-party data, Where these spreads are unohservable for
the particular position in question, spreads are derived
from observable levels of similar positions.

S8.
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The Company appliss credit-related valuation adjustments
o ils Borrowings (structured notes) for which the fair
value option was elected. The Company considers the
impact of changes in its own credit spreads based wpon
observations of the secondary bond market spreads when
measuring the fair value for Borrowings. Such credit risk
considerations do not impact the valuation of derivative
transactions with the Parenl as eredit risk would not
impact the exit price.

Adjustments for model uncertainty are taken, for positions
whose underlving models are reliant on significant inputs
that are neither directly nor indireetly observable, hence
requiring reliance on established theoretical concepts in
therr dernvation. These adjustments are derived by making
assessments of the possible degree of variability using
statistical approaches and market-based information where
possible,

See Note 4 for a desenption of valuation techmigues
applied 1o the major categories of fnancial instruments
mieasured at far value,

OMsetting of Derivative Instruments

In connechon with ils denvative actnaties with the Parent,
the Company enters into a master netting agrecment with
the Parent. This agreement provides the Company with the
right. in the event of a default by the Parent. to net
Parent’s rights and obligations under the agreement and 1o
liquidate against any net amount owed by the Parent.

For further information related to offsetting of derivatives,
see Mote 5,

Income Taxes

Deferved tax assets and labilities are recorded based wpon
the temporary differences  between the statements of
financial condition and income tax bases of asscts and
liabilitics using currently enacted tax rates in effect for the
vear in which the differences are expected to reverse. The
effect of a change in tax rates on deferred tax assets and
liabilities is recognized in provision for income lax
expense (benefit) in the peniod that mcludes the enactment
date, Such cffects are recorded in provision for income tax
expense (benefit) regardless of where deferved taxes were
originally recorded.

The Company recognizes net deferred tax assets to the
extent that it believes these assels are more likely than not
to be realized. In making such a determination, the
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Company considers all available positive and negative
evidence, including fulure reversals of existing laxable
temporary differences, projected future taxable income,
tax planning strategics, and results of recent operations,
When performing the assessment the Company considers
all types of deferred tax assels in combination with each
other, regardless of the origin of the underlving temporary
difference. If a deferred tax asset is determined to be
unrealizable, a valuation allowanee 15 establhished. I the
Company subscquently determines that it would be able to
realize deferred tax assets in excess of their net recorded
amount, it would make an adjustment to the deferred tax
assel  valuation  allowance, which would reduce the
provision for income taxes,

In accordance with the terms of the Tax Sharing
Agreement with the Parent, substantially all current and
deferred taxes (federal, combined and unitary states) are
seltled periodically with the Parent

Uneertain tax positions are recorded on the basis of a two-
step process whereby (1) the Company  delermines
whether it 15 more likely than not that the tax positions
will be sustained on the basis of the technical merits of the
position and (2) for those tax positions that meet this
threshold, the Company recogmizes the largest amount of
tax benefit that is more likelv than not to be realized upon
ultimate settlement with the related tax authority. Interest
and penaltics related to wnrecogmized tax benefits are
classificd as provision for income taxes,

Receivables and Payables — Broker Dealers

Receivables from and Payables to Broker dealers include
amounts related o unsetiled trades as well as amounts
receivable for scouritics failed to deliver by the Company
to a purchaser by the settlement date and amounts payable
for securities failed 1o receive by the Company from a
seller by the settlement date.

Foreign Currencies

Gains or losses resulting from remeasurement of foreign
currency Iransactions are ineluded in Trading revenues,
and amounts recognized in statements of comprehensive
income (loss) are translated at the rate of exchange on the
respective date of recognition for each amount.

73/111

oOoOooodn



Accounting Updates Adopted

The following accounting update was adopled on January
1, 201 8:

Reclassiffcation of Certain Tav Bfects from Accunnilated
Cther Comprehensive fncome (" ACCT) within member's
equitv. This accounting update, which the Company
elected to early adopt as of January 1. 2018, allows
companies (o reclassily from AOCT o relained camings
the stranded tax effects associated with enactment of the
Tax Cuts and Jobs Act ("“Tax Aet™) on December 22,
2017, These stranded tax effects resulted from the
requirement  to reflect  the total  amount  of  the
remeasurement of and other adjustments 1o deferred tax
assels and habilities i 2017 in Mel meome (loss),
regardless of whether the deferred taxes were oniginally
recorded in AOCL Accordingly, as of Jamuary 1, 2008, the
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(structured notes). These receivables amd pavables are
unsecured and payable on demand.

Trading assets, Trading labilities, and the associated
Trading revenues mainly  represent OTC derivative
transactions the Company enfers into with the Parent to
economically hedge its Borrowings (structured notes) and
market movements on those OTC dervative ransactions.

Interest income and expense are caleulated daily based on
the MNotes receivable and Receivables from and Payables
to the Parent,

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 il the Company had operated as an
unaffilizted business.

Company recorded a net increase to retained camings as 2 At At
resull of the reclassification of 516,961 of such stranded December December
tax effects previously recorded in ACCT, which were the 31,2018 31,207
result of the remeasurement of deferred tax asscls and “ﬂ‘f ““'E' receivables
liabilitics associated with the change in tax rales. fram "“_ih“cd
(‘{IIIIPBI'IK‘S
Aside from the above treatment related to the Tax Act, the Trading assets . s 33.853
Company releases stranded tax effects from AOCT imlo
i . Kecewables - Broker

carnings once the related category of mstruments or i 11,460
transaclions giving rise Lo these effects no longer exists. RM:.;_thq re e
For further detail on the tax effects reclassified, refer to |0 "p, o 13,826,243 8,256,771
Mode ¥ to the financial statements, Receirahles -

34,888
3. Related Party Transactions pvmpey (Paor)
Nodes receivable represents the proceeds from Borrowings Linbilities and paysbles
(structured niotes) which are lent to the Parent at rates ' #MMiliated companies
established by the treasury function of the Parent and its Trading liabilities g 1.034,088 g
consolidated subsidiaries (the “Firm™) and are pavable on
demand. These rates are periodically assessed  and Payables - Broker dealers - 634
intended to approximate the market rate of interest that the Payables - Intercompany o
Firm incurs i funding iis business. {Parent) '
Receivables from and Pavables to the Parent represent
unsettled amounts related to Borrowings (structured notes) 2018 2017
and the Tax Sharing Agreement as discussed further in
Note 9, These recenvables and payables are unsecured, Revenues with affiliated
pavahle on demand, and bear interest at rates established compaiies
by the treasury function of the Fim and which .

