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3 3 % 3 3

903 980 - -

53 58 19 21
18,900 20,512 13,826 15,005
26 28 - -

70 76 - -
19,955 21,657 $ 13,848 15,029
4 4 8 1,036 1,124

15 16 12 13

61 66 49 53
20,141 21,859 12,619 13,695
20,221 21,946  $ 13,716 14,886
(266) (289) 132 143
19,955 21,657 $ 13,848 15,029
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MORGAN STANLEY FINANCE LLC
STATEMENTS OF FINANCIAL CONDITION
(In millions of dollars, except where noted)

At At
December 31,  December 31,
2014 2018

Assels
Cash s 3% 3
Trading assets at fair value 003 -
Receivables:

Broker dealers 53 19

Motes recervable from Parent 18,904 13,826

Intercompany from Parent 26 -
Tax assets T -
Total Assets 5 19,955 5 13,848
Liabilities
Trading liabilities at fair value s 4 5 1.036
Pavables:

Interest 15 12

Intercompany to Parent ol 49
Borrowings {includes 520,136 and 512,614 at fair value) 20,141 12619
Tutal Liabilities 5 20221 5 13,716
Commitments and contingent linbilities (See Note §)
Mem ber’s equity (deficit) (266) 132
Total Liabilities and Member's equity (deficit) b3 19955 5 13,848

See Motes to the Financial Statements
B
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MORGAN STANLEY FINANCE LLC
STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In millions of dollars, except where noted)

2019 2018
Revenues
Trading 5 (297) 8 [190)
Interest income anl 3
Total Hevenues 64 33
Expenses
Interest expense o 33
Total Expenses 6 i3
Imcome (loss) before income laxes . .
Provision for (benefil from) income Laxes . {2
MNet income {loss) = 2
Other comprehensive income {loss) {398) 24
Comprehensive income (loss) % {398 8 226

See Motes to the Financial Statements
I 1
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STATEMENTS OF CASH FLOWS
(In millions of dollars, except where noted)
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2019 0is
Cash flows from operating activities;
Mt income ( loss) s - 5 2

Adjustments to reconcile net income (loss ) to net cash provided

by (used for) operaling activities:

Met changes in asset and liabilities:

Trading assets, net of Trading liabilities 480 485
Broker dealers (34 (21}
Intercompany {Parent) 38 16
Interest 3 10
et cash provided by operating activities 487 492
Cash flows from investing activities:
Met payments for:

Motes receivable from Parent {5.058) {5,612
Met cash used for investing activities (5,058) (5.612)
Cuash flows lrom financing activities:

Proceeds from:

Bormmowings Q574 8970
Payments Lor:

Borrowings (5.003) {(3.847)
Met cash provided by financing activities 4.571 3,123
Effeet of exchange rate changes on cash and cash cquivalents - (1)
Mel increase in cash z
Cash al the beginning of the period 1
Cash at the end of the peried s 3 5 3
Supplemental Cash Flow Information:

Cash payments for interest 5 54 5 23

See Motes to the Financial Statements

e
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MORGAN STANLEY FINANCE LLC
STATEMENTS OF CHANGES IN MEMBER'S EQUITY (DEFICIT)
(In millions of dollars, except where noted)

Total Member's
Equity (Deficit)

Balance, Decem ber 31, 2017 5 (94
Met meome 2
Met change in accumulated other comprehensive income, net of tax of

S8 224
Balance, December 31, 2008 132
Met change in accumulated other comprehensive loss, net of tax of

S121) (398)
Balance, Decem ber 31, 20019 ] (266)

See Motes to the Financial Statements
e
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MORGAN STANLEY FINANCE LLC
NOTES TO THE FINANCIAL STATEMENTS
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FOR THE Y EARS ENDED DECEMBER 31, 2019 AND 2018

(In millions 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 15 a “Tinance subsidiary™ of
the Parent, as defined i SEC Regulation 5-X. The
Company issues structured notes to the marketplace that
are fully and unconditionally guaranteed by the Parent.
Proceeds from issuances are lent to the Parent in the form
of Intercompany notes.,

In 2016, the Company received a rating of BBB+ from
S&P.

Basis of Financial Information

The audited fimancial statements  are  preparcd  in
aceordance with U5, GAAP. which requires the Company
to make estimates and  assumpbions  regarding  the
valuations of certain financial instruments, deferred tax
assets, the outcome of legal and tax matters, and other
matters that affect the financial statements and related
disclosures, The Company belicves that the cstimates
utilized in the preparation of its financial stalements are
prudent and  reasonable. Actual results  could  differ
materially from these estimates,

Prior periods” results were converted from thousands to
millions of dollars to conform to the current presentation.

2. Significant Accounting Policies
Revenue Recognition
Trading

See “Fair Valwe of Financial Instruments™ below for
Trading revenue recognilion discussions.

Fair Value of Financial Instruments

Instruments within Trading assets and Trading liabilitics
are measured at fair value, a5 required or allowed by
accounting  guidance.  These  financial  imstruments
represent dervatives the Company enters info with the

Parent to economically hedge its Borrowings, which are
primarily structured notes.

Grains 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 OTC financial instruments, including
derivative contracts related to financial instruments and
commisdities, is presented in the accompanying stalements
of financial condition on a net-by-counterparty basis,
when appropriate,

Fuair Value Option

The Company has elected the fair value option for certain
Borrowings (struciured notes) that are risk managed on a
fair value basis to mibigate mcome statement volatility
cawsed by measurement basis differences between the
elected instruments and their associated risk management
transactions or to chmmate compleaties of applying
certain accounting models,

Fuair Vidfue Measurement — Definition and Hierarchy

Fair value iz defined as the price that would be received to
scll an asset or paid to transfer a liability (ie., the “exit
price’™) in an orderly transaction between market
participants al the measurement date.

Fair value 15 a market-based measure considered from the
perspective of a market participant rather than an entity-
specific  measure.  Therefore,  even  when  market
assumplions are nol readily available, assumplions are set
to refleet 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 labilities on the
basis of its net exposure to cither market or eredit rizk, the
Company measures the fair value of that group of
financial  instruments  consistently  with how  market
participants would price the net nsk exposure at 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 requires the most
observable inputs be used when available.

73/123
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Observable inpuls are inpuls that market participants
would use in pricing the assel or liability that were
developed based on market data obtained from sources
independent of the Company. Unobservable inpuls are
inputs that reflect assumptions the Company believes
ather market participants would use in pricing the assel or
liability that are developed based on the best information
available in the circumstances. The fair value hierarchy is
broken down into three levels based on the observability
of inputs as follows, with Level 1 being the highest and
Level 3 being the lowest level:

Level I. Valuations based on quoted prices in active
markets that the Company has the alility to access for
identical assets or liabilitics. Valuation adjustments, block
discounts that would not transfer to market participants
and discounts for entitv-specific restrictions that would
not transfer to market participants are not applied to Level
1 instruments, Since valuations are based on quoted prices
that are readily and regularly available in an active market,
valuation of these products docs not entail a significant
degree of judgment,

Level 2. Valuations based on one or more quoted prices in
markets that are not active or for which all significant
nputs are ohservable, ether directly or indirectly.

