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1 Morgan Stanley

Morgan Stanley is a global financial services fitlmat, through its subsidiaries and affiliates, jdeg a wide variety of
products and services to a large and diversifiemugrof clients and customers, including corporatjogovernments,
financial institutions and individuals. Unless ttentext otherwise requires, the terms “Morgan ®ghbr the “Company”
mean Morgan Stanley (the “Parent”) together wishcibnsolidated subsidiaries. Morgan Stanley wagiraily incorporated
under the laws of the State of Delaware in 198Y i predecessor companies date back to 1924.Cbmepany is a
financial holding company under the Bank Holdingn@any Act of 1956, as amended (the “BHC Act”), amdubject to
the regulation and oversight of the Board of Gowesnof the Federal Reserve System (the “Federakrey. The
Company conducts its business from its headquaieend around New York City, its regional officasd branches
throughout the United States of America (“U.S.”ddts principal offices in London, Tokyo, Hong Koagd other world
financial centers. The basis of consolidation docounting and regulatory purposes is materialy same. The Federal
Reserve establishes capital requirements for thengaay, including well-capitalized standards, andalestes the
Company’s compliance with such capital requiremeiiise Office of the Comptroller of the Currency tHOCC”)
establishes similar capital requirements and staisdr the Company’s U.S. bank operating subsiiaMorgan Stanley
Bank, N.A. and Morgan Stanley Private Bank, Natiokssociation (“U.S. Subsidiary Banks”). At Deceent81, 2014, the
Company’s insurance subsidiaries surplus capitduded in the total capital of the consolidatedugrevas $25 million. At
December 31, 2014, none of the Company’s subsididrad capital less than the minimum required abpinount. For
descriptions of the Company’s business, see “Bssinia Part I, ltem 1 of the Company’s Annual Repor Form 10-K for
the year ended December 31, 2014 (“2014 Form 10-K")

2 Capital Framework

In December 2010, the Basel Committee on Bankirge8ision (“Basel Committee”) established a new-tased capital,
leverage ratio and liquidity framework, known asa¥®l 111.” In July 2013, the U.S. banking regulat@ssued a final rule to
implement many aspects of Basel Ill (“U.S. Basél).llAlthough the Company and its U.S. SubsidiargnBs became
subject to U.S. Basel Il beginning on January@14, certain requirements of U.S. Basel Il will pleased in over several
years. On February 21, 2014, the Federal ReserdeltenOCC approved the Company’s and its U.S. 8idrgi Banks’
respective use of the U.S. Basel Il advanced iatieratings-based approach for determining crésktcapital requirements
and advanced measurement approaches for determbmiagational risk capital requirements to calculatel publicly
disclose their risk-based capital ratios beginnivith the second quarter of 2014, subject to thepiteh floor” discussed
below (the “Advanced Approach”). As an Advanced Aggzh banking organization, the Company is requicedompute
risk-based capital ratios using both (i) standadiapproaches for calculating credit risk-weightsdets (“RWAs”") and
market risk RWAs (the “Standardized Approach”); diidAdvanced Approach comprised of an advancedrival ratings-
based approach for calculating credit risk RWAsadwanced measurement approach for calculatingatipeal risk RWAs,
and an advanced approach for calculating markietRi&/As under U.S. Basel Ill. For a further discossof the regulatory
capital framework applicable to the Company, seeafifhement’s Discussion and Analysis of Financiahdton and
Results of Operations (“MD&A”)—Liquidity and Caplt&kesources—Regulatory Requirements” in Part #mit7 of the
2014 Form 10-K.

U.S. Basel Ill requires banking organizations ttaltulate risk-based capital ratios using the AdeanApproach, including
the Company, to make qualitative and quantitatigeldsures regarding their capital and RWAs on arguly basis (“Pillar
3 Disclosures”). This report contains the Compamiltar 3 Disclosures for its credit, market ancetional risks for the
guarter ended December 31, 2014, in accordancethéth).S. Basel lll, 12 C.F.R. § 217.171 througi.2¥3 and 217.212.

The Company’s Pillar 3 Disclosures are not requiteede, and have not been, audited by the Compangapendent
registered public accounting firm. The Company%alPB Disclosures were based on its current undedsng of U.S. Basel
lIl and other factors, which may be subject to geas the Company receives additional clarificatiod implementation
guidance from regulators relating to U.S. Basel #ihd as the interpretation of the final rule eeshover time. Some
measures of exposures contained in this report meaye consistent with accounting principles gelhe@ccepted in the
U.S. ("U.S. GAAP"), and may not be comparable withasures reported in the 2014 Form 10-K.
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3 Capital Structure

The Company has issued a variety of capital instntsi1to meet its regulatory capital requirementstanrmaintain a strong
capital base. These capital instruments include neom stock that qualifies as Common Equity Tier bited, non-

cumulative perpetual preferred stock that qualifiesAdditional Tier 1 capital and subordinated deht qualifies as Tier 2
capital, each under U.S. Basel Ill. For a discussibthe Company’s capital instruments, see NotéBbtrowings and Other
Secured Financings) and Note 15 (Total Equity) e tonsolidated financial statements in Part Bmit8, as well as
“MD&A—Liquidity and Capital Resources—Regulatory @rérements—Implementation of U.S. Basel |ll—Regoitgt

Capital Ratios” in Part I, ltem 7 of the 2014 Fob®+K."

4 Capital Adequacy

Capital strength is fundamental to the Company®&ration as a credible and viable market participdotassess the amount
of capital necessary to support the Company’s otiaad prospective risk profile, which ultimatehfarms the Company’s
capital distribution capacity, the Company deteemsiits overall capital requirement under normal amdssed operating
environments, both on a current and forward-lookivagis. For a further discussion on the Compangtpiired capital
framework, see “MD&A—Liquidity and Capital Resousse-Regulatory Requirements—Required Capital” in Raitem 7
of the 2014 Form 10-K.

In determining its overall capital requirement, empany classifies its exposures as either “bankiook” or “trading
book.” Banking book positions, which may be accednfor at amortized cost, lower of cost or markait, value or under
the equity method, are subject to credit risk epiequirements which are discussed in Section fr®di€ Risk” included
herein. Trading book positions represent positittes Company holds as part of its market-making anderwriting
businesses. These positions, which reflect assdtahilities that are accounted for at fair valagd certain banking book
positions which are subject to both credit risk amarket risk charges, (collectively, “covered piosis”) are risk managed
using Value-at-Risk (“VaR") which are discussedSection 9 “Market Risk” included herein. Some traplbook positions,
such as derivatives, are also subject to countsrmaiedit risk capital requirements. Credit and kearrisks related to
securitization exposures are discussed in Secti@ecuritization Exposures” included herein.

! Regulatory requirements, including capital requieets and certain covenants contained in varioreeatents governing indebtedness of the Companyresarct
the Company’s ability to access capital from itbssdiaries. For discussions of restrictions anceothajor impediments to transfer of funds or cépitee “Risk
Factors—Liquidity and Funding Risk” in Part I, ItelA and Note 14 (Regulatory Requirements) to thesolidated financial statements in Part |1, Iterof 8he 2014
Form 10-K. For further information on the Compang&pital structure in accordance with U.S. BadekBe “MD&A—Liquidity and Capital Resources—Redoly
Requirements” in Part Il, Item 7 of the 2014 For@aKL
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The following table presents components of the Camygjs RWAs in accordance with the Advanced Approattbject to
transitional provisions:

At
Risk-weighted assets by U.S. Basel |11 exposur e category December 31, 2014(1)

(dollarsin millions)

Credit risk RWAS:

WHhOIESAIE EXPOSUIES ...ttt e e e ee e e e e e e s s e s s s e st e e e e e e eaeeaessaassmresseneeeeeeeaaaaaeeaeeeees, $ 98,050
Retail exposures:
RS Lo [T ol (= I g o] o T= o = PR TPPPUPT 701
QUAIITYING FEVOIVING ...ttt et e et e e e s a bbb be et e e e e e aaaaaaaaans -
(O 15 1T (= -V PP TP TP PP PTPPRR 4,621
Securitization exposures:
Subject to Supervisory Formula Approach ... 3,999
Subject to Simplified Supervisory Formula APProach.......cccccceeeeeiiiiiiiiiccccreeer e e 3,183
Subject t0 1,250% FSK WEIGNT ......veeiieiiieeeeeeiiie e e e e s e s eeeeer e e e e e aee e e e e e s s smmnnnnnrnne 184
Cleared tranNSACHIONS ... ...ciiiiiii et rrere ettt s st e s e s e e s n e e e st e 4,595
Equity exposures:
Subject to the Simple Risk-Weighted APProach ...ccc......eveiiiiiiiiiiiii e 17,898
Subject to the Alternative Modified Look-Through pypach 5,375
(O1 [=T = TIT = £ (2 [P U U TP T TP TR 24,677
Credit valuation adjUStMENT ..........iiiiii e e e e e e e e e ere s s nnnnrnerrnrnees 21,362
Total Credit FISK RWAS(3) ..ottt sttt st sttt sttt e e b st seneend $ 184,645
Market risk RWAS:
Yo 0] 1o VAV L PSSO PRRR $ 9,258
ReguIAtory StreSSEA VAR ........ooiiii ittt e e et e e e e e e e e nnanraee 37,021
INCreMENtaAl FISK CRAIGE .. .. ettt ettt e e e e e e s e e e e eees 13,674
COMPreNENSIVE FISK MEASUIE ........uuuttiet sttt bt bee et et ee e et e aaaeaeaeaaaaaaansbesbesbseeeaaaeaasaesaaaannns 11,153
Specific risk:
NON-SECUILIZATIONS ....eeiieeee ittt ettt e et e s s e e ss e e r e e e s e e s nn e e e snne e e 20,205
ST oL N 1142 LT PP PP 30,052
Total MArKet FiISK RWAS(4) ..ottt sttt s st ss et se st ne s bene s benesnebenens $ 121,363
Total OperationNal FISK RVWAS. ... ottt sttt b e bt se b e s besbeebe st e seeseebesbesaesnens 150,000
TOLAI RWWAS. ..ttt et b et s b bt e bt e b b e £ b e Rt e £ e b e b e e b e b e Rt ee e b e bt s b b e bt s e ebebesenbene e ebane ) $ 456,008

(1) For information on the Company’s credit risk RWAsarket risk RWAs and operational risk RWAs rollsiard from December 31, 2013 to December 31,
2014, see “MD&A—Liquidity and Capital Resources—Rkgory Requirements—Implementation of U.S. BasleFRegulatory Capital Ratios” in Part I,
Item 7 of the 2014 Form 10-K.

(2) Amount reflects assets not in a defined catego®26f539 million, non-material portfolios of expossi of $2,965 million and unsettled transaction$1yf. 73
million.

(3) Inaccordance with U.S. Basel Ill, credit risk RWMih the exception of Credit Valuation Adjustméf@VA”), reflect a 1.06 multiplier.