J : Trad 5 (H06380) 8 235437
approximate the market rate of interest that the Firm ---E-I-IE'_ {1‘;---- A3 =
incurs in funding its business as it is periodically Inierest income 223,035 67,782
reassessed.

Expenses with alfiliated
Receivables from and Pavables to Broker dealer affiliates mrrpun;n
represent  unsettled  amounts  related 1o Borrowings Inflerest expense s 3 S 70
- 10 -
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4. Fair Values
Fair Value Measurements

A description of the valuation techniques applied to the Company’s major categonies of assets and labilities measured at
{air value on a recurring basis follows.

Assel and Liability / Valustion Technigue Valuation Hierarchy Classification

QT Derivative Contracts
« OTC denvative contracts mclude forward, swap and oplion * Generally Level 2
coniracis related 1o interest rates, foreign cumrencies, equily prices
or commodily prices.

Depending on the product and the terms of the ransaction, the fair * Level 3 - in instances where the unchservable input
value of OTC derivative products can be modeled using a series of is deemed significant
technigues, ncluding closed-form analytic formulas, such as the

Black-Scholes option-pricing model, simulstion models or a

combination thereof. Many pricing models do not entail matersal

subjectivity as the methodologies emploved do not necessitate

significant judgment. since model inputs may be observed from

actively quoted markets, as s the case for generic interest rate

swaps, many equity, commodity and foreign currency 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.

More complex OTC derivative products are twpically less liguid
and require more judgment in the implementation of the valuation
techrigue since direet trading activity of quotes are unobservable
This incledes certain tvpes of interest rate denvatives with
volatility and correlmtion exposure, egquity and commodity or
foreign currency derivatives that are either longer-dated or include
exposure 1o multiple underlyings. Where these mputs  are
unohservable, relationships to observable data points, based on
histornie and'or implied observations, may be employed as a
techmigque to estimate the model input values.

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

For fusther information on derivative instruments, see Note 5
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Valuation Hierarchy Classification

Borrowings - Structured Nodes

* The Company issues structured notes which are primanly
composed of, instruments whose payments and redemption valuees
are linked to the performance of a specific index, a specific equity
security, a commodity, a oredit exposure, and instruments with
various  interest-rate-related features including step-ups, siep-

downs, and zero coupons.

+ Fair value of structured notes is determined using valuation models
for the derivative and debt portions of the notes. These models
incorporate observable mputs referencing identical or comparable
securities, including prices to which the notes are linked, interest
rate vield curves, option volatility and currency rates, ard

commodity of equily prices.

+ Independent, external and traded prices for the notes are considered
as well, The impact of the Company’s own credit 15 also included

based on observed secondary bond market spreads.

« Generally Level 2

* Level 3 - in instances where the unobservable mput
is deemed significant

-12-

76/111



EDINETOOOO

o o o o o o =5 2K )
oOoOooodn

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Al December 31, 2018
Level 1 Level 2 Level 3 Taotal
Assets at Fair YValue
Trading assets:
__OTC Derivative contracts:
Fquity contracts § - & 11,903 8§ 4716 % 116,679
Interest rate contracts 2076 6,665 14,741
Foraign exchange contracts 1,273 - 1,273
Commaodity contracts - 4,122 - 4122
MNetting - {125,374y (11.441) {136,815
Total OTC denvative contracts - - - -
Total trading assets b - % - 5 - %
Total assets at Gair value 5 - 8 - 5 - &
Liabilitics at Fair Value
Trading habalities:
OTC Dernvative contracts
Equity contracts 5 - & TIT9E 5 204,121 % 922079
Interest rate contracts 138,125 A7, T 206,833
Foreign exchange contracts - 20,12 11,008 32,130
Commaodity contracts - 11.745 - 11.745
Nening ™ - {125.374) (11.441) (136,515
Total OTC denwative contracts - 784,576 251,396 1,035,972
Todal lm.dinE liakilities - T84.576 251, 3% 1035072
Hnrmwin&u - Structured Notes - 10,945 582 1668, 116 12,613 608
Tuotal linbilities a1 Fair value % - % 11,730,158 % L9951 S 13,649,670

W posgions clasafied within the seme level of the fair suhee hicrarchy that =re with the seme comerparty, sre netted within thet level, As of Diecember 31,
018, there were no positions with the same counterpaty that cross over the levels of the fair value hierarchy. For farther information on derlvalive

InHnEmEs, s68 Nalg 5

-13-
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Al December 31, 2007
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Level 1 Level 2 Level 3 Netting "' Total

Assets ol Fair Value

Trading assets:

OTC Denivative contracis:
Equity contracts 3 3 2356 3 6,040 5 - 5 281,186
Interest rate contracts 25,131 239 - 27,370
Foreign exchange contracts 2,600 - - 2600
Commodity contracts 3,334 - - 3334
Mletting m (154,340 (28.870) {656,018 (280,637}
Total OTC denvative contracls 104,771 - (66,918) 33,853

Total wrading assets 106,771 - (66,918) 33,853

Taoial asseis ai fair value 5 £ 100,771 § - 3 (66,918} S 33,853

Liabilities at Fair Value

Trading liabilities:

OTC Denvative conlracts!