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

The availability of observable inputs can vary from
provduct to product and i3 affected by a wide variety of
factors, including the tvpe of product. whether the product
is new and not yet established in the marketplace, the
liquidity of markets and other characteristics particular to
the product. To the cxtent that valuation is based on
models or inputs 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 is
greatest for instruments categorized in Level 3 of the fair
value higrarchy,

The Company eonsiders prices and inpuls that are current
as of the measurement date, including during periods of
market dislocation. In periods of market dislocation, the
observability 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 Note 4.

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

Valuation Tecfinigues

OTC derivative contracts have bid and ask prices that can
be observed in the marketplace. Bid prices reflect the
highest price that a party s willing to pay for an asset. Ask
prices represent the lowest price that a party is willing to
accept for an assel. The Company carries posilions at the
point within the bid-ask range that meet its best estimate
of fair value, For offsctting positions in the same financial
instrument, the same price within the bid-ask spread is
used to measure both the long and short positions.

Fair value for OFTC derivative contracts is derived using
pricing models, Pricing models take inte account the
contract terms. as well as multiple inputs, including,
where applicable, commodity  prices. equity  prices,
interest rate yield curves, correlation, option volatility, and
currency rales,

Where appropriate, valuation adjustments are made to
account for various factors such as liquidity risk (bid-ask
adjustments), eredit quality. model  uncertainty  and
concentralion risk. Adjustments for liquidity sk adjust
mardel-derved mid-market amounts of Level 2 and Level
3 fimancial instruments for the bid-mid or mid-ask spread
required to properly reflect the exit price of a risk position.
Bid-mid and mid-ask spreads are marked to levels
ohaerved in trade activity, broker quotes or other external
third-party data. Where these spreads are unobservable for
the particular position in guestion, spreads are denved
from observable levels of similar positions.

The Company applies credit-related valuation adjustments
to its 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 nisk
considerations do not impact the valuwation of derivative
transactions with the Parent as credit risk would not
impact the exit price.

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

.7
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See MNote 4 for a description of wvaluation techniques
applied 1o the major categories of Fnancial instruments
measurcd at fair value.

Interest Income and Expense

Interest income and Interest expense are accrued for
inferest-earning  assels and  inferest-bearing  labilities,
including Motes receivable, Receivables and Pavables

with the Parent, and Bomrowings,

Interest income and Interest expense are recorded within
the Company’s statements of comprehensive income
(loss) depending on the nature of the nstrument and
related market conventions, When interest 15 included as a
component of the instruments” fair value, inferest is
included within Trading revenues. Otherwise, it is
included within Interest income or Interest expense,

OMsetting of Derivative Instruments

In connection with s derivative activities with the Parent,
the Company enters mto a master nething agreement with
the Parent. This agreement provides the Company with the
right, in the event of a defaull by the Parent. to net
Parent’s rights and abligations under the agreement and to
liquidate against any net amount owed by the Parent.

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

Income Taxes

Dieferved tax assets and labilities are recorded based wpon
the temporary differences between the financial statement
of financial condition and income tax bases of asscts and
labilities using currently enacted tax rates in effect for the
vear in which the differences are expected to reverse, The
effect of a change in tax rates on deferred tax assets and
liabilities is recognized i income tax expense (benefit) in
the period that includes the enactment date. Such effects
are recorded in Provision for income tax cxpense (bencfit)
regardless  of where deferred taxes were originally
recorded.

The Company recognizes net defered tax assets to the
extent that it believes these assets are more likely than not
to be realized. In making such a delermination. the
Company considers all available positive and negative
evidence, including fisture reversals of existing taxable
temporary differences, projected future taxable income,
Lax-planning strategies and resulls of recenl operations.
When performing the assessment, the Company considers
all types of deferred tax assets in combination with cach
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other. regardless of the origin of the underlving temporary
difference. If a deferred tax asset is determined 1o be
unrealizable, a valuation allowance 15 established. If the
Company subsequently 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,

Uncertain tax positions are recorded on the basis of a two-
step process  wherehy (1) the Company  determines
whether it is more likely than not that the tax positions
will be sustained on the basis of the lechnical merits of the
position, and (2) for those tax positions that meet this
threshold, the Company recognizes the largest amount of
tax benefit that is more likelv than not to be realized upon
ultimate settlement with the related tax authonty. Interest
and penaltics related to wnrecogmized tax bencfits are
recognized as a component of the provision for income
Laxes.,

Receivables from Broker Dealers

Feceivables from Broker dealers inclede amounts related
o unseitled trades as well as amounts receivable for
securities failed o deliver by the Company 1o a purchaser
b the seitlement date.

Foreign Currencies

Giains or losses resulting from remeasurement of foreign
eurrency Iransactions are ineluded in Trading revenues,
and amounts recognized in statements of comprehensive
income {loss) are translated at the mate of exchange on the
respective date of recogmiion for each amount.

Accounting Updates Adopted

The following accounting update was adopted on January
L 2018:

Reclassification of Certain Fax Effects from ACQCT within
member’s equity. This accounting  update, which the
Company elected to carly adopt as of January 1, 2018,
allows companics to reclassify from AOCT to retained
carmings  the stranded tax  effects  associated  with
enaclment of the Tax Cuis and Jobs Act (*“Tax Act™) on
December 22, 2017, These stranded tax effects resulted
from the requirement to reflect the total amount of the
remeasurement of and other adjustments o deferred tax
asscts and liabilities in 2017 in Met income (loss),
regardless of whether the deferred taxes were originally
recorded in ADCT, Accordingly, as ufJunuar_v 1. 2018, the
Company recorded a net increase to retained eamings as a
result of the reclassification of 517 of such stranded tax

75/123

oOoOooodn



effects previously recorded in AOCL which were the
result of the remeasurement of deferred tax assets and
liabilities associated with the change in tax rates,

Aside from the above treatment related to the Tax Act, the
Company releases stranded tax effects from AOCT into
carnings once the related category of imstruments or
transactiomns giving rise to these effects no longer exits.
For further detail on the tax effects reclassificd, see Note
3