(4) For more information on the Company’'s measure farket risk and market risk RWAs, see Section 9ihere
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The following table presents the risk-based capatbs for the Company and its U.S. Subsidiary kBaat December 31,
2014. Each ratio represents the lower of risk-basggital ratios (on a transitional basis) calculatsing a U.S. Basel IlI
transitional numerator and RWAs computed under B&sel | as supplemented by Basel 2.5 or underAtheanced

Approach. At December 31, 2014, the Company’s bbiaked capital ratios were lower under the Advan&pgdroach

transitional rules; however, the risk-based capidibs for the Company’s U.S. Subsidiary BanksemMewer under U.S.
Basel | as supplemented by Basel 2.5.

At December 31, 2014

Common Equity Tier 1 Total
Risk-based capital ratios Tier 1 capital ratio capital ratio capital ratio
MoOrgan Stanl@Y .............uuuuueeiiiiiiiiis e e 12.6% 14.1% 16.4%
Morgan Stanley Bank, N.A(1) ...ccoeiiiiiiiieieeeeeeeeeeeeeaaee e 12.2% 12.2% 13.9%
Morgan Stanley Private Bank, National Associatign(l............ 20.3¥% 20.3¥% 20.4Y%

(1) At December 31, 2014, risk-based capital ratiosutated using a U.S. Basel llI transitional numeraind RWAs computed under the Advanced Approach
were as follows: Morgan Stanley Bank, N.A.: Comnigouity Tier 1 capital ratio: 23.3%; Tier 1 capitaltio: 23.3% and Total capital ratio: 26.3%; and
Morgan Stanley Private Bank, National AssociatiBommon Equity Tier 1 capital ratio: 30.4%; Tierdpdal ratio: 30.4% and Total capital ratio: 30.4%.

Risk Management Obijectives, Structure and Policies

For a discussion of the Company’s risk manageméijgctives, structure and policies, including itskrimanagement
strategies and processes, the structure and oagimmizof its risk management function, the scopd aature of its risk
reporting and measurement systems, and its policiededging and mitigating risk and strategies gmdcesses for
monitoring the continuing effectiveness of hedged mitigants, see “Quantitative and Qualitativedisures about Market
Risk—Risk Management” in Part Il, Item 7A of thel20Form 10-K.

5 Credit Risk
5.1 Credit Risk: General Disclosures

Credit risk refers to the risk of loss arising wheetborrower, counterparty or issuer does not ntsdtriancial obligations.
The Company primarily incurs credit risk exposureinistitutions and individual investors mainly thgh its Institutional
Securities and Wealth Management business segnmantsder to help protect the Company from lossiee, Company’s
Credit Risk Management Department establishes compéde practices to evaluate, monitor and contadit risk
exposure at the transaction, obligor and portftdéieels. The Company’s Credit Risk Management Depamnt approves
extensions of credit, evaluates the creditworttgngfsthe Company’s counterparties and borrowers oegular basis, and
ensures that credit exposure is actively monit@ed managed. For a further discussion of the Cogiparedit risk and
credit risk management framework, see “Quantitaéind Qualitative Disclosures about Market Risk—R¥knagement—
Credit Risk” in Part Il, Item 7A of the 2014 Formd-K. For a discussion of the Company’s risk govaogastructure, see
“Quantitative and Qualitative Disclosures about kédrRisk—Risk Management—Risk Governance StructimePart I,
Item 7A of the 2014 Form 10-K.

The following tables present certain of the Compaioyn- and off-balance sheet positions for whiok @ompany is subject
to credit risk exposure. These amounts do not dechine effects of certain credit risk mitigatioctaiques €.9., collateral
and netting not permitted under U.S. GAAP), eqirityestments or liability positions that also woblel subject to credit risk
capital calculations, and amounts related to itdrasare deducted from regulatory capital.
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The following tables are presented on a U.S. GAABidand reflect amounts by product type, regi@s¢d on the legal
domicile of the counterparty), contractual matuetyd counterparty.

Credit Risk Exposures by Product Type and Geographic Region

At December 31, 2014

Europe,
Middle East Quarterly
Product Type Americas and Africa  Asia-Pacific Netting Total Average(1)
(dallarsin millions)
Cash(2)...ccueeeeie et $ 47,410% 22,917% 13,305% -3 83,632% 88,057
Derivative and other contracts(3)............. 192,70C 450,861 32,810 (639,977 36,394 38,914
Available for sale debt and held to maturi
SECUNLIES ..ooiei i emme e 69,004 272 29 - 69,305 66,418
Securities financing transactions(3)(4)..... 201,02¢ 50,222 42,539 (73,794 219,99¢ 232,805
o= g Y () PSR 96,441 8,505 2,949 - 107,89& 103,787
Other(B) .....ccovcvvveeeee e 15,765 7,814 7,029 - 30,608 32,558
Total on-balance sheet.............cccvee..e.e. $ 622,34¢$ 540,591$  98,661% (713,771$ 547,83C% 562,539
CommitmeNtS(7) ..c..covcvveeeeeeiiiiiee e $ 70,943% 37,654% 24,777% - $ 133,374 140,514
Guarantees(8)........cocveeriiereiieee e 8,780 200 - - 8,980 8,968
Total off-balance sheet......................... $ 79,723% 37,854% 24,777% - $ 142,354% 149,482

Remaining Contractual Maturity Breakdown by Product Type

At December 31, 2014

Yearsto Maturity

Product Type trl;:ﬁsl 1-5 Over 5 Netting Total
(dollarsin millions)
CaASN(2). e $ 83,632% - $ - $ - $ 83,632
Derivative and other contracts(3)... 110,05C 184,61C 381,711 (639,977 36,394
Available for sale debt and held to maturlty samm ..... 1,555 40,689 27,061 - 69,305
Securities financing transactions(3)(4)...........ccceeeuuuees 291,371 2,419 - (73,794 219,996
[0 T- g EY () RSP 54,617 29,092 24,186 - 107,895
(@11 ¢ () PSSP 14,876 7,096 8,636 - 30,608
Total on-balance sheet ..........ccccccoviveee e, $ 556,101$ 263,90€$ 441,594% (713,771$ 547,830
ComMMItMENTS(7) .oeeeeiiiiiiee et e $ 57,577% 71,174% 4,623% - $ 133,374
GUArANEES(8)..cceeieei ittt et e e e e e e e mmn s 2,727 476 5,777 - 8,980
Total off-balance sheet............ccccovvviiceemecccveee e, $ 60,304% 71,650% 10,400% - $ 142,354
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Distribution of Exposures by Product Type and Counterparty or Industry Type

At December 31, 2014

Wholesale
Corporate
Product Type Bank(9) Sovereign  and Other (10) Retail Netting Total
(dollarsin millions)

Cash(2)..ccceeiieiieeee et $ 31,600% 30,260% 21,772% - $ - $ 83,632
Derivative and other contracts(3)............. 288,39C 12,540 375,441 - (639,977 36,394
Available for sale debt and held to maturi

SECUIMLIES ..oiiiieeiiicee e - 60,257 9,048 - - 69,305
Securities financing transactions(3)(4)..... 31,175 29,840 232,77¢ - (73,794 219,996
I T: 10 IS () R - - 54,100 53,795 - 107,895
(01 [T (<) ST - - 30,608 - - 30,608

Total on-balance sheet......................... $ 351,165% 132,897¢ 723,744% 53,795% (713,771$ 547,830
Commitments(7) .....cooevveiiiiiiiiieeeeeeend $ 18,982% - $ 110,903% 3,489% - $ 133,374
Guarantees(8).......oovvveruiiiiiiiiieeeeeee e 2 - 8,978 - - 8,980

Total off-balance sheet...............oc..e. $ 18,984% - $ 119,881% 3,489% - $ 142,354

(1) Average balances are calculated based on nemthbalances or, where month-end balances areilatdeaquarter-end balances.

(2) Amounts include Cash and due from banks, Istdrearing deposits with banks, and Cash depositédclearing organizations or segregated undegrédcand
other regulations or requirements, and exclude momarket funds.

(3) For further discussions on master netting agesets and collateral agreements, see Note 6 (Eallated Transactions) and Note 12 (Derivativerimsents
and Hedging Activities) to the consolidated finahatatements in Part Il, ltem 8 of the 2014 Fof¥KL

(4) Amounts reflect Securities purchased undereageats to resell and Securities borrowed.

(5) Amounts reflect loans held for investment, aeld for sale and banking book loans designattaravalue, as well as margin lending and empéolgans.

(6) Amounts primarily reflect Customer and othereigables and Premises, equipment and softwars.cost

(7) Amounts reflect Lending commitments and Forwstedting reverse repurchase agreements and sesarrowing agreements.

(8) Amounts reflect Standby letters of credit atiteo financial guarantees issued and Liquiditylifiées. For a further discussion on the Companyiargntees, see
Note 13 (Commitments, Guarantees and Contingenttiele consolidated financial statements in Rattdm 8 of the 2014 Form 10-K.

(9) Bank counterparties primarily include banks degository institutions.

(10) Corporate and Other counterparties includéa@xges and clearing houses.

5.2 Credit Risk: General Disclosurefor Impaired Loans

The Company provides loans or lending commitmeritkinvits Institutional Securities and Wealth Maeagent business
segments. The Company accounts for loans basededioltowing categories: loans held for investméwméns held for sale
and loans at fair value. The allowance for loarséssestimates probable losses inherent in theftveldvestment portfolio

and probable losses related to loans specificdiytified for impairment in the held for investmdoan portfolio. For a
further discussion of the Company’s credit riskse $Quantitative and Qualitative Disclosures abidatrket Risk—Risk

Management—Credit Risk” in Part Il, Item 7A of tB814 Form 10-K. For a discussion of the Companiiemance for

loan losses, impaired loans, reconciliation of deanin allowance for loan losses, credit qualitlicators, determination of
past due or delinquency status, placing of loans@maccrual status, returning of loans to accrtatlis, identification of
impaired loans for financial accounting purposesthadology for estimating allowance for loan lossesl charge-offs of
uncollectible amounts, see Note 2 (Significant Agiting Policies) and Note 8 (Loans and Allowancelfoan Losses) to
the consolidated financial statements in Partéinl 8 of the 2014 Form 10-K.
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The following tables are presented on a U.S. GAA&BiIdand reflect details on impaired and past daed along with
allowances and charge-offs for the Company’s Ideaid for investment. The tables also include Idaeld for sale and loans
held in the banking book designated at fair value.

At December 31, 2014

Corporate
Bank(1) Sovereign  and Other(2) Retail Total
(dallarsin millions)
Impaired loans with allowance ............cccocceeeevieeennnen. $ - % - $ - $ - 3 -
Impaired loans without allowance(3).........cccccevvvvveeneas - - 2 17 19
Past due 90 days loans and on nonaccrual............... - - 25 25 50
Past due 90 days loans and still accruing.................. - - - - -
Allowance for [0an l0SSEeS ........ccvvvveeiiiecceeeiiiee e, - - 139 10 149
Net charg-offs for the year ended December 31, 201 - - 5 - 5

(1) Bank counterparties primarily include banks degository institutions.