_ Equity contracts 3 S 92022 8 66332 S - S 15838
Interest rate contracts B, R0 29,4635 - 115,271
Foreign exchange cantracts 2,895 - : 2895

___ Commodity contracts 17 : : ur
Wetting " {184,840 (28.879) (66,9183 [230.637)

Total OTC derivative contracts - 66,918 (66.918) -
Total trading liabilities . 65,918 (66,918) .
Borrowings - Structured Notes 7,314,066 10, 447 - 5410513

Taotal liahilities at Tair value 5 5 TAlOGG S5 1163365 = (66,918) 5  H410513

W Por posilsons with the same comnterparty thil cross over the levels of the fasr value hiomrchy, coustamety nelting is mchluded i the colimn Bibed * Netting ™
Posttions chassifbed within the same level that ane witl he same countapanty are netied within that level. For famher imformation on dernvative mamnments,

B Mot F,

£l F 00
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Changes in Level 3 Assets and Liabilities Measured at Fair Value on a Recurring Basis
Rollforward of Level 3 Assets and Liabilities Measured at Fair Value on a Recurring Basis for 2018

Beginning Emdmg
Balamce at Total Reslized Balanos o Unrecalized
December 31, and Unrealized Sales and ek December 31, Cmins
017 Gaing {Lessex)  Puschases Ismiances Seltlanmts Transfirs " g {Losses}
Lintilities 3t Falr
Value
et OTC derivalive
comtracts
Equity coniracts 3 e 5 (146.869) § {10336 § - & 20006 5 13,68 i 199,348 5 (111145
Enteres rule
conlracs 2120 127} = s 8,005 (23453 41,043 (95007
Forcagn Exchango
_eomimaets (8502} . . 2,506 . 11,008 (8,502)
Teoaal met OTC derivalive
COPArRcts 66,918 ANG3 A A TILERA) - 3NSET 11.25% 151,396 (1 2W160)
Bomowings - Structured
Miles 1,006,447 61,913 . 76078 (102027} {4 AT 1,668 116 61,018
Todal Lialdl#ies at Fair
Value 3 1,163,365 § (1015851 §  (20.8%6) § 796079 5 {77 460) (43,171 5 1919512 § [68,143)

B Durimg 2018, the Company transforred fom Level 3 1o Level 2 554470 of Borrowmgs (dniciured nobesh dic 1o a rodudion m the sspnificande of the uncbsarvable

inputs relating o volatiliny.

T Met OTC derivative contracts represent Trading linbiBties, net of Trading assets. Amounts we presanied befire camterpaty nelling

Rollforward of Level 3 Assets and Liabilities Measored at Fair Value on a Recurring Basis for 20017

Beginming Total Realized Ending
Balance af amd Balamoe al Unreabined
December 31, Unrealamed Sabes and Mel Drecerber 31, Cains
2016 Liains | Losses) Parchases |=mnges Selilements Trunsfers plx] {losses §
Liahillitles at Fale
Walie
et OTC danivative
comtracts’
Equity contracts 3 %200 3 (22.655) & (18]} § s 1075 (22T 8 e 5 (31173
Enterest rale
contracs 23,660 05058 - . 13,552 - 27,226 [6E25)
Toaal net OTC
derivative contracts 32,879 {12 6600 118) 2 23,660 (2.X74) G018 {45,958
Bormowings - Structured
Moles 177,737 21,518 - 1016 282 {9538 ) 1655, 0005 ) L0 44T I1.197
Todal LEabilitbes at
Falr Valie 5 T06l6 § 93278 S (18] §  1.016.284 % 14031 5§ (68370) 8§ 116l3sE & [LT01)

bt DT derivative confracts represent Trading liabiBtics, ne of Trading asscis. Amounts sre presanied before coumbeparty neling.

The unrealized gains (losses) during the period for assets imcluded in Trading revenues in the statements of
and liabilities within the Level 3 category may melude comprehensive income (loss).

changes in fair value during the period that were

attributable to both abservable and unobscrvable inputs,

Total realized and unrealized gains (losses) are primarily

-15-
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Significant Unobservable Inputs Used in Recurring
Level 3 Fair Value Measurements

The following disclosurcs provide information on the
valuation techniques. significant unohservable inputs, and
their ranges and averages for cach major category of
assets and liabilitics measured al fair value on a recurming
basis with a significant Level 3 balance. The level of
agoregation and breadth of products cause the range of
inputs to be wide and not evenly distnbuted across the
inventory. Further, the range of unobservable inputs may
differ acress frme in the financial services industry
because of diversity in the types of products included in
each firm’s inventory. The following disclosures also
melude qualitative mformation on the sensitivity of the
fair value measurements to changes in the significant
unobservable  inputs.  There  are  no  predictable
relationships between multiple significant unobservable
nputs attributable o a given valuation lechmique. A singls
amount 15 disclosed when there 15 no  significant
difference between the minimum, maximum and average,

Balance/ Hange (Average)™
1018 2017
Ll st Guir valwe
Wet OTC derivative confracts:
. &
Exquity contracts ™ Ok T LA w602
Option Model
AL the money volatility 495 10 11% &% 1o 1%
[23%) (10%e)
Volatilily skew =Haln s “Palnifs
() ()
Equily - Equiy corrlation 458 1o 9% 3585 1o 9%
1E2%) {92%)
Eqpaily - Forei ch
ot ol a4 8P 1o Ma 65 10 1M
{200 {30
Interest rate coniracts 5 41,041 & p IR
Option Modal
Ecqaily volatility discount el 00 1%
5% [P/ )
[nberes rale - Curve
cormelation R T i
{T7% 1 Tt o
Borrowings - Strecthared
Motes. 5 1&ER11E 5 1,086,447
Cption Model
Al the money valatility 15% 10 304 1P 10 e
{14%%) {22%)
Volatilny shew 1% 10 2% 1% 10 P
1P} 1P}
Ecqily - Equity cormelation 16% 1o ¥5% A% 10 ¥5%
[EE ] {T5%)
Ecqaily - Foreugn exchange =152 10 MPs =152 10 s
correlation 127%) [-27%%)

Amounts represond weighteod averages excoopl where simple averages and
the moedian of the mpuls &t mor relevant
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Includes OTC derivative comtracts with muliaple risks (Le, hybned
products),
0 WM . Not Meningfisl

Significant Unobservable Inputi—~Description
andd Sensitivigy

An increase (decrease) to the following inputs would
generally result i an impact to the fair value, but the
magnitude and direction of the impact would depend on
whether the Company is long or short the exposure.