Other Development Updates

Planned Replacement of LIBOR and Replacement or
Heform of Other Interest Rates

Central banks around the world, including the Federal
Reserve, have commissioned committees and working
groups  of market panticipants  and  official  sector

representatives to replace LIBOR and replace or reform Al At
other interest rate benchmarks (collectively, the “TRORs™). December December
A transition away from the widespread use of such rates 1o 31,2019 31,2018
altermalive  rates  and  other  potential  mterest  rate Assets and receivables
benchmark reforms has begun and will continue over the from affiliated
course of the next few vears. Our transition plan includes com panics
a number of key steps. including continued engagement Trading assels 5 903 5
with central bank and industry working  groups and Recsivables — Broker
regulators (including participation and leadership on key denlers 49 n
commitiees),  active  client  engagement.  internal Receivables — Motes i a0
operational readiness, and risk management, among other receivahle from Parent 300 13,826
things, Our transition plan is overseen by a global Bacéivablas
f . . . . -

steering committes, with senior management oversight. Intcrcompany from Parert 26
3. Related Party Transactions

F Liabilities and pavables
Motes recervable from Parent represents the proceeds from to alfilinted companies
Borrowings (structured notes) which are lent to the Parent i :
at rates established by the treasury function of the Parent  Trading liabilities 5 - 5 1,034
and its consolidated subsidiaries (the “Fiom™), and are Payables - Intercompany 61 4
pavable on  demand. These rates  are  periodically to Parent
reassessed and ntended to approximate the market rate of
interest that the Firm incurs in funding its business. 2019 2018
Intercompany recenvables from and pavables to the Parent Revenues and EIP"“"_’
represent unsettled amounts related to the Tax Sharing Tt et f) i inded
Agreement as discussed further in Note 100 These o
receivables and payables are unsecured, payable on Trading 5 2224 % (90
demand. and bear interest at rates established by the : =
treasury function of the Firm. These rates are periedically itebak icons i s
assessed and intended to approximate the market rate of  jyjepest expense 1
interest that the Fimm incurs in funding its business
Recavables from Broker dealers ropresent  unsetiled
amounts related fo Borrowings (structured notfes) that

.7
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broker dealer affiliates distribute for the Company. These
receivables are unsecured and payable on demand.

Trading assets, Trading liabilities, and the associated
Trading revenues mainly  represent OTC  derivative
tramsactions the Company enfers into with the Parent to
ceonomically hedge its Bommowings (structured notes) and
market movements on those OTC dervative transactions.

Interest mcome and expense are caleulated dmly based on
the MNotes receivable and Intercompany receivables from
and payables to the Parent,

The activities of the Company include significant
tramsactions with affaliates and may not nu-wssari.l:.' be
indicative of the conditions that would have existed or the
results of operations if the Company had operated as an
unaffiliated business.
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4. Fair Values

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Al December 31, 2019
Level 1 Level 2 Level 3 Netting M Total
Assets at Fair Value
Trading assets
OTC Dervalive contracts:
Equity comracts ] - & [CL- 67 3 - 1.073
Imterest rate coniracts - 83 15 - 98
Foreign exchange contracts - 22 - - 22
Commodity contracts - # - - ]
Metting - 216 (82) ; {298)
Total OTC denvative contracts - M3 - - 3
Total rading assets 3 - 5 M3 5 - 5 - 3 3
Total assets ut fir value ] - 8 sy 8 - 5 - 8 M
Liabilities at Fair Value
Trading Liabilities:
OTC Denvative contracts:
Equity contracts 5 - 5 45 72 3 -3 146
[maerest rate contracts - 122 [0 - 132
Foreign exchange contfacts - 24 - - 24
Commodity contracts - = - - -
Netting ™" - (216) (82 - (298)
Total OTC denvative contracts - 4 - - 4
Tetal rading liabilities - 4 - - 4
Baorrowings - Strectured Motes - 17.891 2245 - 20,136
Tatal liabilities ai Fair valwe 5 - 3 17,805 5 1145 § 5 20,140

I Positions chissified within the same bevel that are with the same counterparty are neited within the colamn fof that level. As of Deocembser 31, 2009, there were no
pesitions with the sume counterpany classified in differemt bevels of the fair value hicrarchy, For further information on derivative instnamsents, see Nole 6

-10-
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Al December 31, 2018
Level 1 Level 2 Level 3 Netting ' Total
Assets at Fair Value
Trading assets:
OTC Dernvative contracts:
Equily contracts 5 - 5 112 - % 5 % -5 117
[nterest rate contracts. 8 7 13
Foreign exchange contracts . 1 . . 1
Commodity contracts - 4 - 4
Metting 1V : (125) (12 L (137)
Total OTC denvative contracts . - . -
Total trading sssets - - - - -
Linbilities at Fair Value
Teading liabilitses:
OTC Denvative contracts
Equity contracts 3 - & T8 5 24 3 - - § o022
Ingerest rate coniracts. - 159 4% - 207
Foreign exchange contracts - 4] 11 - 32
Commodity contracis - 12 - . 12
Wetting - (125) (1 . (137}
Total OTC denvative contracts - TS =al - 1036
Total I;m-:hnE liabalitees - T85 251 . 1,036
Borrcum&s - Structured Motes - 10,5445 1,668 - 12,614
Total liabilities af fir viloe 5 - 8 11,731 8 1,919 § - 3 13,650

" Pesitions chassified within the same kevel that are with the same counterparty are netted within the coliamn for that level, As of December 31, 2018, there were no
positions with the same counterparty clesified in different levels of the fair value hierarchy. For further informatéon on derismlive instnanents, see MNole &,

Valustion Technigques Tor Assets and Liabilities AMeasured ol Fair Value on a Recurring Basis

Asset and Liability £ Valuation Technigque Valuation Hierarchy Classification
G Dgrivative Comfracs
= OTC denvative contracts inclede forward, swap and oplion = Generally Level 2 - OTC derivative products valued
contracts related to interest rates, foreign currencies, equity prices wing observable inputs, or where the unobservable
or commadity prices, input 15 ot deemed signaficant

* Depending on the product and the terms of the transaction, the far * Level 3 - in instances where the unobservable input
value of OTC dernvative products can be modeled using a series of is deemed significant
techmiques, including closed-form analvtic formulas, such as the
Black-Scholes option-pricing model, simulation models or a
combination thereof. Many pricing models do not entail material
subjectivity as the methodologies emploved do not necessitate
significant judgment, since model inputs may be ohserved from
actively quoted markiets, as 15 the case [or generic interest rate
swaps, and many equity, commaodity and foreign curency aplion
contracts, In the case of more established denvative products, the
pricing models used by the Company are widely sceepted by the
financial services mdustry.
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= Mare complex OTC denivative products are tvpically less ligusd
and requare more judgment in the mplementation of the valuation
techmigue since direct trading activily or quoles are unobservable.
This mcludes certain types of interest mate derivatives with
volaility and comelabion exposure, equity, and commodity or
foresgn currency derivatives that are either longer-dated or include
exposure to multiple underlvings. Where these inpuis are
unchservable, relationships to observable data poimts, based on
histerie andior implied observations, may be emploved as a
techmigue 1o estimate the model input values.