(2) Corporate and Other counterparties include exclsage clearing houses.

(3) At December 31, 2014, no allowance was recofdethese loans as the fair value of the colldtestd exceeded or equaled the carrying value.

(4) Loan charge-offs for the quarter ended Decer3ier2014 were approximately $3 million. Loan reedes for the quarter ended September 30, 2014 were
approximately $1 million.

At December 31, 2014

Europe,
Middle East
Americas and Africa Asia-Pacific Total

(dollarsin millions)

IMPAIrEd I0ANS ......cociiiiiiiie e $ 19% - % - % 19
Past due 90 days [0anS .............oooii s commmmmneeeienieeeee e 34 16 - 50
Allowance for loan losses 121 20 8 149

Loans Past Due by Counterparty or Industry Type

At December 31, 2014
90 - <120 120 - <180 180 Days

Counterparty Type Days Days or more Total
(dollarsin millions)
BaNK....tiitiieiie et rnr e e e ae e e ene e $ - $ - $ - $ -
Y0171 =1 o | o OSSP - - - -
Corporate and other - - 25 25
RELAIL ..t ———— 5 2 18 25
1o ] 7= 1 USRS $ 5% 2% 43% 50

53 Portfolios Subject to Internal Ratings-Based Risk-Based Capital Formulas

The Company utilizes its internal ratings systenmthia calculation of RWAs for the purpose of deteinmg Basel Ill
regulatory capital requirements for wholesale agtdir exposures, as well as other internal risk agament processes such
as determining credit limits.

Internal Ratings System Design

As a core part of its responsibility for the indegent management of credit risk, the Company’s iCRidk Management
Department maintains a control framework to evauate risk of obligors and the structure of crdddilities (for loans,
derivatives, securities financing transactions,)ehoth at inception and periodically thereaftesr both wholesale and retail
exposures, the Company has internal methodolog#&sassign a Probability of Default and a Loss Gibefault. These risk
parameters, along with Exposure at Default, arel ts&ompute credit risk RWAs. Internal credit ngs are the basis for a

7
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comprehensive limits framework used to control @redsk and serve as the Company’s Credit Risk Mgmaent
Department’s independent assessment of credit fiisk.monitor the credit risk of the portfolio, theo@pany uses
guantitative models and expert judgment to estirttaevarious risk parameters related to each oblgad/or credit facility.
Internal ratings procedures, methodologies, modetslimits frameworks are all independently andrfalty governed, and
models are reviewed by an independent oversiglutifom

The Probability of Default represents an estimdtedy run average likelihood of default of an oblighhe Loss Given
Default is an estimate of the economic loss in downyears incurred by the Company in the evemtes&ult by an obligor,
expressed as a percentage of Exposure at DefagbskEre at Default is the estimated amount duéetitme of default.
Exposure at Default for certain products may beuced by certain credit risk mitigants. Contingeabilities, such as
undrawn commitments and standby letters of crethty be considered in Exposure at Default.

Internal Ratings System Process

The performance of the overall internal ratingstesysis monitored on a quarterly basis. This inveleereview of key
performance measures that include rating overridesyuracy ratio and comparison of internal ratingssus applicable
agency ratings. The review is performed by an iedéent group, and the results and conclusions eperted to
corresponding credit risk governance committees. derall effectiveness of the internal ratingsetysis assessed annually
and the evaluation results go through a rigoroadlehge process by various governance committefesebit is presented to
the Company’s Board of Directors.

Credit Limits Framework

The Company employs an internal comprehensive éstshyCredit Limits Framework as one of the priméwgls used to
evaluate and manage credit exposure across the @ymphe Credit Limits Framework includes singlenealimits and
portfolio concentration limits by country, industand product typeThe limits within the Credit Limits Framework are
calibrated to the Company’s risk tolerance ancentffactors that include the Company’s capital leead the risk attributes
of the exposures managed by the limits. Credit supmis actively monitored against the relevantlitlemits, and excesses
are escalated in accordance with established gameenthresholds. In addition, credit limits areleated and reaffirmed at
least annually or more frequently as necessary.

Wholesale Exposures

Wholesale exposures are credit risk exposures dtitutions and individual investors that may arfeem a variety of
business activities, including, but not limited émtering into swap or other derivative contractdar which counterparties
have obligations to make payments to the Compariending credit to clients through various lendicgmmitments;
providing short-term or long-term funding that icared by physical or financial collateral whoséugamay at times be
insufficient to fully cover the loan repayment amguand posting margin and/or collateral to clegrirouses, clearing
agencies, exchanges, banks, securities compardesttagr financial counterparties.

The Company’s Credit Risk Management Departmentuates the creditworthiness of a wholesale oblifgmmpany,
individual, sovereign entity or other governmentitgh by assigning it an internal credit rating,dem which obligors are
rated based on their ability to perform over a wialege of economic, business and industry condition

The Company’s Credit Risk Management Departmeetsraiholesale counterparties based on an analy$ie abligor and
industry- or sector-specific qualitative and quitive factors. The ratings process typically ings an analysis of the
obligor’s financial statements, evaluation of itarket position, strategy, management, legal and@mwental issues; and
consideration of industry dynamics affecting itgfpemance. The Company’s Credit Risk Managementaepent also
considers security prices and other financial defecting a market view of the obligor. The CompanCredit Risk
Management Department collects relevant informatiiorate an obligor. If the available informatiom an obligor is limited,
a conservative rating is assigned to reflect uagest arising from the limited information.

Retail Exposures

Retail exposures generally include exposures tadimidual and exposures to small businesses tigatnanaged as part of a
segment of exposures with similar risk charactesstand not on an individual exposure basis. The@any incurs retail
exposure credit risk within its Wealth Managemensibess lending to individual investors, includintargin loans
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collateralized by securities and through singleifarmmesidential prime mortgage loans in the form @dnforming,
nonconforming or home equity lines of credit ("HECQ. In addition, the Company grants loans to darté/ealth
Management employees primarily in conjunction veithrogram to retain and recruit such employees.pFimeary source of
the Company’s retail exposure is concentrated mdfthree Basel Il retail exposure categoriessitential Mortgages and
Other Retail Exposures. The third Basel Il retaitegory, Qualifying Revolving Exposures, is notrently relevant to the
Company as it has no assets related to this categor

Retail exposures consist of many small loans, themaking it generally inefficient to assign raténg each individual loan.
Individual loans, therefore, are segmented andeggged into pools. The Company’s Credit Risk Manag@ Department
develops the methodology to assign Probability efadlt, Loss Given Default and Exposure at Defastimates to these
pools of exposures with similar risk characteristigsing factors that may include the Fair Isaap@ation (“FICO”) scores
of the borrowers. Exposure at Default for certaimdpicts may be reduced by eligible collateral. Gayant liabilities such as
undrawn commitments and standby letters of credicansidered in Exposure at Default.

Internal Ratings System Exposures

The following table provides a summary of the digttion of Internal Ratings Based Advanced Approdsk parameters
that the Company uses to calculate RWAs for whideaad retail exposures. The table also providesame risk weighted
values across obligor types and rating grades. Géwpany currently does not have any high volatiiommercial real
estate or qualifying revolving exposures.

At December 31, 2014

Average Average Average
Probability L oss Given Counterparty
Probability of of Default Default Undrawn Exposure at Exposure Averagerisk
Subcategory Default Band (%) (%)(1) (%)(2) Commitment Default(1) at Default(3) weight (%)
(dollarsin millions)
Wholesale
Exposures....0.00< PD <0.35....... 0.07% 41.75%% 71,575% 259,114% 8,725 20.51%
0.35< PD < 1.35....... 0.84% 37.73% 12,303 25,217 122 74.11%
1.35< PD < 10.00...... 4.68% 41.01% 11,220 14,875 120 145.41%
10.00< PD < 100.00... 26.85% 27.12% 170 3,119 360 160.57%
100 (Default).............. 100.00¥ N/A 56 492 96 106.00%
SUD-TOtAl. ... $ 95,324% 302,817% 9,423
Residential
Mortgages....0.00< PD < 0.15....... 0.05% 18.439% 276% 14,498% 1 2.75%
0.15< PD < 0.35....... 0.32% 17.90% 2 1,080 3 10.52%
0.35<PD<1.35........ 1.32% 14.37% - 458 7 22.75%
1.35< PD < 10.00...... 2.04% 13.44Y% - 161 1 27.71%
10.00< PD < 100.00... 25.76% 17.63Y% - 19 3 108.75%
100 (Default).............. 100.00¥ N/A - 18 3 106.00%
SUD-TOtALL .. $ 278% 16,234% 18
Other Retail
Exposures....0.00< PD < 1.50....... 0.24% 100.00%% 3,616% 1,091% 5 44.00%
1.50< PD < 3.00....... 2.21% 100.00Y - 523 7 139.84%
3.00<PD <5.00........ 3.32% 41.55% - 1,821 2 62.19%
5.00<PD < 8.00........ 6.25% 39.81% - 3,142 - 63.46%
8.00< PD <100.00..... 9.63% 13.41% - 45 - 23.58%
100 (Default).............. 100.00% N/A - 257 1 106.00%
10 o] - | RSP $ 3,616% 6,879% 15
TOtALL e $ 99,218% 325,93(%$ 9,456

N/A—Not Applicable
(1) Amounts reflect the effect of collateral, guarastaad credit derivatives.
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(2) Under U.S. Basel Ill, credit risk mitigation ihe form of collateral may be applied by reducifxgosure at Default or adjusting the Loss GivenaDkf The
Company may apply one or the other approach depgruhi product type. When collateral mitigation ppléed against the Exposure at Default, the Los®eGi
Default is set at 100% to avoid duplication.

(3) Amounts represent the weighted average expasudefault per counterparty within the respecfrebability of Default band, weighted by their pata
Exposure at Default contribution.

54 General Disclosure for Wholesale Counterparty Credit Risk of Derivative Contracts, Repo-Style
Transactionsand Margin Lending

Counterparty Credit Risk Overview

Counterparty credit exposure arises from the figlt parties are unable to meet their payment didigs under derivative

contracts, repo-style transactions and wholesalegimdoans. Repo-style transactions include repasehagreements and
securities lending transactions. Derivative corrand security values have a risk of increasednpial future counterparty
exposure from changes in movements in market pandsother risk factors. Potential future expossimaitigated by the use
of netting and collateral agreements. The Compas®s @n internal model to compute expected expdbhatdncludes the

mitigating effects of netting and collateral in wigg over-the-counter (“OTC”) and exchange-tradedivétive contracts,

repo-style transactions and margin lending. Theafiseetting, collateral, internal models methodgl@nd credit valuation

adjustment are discussed further below, in additioother counterparty credit risk management prest

Derivative Contracts

The Company actively manages its credit exposw@uth the application of collateral arrangements seadily available
market instruments such as credit derivatives. U$® of collateral in managing derivative risk iamgtard in the market
place, and is governed by appropriate documentatiaih as the Credit Support Annex to the InternaticGwaps and
Derivatives Association, Inc. (“ISDA”) documentatioln line with these standards, the Company gdigesacepts only
cash, government bonds, corporate debt and ma@xiaeduities as collateral. The Company has poliaifes procedures for
reviewing the legal enforceability of credit suppdocuments in accordance with applicable rules.