«  Comelation: A pricing input where the pavofl is
driven by more than one underlying risk. Correlation
is o measure of the relationship between the
movement of two vardables {ne, how the change in
one varable mfluences a change i the other
variable).

+  Wolatility: The measure of wvariability in possible
retums 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 lexs risky 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, the tenor and the
strike price of the option.

s Volatility skew: The measure of the differemce in
implied volatility for options with identical underlicrs
and expiry dates but with different strikes.

Fair Value Option

The Company elected the fair value option for
Borrowings (structured notes) that are risk managed on a
fair value basis te mitigate imcome slatement volatility
caused by measurement basis dilferemces between the
clected instrument and their associated risk management
transactions or to climinate complexitics of applyving
cerfain accounting msdels.

Earnings Impact of Instruments under the Fair Value
Option

Trading Interest Met
Revenues Expense Eevenes
b L
13¢m-.t'u-gs“' 5 695047 3 (32714) 8 663,133
7

Borowings"'  § (283.156)§ (19883} 5 (303,039

Unrealized Dol valumion adjusdmots DV A" gains {loses) are
recorded m OCT amd, whn eoalized, m Trading revanoes. For adaditional
imformetion, see Moles 2wl §

=16 =
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Gains (lossesp are mainly attributable to changes in
foreign exchange rates, or inlerest rales or movements in
the referance price or index.
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Borrowings Measured at Fair Value on a Recurring
Basis

Al Al
i i . L December December
The amounts in the previous table are included within Net 31, 2018 31,2017
revenues and do not refleet any gains or losses on related Rusiness Unit
Imdging instruments. Responsible Tor Risk
Management
Gains (Losses) due 1o Changes in Instrument-Specific Equity § 9235777 5 TA7T6654
Credit Risk ; Interest rates 3,262,375 1,154,964
_ Other Foreign exchange 12234 11,422
Comprehensive L T i
Trading Revenues Income (Lass) Commoditics 103,312 31471
2018 Tatal & 12613698 5§ 8410513
Borrowings™ 5 {620) § 291,721
o G - Excess of Contractual Principal Amount Over Fair
Borrowings ] - 3 (107,382) Value
U Unrealized [V A gains (losses) are recorded in OOT and, when realized, in - -
Trading revenues. For additionall mformaison, see Notes 2 and 8 December December
31, 2018 31, 2017
Bamrawings "' § 372630 8§ m8

Financial Instruments Mot Measured At Fair Value

Barowings in this tmble do nal include strechured motes where the
ropayment of the mitial prancipal amount foctustes based on changes ina
reference price of indsx

At December 31, 2018

Fair Value Level
Carrying Value Level | Level 2 Level 3 Total

Financial Asseis
Cash s 3448 % 3448 8 - % - 5 3448
Receivables:

Brokers dealers 18371 18,371 - 18,371

Notes receivable {Parent) 13,826,243 13,826,243 Z 13,826,243
Financial Liabilities
Payahles: o

Intercempany (Parent) 5 49,393 3 5 49,731 % - 5 49,731
Bomowings 5,000 5,000 - 5,000

oOoOooodn

i

Intarest papablies whare carrying valee sgproximles Bar value have bomn oxduaded.
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At December 31, 20017
Fair Value Level
Carrying Value Level 1 Level 2 Level 3 Total

Financial Assets
Cash 5 1,045 8 1045 5 -~ % - 8 1,045
Receivahles:

Brokers dealers o 4,263 - 4,263 - 4,263

Modes recervahle (Parent) 8,256,771 . 8,256,771 - 8256771

]nu:rmmpan}" (Parent) 34,888 - 34 888 - 34 BRE
Financial Liabilities
Payables:

Brokers dealers 5 6,765 - % 6,765 8 - & 6,765
Eorrowings 5,000 - 5,000 - 5,000

Interesd pavables where camying value spproximates fur valie have been excladed.
5 Derivative Instruments
The Company uses OTC swaps, forwards, options and other derivatives referencing. ameong other things. interest rales,
currencies, and equily securities as parl of the hedging stralegy for structured notes. The Company does nol apply hedge
aceounting.
Fair Value and Notional of Derivative Instruments

The following tables summanze the fair value of denvative instruments by type of derivative contract on a gross basis at
December 31, 2018 and December 31, 2017.