For futher information on the valuation techniques for OTC
derivative products, see Note 2,
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Borrowings - Struchured Notes

* The Company 1ssues structured nofes which are prnimarily
composed of. instruments whose payments and redemption values
are linked to the performance of a specific index. a basket of
stocks, a specific equity security, 4 commodity, & credit exposure;
and instruments with vanous interest-rate-related  features
including step-ups, step-downs, and zero coupons.

= Fair valee is determined using vahuation models for the derivative
and debl portions of the notes. These models imcorporate
observable inputs referencing wentical or comparable securities,
including prices to which the notes are linked, interest rate yield
curves, option volatility and curency rates, and commodity or
SqUILY prices.

* Independent, external and traded prices for the notes are consadered
as well as the impact of the Company’s own credit spreads, which
are based on observed secondary bond market spreads.

+ Generally Level 2

= Level 3 - in instances where the urobservable inputs
are deemed sipmbicant

Changes in Level 3 Assets and Liabilities Measured at Fair Value on a Recurring Basis
Rollforward of Level 3 Assets and Liabilities Measored at Fair Value on a Recurring Basis for 2009

Beginming Emding
Balance ul Total Realized Balkance Unrealized
Deceomber and Unrealized Bales and Met Drecember Gams
31 & Cains {Leses) Purchases Jsaianies Settlements Transfars'"! 31, 2019 Ly
Liabilithes an Fabr
Value
Met OTC derivalive
contracts ™
Feitycontmcts & 199 % 159§ - % - 3 Iz 8 23 5 55 i2)
Interest rabe
coeftracls 41 10 - - [{1] 1T %1 34
Forcign Exchange
CORFRE 11 - - - - iLl} - -
Tolal ned OTC
denivative comtracts 151 IR - % (k11 - Eid
Bromowings -
Srructured Notes 1,668 158 - 4% [ELE] i 20¥) 3348 [E1]
Total Liabilites ai
Falr Valise 5 1,919 § dl6 & = % 1 3an_§ 253 § 2345 5 (]

U During the vear muded Decorbar 31, 2015, the Congany transferred from Level 3 to Level 2 $202 of Bomowings (struclured noles) due 8o a redudion in the sgnificance of

the unchservable inputs relating Lo volatiliny,

B Nt OTC derivative contracts represent Trading lisbilities, net of Trading assets. Amounts sre presented before: counlerparty nstling

-12-
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Rollforward of Level 3 Assets and Liabilities Measured at Fair Value on a Recurring Basis for 2018

Beginnng
Balavce st Tolal Realized Endimg Balance  Usrcalized
December andd Unrealized Sales and et al December Ciains
31, TMT Gains (Losses) Puarchsiacs Issnie Seitlommls Trarsfors ' il kME i Larssics
Liabilitbes ai Fabr
Value
et T derivative
conlracs™;
Equity conlgacls 5 40 5 (147 & 21y 5 ~ 5 n 3 13 § 159 5 LR §]
Incerest rate
Lopiracts a7 (L] = ] i 41 i
Foreign Exchange
SOfrats - [ * - 1 11 {5k
Todal net OTC
derivalive contracts 6T (164} 20 - a0 11 p=]| 2
Bamewings -
Sructured Nobes LogT 2 - 796 (Lo {35) 1,668 1
Tortal Liabilivhes at Fair
Nalue 5 Lled % (102 5 215 9§ 4 § 4y 5 1,909 & {655}

Duiting 2001 %, the Compeny trasfemed from Level 3 o Leve T 355 of Bomowings (strudured nobes) dec 1o a reduction in the sigrificuee of the unobsarvable mpus
relating to vobatiny.

Wet OTC denivative contmcts represent Trading linhilities, net of Tading ssets. Amounis sre presamted before connlerparty nating

The unrealized gains (losses) dunng the penod for asseis
and liabilities within the Level 3 calegory may include
changes in fair wvalue during the peried that wers
atinbutable to both observable and unobservable puts.
Total realized and unrealized gains (losses) are primarily
included in Trading revenues in the slatements of
comprehensive meome (loss).

-13-
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Significant Unobservable Inputs Used in Recurring
Level 3 Fair Value Measurements

Valuation Techniques and Unobservable Inputs

Balince/Range (Avernges)'!
December 31, December 31,
1 i million. excepd inputs Hi19 mis
Liabilithes at Tuir value
Wet OTC denvabive contracts
!':q'l.l.l.rj'mlﬂaﬂi & % i % 19
Option Model:

Al the meney
wodatility

uto 4% Py Mate M%)

Volatility shew
Ecuaity - Equity
correlation
Edqpaity - Foreagn

- W% R 0 {00
A% b B3% (B3%a)

B0 b 30%s (15%)

- 2% b0 0% (D)
4 5% 1o % (H2%)

-5 o 0% 25%)

exchange
cormclation

Interest rute confracts 3 [ETE] 4l

Cption Model
Exqaily volatility NN
discount
Interes rate -
Credit comelstion

A% 1o 6% (52%)

At 1o 5 5% (47%) MM

Imtered rale - P 1 D% (T PG DTN (7T /
Curve oamckalion ] Ty
Borrowings - ] M5 5 1665
Structured Motes
Option Model:
Al the maney 3% 10 33% (17 1 5% 1o 31% (24 %)
volatilily
Volatilily shew 1% Lo DR () =1 % b0 DR (G
Equily - Equity T Lo DR (54%) 460 1o U (B5%)
correlation
Equity - Foreign 658 Ro et (19%) 438 1o 30 {274}
exchange
correlation

A single amount is dsclosed when there 15 no sigmificant
difference between the minimum, meocanmm and average
Amoitnts represent weighted averages except where simple
averages and the median of the impuats are provided when
meore relevant

Includes OTC denvahve contracts with multiple nsks (fe.,
hybrdd prodists).

The previous lables provide information on the valuation
techmgues, sigmificant unobservable mputs, and  their
ranges and averages for each major category of assets and
liabilitics measured at Fair value on a recurring basis with
a significant Level 3 balance. The level of aggregation
and breadth of products cause the range of mpuls to be
wide and not evenly distributed across the inventory of
financial instruments. Further, the range of unobservable
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inputs may differ across firms in the financial services
industry because of diversity in the types of products
mcluded o each firm's  inventory. There are no
predictable  relationships  between multiple significant
uncbscrvable inputs attributable 1o a given valuation
technigue.