Repo-Syle Transactions

The Company engages finnding activities through the use of repurchaseagents and other repo-style transactions. The
Company manages credit exposure arising from reweqsurchase agreements, repurchase agreemenistieebdorrowing

and securities lending transactions by, in appat@rcircumstances, entering into master nettingcafidteral agreements
with counterparties that provide the Company, mékient of a customer default, the right to ligtédeollateral and the right

to offset a counterparty’s rights and obligatioosider these agreements and transactions, the Conaittier receives or
provides collateral, including U.S. government aiggncy securities, other sovereguvernment obligations, corporate and
other debt, and corporate equities.

Wholesale Margin Lending

The Company also engages in activities to provididitenal funding through wholesale margin lendiiog institutional
customers. Customer receivables generated fromimigrgding activity are collateralized by custoneevned securities held
by the Company. The Company monitors required mal@iels and established credit limits daily andrspant to such
guidelines, requires customers to provide additioollateral or reduce positions, when necessary.

Netting

The Company recognizes netting in its estimatiofExjposure at Default for its derivative portfoliadere it has a master
netting agreement in place and other relevant reménts are met. The ISDA Master Agreement is dnsiry-standard
master netting agreement that is typically useddoument derivative transactions. The Company @gdigauses the ISDA
Master Agreement and similar master netting agre¢srte document derivative and repo-style traneastiFor a discussion
of the Company’s master netting agreements, see 8l¢Collateralized Transactions) and Note 12 (e Instruments
and Hedging Activities) to the consolidated finatatatements in Part I, Item 8 of the 2014 Fofi¥Kl
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Collateral

The Company may require collateral depending oreditassessment done for each of the Companyistemqarties. There
is an established infrastructure to manage, mairaad value collateral on a daily basis. Collatdreld is managed in
accordance with the Company’s guidelines and tlevaat underlying agreements.

For a discussion of the Company’s use of collatasah credit risk mitigant, including with respeztderivatives, repo-style
transactions and margin loans, see Note 6 (Caodiieed Transactions) and Note 12 (Derivative Insteats and Hedging
Activities) to the consolidated financial statenseint Part Il, Item 8 of the 2014 Form 10-K. Forthar information on the
Company’s valuation approaches, including for ¢etal, see Note 2 (Significant Accounting Policies)d Note 4 (Fair
Value Disclosures) to the consolidated financiatesnents included in Part Il, Item 8 of the 2014nfF&0-K.

General Disclosure for Counterparty Credit Risk

The following table is presented on a U.S. GAAPidasd reflects the net exposures for derivative ather contracts and
securities financing transactions and the grosiemalt exposures for wholesale margin lending.

At
December 31, 2014

(dollarsin millions)
Derivative and Other Contracts:

GrOSS POSILIVE TAIM VAIUE ...ttt e e e e e e e e e e e e e e e e e e e e aaaaa $ 676,371

Counterparty Netting DeNEfit ... ... e aa e e e e e e (576,782

= o0 1 =T ol (=T L] =4 o ] SO $ 99,589

ST Yol B 1= TSR T 0] = 1= - | S PPSS (9,844

CaSh COMALETAL ...ttt e e e e e e e e e e s e ettt e et e e e eeaaannnneeee (63,214

Net exposure (after nettirand Collateral).............oooiiiiiiiiit e e e e e e $ 26,531
Repo-Style Transactions:

GrOSS NOLIONAI EXPOSUIE....ccci it ittt it ceeeeer ettt eeee e e e e e et s st e s s s te e b e aaeeeeeeaaeeesessnssaaaanssnsssnsrnsnnenreeeeeesen $ 293,790

Net exposure (after Netting and COIALE. ...........oii it 12,371
Wholesale Margin Lending:

GroSS NOLIONAI EXPOSUIE (L) ..eeeeeeeiiiiiet i ettt ettt e e e e e e e e e e e s e eabbbbbbseeeaaaaaeaeesasaaaannnnnns $ 12,807

(1) At December 31, 2014, the fair value of thdatetal held exceeded the carrying value of mal@ans.

The following table is presented on a U.S. GAAPibasd reflects the notional amount of outstandireglit derivatives at
December 31, 2014, used to hedge the Company’s povifolio and those undertaken in connection witfent
intermediation activities. The Company believed tha notional amounts of the derivative contragserally overstate its
exposure.

At December 31, 2014

Hedge Portfolio Intermediation Activities
Credit derivative type Pur chased Sold Pur chased Sold

(dollarsin millions)
Credit derivatives:

Credit default SWaps .........ccoecvvveeeesccieeeee e $ 40,590 $ 15,518 $ 884,217 $ 883,030
Total return SWapSs ......cveeeeveeiieeeee e eeceecveeveeeeeeee - - 4,695 5,001
Credit OPtioNS ...ocoviiieeeee e 3,497 1,200 5,700 8,314
TOtAl e $ 44,087 $ 16,718 $ 894,612 $ 896,345

For a further discussion of the Company’s creditvdgives, see “Quantitative and Qualitative Distloes about Market
Risk—Risk Management—Credit Risk—Credit Exposurerii¢ives—Credit Derivatives” in Part II, ltem 7/Ad Note 12
(Derivative Instruments and Hedging Activities)the consolidated financial statements in Parttéiml 8 of the 2014 Form
10-K.
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Internal Models Methodology

The Company has been approved by its primary rémsldo use the Internal Models Methodology (“IMMY estimate
counterparty exposure at future time horizons. WUnkle IMM approach, the Company uses a regulatpreaged simulation
model to estimate the distribution of counterpatposures at specified future time horizons. Thaukition model projects
potential values of various risk factors that affdee Company’s counterparty portfolie.d., interest rates, equity prices,
commodity prices and credit spreads) under a largaber of simulation paths, and then determinesipleschanges in
counterparty exposure for each path by re-priciagdactions with that counterparty under the ptepkcisk factor values. A
counterparty’s expected positive exposure profildétermined from the resulting modeled exposwstiblution to estimate
Exposure at Default in calculating RWAs for regatat capital ratio purposes. For a small populatidrexposures not
modeled under this simulation method, the Compagutates Exposure at Default for regulatory capbtaposes using a
more conservative but less risk-sensitive methdt ihternal models incorporate the effects of lggahforceable netting
and collateral agreements in estimating counteypaqbosure.

The table below presents the Exposure at Defaell é@r the Company’s determination of regulatorgitz for derivative
and other contracts and securities financing tiaimas, excluding default fund contributions.

At December 31, 2014
Internal Models M ethodol ogy

(dollarsin millions)

Derivative and other CONractS(1).......ooii oottt e e e e e eeaa $ 82,182
Securities finaNCING traNSACHIONS. ......... o e ereeeeeeeeeeetesiesisssirerrrrrrrerrereaeeeeessesanennneee— 35,589
L@ {01 PR PPRPRRRRRTRN 794

LI ] = | PSP PPP SRR $ 118,565

(1) Amount includes client exposures related todkaring of exchange-traded derivatives.

Other Counterparty Credit Risk Management Practices

Credit Valuation Adjustment

Credit valuation adjustment (“CVA") refers to thairfvalue adjustment to reflect counterparty creidk in the valuation of
bilateral {.e., non-cleared) OTC derivative contracts. U.S. Biseéquires the Company to calculate RWAs for CVA.

The Company establishes a CVA for bilateral OTCiwddive transactions based on expected credit soggpeen the
probability and severity of a counterparty defalilhe adjustment is determined by evaluating thelitexposure to the
counterparty and by taking into account the mavkéite of a counterparty’s credit risk as implieddogdit spreads, and the
effect of allowances for any credit risk mitigastech as legally enforceable netting and collaegatements.

CVA is recognized in profit and loss on a dailyibamnd effectively represents an adjustment tecethe credit component
of the fair value of the derivatives receivablevési that the previously recognized CVA reducespibiential loss faced in
the event of a counterparty default, exposure oetie reduced for CVA.

Assignment of Economic Capital for Counterparty Credit Exposures

The Company’s internal capital assessment and sbigrament of counterparty credit risk are basedhenCompany’s
required capital framework. The Company’s requicagital framework is based on the principle that @ompany should
have adequate capital to meet regulatory requirtsrearen after a severe stress loss. This frameta&ds into consideration
Probability of Default, Loss Given Default, potaitexposure and resulting estimated stress losseoonterparty credit
exposures. For a further discussion on the Compargguired capital framework, see “MD&A—Liquiditynd Capital

Resources—Regulatory Requirements—Required Cajmitdtart Il, Item 7 of the 2014 Form 10-K.
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Additional Collateral Requirements Due to Credit Rating Downgrade

For a discussion of the additional collateral ami@ation payments that may be called in the eeéiat future credit rating
downgrade of the Company, see “MD&A—Liquidity andital Resources—Credit Ratings” in Part I, Iterofthe 2014
Form 10-K.

Wrong-Way Risk

The Company incorporates the effect of specificngravay risk in its calculation of the counterpaeyposure. Specific
wrong-way risk arises when a transaction is stmectiin such a way that the exposure to the couatsrps positively
correlated with the Probability of Default of theunterparty; for example, a counterparty writing pptions on its own
stock or a counterparty collateralized by its ownrelated party stock. The Company considers sigeaifong-way risk
when approving transactions. The Company also miigeneral wrong-way risk, which arises when tbanterparty
Probability of Default is correlated with generahniket or macroeconomic factors. The credit assasisprecess identifies
these correlations and manages the risk accordingly

55 Credit Risk Mitigation
Overview

In addition to the use of netting and collateralfotigating counterparty credit risk discussedahdhe Company may seek
to mitigate credit risk from its lending and detivas transactions in multiplays, including through the use of guarantees
and hedges. At the transaction level, the Compaekssto mitigate risk through management of kely eiements such as
size, tenor, financial covenants, seniority andatetal. The Company actively hedges its lendind derivatives exposure
through various financial instruments that may ude single-name, portfolio and structured creditvd¢ives. Additionally,
the Company may sell, assign or syndicate fundetiscand lending commitments to other financialitusons in the
primary and secondary loan market.

In connection with its derivatives activities, t@®mpany generally enters into master netting agee¢snand collateral
arrangements with counterparties. These agreememigle the Company with the ability to demand &igltal, as well as to
liquidate collateral and offset receivables andafigs covered under the same master netting agntemthe event of a
counterparty default. For further information oe impact of netting on the Company’s credit expesusee “Collateral” in
Section 5.4 herein and “Quantitative and Qualieatdsclosures about Market Risk—Risk Management-diCiRisk” in
Part Il, Item 7A of the 2014 Form 10-K.