Rilateral OTC
At December 31, 2018
Aszsels Liahilities
Fair Value MNotional Fair Value Motional
OTC Derivative contracts
Equity contracts % 116679 & 2502 567 § 022010 § 9,807 467
Interest rate contracts 14,741 822,447 206833 2793325
chlgn_f:j{c!mngc contracts ]_,ET.?-_ To 140 3%]3’] "'T?-I,@SS
Comemodity contracts 4.122 15.625 11.745 74,396
Total gross OTC derivative contracis 136,815 3,416,779 1,172,787 12,969,543
Amounts olTset
Counterparty nefting {136.815) {136.815)
Total Troding liabilities 3 - 5 1,035,972
Bilateral OTC
Al December 31, 2007
Agmels Lighilities :
Fair Value Motional Fair Value Motional
OTC Derivative contracts
Equity contracts § 281,186 § 4843721 8 158354 3 4,120963
Interest rate contracts 27,370 104,441 119,271 1,211,514
Forergn exchange contracts 2,600 2,506 2895 2,506
Commodity contracts 3,334 21,603 117 6,530
Todal gross OTC derivative confracts 314,490 4,972,271 280,637 5341513
Amounts of Tsel
Counferparty netling (280.637) (280,637}
Total Trading assels 5 33,853 5 -

=18 =
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The table below summarizes gains (losses) on Trading
mstruments  neluded  in Trading  revenues i the
statements of comprehensive meome (loss) from trading
activitics, These activities include revenucs related 1o
derivative and non-derivative financial instruments. The
Company  ulilizes derivatives o hedge Bomowings
{structured notes) held at fair value in connection with its
risk management strategies.

Gains (Losses) Recognized in Trading Revenuwes by
Product Type

018 2017
Equity contracts 5 (IB2751) 3 (58.40%)
Interest rate contracts (5,397} 12,468
Foreign exchange contracts 226 (13550
Commodily contracts (1,519 {1660}
Tatal S5 (180441 8§ {47,719
6. Borrowings

Maturities and Terms of Borrowings as of December
31, 2018

Fixed Variabhle Rate

Rate M Eicion
Original maturitics of one vear
or less
Due in the next
12 months 5 - 5 Tl § PBIa
Orriginal mauritics greater
than a vear
Due in 2019 5 - & L7237 8 1713734
Due i 2020 - 1.591,153 1,591,153
Drue in 2021 - 081,723 021,723
Due inm 2022 - 1005 550 1,005,550
Due im 2023 - 1,486,335 1,486,339
Thereatter 5,000 4635477 4640477
Total $ 5000 8 12353397 § 12538975
Tatal
Burﬁrwil‘lgs 5 5000 % 12613698 % 12618608
Wieghted average
coupon rate at
period-end ™ 3.500 N

EDINETOOOO
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Maturities and Terms of Borrowings as of December
31,2017

Fixed Rate * "roble Rate o)
Original maturities of one year or
less
De inthe next 12
mcaths 5 - 5 44,505 5 44,505
Original maturities greater than
a year
Prse 1 2018 < -1 603,531 &  603.53]
D 1n 2019 - Le5LE30D 1,651,850
Do an 2020 1432622 1432622
Due in 2021 490,354 A5, 384
D i 2022 - 1,233,051 1,253,051
Thereafier 5.000 2034500 2930500
Total 5 5000 5 8365918 3 B3T001F
Total Borrowings 5 5000 5 £410513 5 B415513
Weighted average
Dt'lLI.pOf‘I rate al
period-end ! 3500 NN

U Yariable mile bormowings bear mlored based on o ity of indices, inchidmg
LIO#: snd federal funds rates. Amounts inchude notes cmied o fair valee
with warious payment provisions, inchiding notes finked to the performance
of a sealie mdex, o spodfic opily soounly, a commedity, & oedit
cipodire, and  instnements with various  inleredt-rate-rebited  festures
inchiding step-nps, stap-downs, and sero cogpons.

W Includes only bormowings wath original manmilics or than one yoar,
Weighted avernge coupon is calalaled utilizing U5, and mon-US, dollar
interest rates amd exchudes fmancidl mstruments for which the far walue
oplion was elected Vimually all of the vanable rabe nales isued by the
Company are camicd al fair vabee so 3 weighted aversge coupom is nol
meanngfil.

All of the Company’s Borrowings are considered senior
debt. For the year emded December 310 20018 and
December 31, 2017, the Company issued structured notes
with a fair value of approximately S2.970,109 and
ST.698.591 respectively.

Certain senior debt securities are denominated in various
non=11.5. dollar cumrencies and primarily structured (o
provide a retum that is linked to equity, credit, commodity
or other indices {eg. the consumer price index), Senior
debt zlso may be structured to be callable by the Company
or extendible at the option of holders of the semor debt
securilics,

Senior Debt — Porrowings  (structired notes), The
Company’s Bormowings primarily include notes carried
and managed on a fair value basis. These include
instruments whose payments and redemplion values arc
linked to the performance of a specific mdex, a specific
equity security, a commodity, a credit exposure, and

- 19
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instruments  with various  interest-rate-related  features
including step-ups, step-downs, and zero coupons. To
minimize the exposure from such instruments, the
Company has entered into various swap confracts and
purchased options that effectively convert the borrowing
costs inlo floating rates. The Company carries the entire
Borrowings (structured notes) at fair value. The swaps and
purchased options used Lo ecconomically hedge the
embedded features are denvabives and also are carmied at
fair value, Changes in fair value related to the Borrowings
{structured notes) and cconomic hedges are reported in
Trading revenues. See Notes 2 and 4 for further
information on Borrowings (structured notes ).

7. Commitments, Guarantees and Contingencies

Legal

In the normal course of business, the Company may be
named, from time 1o time. as a defendant in various legal
actions, including arbilrations, class actions and other
litigation, arising in connection with its activitics as a
global financial services institution. Certain of the actual
or threatened legal actions include claims for substantial
compensatory  and'or punitive damages or claims for
mdeterminate 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 1o time, in
other reviews, investigations and proceedings (both formal
and informal) by governmental and  self-regulatory
agencies  regarding  the  Company™s  business,  and
involving, among other matters, =ales and trading
aclivities, accounting and operational matters, certain of
which may result in adverse judgments, settlements, fines,
penalties, injunctions or other reliefl.