An increase (decrease) to the following  sigmificant
unchservable imputs would generally result m an mmpact to
the fair value, but the magnitude and dircction of the
impact would depend on whether the Company is long or
short the exposure.

o  Correlation: A pricing input where the payvoff is
driven by more than one underlving risk. Correlation
is a measure of the relalionship between the
movement of two variables (ie. how the change in
one variable influcnces a change in the other
vartable).

¢ [nterest rate curve: The term structure of interest rates
irelationship between interest rates and the time to
maturity) and a market’s measure of flure interest
rates at the time of obsarvation. An intersst rate curve
15 used to set mibcrest rate and foreign exchange
derivative cash flows and is a pricing inpul used n the
discounting of any OTC derivative cash flow,

¢ Polatiline The measure of variability 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 less 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,

o Volatiity skew: The measure of the difference in
implied volatlity for options with identical underliers
and expiry dates but with different strikes.

-14-
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Financial Instruments Mot Measured At Fair Value
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Al December 31, 2019
Fair Value Level
Carrving Value Level 1 Level 2 Level 3 Teaal

Financial Assels
Cash % £ 3% - % % 3
Receivables

Brokers dealers 33 - 53 53

Irtercompany from Parent 6 - 26 26

Maotes receivable from

Parent 18,5900 - 18,900 18,900
Fimancial Linbilitics
Payables: [

Intercompany to Parent 5 6l % - 8 62 5 b3 62
Borrowings 5 - 5 5

Al December 31, 2018
Fair Value Level
Carrying Value Level 1 Level 2 Level 3 Total

Fimncial Assels
Cash 3 35 335 5 3 3
Keceivables

Brokers dealers 19 - 19 19

Mates recevable from

Parent 13,826 - 13,826 - 13,826
Financial Liabilities
Payables; ™

Intercampany 1o Parent 3 49 = 3 49 % 3 49
Baorrowings 3 - 5 5

1]

5. Fair Value Option

The Company elecled the fair wvalue option for
Bormowings (structured notes) that are risk managed on a
fair value basis to mitigate income statement volatility
cansed by measurement basis differences between the
elected instruments and their associated risk management
transactions or 1o climinate complexitics of applying
cortain accounting models.,

Accrued intered paryabiles bave been excluded. Camrying value approccimates fair value for these paoyshles.

The amemmts do not reflect any gains or boeses on reated hedging
imsdrum s

Gains (losses) from changes in fair value arg recorded in
Trading revenues and are mainly  attributable 1o
movements in the reference price or index, mterest rales,
or forcign exchange rates,

Gains (Losses) due to Changes in Instrument-Specific

Credit Risk
% . i Other

Net Revenues from Borrowings under the Fair Value Trading Comprehensive
Option Eevenues Income (Loss)

Trading Interest Met 2019

Revenues Experse  Revenues™ Borowings™ 3 {11 5 (519
2019 2018
Borrowings™! £ (2518 % {6:3) § {2.581) Borrowings" % {113 262
2018

3 T Unrealized DV A gains (losses) we recorded in OCT and, when realized. in

Borrowings™  $ L (331 8 663 Tradmg revenues. For sddtional nformiation, soc Nole 2 and 3.

DV A gains {bosses) are recorded i OCT and. when realized. in Trading
revernies. For addftional infeemation, sor Moles 2 and 9.

8
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Borrowings Measured at Fair Value on a Recurring
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Difference between Coniractual Principal and Fair

Basis Value ™
At Al Al Al
December December Decem ber December
31,2019 31,28 31,2019 31, 2018
Business Unit Borrewings @ 3 29 5 173
Responsible for Risk
Management B Amvoants indicate contractual principal grester than of (less than) feir
Equity 5 14213 % 9,236 'E‘lur':"-d g 2 SR i
“xehades bomrowings (structured moles) where the repaymment of the il
Interest rates 3611 3.263 principal amount factusies based on changes in a reference price or mdex,
Foremn exchangze 183 12
Commodities 124 103
Taotal 5 LI T T 12,614

6. Derivative Instruments

The Company uses OTC swaps, forwards, oplions and other derivatives referencing, among other things, inlerest rates,
currencies, commodity products, and equity securitics as part of the hedging strategy for structured notes, The Company

does not apply hedge accounting.

Derivative Fair Values and Notionals

Bilateral OTC
Ad December 31, 2019
Assels i
Fair Value  MNotional ' Fair Value  Notional !
OTC Derivative contracts
Equity contracts 5 1073 § 12013 5 146 3 4,234
Interest rate contracts 98 2521 132 2,656
Foremgn exchange contracts X 493 24 378
Commodity contracts B 90 - Q
Total gross OTC derivative contracts 1,201 15117 302 7.277
Amounts offset
Counterparty neiling {298} [Z08)
Total Trading assets 5 i3 5 4
Bilateral OTC
Ad December 31, 2018
Fair Value  Netional "' Fair Value  Notiona] '
OTC Derivative contracts
Equity contracts -] 117 % 2503 § D2 3 9807
[nterest rate contracts 15 g2 207 2,793
Foreign exchange contracts 1 T6 32 295
Commodity coniracis - 16 12 T4
Total gross OTC derivative contracls 137 3417 1,173 12,969
Amounts offset
Counterparty netting (137} [137)
Total Trading liabilitics 5 - 5 1,036

The Company belicves that the notionsl amounts of derivalive contrmcts generally oversiste its exposire. In mos cirqemstanoes nolional amounts are onky used as

a reference point fiom which to caleubale amsounts owed between ihe panies 1o the contract. Furthemore, nolbonal amousis & mol reflect the banefil of legally

enforceable metling amangemends of risk miligaiing mnsactions
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The table below summarizes gains (losses) on Trading
instruments  imcluded in Trading revenues i the
statements of comprehensive meome (loss) from trading
activities. These activifies include revenues related to
derivative and non-derivative financial instruments

Gains (Losses) Recognized in Trading Revenues by
Product Type

2019 201K
Equity contracts 5 (268) § (183)
Interest rate contracts (33) ()
Foreign exchange contracts & -
Commaodily contracts () (2)
Total 5 {297) & {190}
7. Borrowings

Maturities and Terms of Borrowings as of December
31, 2019

Fixed Varinble
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Matuwrities and Terms of Borrowings as of Decem ber
31,2018

Fixed Variahle

Rate Rate Total
Original maturitics of one vear or
less
Due inthe next 12
months 3 - 5 &0 5 Hil
Original maturities greater than a
year
D in 2019 s - % 1,724 8 1,724
Drue im 2020 - 1,592 1,392
Drue 1 2021 - 22 2002
Due i 2022 - 1005 1,005
Do ine 2023 - 1,486 1,486
Thereafier 5 4,635 4,640
Total -] 5 % 12,534 & 12,538
Total Borrowings 5 ] 12614 § 12619
Weighted average
coupon rate at
period-end = 35Pa N