Loan Collateral Recognition and Management

Collateralizing loans significantly reduces thediteisk to the Company. As part of the credit enxsdlon process, when
possible, the Company’s Credit Risk Management Bepmnt assesses the ability of obligors to granlatmral. The

Company’s Credit Risk Management Department magiden the receipt of collateral as a factor wheprayping loans, as
applicable.

Loans secured by customer margin accounts, a sofiroedit exposure, are collateralized in accocgawith internal and
regulatory guidelines. The Company monitors requirargin levels and established credit limits dadiyd pursuant to such
guidelines, requires customers to provide additiooBateral, or reduce positions, when necesdaagtors considered in the
review of margin loans are the amount of the Iahe, intended purpose, the degree of leverage beimgjoyed in the
account, and overall evaluation of the portfolicettsure diversification or, in the case of conastt positions, appropriate
liquidity of the underlying collateral or potentiedging strategies to reduce risk. Additionallgnsactions relating to
concentrated or restricted positions require aesgvof any legal impediments to liquidation of thederlying collateral.
Underlying collateral for margin loans is revieweih respect to the liquidity of the proposed cttal positions, valuation
of securities, historic trading range, volatilityadysis and an evaluation of industry concentration

With respect to first and second mortgages, indgidHELOC loans, a loan evaluation process is adioptthin a framework
of the credit underwriting policies and collatenaluation. Loan-to-collateral value ratios are dweieed based on
independent third-party property appraisal/valugioand the security lien position is establishadugh title/ownership
reports.
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Guarantees and Credit Derivatives

The Company may accept or request guarantees ftated or third parties to mitigate credit risk feholesale obligors.
Such arrangements represent obligations for theagt@r to make payments to the Company if countéygails to fulfill its
obligation under a borrowing arrangement or ott@ti@actual obligation. The Company typically acsepgtiarantees from
corporate entities and financial institutions withts Institutional Securities business segment] emdividuals and their
small- and medium-sized domestic businesses withiWealth Management business segment.. The Compay also
hedge certain exposures using credit derivativé® Tompany enters into credit derivatives, printgypthrough credit
default swaps, under which it receives or provigiegection against the risk of default on a sedetft obligations issued by
a specified reference entity or entities. A majoritf the Company’s hedge counterparties are babksker-dealers,
insurance and other financial institutions.

The Company recognizes certain credit derivativesthird-party guarantees for the reduction of @pequirements under
the Advanced Approach. At December 31, 2014, thgreate Exposure at Default amount of the Compawyislesale
exposure hedged by such credit derivatives or4hndy guarantees, excluding CVA hedges, was $3palldn.

6 Equities Not Subject to Market Risk Capital Rule
Overview

The Company from time to time makes equity investisithat may include business facilitation or otineesting activities.
Such investments are typically strategic investmemidertaken by the Company to facilitate corertmss activities. From
time to time, the Company may also make equity stments and capital commitments to public and peidmpanies,
funds and other entities. Additionally, the Compappnsors and manages investment vehicles andasearcounts for
clients seeking exposure to private equity, infragtire, mezzanine lending and real estate-relatet other alternative
investments. The Company may also invest in andigeccapital to such investment vehicles.

Valuation for equity investments not subject to kedrrisk capital rule

The Company’s equity investments include investméntprivate equity funds, real estate funds andgbefunds (which
include investments made in connection with certamployee deferred compensation plans), as welirast investments in
equity securities, which are recorded at fair value

The Company applies the Alternative Modified Lookrdugh Approach for equity exposures to investnients. Under
this approach, the adjusted carrying value of amtggxposure to an investment fund is assignec o rata basis to
different risk weight categories based on the imi@tion in the fund’s prospectus or related documenor all other equity
exposures, the Company applies the Simple Risk-li¢edgpproach (“SRWA”). Under SRWA, the RWA for eaeluity
exposure is calculated by multiplying the adjustedrying value of the equity exposure by the aptlie regulatory
prescribed risk weight.
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The following table consists of U.S. GAAP amouniscbhsed in the Company’s balance sheet of investsnend the types
and nature of investments, capital requirementsjpgropriate equity groupings, realized gains/(Iss$seom sales and
liquidations in the reporting period, and total eslized gains/(losses) on AFS equity securitiekectfd in accumulated
other comprehensive income (loss) (“AOCI"), netaf, including unrecognized gains/(losses) relabeidvestments carried
at cost and unrealized gains/(losses) includeden Trand/or Tier 2 capital.

At December 31, 2014

Total Risk
Type of Equity Investments On-balance Sheet(l) Weight % RWAS(2)

(dollarsin millions)

Simple Risk-Weight Approach:

Exposures in the 0% risk weight category ....cccceevevveccvniiinnnninnnnn, $ 388 0% $ -

Exposures in the 20 % risk weight category .......cccccvvvveveevvamnnn.. 33 20% 7

Community development equity eXPOSUIES.....cccccceveveerrrrvennnnnn. 1,927 100% 2,079

Non-significant equity @XPOSUIES .......ccccuuuiuumiemiiiieeeeaaaeee e 5,243 100% 6,061

Significant investments in unconsolidated finanaiatitutions(3).... 5,057 100% 5,409

Publicly traded equity EXPOSUIES ........... o eerrrmmereeieaaaaeaaaaanans - 300% -

Non-publicly traded equity EXPOSUIES ...........ccceeeererremmnseaaaannnnns - 400% -

Exposures in the 600% risk weight category ....ccccvveeeeeeeeiivimennns 409 600% 4,342

SUD-TOLAL. ... $ 13,057 N/A 8 17,898
Equity exposures to investment funds:

Alternative Modified Look-Through Approach ....c..ccccccoceiiniea 4,923 N/A 5,375
Total Equities Not Subject to Market Risk Capitall&..................... $ 17,980 NA  $ 23,273
Quarter-to-date realized gains/(losses) from sahesliquidationsS(4) ........cceeeveeiieiiiicccmeemeeee e $ 32
Total unrealized gains/(losses) on AFS equity seeameflected in AOCI(4) ....coeeeeeeeiiiiiicemmm e e (5)
Unrecognized gains/(losses) related to investmean®ed at COSt(4)...uummriiiiiiieeeriiiii i eeeeeeeeeeeeeee e, 5
Unrealized gains/(losses) included in Tier 1 andider 2 capital ...............cooooecvivicveee e (5)

N/A—Not Applicable

(1) The total on-balance sheet amount reflects2B@2million and $5,780 million of non-publicly trad and publicly traded investments, respectivelfdecember
31, 2014. The on-balance sheet amounts reflecoajppate fair value of these exposures and are pred®n a U.S. GAAP basis, which include investmént
the Company’s own capital instruments and investsinthe capital instruments of unconsolidatedditial institutions that are subject to capital wzibns
under U.S. Basel Ill. At December 31, 2014, the am@f Equities Not Subject to Market Risk Capialle that were deducted from Total capital was $40
million. For further information on the Company’aluation techniques related to investments, see Ri@Significant Accounting Policies) to the condated
financial statements in Part Il, Item 8 of the 26-b4m 10-K.

(2) In accordance with U.S. Basel Ill, RWAs reflact.06 multiplier and include both on- and offdrale sheet equity exposures.

(3) Under the Advanced Approach, significant inmestts in unconsolidated financial institutions fie tform of common stock, which are not deductednfro
Common Equity Tier 1, are assigned a 250% risk teigetween 2014 and 2017, under the transitiarlabr a 100% risk weight is applied. In 2018, t66%
risk weight comes into effect on a fully phasedasis.

(4) For the quarter ended December 31, 2014.

7 Securitization Exposures
Securitization exposure is defined (in line witk Basel Il definition) as a transaction in which:

e The credit risk of the underlying exposuresransferred to third parties, and has been sepanatiedwo or more
tranches reflecting different levels of seniority;

e The performance of the securitization dependasupe performance of the underlying exposures; and

* All or substantially all of the underlying exposs are financial exposures.

Securitization exposures include on- or off-balasteet exposures (including credit enhancements) dtise from a
securitization or re-securitization transaction;aor exposure that directly or indirectly refereneesecuritization€g., a
credit derivative). A re-securitization is an expasbased on the performance of more than one lyimteexposure and in
which one or more of the underlying exposuressiliita securitization exposure.
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On-balance sheet exposures include securities @ants Ifor which securitization trusts are the coypatey. Off-balance
sheet exposures include liquidity commitments aedvdtives (including tranched credit derivativesdaderivatives for
which the reference obligation is a securitization)

Securitization exposures are classified as eithaditional or synthetic. In a traditional secudtion, the originator
establishes a special purpose entity (“SPE”) atid assets (either originated or purchased) ofbatance sheet into the
SPE, which issues securities to investors. In ghgjit securitization, credit risk is transferredan investor through the use
of credit derivatives or guarantees. In a synthe#icuritization, there is no change in accountiegtment for the assets
securitized.

The Company does not manage or advise entitiesnmbradt in securitizations sponsored by the Company

Except for (i) its AFS securities portfolios, foigh the Company purchases mostly highly ratedctras of commercial
mortgage and other securitizations not sponsoreth&yCompany, and (ii) warehouse loans to clieoinspred SPEs, the
Company engages in securitizations primarily asding activity.

The Company retains securities issued in secuitiizatransactions it sponsors, and it purchasesirges issued in
securitization transactions sponsored by othersgpars of its trading inventory. These interests areluded in the
consolidated statements of financial conditioraat¥alue with mark-to-market changes reportedettading book.

For further information on securitization transans in which the Company holds any exposure ireeitie banking book or
the trading book, see the tables in “Transfers sdets with Continuing Involvement” in Note 7 (Véala Interest Entities
and Securitization Activities) to the consolidafadncial statements in Part Il, Item 8 of the 2G-b¢m 10-K.

7.1 Accounting and Valuation

For a discussion of the Company’s accounting aridatian techniques related to securitization, se¢eN2 (Significant
Accounting Policies), Note 4 (Fair Value Measuretapand Note 7 (Variable Interest Entities and S&zation Activities)
to the consolidated financial statements in Paitém 8 of the 2014 Form 10-K.

7.2 Securitization and Resecuritization Exposuresin the Banking Book

The following table presents the total outstandirgosures securitized by the Company as a spomsahich the Company
has retained credit or counterparty exposures énbtimking book at December 31, 2014. Because Xcisides securities
held in the Company’s trading book, this table udes only transactions in which the Company transfeassets and
entered into a derivative transaction with the séization SPE. For residential mortgage and conmiaérmortgage

transactions, these derivatives are interest ratdoa currency swaps. This table does not incluskets transferred by
unaffiliated co-depositors into these transactidmaditional securitization exposures reflect udpaiincipal balances of the
underlying collateral, and synthetic securitizatexposures reflect notional amounts.