The Company contests liability and‘or the amount of
damages as appropriate in cach pending matter, Where
available information indicates that it is probable a
liability had been mcurred at the date of the financial
statements and the Company can reasonably estimate the
amount of that loss, the Company accrucs the estimated
loss by a charge to income. In many proceedings and
investigations, however, it is inherently difficult to
determine whether any loss is probable or even possible or
to estimate the amount of any loss. In addition, even
where loss 15 possible or an exposure to loss exists in
excess of the liability already acerued with respect to a
previously recognized loss contingency. it is not always

EDINETOOOO
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possible to reasonably estimate the size of the possible
loss or range of loss.

For cemain legal procecdings and investigations, the
Company  cannol  reasonably  estimate  such  losses,
particularly for proceedings and investigations where the
factual record is being developed or contested or where
plamtifls or governmental agencies seck substanbal or
indeterminate  damages,  restitution,  disgorgement  or
penaltics. Mumerous issucs may need to be resolved,
including through potentially lengthy  discovery and
determination of important factual matters, determination
of issues related to class certification and the caleulation
of damages or other relief, and by addressing novel or
unseftled legal questions relevant to the procesdings or
investigations in question, before a loss or additional loss
or ranges of loss or ranges of additional loss can be
reasonably estimated for a proceeding or mvesligation.

For certain other legal procesdings and investigations, the
Company  can  cstimale  reasonably  possible  losses,
additional losses, ranges of loss or ranges of additional
loss in excess of amounts acerued. but does not believe,
based on current knowledsze and after consultation with
counsel, that such losses will have a material adverse
effeet on the Company’s financial statements as a whole.

& Accumulated Other Com prehensive Income (Loss)

Changes in AQCL

Debi Valuation
Balance at December 31, 2017 3 (78,945)
Cumulative adjustment for acoounting
changes (ASL 2018-02) (16,961}
Change in net DA™ 223,856
Balance at December 31, 2018 5 127,950
Balance at December 31, 2016 5 {11,060)%
Change in net DVA™ (67 855)
Balance at December 31, 2017 3 (78,245)

" DVA represents the change in the fair value resulting fom
fluctustions in the Company’s credit sprends and other cradit fBctors
related 0 lalalies camed at fur value. Amount for the veawr ended
December 31, 2018 and December 31, 2007 weluckes income tax
provision (benafit) of $67,885 and 5(39,727) respectively, See Nota 2
fior fiarther information.

.20 -
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9, Income Taxes

The Company 5 a single-member limited  liability
company that is treated as a disregarded enfity for federal
income tax purposes. The Company is included in the
comsolidated federal income tax retum filed by the Parent.
Federal income taxes have generally been provided on a
modificd separate entity basis in accordance with the Tax
Sharing Agreement with the Parent. The Company is
included in the combined state and local income tax
returns with the Parent and certain other subsidiaries of
the Parent. Stale and local income taxes have been
provided on separate entity income at the effective tax rate
of the Company s combined filing group,

In mccordance with the terms of the Tax Sharing
Agreement with the Parent, substantially all current and
deferred taxes (federal. combined and unitary states) are
seltled periodically with the Parent.

The Provision For (benefit from) income taxes consists of

2018 2017

Curent .

Federal 5 66 % (358)

Etate and Local 22 75
Dreferred

Federal 1 (1,868 & 13612

State and Local 220 -
Tatal 8 (1,560} % 13,529

Reconciliation of the U5, federal statutory income tax
rate to the effective income tax rafe:

018 017
2100 % 35001 %

U5 Federal statutory income
lax rate

U5 State and Local incomie
taxes, net of U.S. Federal 4.52%
income tax benefis™

(5.12)%

50.18 % =

State Legislation Change ™'
Tax Act Enactment (526,57 (1,435.89)%
Effective income tax rate (40870 (1,406.01 %%

Siate mnd Local Income tax effective tax rate reflects adjustments
nszocint ed with the filing of date and local income lax relums

The Company’s effective tax rate for 200% incleded a net
tax benefit of SLO4E primanly associated with the
remeasurement of net deferred tax assets due to the impact
of the Tax Act and State Legislation, Excluding the impact
of the Tax Act and State Lepgislation, the offective tax rate
for 2018 would have been 25,52%,

EDINETOOOO
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The Company’s effective tax rate for 2017 included a tax
provision of 513,320 associated with the remeasurement
oof met deferred tax assets as result of the Tax Act.

Deferred income taxes reflect the net tax effects of
temporary differences between the financial reporting and
tax bases of assets and liabilitics and are measured using
the applicable enacted tax rates and laws that will be in
effect when such differences are expected o reverse. In
abaence of the Tax Sharing Agreement with the Parent,
the Company’s net deferred tax liability at December 31,
2018 would be S7.201), which is attributable to DV A

The Company is subject to the income and indirect tax
laws of the 115, ils stales 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
authorities. The Company must make judgments and
mterpretations about the application of these inherently
complex fax laws when determining the provision for
income taxes and the expense for mdirect taxes and must
also make estimates aboul when cerfain lems affect
taxable income in the various tax jurisdictions. Disputes
over interpretations of the tax laws may be settled with the
tavang authority upon exanmnation or audil. The Company
periedicallv evaluates the likelihood of assessments in
cach taxing jurisdiction resulting from  cuwrrent  and
subsequenl vears” examinalions. and unrecogmized lax
kenefits related to potential losses that may arise from Lax
audits are established in  accordance with relevant
accounting guidance. Onee established, unrecognized tax
benefits are adjusted when there s more information
available or when an event occurs requiring a change,

As of December 31, 2018, the Company has not acerued
amy liabilitics for unrccognizad tax benefits in its financial
stalement.

Tax Authority Examinations

The Company, through its inclesion in the retum of the
Parent, 15 under continuous examination by the Internal
Revenue Service (the “IRS™) and other tax authoritics in
certain states in which the Company has significant
busincss operations, such as New York, The Company
cstablishes a liability for unrecognized tax benefits, and
associated interest, if applicable (“tax labilities™), that it
believes 15 adequate in relation o the potential for
additional assessments. Once established, the Company
adjusts sech tax liabilitics only when new information is
available or when an event occurs necessitaling a change.