Taoial W Variable rate bormowings bear mtenest based on o vanety of indices, inchuiding
Rate Rate LIBOR, federal fiands rates and SOFR. Amessts snhude notes carried al fair
Orgial e af on yar o Nk T e e W A b Bl 1
433 u commodity, a credit exposire, and Estruments with various mterest-aie-
e imthe nest 12 . netesd Peatures inchidng step-ups, sep-downs, and 2er0 coupons
motls B § B 9 Rk et komi i o o Al
Original maturitics greater than a carpon i ol neaningdl.
Fear
1}"'"': o ﬁf“ 3 i %ﬁig 3 Eﬁﬁ All of the Company’s Borrowings are considered Senior
Due In 021 b o Debt. For the year ended December 31, 2019 and
Dus in 2003 To07 o0 December 31, 2018, the Company issued notes with a fair
AT & & . " T
Due in 3034 - =384 sagq  value of approximately $9.574 and S8.970 respectively.
Thereafter 3 1,878 ﬁT'ES:" Certain senior debt secunties are demominaied n varous
Total S 33 20066 5 20,071 non-105, dollar currencies and primarily structured to
Total Borrowings 3 25 00 5 SUUH provide a return that is linked to cquity, credit, commodity
Weighted average or other indices {(e.g., the consumer price index). Senior
mﬁi:t 3.50% Y debt also may be structured to be callable by the Company
B — — or extendible at the option of holders of the senior debt
securities.
Senior Debt — Borrowings  (structured  notes),  The
Company’s Bomowings primarily include notes carried
and managed on a Fair value basis. These include
mstruments whose payments and redemption values are
linked to the performance of a specific index, a basket of
stocks, a specific equity sccurity, a commaodity, a credit
exposure, and 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
contracts and purchased options that effectively convert
the borrowing costs into foating rates, The Company
-17-
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carries the entire Borrowings (structured notes) at fair
value. The swaps and purchased oplions used 1o
cconomically hedge the embedded features are denvatives
and also are carried at fair value, Changes in fair value
related to the Borrowings (structured notes) and economic
hedges are reported in Trading revenues. See Notes 2 and
4 for further information on Borrowings (structured
notes),

8. Commitments, Guarantees and Contingencies
Legal

In the normal course of business, the Company may be
named, from lime to lime, as a defendant in vanous legal
actions, including arbitrations, 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
indeterminate 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 to time, in
other reviews, investigations and proceedings (both formal
and  mfiormal) by governmental  and  self-regulatory
agencies  regarding  the Company's  business, and
involving, among other matters, sales and trading
activities, accounting and operational matters, certain of
which may result in adverse judgments, scttlements, fines,
pemaltics, injunctions or other relief.

The Company contests liability and'or the amoumt of
damages as appropnate n each pending maiter. Where
available information indicates that it s probable a
liability had been incurred at the date of the financial
statements and the Company can reasonably estimate the
amount of that loss, the Company accrues the estimated
loss by a charge to income, In many proceedings and
investigations, however, it s inherenily difficult 1o
determing whether any loss is probable or even possible or
to cstimate the amount of any loss, In addition, even
where loss is possible or an exposure lo loss exists in
excess of the lability already acerued with respect 1o a
previously recognized loss contingeney, it is not always
possible to reasonably estimate the size of the possible
loss or range of loss.

For certain legal proceedings and investigations, the
Company cannot  reasonably  estimate  such  losses,
particularly for proceedings and investigations where the
factual record is being developed or contested or where
plaintiffs or governmental agencies seck substantial or

EDINETOOOO
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indeterminate  damages. restitulion.  disgorgement  or
penalties. Numerous issues may need lo be resolved,
including  through potentially  lengthy  discovery  and
determination of important facteal matters, determination
of issues related 1o class certification and the caleulation
of damages or other relief, and by addressing novel or
unsettled legal questions relevant to the proceedings or
investigations in question, before a loss or additional loss
or ranges of loss or ranges of addiional loss can be
reasonably estimated for a proceeding or investigation,

For certain other legal proceedings and investigations, the
Company  can estimale  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 knowledge and after consultation with
counsel, that such losses will have a matenal adverse
effect on the Company’s financial statements as a whole.

9. Accumulated Other Comprehensive Income (Loss)
Changes in AOQCT

Debt Valuation
Balance at December 31, 2018 5 1258
Change in net LAV A (3SR}
Balance at December 31, 2019 3 {270
Balance at December 31, 2017 5 {79)
Cumulative adjustment for ACCOUNING
changes (ASU 2018-02) (n
Change in net DVAM 224
Balance at December 31, 2018 5 128

¥ DVA represents the change in the fur value resultng  from
fluctustions in the Company’s arecit spreads ad other credit Bctors
related 1o babalitics camed ot fuar valse Amownt for the year ended
Decenber 30, 2019 amd December 31, 2018 includes income tax
(benefit) provision of $(121) and $68 respectively. See Mote 2 for
frther information

10, Income Taxes

The Company is a single-member limited Labality
company that is treated as a disregarded entity for federal
income tax purposes. The Company is included in the
consolidated federal income tax retumn {iled by the Parent.
Federal mcome taxes have generally been provided on a
maodificd separate entity basis. The Company is included
in the combined state and local neome tax returns with
the Parenl and certain other subsidiaries of the Parenl
State and local income taxes have been provided on
separale entity income al the effective tax rate of the
Company’s combined filing group.

Sl
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In accordance with the terms of the Tax Sharing
Agreement, current laxes (federal, combined and unitary
states) are settled penodically with the Parent, who pays
these taxes on behalf of the Company. Effective JTanuary
1. 2019, the Company no longer seitles its deferred taxes
with the Parent.

Provision for (Benefit from) Income Taxes:

2019 s

Churrent
Federal £ - 5 -
State and Local - -
Dheferred
Federal g -5 (2}
State and Local - -
Total 5 - 5 (2}

Effective Income Tax Rate:

Eeconcilianon of the 113, Federal Stanstory Income Tax Eate o
the Effective Income Tax Rate

2019 2018
1.5 fedaral 212 § v

U5 federal statmtory imeome 1ax 21 00% 21 00%
rale
L5 state and local income taxes,
net of 17,5, federal income tax 3.05% 4 52%
benefist™
State Lemslation Change - 50.18%
Tax Act Enactraent - (326.5T%
Prior Period Adjustment (4. 8005 -
Other (19.25)% -
Elfective income tax rale Q00% (45087

Siale and Local Income nx effeclive i mfe reflecds adjpgments
wsoinal od with thie filing of date and local income lax relumes.

The Company’s effective tax rate for 2019 included a
rounding provision adjustment of 19.25% associated with
the finaneial statement being reflected in millions.