At December 31, 2014

Traditional
Amounts Sold by
Third Partiesin
Transactions
Amounts Sold by Sponsor ed by
Exposure type the Company the Company Synthetic
(dollarsin millions)
Commercial MOrtgagesS ........uuveeiiivrueersmmmreeeeeeessirreeeeessnnnens $ 9,265% 5,872% -
Residential mortgages. .......coooeeiiiiiii e 957 - -
Corporate debt .........eeeeiiiiiiiii e 272 - 401
Asset-backed securitizations and other ... ocvveeeenn. - - -
TOtAl..c e ———— $ 10,494% 5,872% 401
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The following table is presented on a U.S. GAAPibasd reflects a summary of the Company’s seeatitn activity
during 2014, regardless of whether the Companynedacredit or counterparty exposure, includingah®unt of exposures
securitized (by exposure type), and the correspgndicognized gain or loss on sale. This tableuthe$ assets transferred
by unaffiliated co-depositors into these transanstio

Year Ended December 31, 2014

Amounts Sold by
Third Partiesin

Recognized Transactions
Amounts Sold by Gain/(Loss) Sponsor ed by
Exposure type the Company(1) on Sale the Company
(dollarsin millions)
Commercial MOrgagES .......uuvveeiiiirreeesmrrneeeeeeesrrreeeeessnenens $ 5,362% 27% 5,514
Residential mortgages. .......ooooeeriiiiiiieeieeeee e 1,370 (2) -

Corporate debt .........eeeeiiiiiiiii - - -
Asset-backed securitizations and other.....eveeieereennnn... - - -
Lo ] = | $ 6,732% 25% 5,514

(1) Amounts represent notional value of assets lwtiie Company contributed to the securitization.

The following table is presented on a U.S. GAAPiband reflects a summary of the Company’s seeatitin activity
during 2014, for those transactions in which thenfany has not retained an interest, including theumt of exposures
securitized (by exposure type), and the correspgndicognized gain or loss on sale. This tableuthe$ assets transferred
by unaffiliated co-depositors into these transanstio

Year Ended December 31, 2014

Amounts Sold by
Third Partiesin

Recognized Transactions
Amounts Sold by Gain/(Loss) Sponsor ed by
Exposure type the Company(1) on Sale the Company
(dollarsin millions)
Commercial MOMQAgES .......ccvvveeivreeitmmmee e eeiree e eiee e s, $ 925% 8% 1,846
Residential mortgages. .......coooeeiiiiiii e 201 - -

Corporate debt .........eeeeiiiiiiiii e - - -
Asset-backed securitizations and other ... .o ceevneeeennnnee. - - -
o = | $ 1,126$ 8% 1,846

(1) Amounts represent notional value of assets lwtiie Company contributed to the securitization.

The following tables include only securities hefdiis AFS securities portfolios, warehouse loanglent securitization
entities and transactions in which the Companyredt@to derivative transactions with a securitf@aissuer. The tables do
not include securities held in the Company’s trgdinok. For information on securities held in thentpany’s trading book,
see “Securitization and Resecuritization Exposureke Trading Book” in Section 7.3 herein.

The Company did not retain any senior or subordiriegnches, nor recognized related credit lossdakeirbanking book.
During the quarter ended December 31, 2014, thepaondid not have material impaired/past due ex@ssar losses on
securitized assets.

In addition, the Company may enter into derivatogntracts, such as interest rate swaps. Theseatieevtransactions
generally represent senior obligations of the SBEsior to the most senior beneficial interest tamiding in the securitized
exposures, and are included in the Company’s cifael statements of financial condition primaatyfair value.
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The following table is presented on a U.S. GAAPidand reflects the outstanding exposures intetalée securitized:

Exposure type At December 31, 2014
(dollarsin millions)

COMMEICIAl MOITJAGES ..eeeeiiiiiieeeee et s oottt et bbbttt et e et e e e eaaaaaesas s e e e aaaaaeeeeaeaaaaaannnnnens $ 2,729
RS Lo L= o (= I o g (o (o F= Vo =P PEPUTTUTTUPR -

(7] g ool =11 INe (=] o) APPSR 100
Asset-backed securitizations and OtNET ... e ooveeiiiiiiii e emm e -

LI ] = | PSP PPRT O $ 2,829

The following table presents the aggregate Expoaui@efault amount of the Company’s outstanding amd off-balance
sheet securitization positions by exposure type:

At December 31, 2014

Exposure type On-balance sheet Off-balance sheet Total
(dollarsin millions)
Commercial MOMQAgES ......ccvvveeiviee et mmeee e ereeeesive e e $ 2,755% 1,691% 4,446
Residential mortgages.....cccccvvveeeeee e s s cemmmmm e - 682 682
Corporate debt ........eeeviiiiiieeee e 1,877 549 2,426
Asset-backed securitizations and other(1) ... .ooeeeeennn 9,282 2,985 12,267
LI ] - USRS $ 13,914% 5,907% 19,821

(1) Amounts primarily reflect student loans, awtoaivables, servicer advance receivables, munibipads and credit card receivables.

The following tables present the aggregate Expoatuiefault amount of securitization exposuresimeth or purchased and
the associated RWAs for these exposures, catedgobigbveen securitization and re-securitization sxpes. In addition,
these exposures are further categorized into rikht bands and by risk-based capital approaches . Company employs
the Supervisory Formula Approach and the Simplifieghervisory Formula Approach to calculate couraegpcredit capital
for securitization exposures in the Company’s bagkbook. The Supervisory Formula Approach usegnatemodels to
calculate the risk weights for securitization exjges. The Simplified Supervisory Formula Approashaisimplified version
of the Supervisory Formula Approach under which tis& weights for securitization exposures are weiged using
supervisory risk weights and other inputs. In thoases where the Company does not apply eitheheofSupervisory
Formula Approach or the Simplified Supervisory FatanApproach, then the securitization exposurebbeilassigned to the
1,250% risk weight category.

At December 31, 2014
Securitizations
Simplified Supervisory

Supervisory Formula Approach Formula Approach 1,250% Risk Weight Category
Exposure at Exposure at Exposure at
Risk Weight Default Amounts RWAs Default Amounts RWAs Default Amounts RWAs
(dollarsin millions)
0% - 20%........... $ 12,545% 2,659% 5,048% 1,070% - $ -
20% - 100%...... 826 310 14 5 - -
100% - 500%..... 369 635 891 1,948 - -
500% - 1,250%.. 61 395 - - - -
Equal to 1,250% - - - - 13 169
Total....ccoovneee. $ 13,801% 3,999% 5,953% 3,023% 13% 169
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At December 31, 2014
Re-securitizations
Simplified Supervisory

Supervisory Formula Approach Formula Approach 1,250% Risk Weight Category
Exposure at Exposure at Exposure at
Risk Weight Default Amounts RWAs Default Amounts RWAs Default Amounts RWAs
(dollarsin millions)
0% - 20%........... $ - $ - $ 11% 2% - $ -
20% - 100%...... - - - - - -
100% - 500%..... - - 31 88 - -
500% - 1,250%.. - - 12 70 - -
Equal to 1,250% - - - - 1 15
Total.................. $ - $ - $ 54% 160$ 1$ 15

At December 31, 2014, the amount of exposureswaatdeducted from Tier 1 common capital, represgrtie after-tax
gain on sale resulting from securitization was #i##ion.

The following table presents the aggregate Expoatiiefault amount of re-securitization exposuegained or purchased,
categorized according to exposures to which cresktmitigation is applied and those not applied.

At December 31, 2014

(dallarsin millions)

Re-securitization exposures:

Re-securitization exposure to which credit riskigaition is applied ...........cccccveiiiiiiiecccceeecceeeeed $ -
Re-securitization exposure to which credit riskigaition is not applied ..........ccccccveveeiimenvinviennen. 55
Total re-securitization exposures retained or PABEH ............ccvveiieiiiiiiii e $ 55
Total re-securitization eXPOSUIe 10 QUAITANTOLS cece..rrrriiiiiieeiaaaaeeee et eee e e e e e ebeereeeeeeeeaaaaaaaaeas $ -
Total re-securitization eXposure NOt t0 QUAIANTOIS......cccuuurirrririieeiereeeeeeeeeeeeesessneermeeeeeereeeeeeeees 55
Total re-securitization exposures retained or PRABEH ..............uvviiiiiiiiiiiiieee e $ 55

The credit risk of the Company’s securitizations ag-securitizations is controlled by actively ntoning and managing the
associated credit exposures. The Company evaluatdlateral quality, credit subordination levels amtructural
characteristics of securitization transactionsnaeption and on an ongoing basis, and manages @gsoagainst internal
concentration limits.

7.3 Securitization and Resecuritization Exposuresin the Trading Book

The Company also engages in securitization adwitelated to commercial and residential mortgagad, corporate bonds
and loans, municipal bonds and other types of &irrinstruments. The Company records such adwitn the trading
book.
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The following table presents the Net Market Valdettee Company’s aggregate on- and off-balance skeetritization
positions by exposure type, inclusive of hedge#héntrading book:

At December 31, 2014

Exposures Net Market Value(1)
(dollarsin millions)
(070] 1010411 (el = U 4 a0 o =T [T SRR $ 1,769
ReSIAeNtial MOMGAGES ... cciieiiee ettt e e et ettt e e e e e aaaaeaeaaeaaaanns 2,725
(7] g ool = 11= N0 (=] 0] 024 PP PPPPPPUPP TR 2,244
Asset-backed securitizations and OthET ... e eveeeiiiiee e e e emees 1,102
LI ] = | O TSRO PPPPROPP $ 7,840

(1) Net Market Value represents the fair valuecfash instruments and the replacement value fovatare instruments.
(2) Amount includes correlation trading positiohgttare not eligible for Comprehensive Risk Meagt@RM") surcharge. For more information on CRMgse
Section 9.1 “Comprehensive Risk Measure” includexkim.

The Company closely monitors the price, basis aqddity risk in the covered securitization andaesritization positions

that are held in the trading book. Each positidis fato at least one or more trading limits thatvé been set to limit the
aggregate, concentration and basis risk in thégimrto acceptable levels. Holdings are monitoagginst these limits on a
daily basis.

The inherent market risk of these positions aretwrap in various risk measurement models includRegulatory VaR,
Regulatory stressed VaR and stress loss scenahioh are calculated and reviewed on a daily b&sisther, the Company
regularly performs additional analysis to comprehearious risks in its securitization and rese@atton portfolio, and
changes in these risks. Analysis is performed icoatance with U.S. Basel Ill to understand struadtdeatures of the
portfolio and the performance of underlying coltate

The Company calculates the standard specific @gkilatory capital for securitization and reseczaition positions under the
Simplified Supervisory Formula Approach. Under thpproach, a risk weight assigned to each positiamalculated based
on a prescribed regulatory methodology. The resyltiapital charge represents the higher of the tatialong or net short
capital charge calculated after applicable netting.