=] =

85/111

oOoOooodn



The Company believes that the resolution of these tax
matters will not have a material effect on the statements of
financial condition, although a resolution could have a
material impact in the stalements of comprehensive
ineome (loss) and on the effective tax rate for any period
in which such resolution ceours,

It 15 reasomably possible that significant changes in the
balance of unrecognized tax benefits may occur within the
next 12 months  related to  certain tax  authoniy
examination referred to above, At this ime, however, it is
not possible to reasonably estimate the expected change o
the total amount of unrecognized tax benefits and the
impact on the Company™s effective Lax rate over the next
12 months.,

The following are the major tax jurisdictions in which the
Company and its alliliates operate and the carliest lax year
subject to examination.

United States 2013
Mew York State and City 2007

10. Subsequent Events

Effective January 2019, the Company amended its Tax
Sharing Agreement with the Parent such that the Company
no longer periodically seftles its deferred taxes with the
Parent and will be settling with the Parent when current
Laxes are due 1o be paid.

The Company has evaluated subsequent evenis  for
adjustment to or disclosure in the financial statements
through April 4, 2019, the date on which the financial
statements are available to be issued. and the Company
has not identified any recordable or disclosable events, not
otherwise reported in the financial statements or the notes
thereto,

.27,
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(1) 2017 14 (2018 19 )

2 2017 14 (2018 30 )

(3) 2017 14 (2018 30 )

% 2017 14 (2018 31 )
(5) 2017 14 (2018 )

(6) 2017 14 (2018 )

@ 2017 14 (2018 14 )

(8) 2017 14 (2018 14 )

9 2017 14 (2018 16 )
(10) 2017 14 (2018 16 )
(11) 2017 14 (2018 26 )
(12) 2017 14 (2018 26 )
(13) 2017 14 (2018 )

(14) 2017 14 (2018 )

(15) 2017 14 (2018 20 )
(16) 2017 14 (2018 20 )
17) 2017 14 (2018 27 )

(18) 2017 14 (2018 27 )

(19) 2017 14 (2018 25 )
(20) 2017 14 (2018 26 )
(21) 2017 14 (2018 26 )
(22) 2017 14 (2018 27 )

(23) 2017 14 (2018 27 )

(24) 2017 14 (2018 )

(25) 2017 14 (2018 17 )
(26) 2017 14 (2018 17 )
@27) 2017 14 (2018 28 )
(28) 2017 14 (2018 31 )

(29) 2017 14 (2018 31 )

(30) 2017 14 (2018 )

(31) 2017 14 (2018 18 )
(32) 2017 14 (2018 18 )
(33) 2017 14 (2018 21 )
(3%) (2018 29 )

(35) 2017 14 (2018 29 )

(36) 2017 14 (2018 27 )
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(37) 2017 14 (2018 31 )
(38) 2017 14 (2018 31 )
(39) 2017 14 (2018 )
(40) 2017 14 (2018 16 )
(41) 2017 14 (2018 16 )
(42) 2017 14 (2018 22 )
(43) 2017 14 (2018 27 )
(44) 2017 14 (2018 27 )
(45) 2017 14 (2018 28 )
(46) 2017 14 (2018 30 )
A7) 2017 14 (2018 30 )
(48) 2017 14 (2018 30 )
(49) 2017 14 (2018 12 )
(50) 2017 14 (2018 12 )
(51) 2017 14 (2018 12 )
(52) 2017 14 (2018 13 )
(53) 2017 14 (2018 13 )
(54) 2017 14 (2018 14 )
(55) (2018 28 )
(56) 2017 14 (2018 28 )
(57) 2017 14 (2018 10 22 )
(58) 2017 14 (2018 10 22 )
(59) 2017 14 (2018 10 26 )
(60) 2017 14 (2018 10 29 )
(61) 2017 14 (2018 10 29 )
(62) 2017 14 (2018 11 13 )
(63) 2017 14 (2018 11 13 )
(64) 2017 14 (2018 11 16 )
(65) 2017 14 (2018 11 22 )
(66) 2017 14 (2018 11 28 )
(67) 2017 14 (2018 11 28 )
(68) 2017 14 (2018 11 29 )
(69) 2017 14 (2018 12 10 )
(70) 2017 14 (2018 12 12 )
(71) 2017 14 (2019 )
(72) 2017 14 (2019 )
(73) 2017 14 (2019 19 )
(74) 2017 14 (2019 20 )
(75) 2017 14 (2019 27 )
(76) 2017 14 (2019 27
@77) 2017 14 (2019 )
(78) 2017 14 (2019 )
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(79) 2017 14 (2019 )

(80) 2017 14 (2019 19 )
(81) 2017 14 (2019 20 )
(82) 2017 14 (2019 20 )
(83) 2017 14 (2019 26 )
(84) 2017 14 (2019 26 )
(85) 2017 14 (2019 29 )

(86) 2017 14 (2019 29 )

(87) 2017 14 (2019 16 )
(88) 2017 14 (2019 19 )
(89) 2017 14 (2019 19 )
(90) 2017 14 (2019 26 )

(91) 2017 14 (2019 26 )

(92) 2017 14 (2019 )

(93) 2017 14 (2019 20 )
(94) 2017 14 (2019 20 )
(95) 2017 14 (2019 21 )
(96) 2017 14 (2019 30 )

(97) 2017 14 (2019 31 )

(98) 2017 14 (2019 31 )

(99) 2017 14 (2019 31 )