The Company's effective tax rate for 2008 included a net
twe  henefit of 52, primarily  associated  with  the
remeasurement of net deferred tax assets due 1o the impact
of the Tax Act and State Ix:g!'s!:llinn. Excluding the impact
of the Tax Aet and State Legislation, the effective tax rate
for 2018 would have been 23.52%.

Deferred income taxes reflect the met tax effects of
temporary differences between the financial reporting and
e bases of assets and labilities and are measured using
the applicable enacted tax rates and laws that will be in
effect when such differences are expected 1o reverse,
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The Company’s 2019 net deferred tax asset and 2018 net
deferred tax liability are included in Tax assets and
Intercompany to Parent, respectively, within the statement
of financial condition. The Company’s net deferred tax
asset atl December 31, 2019 of 557, and net deferred tax
liability as of December 31, 2018 of 537 are primarily
attributable to DV A,

Unrecognized Tax Benefits

The Company is subject to the income and indirect tax
laws of the 1LS., its states and munizipalities in which the
Company has 5i5nifi-;:.1n‘l business operations, These tax
laws are complex and subject to different interpretations
by the taxpaver and the relevant governmental taxing
authoritics, The Company must make judgments and
interpretations ahout the application of these inherently
complex tax laws when determining the provision for
meome laxes and the expense for indirect laxes and must
alse make cstimates about when corfain fems  affect
taxable income in the various tax jurisdictions. Dispules
over mterpretabions of the tax laws may be settled with the
taxing authority upon examination or audit. The Company
periedically evaluates the likelihood of assessments in
cach taxing jurisdiction rtesulting from current and
subsequent  vears” examinations. and unrecognized tax
benefits related to potential losses that may anse from tax
audits are established in accordance with the relevant
accounting guidance. Once cstablished, unrecognized tax
benefits are adjusted when there 15 more information
available or when an event occurs requiring a change.

As of December 31, 20019 the Company has not accrued
any  labilities for unrecognized tax benefils o ils
statement of financial condition.

Tax Authority Exaninations

The Company through its inclusion in the retum of the
Parent, is under continuous examination by the IRS and
other tax authorties in ceam siates i which the
Company has significant business operations, such as Mew
York, The Company cstablishes a  liability  for
unrecognized tax benefits, and associated interest. if
applicable (“1ax habilities™), that it believes is adequate in
relation to the potential for additional assessments. Onee
cstablished, the Company adjusts such tax liabilities only
when new information 15 available or when an event
pecurs necessitating a change.

The Company believes that the resolution of the above tax
examinations will not have a material cffect on the
statement of financial condition, although a resolution

-19-
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could have a material impact in the statement of
comprehensive income (loss) and on the effective tax rale
for any penod in which such resolution occurs,

It is reasonably possible that significant changes in the
balanee of unrecognized tax benelits may occur within the
next 12 months  related to  certain tax  authonty
examinations referred to above, At this time, however, it is
not possible to reasonably estimate the expected change o
the total amount of unrecognized tax bencfits and the
impact on the Company's effective tax rate over the next
12 months.

Major Tax Jurisdictions in which the Company and its
AfMiliates Operate and the Earliest Tax Year Subject to
Examination,

Justisdiction Tax Year
United States 2013
Mew York State and City 2007

11. Subsequent Events

The emergence of COVID 19 (coronavirus) has created
economic and financial disruptions in the global cconomy
which has led to operational challenges that could impair
the Firm's ability to manage or conduct some of ils
businesses around the world. In line with many national
and local guidelings, the Firm has required nearly all staff
to work from home and business travel 15 severely
restricted, however Morgan Stanley remains open for
business,
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Given the disruptions in the financial markets, the Firm is
closely tracking ils operational capacity. Additionally, the
financial effects of the outbreak have a high degree of
uncertainty, given that they are dependent on external
factors such as the spread of the virus and the measures
taken by the various governments  and  central
banks. Morgan Stanley has already observed significant
volatility in the global marketplace which could have an
impact on its financial results and financial posibion in the
future, and with respeet to the Company could have an
impact on its financial position in the fsture. Morgan
Stanley continues to use its Risk Management framework
mcluding  Stress testing to understand  the  attendant
uncertainties and their potential impact on operations,
liguidity and capital. Morgan Stanley is mamtaining an
active dialogue with all its relevant global regulators
during this period,

The Company has evaluated subsequent events [or
adjustment to or disclosure in the financial statements
through Apnl &%, 2020, the date on which the linancial
statements are avanlable to be ssued, and the Company
has not identificd any recordable or disclosable events, not
otherwise reported in the financial statements or the notes
thereto.
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[6)) (2019 28 )

®) (2019 28 )

(3) 2019 28 (2019 )

(4 2019 28 (2019 )

(5) 2019 28 (2019 30 )
(6) 2019 28 (2019 30 )
(7) 2019 28 (2019 )

(8) 2019 28 (2019 )

(9 2019 28 (2019 )

(10) 2019 28 (2019 )

(11) 2019 28 (2019 20 )
(12) 2019 28 (2019 21 )
(13) 2019 28 (2019 22 )
(14) 2019 28 (2019 26 )
(15) 2019 28 (2019 26 )
(16) 2019 28 (2019 26 )
(17) 2019 28 (2019 28 )
(18) 2019 28 (2019 28 )
(19) 2019 28 (2019 29 )

(20) 2019 28 (2019 29 )

(21) 2019 28 (2019 30 )

(22) 2019 28 (2019 12 )
(23) 2019 28 (2019 13 )
(24) 2019 28 (2019 13 )
(25) (2019 30 )

(26) 2019 28 (2019 30 )

(27) 2019 28 (2019 10 23 )

(28) 2019 28 (2019 10 29 )

(29) 2019 28 (2019 10 29 )

(30) 2019 28 (2019 10 31 )

(31) 2019 28 (2019 11 18 )
(32) 2019 28 (2019 11 18 )
(33) 2019 28 (2019 11 18 )
(34) 2019 28 (2019 11 21 )