In addition, the Company uses a variety of hedgimgtegies to mitigate credit spread and defasit fior the securitization
and resecuritization positions. Hedging decisioreskamsed on market conditions, and are evaluatddnwthe Company’s
risk governance structure.

8 Interest Rate Risk for Non-trading Activities

The Company believes that interest rate sensitaitglysis is an appropriate representation of thegany’s interest rate
risk for non-trading activities. For information dhe interest rate sensitivity analysis on nonitrgdactivities within the

Company’s portfolio, see “Quantitative and QuaiNtatDisclosures about Market Risk—Market Risk—Noading Risks”

in Part I, tem 7A of the 2014 Form 10-K.

9 Market Risk

Market risk refers to the risk that a change inlthel of one or more market prices, rates, indigaplied volatilities (the
price volatility of the underlying instrument imgak from option prices), correlations or other mafketors, such as market
liquidity, will result in losses for a position gortfolio. Generally, the Company incurs markek rés a result of trading,
investing and client facilitation activities, pripally within its Institutional Securities businessgment where the substantial
majority of the Company’s market risk capital isu@ed. In addition, the Company incurs tradingxtetl market risk within
its Wealth Management business segment. The Cortgpdmyestment Management business segment incumsipally
Non-trading market risk primarily from investmeimgeal estate funds and investments in privatétegehicles.
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The following table presents the Company’s meadaremarket risk and market risk RWAs in accordameggh the
Advanced Approach, categorized by component typ#AR for market risk are computed using either ratpriapproved
internal models or standardized methods that irev@lpplying risk-weighting factors prescribed byulegprs. Pursuant to
U.S. Basel lll, multiplying the measure for markiek by 12.5 results in market risk RWAs.

At December 31, 2014

Measur e for
Components of measure for market risk and market risk RWAs Market Risk RWAS(1)
(dallarsin millions)

REQUIALOIY VAR(2)....cciiitieeee e et e+ s ettt e e s et e e e e e ettt e e e e s eanaaeee s s sne s ennnneeaeas 741% 9,258
Regulatory stressed VaR(3) 2,962 37,021
Incremental riSk Charge(3) ....uue e eeeiiiiie e 1,094 13,674
Comprehensive risk MEASUIE(3)(4) ...cceu i i e e e e e 892 11,153
Specific risk:

NOM-SECUNTIZAtIONS(5) +vvvveerrirrieieeeeeees st smmmmmss ettt e ereeeeeeeeeeeeeasessassnnnsnnaeanreeees e ees 1,616 20,205

Y Yol B 2= LT 1S () 2,404 30,052
TOtAl MATKEE FISK ..eeiviiieiiiie ettt eeree et e et e e st e et e e e st eesne e e e sresneeeesnneeennns $ 9,709% 121,363

(1) For information on the Company’s market risk R§Vroll-forward from December 31, 2013 to DecemBgr 2014, see “MD&A—Liquidity and Capital
Resources—Regulatory Requirements—Implementatidh $f Basel [ll— Regulatory Capital Ratios” in Pytitem 7 of the 2014 Form 10-K.

(2) Per regulatory requirements, the daily avexadle previous 60 business days from the periabieate is utilized in the regulatory capital cadtidn.

(3) Perregulatory requirements, the weekly averddee previous 12 weeks from the period-end dateilized in the regulatory capital calculation.

(4) Amounts include 8% CRM surcharge computed utiderstandardized approach for positions eligibleGRM. At December 31, 2014, the CRM surcharge
related to RWAs was $7,965 million. For more infation on CRM, see Section 9.1 “Comprehensive Rigladdre” included herein.

(5) Non-securitization specific risk charges caitedl using regulatory-prescribed risk-weightingdeg for certain debt and equity positions. Thespribed risk-
weighting factors are generally based on, amonerdtiings, the Organization for Economic Cooperatind Development’s country risk classificationstfe
relevant home country (in the case of public seatat depository institution debt positions), thenaéning contractual maturity and internal assesssneh
creditworthiness.

(6) For information on market risk related to sé@ations, see Section 7.3 “Securitization andeRastization Exposures in the Trading Book” inadcherein.

9.1 Model M ethodology, Assumptions and Exposure M easur es

Regulatory VaR

The Company estimates VaR using an internal modsédb on volatility-adjusted historical simulatiar feneral market
risk factors and Monte Carlo simulation for namesgdfic risk in corporate shares, bonds, loans @tated derivatives. The
model constructs a distribution of hypotheticallylaihanges in the value of trading portfolios basedthe following:
historical observation of daily changes in key nearikidices or other market risk factors; and infation on the sensitivity
of the portfolio values to these market risk faatbanges. The Company’s VaR model uses four yddrstorical data with
a volatility adjustment to reflect current markenditions.

The Company utilizes the same VaR model for riskhagement purposes as well as regulatory capitaliledions. The
portfolio of positions used for the Company’s Vait fisk management purposes (“Management VaR"ediffrom that
used for regulatory capital requirements (“RegulatyaR”), as it contains certain positions that anecluded from
Regulatory VaR. Examples include counterparty ¢redliuation adjustments and loans that are camitethir value and
associated hedges. Additionally, the Company’s Mangnt VaR excludes certain risks contained ifR#égulatory VaR,
such as hedges to counterparty exposures relatbd ompany’s own credit spread.

For regulatory capital purposes, Regulatory VaRoputed at a 99% level of confidence over a 10tdag horizon. The

Company’s Management VaR is computed at a 95% lef/ebnfidence over a one-day time horizon, whishaiuseful

indicator of possible trading losses resulting fradverse daily market moves. For more informatibous the Company’s
Management VaR model, related statistics and lina@ihitoring process, see “Quantitative and Qualitabisclosures about
Market Risk—Risk Management—Market Risk” in Partitéem 7A of the 2014 Form 10-K.
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The following table presents the period-end, dailgrage, and high and low Regulatory VaR by rigkgary for a 10-day
holding period for the quarter ended December 3142 Additionally, the daily average Regulatory V&R a one-day
holding period is shown for comparison. The metbetow are calculated over the calendar quartertaeckfore may not
coincide with the period applied in the regulatoapital calculations.

99% Regulatory VaR
Quarter Ended December 31, 2014

One-Day
Holding Period 10-Day Holding Period
Daily Daily
Average(1) Period End Average(1) High L ow
(dollarsin millions)
INEEIESE FAte ...oevveeeiieeiiee e $ 348 1118 108% 157% 79
Credit spread..........ccccvvvvevveees e eeeeeeeeeeeeeas 55 164 170 197 155
EQUILY PriCE..cooeeeeeieeiieiieeee s 26 83 81 93 73
Foreign exchange rate..........ccccccoeevviiiiccceen, 18 67 56 77 41
CommOdity PriCe ..ot 26 96 81 107 61
Less: Diversification benefit(2)(3)................... (81) (276 (249 N/A N/A
Total Regulatory VaR ............cccovveveesvmmeeeveeenns $ 78% 245% 247% 277% 219

N/A-Not Applicable

(1) The daily average shown is calculated overetht@e quarter. Per regulatory requirements, thiy daerage of the previous 60 business days fieenperiod-
end date is utilized in the regulatory capital akdtion.

(2) Diversification benefit equals the differencetween the total Regulatory VaR and the sum ofctimaponent VaRs. This benefit arises because thelatied
one-day losses for each of the components occdiffenent days; similar diversification benefitsalare taken into account within each component.

(3) The high and low VaR values for the total Regoly VaR and each of the component VaRs might tweeerred on different days during the quarter, and
therefore the diversification benefit is not an laggble measure.

Requlatory Stressed VaR

Regulatory stressed VaR is calculated using theesasthodology and portfolio composition as ReguiaiaR. However,
Regulatory stressed VaR is based on a continuogsyear historical period of significant market steappropriate to the
Company’s portfolio. The Company’s selection of tiie year stressed window is evaluated on an ogdwnis.

The following table presents the period-end, weakigrage, and high and low Regulatory stressedfga® 10-day holding
period for the quarter ended December 31, 2014 itibddlly, the weekly average Regulatory stressedR\for a one-day
holding period is shown for comparison. The metbetow are calculated over the calendar quartertaeckfore may not
coincide with the period applied in the regulatoapital calculations.

99% Regulatory Stressed VaR
Quarter Ended December 31, 2014

One-Day
Holding Period 10-Day Holding Period
Weekly Weekly
Average(1) Period End Average(1) High L ow
(dollarsin millions)
Total Regulatory stressed VaR....................... $ 315% 1,048% 995% 1,290% 799

(1) The weekly average shown is calculated overetfitire quarter. Per regulatory requirementsytbekly average of the previous 12 weeks from theogend
date is utilized in the regulatory capital calcidat

Incremental Risk Charge

The Incremental Risk Charge (“IRC") is an estimafedefault and migration risk of unsecuritized dtgquroducts in the

trading book. The IRC also captures recovery résid assumes that average recoveries are lower défenlt rates are
higher. A Monte Carlo simulation-based model isduge calculate the IRC at a 99.9% level of confieenver a one-year
time horizon. A constant level of risk assumptignimposed which ensures that all positions in tR€ Iportfolio are

evaluated over the full one-year time horizon.
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The IRC model differentiates the underlying tradlestruments by liquidity horizons, with the minimdiguidity horizon set
to 3 months. Lower rated issuers receive longeridity horizons of between 6 and 12 months. In &oldito the ratings-
based liquidity horizon, the Company also appliggidlity horizon penalties to positions that arehed concentrated.

The following table presents the period-end, weeklgrage, and high and low IRC for the quarter dndecember 31,
2014. The metrics below are calculated over thentir quarter and therefore may not coincide viighperiod applied in
the regulatory capital calculations.

Quarter Ended December 31, 2014

Weekly
Period End Average(1) High Low
(dollarsin millions)
Total Incremental Risk Charge ............oeeeecmvvieiciiee e $ 998% 1,139% 1,463% 961

(1) The weekly average shown is calculated overetfitire quarter. Per regulatory requirementswbekly average of the previous 12 weeks from thegend
date is utilized in the regulatory capital calcidat

Comprehensive Risk Measure

Comprehensive Risk Measure (“CRM”) is an estimdteigk in the correlation trading portfolio, takingto account credit
spread, correlation, basis, recovery and defagksriA Monte Carlo simulation-based model is ugedaiculate the CRM at
a 99.9% level of confidence over a one-year tintizba, applying the constant level of risk assuimpti

All positions in the CRM portfolio are given a ligity horizon of 6 months.

Positions eligible for CRM are also subject to & &apital surcharge, which is reflected in “Compmesive risk measure”
in the “Components of measure for market risk amdket risk RWASs” table in Section 9 herein.