(100) 2017 14 (2019 17 )
(101) 2017 14 (2019 18 )
(102) 2017 14 (2019 18 )
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2018 12 31
2017
2027
1,026,000,000 50,000,000 976,000,000
2017
2027
795,000,000 0 795,000,000
2017
2027 27
1,577,000,000 0 1,577,000,000
26
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2017
2027 27
796,000,000 0 796,000,000
26
2017
2027 11
11 464,000,000 0 464,000,000
2017
2027 11
11 1,218,000,000 0 1,218,000,000
2017
2027 12
12 743,000,000 0 743,000,000
2017
2027 12
12 983,000,000 0 983,000,000
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2017
2022 12 12
12 14,635,000,000 10,000,000 14,625,000,000
20
S&P500
2018
22,359,000,000 2,000,000 22,357,000,000
2021 16
26
2018
2023 10
11,618,000,000 22,000,000 11,596,000,000
26
S&P500
2018
2028
690,000,000 0 690,000,000
2018
2028
687,000,000 0 687,000,000
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2018
2028
326,000,000 0 326,000,000
2018
2028
685,000,000 0 685,000,000
2018
2023 10
3,879,000,000 11,000,000 3,868,000,000
24
S&P500
2018
2023 10
961,000,000 0 961,000,000
24
S&P500
2018
2028
662,000,000 0 662,000,000
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2018
2023 12
3,155,000,000 10,000,000 3,145,000,000
25
S&P500
2018
2023 12
1,275,000,000 1,000,000 1,274,000,000
25
S&P500
2018
2033 28
175,000,000 0 175,000,000
27
2018
2023
1,538,000,000 0 1,538,000,000
23
S&P500
2018
2023
1,495,000,000 0 1,495,000,000
23
S&P500
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2018
2023 8,062,000,000 0 8,062,000,000
30
2018
2028
525,000,000 0 525,000,000
2018
2023 11
1,790,000,000 0 1,790,000,000
20
S&P500
2018
2023 11
2,600,000,000 0 2,600,000,000
20
S&P500
2018
2023 11
10,590,000 120,000 10,470,000
20

S&P500
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2018
2028 21
279,000,000 0 279,000,000
20
2018
2028 21
922,000,000 0 922,000,000
20
2018
2023 11 13
11 3,270,000,000 30,000,000 3,240,000,000
20
S&P500
2018
2023 11 13
11 369,000,000 0 369,000,000
20
S&P500
2018
11 2,692,000,000 10,000,000 2,682,000,000
2021 11 12
26
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2018
2028 12 12 636,000,000 0 636,000,000
2018
2028 12
12 2,084,000,000 0 2,084,000,000
2018
2023 12 11
12 1,657,000,000 0 1,657,000,000
18
S&P500
2018
2023 12 11 12 1,278,000,000 0 1,278,000,000
20
30 30 12 31 )
28
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S&P500
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S&P500

S&P500

S&P500

S&P500

S&P500

S&P500

S&P500

S&P500

S&P500
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2022 12 12
2021 16
2023 10
2023 10
2023 10
2023 12
2023 12
2023

2023

2023

2023 11
2023 11
2023 11
2023 11 13
2023 11 13
2021 11 12
2023 12 11
2023 12 11
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20. 2024
S&P500
21. 2024 11
22. 2024 11
S&P500
23. 2024 11
S&P500
24. 2024 13
S&P500
25. 2024 13
S&P500
26. 2024 13
27. 2024 12
S&P500
28. 2024 12
29. 2024 12
S&P500
2 )
D)
225
S&P 500
@
1 2022 12 12
S&P500
2 2023 10
S&P500
3 2023 10
S&P500
4 2023 10
S&P500
5. 2023 12

S&P500
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S&P 500 S&P

S&P500

S&P500

S&P500
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S&P500
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S&P500
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2023

2023

2023

2023

2023

2023

2023

2023

2023

2024

2024

2024

2024

2024

2024

2024

€Y

11

11

12

12

11

11

11

11

11
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13
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(
( )
2014 2015 2016 2017 2018
17,935.64 20,868.03 19,494 .53 22,939.18 24,270.62
13,910.16 16,795.96 14,952.02 18,335.63 19,155.74
2018 2018 2018 2018 10 | 2018 11 | 2018 12
22,794.19 | 22,869.50 | 24,120.04 | 24,270.62 | 22,486.92 | 22,574.76
21,546.99 | 21,857.43 | 22,307.06 | 21,149.80 | 21,507.54 | 19,155.74
(
@
(S&P 500 )
( )
2014 2015 2016 2017 2018
2,090.57 2,130.82 2,271.72 2,690.16 2,930.75
1,741.89 1,867.61 1,829.08 2,257.83 2,351.10
2018 2018 2018 2018 10 | 2018 11 | 2018 12
2,846.07 | 2,914.04| 2,930.75| 2,925.51| 2,813.89| 2,790.37
2,713.22 | 2,813.36 | 2,871.68 | 2,641.25| 2,632.56 | 2,351.10
)
S&P 500 (1)
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INDEPENDENT AUDITORS REPORT

To the Board of Directors of
Morgan Stanley Finance, LLC

We have audited the accompanying financia statements of Morgan Stanley Finance, LLC (the "Company"), a wholly
owned subsidiary of Morgan Stanley (the “Parent”), which comprise the statements of financial condition as of
December 31, 2018 and December 31, 2017, and the related statements of comprehensive income (loss), cash flows, and
changes in member’s equity (deficit) for the years then ended, and the related notes to the financial statements.

Management's Responsibility for the Financid 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.

Auditors' Responsibility

Our responsibility isto express an opinion on these financial statements based on our audits. We conducted our auditsin
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 materia
mi sstatement.

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 materia respects, the financia position of
Morgan Stanley Finance, LLC as of December 31, 2018 and December 31, 2017 and the results of its operations and its
cash flows for the years 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 financia statements, which describes the fact that the activities of the Company
include significant transactions with &ffiliates 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.

/5! Deloitte & Touche LLP
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New York, New Y ork

April 4, 2019
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