(35) 2019 28 (2019 11 26 )
(36) 2019 28 (2019 11 26 )
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(37) 2019 28 (2019 11 26 )
(38) 2019 28 (2019 12 16 )
(39) 2019 28 (2019 12 16 )
(40) 2019 28 (2019 12 16 )
(41) 2019 28 (2019 12 20 )
(42) 2019 28 (2019 12 20 )
(43) 2019 28 (2020 )
(44) 2019 28 (2020 23 )
(45) 2019 28 (2020 24 )
(46) 2019 28 (2020 31 )
47) 2019 28 (2020 )
(48) 2019 28 (2020 )
(49) 2019 28 (2020 14 )
(50) 2019 28 (2020 17 )
(51) 2019 28 (2020 17 )
(52) 2019 28 (2020 18 )
(53) 2019 28 (2020 18 )
(54) 2019 28 (2020 20 )
(55) 2019 28 (2020 20 )
(56) 2019 28 (2020 21 )
(57) 2019 28 (2020 21 )
(58) 2019 28 (2020 26 )
(59) 2019 28 (2020 )
(60) 2019 28 (2020 )
(61) 2019 28 (2020 )
(62) 2019 28 (2020 16 )
(63) 2019 28 (2020 18 )
(64) 2019 28 (2020 24 )
(65) 2019 28 (2020 24 )
(66) 2019 28 (2020 27 )
(67) 2019 28 (2020 27 )
(68) 2019 28 (2020 16 )
(69) 2019 28 (2020 17 )
(70) 2019 28 (2020 24 )
(71) 2019 28 (2020 28 )
(72) 2019 28 (2020 15 )
(73) 2019 28 (2020 15 )
(74) 2019 28 (2020 29 )
(75) 2019 28 (2020 15 )
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2019 12 31
2017
2027
1,026,000,000 74,000,000 952,000,000
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 26,000,000 14,609,000,000
20
S&P500
2018
22,359,000,000 44,000,000 22,315,000,000
2021 16
26
2018
2023 10
11,618,000,000 47,000,000 11,571,000,000
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 31,000,000 8,031,000,000
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
922,000,000 152,000,000 770,000,000
20
2018
11 2,692,000,000 23,000,000 2,669,000,000
2021 11 12
26
2018
2028 12 12 636,000,000 0 636,000,000
2018
2028 12
12 2,084,000,000 0 2,084,000,000
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2019
2024 1,278,000,000 13,000,000 1,265,000,000
26
2019
2029
1,386,000,000 0 1,386,000,000
2019
2029
760,000,000 0 760,000,000
2019
2029 26
1,006,000,000 0 1,006,000,000
25
2019
2029 26
218,000,000 0 218,000,000
25
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2019
2029
289,000,000 0 289,000,000
2019
2029
677,000,000 0 677,000,000
2019
2024 13
2,138,000,000 0 2,138,000,000
28
S&P500
2019
25,000,000 25,000,000
0
2024 26
25
2019
2024 13 2,996,000,000 0 2,996,000,000
29
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2019
2029
682,000,000 0 682,000,000
2019
2029
275,000,000 0 275,000,000
2019
2029 10 3,809,000,000 50,000,000 3,759,000,000
24
S&P500
2019
1,359,000,000 0 1,359,000,000
2022
24
2019
2024 10
2,651,000,000 0 2,651,000,000
24
S&P500
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2019
2029 11 13 11 5,613,000,000 0 5,613,000,000
25
S&P500
2019
11 16,070,000,000 0 16,070,000,000
2022 11 14
25
2019
2024 11 12
11 13,838,000,000 1,000,000 13,837,000,000
25
S&P500
2019 12
2029 12
451,000,000 0 451,000,000
2019
2029 12 10 12 2,924,000,000 0 2,924,000,000
23
S&P500
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2019
2024 12 12
12 15,886,000,000 15,886,000,000
23
S&P500
2019
2024 12 12
12 16,850,000 16,850,000
23
S&P500
(2019 2019 12 31 )
2020 29
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2021 7 29

@

2020 28

@

500,000,000

®

*

13

®

1,198,443,000 2019 11 29

100

2021 27
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@

2020 26

@

300,000,000

®

*)

®

400,000,000 2019 11 11

100

2021 13

@

2020 12

@

300,000,000

®

*
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14
®
243,207,684 2020
100
2021 29
€Y)
2020 26
@
300,000,000
®
Q)
®
84,770,508 2020 13
100
2021 11 15

€))
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2020 14

@

300,000,000

®

*

26 30

®

514,625,728 2020 14

100

2021 11 22

@

2020 21

@

400,000,000

®

Q)

11
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®
131,669,000
100
€Y)
2019 118
2019
2020 23
@
@
2019 120
2019

2020 25

2020
2020 31
2019 12 31

12

24
2020

24
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121
2020 2020 31
2020 14
24 19
2020 26
@
2021 13
€Y)
51
2019 21 2020 20
2020 15
24 19
2020 16
@

2021 29
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2019 2020
2020 25
@
€Y)

124

2019 2020

2020 29

@

31

31

24
2020

24
2020

26

29
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2021 11 15
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2021 11 22

€Y)
80

2019 2020 31
2020 29

@
21
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

€Y)

S&P500

S&P500

S&P500

S&P500

S&P500

S&P500

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
2021 11 12
2024

2024 13
2024 13
2029 10
2022

2024 10
2029 11 13
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22. 2022 11 14
23. 2024 11 12
S&P500
24. 2029 12 10
S&P500
25. 2024 12 12
S&P500
26. 2024 12 12
S&P500
27. 2030 13
S&P500
28. 2023 13
29. 2025 12
S&P500
30. 2030 11
S&P500
31. 2023 10
32. 2030 13
S&P500
33. 2030 10
S&P500
(2 (1)
(1)
225
S&P 500
@
1 2022 12 12
S&P500
2 2023 10
S&P500
3 2023 10
S&P500
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11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.
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( )
( )
2015 2016 2017 2018 2019
20,868.03 19,494 .53 22,939.18 24,270.62 24,066.12
16,795.96 14,952.02 18,335.63 19,155.74 19,561.96
2019 2019 2019 2019 10 2019 11 2019 12
21,756.55 21,540.99 22,098.84 22,974.13 23,520.01 24,066.12
21,046.24 20,261.04 20,620.19 21,341.74 22,850.77 23,135.23
)
€))
S&P 500 (S&P 500 )
( )
2015 2016 2017 2018 2019
2,130.82 2,271.72 2,690.16 2,930.75 3,240.02
1,867.61 1,829.08 2,257.83 2,351.10 2,447.89
2019 2019 2019 2019 10 2019 11 2019 12
3,025.86 2,953.56 3,009.57 3,046.77 3,153.63 3,240.02
2,964.33 2,840.60 2,906.27 2,887.61 3,066.91 3,093.20
)
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 financial statements of Morgan Stanley Finance, LLC (the "Company™), a
whol ly owned subsidiary of Morgan Stanley (the “Parent”), which comprise the statements of financial
condition as of December 31, 2019 and December 31, 2018, 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 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.

Auditors” Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards general ly 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. Inmaking 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, inall material respects, the
financial position of Morgan Stanley Finance, LLC as of December 31, 2019 and December 31, 2018 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 financial statements, which describes the fact that the activities of
the Company include significant transactions with affiliates and may not necessarily be indicative of
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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.
/s/ Deloitte & Touche LLP

New York, New York

April 6, 2020
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