Correlation Trading Positions

A correlation trading position is a securitizatipasition for which all or substantially all of thalue of the underlying
exposure is based on the credit quality of a simglmpany for which a two-way market exists, or @ammonly traded
indices based on such exposures for which a twoiwagket exists on the indices. Hedges of correiatiading positions
are also considered correlation trading positiddiDecember 31, 2014, the Company’s aggregate CRibke correlation

trading positions had a Net Market Valw# $2,890 million, which is comprised of net longrket values of $1,540 million
and net short market values of $1,350 million. Tie¢ long and net short market values are inclusiveetting permitted
under U.S. Basel Ill.

The following table presents the period-end, weeklgrage, and high and low CRM for the quarter dridecember 31,

2014. The metrics below are calculated over thenthr quarter and therefore may not coincide viihperiod applied in
the regulatory capital calculations.

Quarter Ended December 31, 2014

Weekly
Period End Average(1) High L ow
(dollarsin millions)
Total Comprehensive Risk MEASUIE ..........ccoccevevrecimreeeeinnenn $ 218% 252% 278% 217

(1) The weekly average shown is calculated overetftire quarter. Per regulatory requirementswbekly average of the previous 12 weeks from thegend
date is utilized in the regulatory capital calcidat

2 Net Market Value represents the fair value fohdastruments and the replacement value for dévizatstruments.
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9.2 Model Limitations

The Company uses VaR and Stressed VaR as companentsinge of risk management tools. Among theirdfits, VaR

models permit estimation of a portfolio’s aggregatarket risk exposure, incorporating a range ofeeamarket risks and
portfolio assets. However, VaR has various limitas, which include, but are not limited to: usehddtorical changes in
market risk factors, which may not be accurate iptets of future market conditions, and may notyfuhcorporate the risk
of extreme market events that are outsized relativabserved historical market behavior or reftéet historical distribution
of results beyond the 99% confidence interval; @pbrting of losses over a defined time horizoniclidoes not reflect the
risk of positions that cannot be liquidated or hetigver that defined horizon.

The Company also uses IRC and CRM models to meadefimult and migration risk of credit spread andre&ation
products in the trading book. Among their benefit®ese models permit estimation of a portfolio’gragate exposure to
default and migration risk, incorporating a randenarket risk factors in a period of financial stse However, the IRC and
CRM models have various limitations, which incluteit are not limited to: use of historical defardtes, credit spread
movements, correlation and recovery rates, whick ne be accurate predictors of future credit esvinents, and may not
fully incorporate the risk of extreme credit evetitat are outsized relative to observed historitiavior or reflect the
historical distribution of results beyond the 99.8&tfidence interval.

Regulatory VaR, Regulatory stressed VaR, IRC andQRimbers are not readily comparable across firesabse of
differences in the firms’ portfolios, modeling assations and methodologies. In IRC and CRM, thos$tei@dinces may be
particularly pronounced because of the long riskizom measured by these models as well as thecdliffi in performing

backtesting. These differences can result in naterdifferent numbers across firms for similar ffolios. As a result, the
model-based numbers tend to be more useful wherpigted as indicators of trends in a firm's ristfite rather than as an
absolute measure of risk to be compared across.firm

9.3 M odel Validation

The Company validates its Regulatory VaR model, URegry stressed VaR model, IRC model and CRM maxteln
ongoing basis. The Company’s model validation psseds independent of the internal models’ develagmmplementation
and operation. The validation process includes,ranaiher things, an evaluation of the conceptuahdoess of the internal
models.

The Company’s Regulatory VaR model, Regulatoryssed VaR model, IRC model and CRM model have adinbe
approved for use by the Company’s regulators.

94 Regulatory VaR Backtesting

One method of evaluating the reasonableness ofCtmapany’s VaR model as a measure of the Companytenpal
volatility of net revenue is to compare the VaRhatthe hypothetical buy-and-hold trading revenuesuising no intra-day
trading, for a 99%/one-day VaR, the expected nurobéimes that trading losses should exceed Vakhduhe year is two
to three times, and, in general, if trading lossese to exceed VaR more than ten times in a ybaratiequacy of the VaR
model would be questioned. For days where losseseeixthe VaR statistic, the Company examines tiverdrof trading
losses to evaluate the VaR model’s accuracy relativealized trading results.

The Company regularly conducts a comparison o¥#R-based estimates with buy-and-hold gains ore®&xperienced
(“backtesting”). The buy-and-hold gains or lossesdefined in the U.S. Basel Il as profits or Es®n covered positions, as
defined in Section 9.5 below, excluding fees, coasioins, reserves, net interest income and intradaing. The buy-and-
hold gains or losses utilized for Regulatory VaRkiesting differs from the daily net trading revenas disclosed in
“Quantitative and Qualitative Disclosures about kidrRisk—Risk Management—Market Risk” in Part terh 7A of the
2014 Form 10-K. The Company had no Regulatory Vaéktesting exceptions during the quarter ended mbee 31, 2014.
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9.5 Covered Positions

During the quarter ended December 31, 2014, thep@osnhad exposures to a wide range of interess,ratedit spread,
equity prices, foreign exchange rates and commaatites—and the associated implied volatilities apceads—related to
the global markets in which it conducts its tradadivities. For more information about such expesusee “Quantitative
and Qualitative Disclosures about Market Risk—Riglanagement—Market Risk—Sales and Trading and Reklate
Activities” in Part Il, Item 7A of the 2014 Form 4.

Under U.S. Basel Ill, covered positions includeling assets or liabilities held by the Companytfa purpose of short-term
resale or with the intent of benefiting from actaakxpected price movements related to its mariadting activities, as well
as, foreign exchange and commodity exposure oficeltanking book assets. CVA is not a covered posiinder U.S.

Basel Il and as a result, hedges to the non-covEMA are themselves not eligible to be coveredtjprs.

The Company manages its covered positions by enmgogy variety of risk mitigation strategies. Theseategies include
diversification of risk exposures and hedging. Hedgactivities consist of the purchase or sale o$itions in related
securities and financial instruments, includingaaiety of derivative producte@., futures, forwards, swaps and options).
Hedging activities may not always provide effectiagigation against trading losses due to diffeemnin the terms, specific
characteristics or other basis risks that may éestveen the hedge instrument and the risk expdbates being hedged.
The Company manages the market risk associateditsitinading activities on a Company-wide basis,aoworld-wide
trading division level and on an individual prodbetsis. The Company manages and monitors its meskeéxposures in
such a way as to maintain a portfolio that the Camypbelieves is well-diversified in the aggregaiéhwespect to market
risk factors and that reflects the Company’s agategsk tolerance as established by the Compasyi®r management.

Valuation Policies, Procedures, and Methodologies<Ciovered Positions

For more information on the Company’s valuationigies, procedures, and methodologies for covereditipns (trading
assets and trading liabilities), see Note 2 (Sigaift Accounting Policies) and Note 4 (Fair Valuesdlbsures) to the
consolidated financial statements in Part Il, I@wof the 2014 Form 10-K.

9.6 Stress Testing of Covered Positions

The Company stress tests the market risk of item@a positions at a frequency appropriate to eactigtio and in no case
less frequently than quarterly. The stress teske fato account concentration risk, illiquidity wrdstressed market
conditions and other risks arising from the Compaimading activities.

In addition, the Company utilizes a proprietary rmmic stress testing methodology that comprehelysimeasures the
Company’s market and credit risk. The methodologgyutates many stress scenarios based on more thaye&@s of
historical data and attempts to capture the diffeliquidities of various types of general and sfiecisks. Event and default
risks for relevant credit portfolios are also captl

Furthermore, as part of the Federal Reserve’'s di@maprehensive Capital Analysis and Review, commoaferred to as
“CCAR,” the Company is required to perform annugpital stress testing under scenarios prescribadéfFederal Reserve.
The stress testing results are submitted to theeriaédReserve and a summary of the results undesédkierely adverse
economic scenario is publicly disclosed. For maferimation on the Company’s stress testing, see &AB-Liquidity and
Capital Resources—Regulatory Requirements” in Patem 7 of the 2014 Form 10-K.
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10 Operational Risk

Operational risk refers to the risk of loss resgtfrom inadequate or failed processes, peoplesgsigms or from external
events €.g., fraud; theft, legal, regulatory and complianceksi or damage to physical assets). The Companyincay
operational risk across the full scope of its bestactivities, including revenue-generating aitisie.g., sales and trading)
and support and control groups.g, information technology and trade processing). Bofurther discussion of the
Company’s operational risk, see “Quantitative andal@ative Disclosures about Market Risk—Risk Magiagnt—
Operational Risk” in Part Il, ltem 7A of the 2014ri 10-K.

As an advanced approach banking organization, thep@ny is required to compute operational risk RWAfg an
advanced measurement approach. The Company hatistetd an operational risk framework to identifygasure, monitor
and control risk across the Company. Effective apenal risk management is essential to reduciegrtipact of operational
risk incidents and mitigating legal, and regulatasks. The framework is continually evolving tocaant for changes in the
Company and to respond to the changing regulatoedybaisiness environment. The Company has implemengerational
risk data and assessment systems to monitor argzanaternal and external operational risk evetisassess business
environment and internal control factors and tdqren scenario analysis. The collected data elenanetsncorporated in the
Company'’s operational risk capital model. The magtedompasses both quantitative and qualitative esisn Internal loss
data and scenario analysis results are direct snpiutthe capital models, while external operationsk incidents and
business environment internal control factors arduated as part of the scenario analysis prodesaddition, given the
evolving regulatory and litigation environment agsothe financial services industry and that opemati risk RWAs
incorporate the impact of such related mattersraifmmal risk RWAs have increased and may contittuelo so. The
Company performs an ongoing review, update, ovetsigd validation of its advanced measurement ambréramework.

The Company uses the Loss Distribution Approacmadel operational risk exposures. In this approbds frequency and
severity distributions are separately modeled amdhined to produce an Aggregate Loss Distributiomasious confidence
levels over a one-year period. This modeling predeperformed separately on each of the unitsesfsure. The results are
aggregated across all units of measure, takingaotount diversification, to determine operatiagt regulatory capital.

In addition, the Company employs a variety of giskcesses and mitigants to manage its operatitskaerposures. These
include a strong governance framework, a compreébendsk management program and insurance. The @aynp
continually undertakes measures to improve infaastire and mitigate operational risk. The goal loé tCompany’s
operational risk management framework is to idgrdifid assess significant operational risks anchsure that appropriate
mitigation actions are undertaken. Operationalsrigkd associated risk exposures are assessetiaatathe risk tolerance
established by the Company’s Board of Directors aredprioritized accordingly. The breadth and raofjeperational risk
are such that the types of mitigating activities aide-ranging. Examples of activities include tlee of legal agreements
and contracts to transfer and/or limit operatiorisk exposures; due diligence; implementation dfisced policies and
procedures; exception management processing cendmadl segregation of duties.

See “Capital Adequacy” in Section 4 herein for @empany’s operational risk RWAs at December 314201

26



MORGAN STANLEY
Basel |11 Pillar 3 Disclosures Report

For the Quarterly Period Ended December 31, 2014
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