JEFFERIES EXECUTION SERVICES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
NOVEMBER 30, 2015

1.

ORGANIZATION AND BASIS OF PRESENTATION

Organization and Business — Jefferies Execution Services, Inc. (the "Company") is a wholly owned
subsidiary of Jefferies Group LLC (the "Parent") which in turn is a wholly owned subsidiary of Leucadia
National Corporation ("Leucadia" or the "Ultimate Parent"), a diversified holding company.

The Company is registered as a broker-dealer with the Securities and Exchange Commission ("SEC")
under the Securities Exchange Act of 1934 (the "Act"). The Company’s business primarily consists of
electronic and manual execution services on the New York Stock Exchange (the "NYSE") and other
exchanges and electronic market places for Jefferies LLC, a registered broker-dealer and subsidiary of
the Parent, and other financial institutions. The Company, in connection with its activities as a broker-
dealer, does not hold funds or securities for customers. Accordingly, as of November 30, 2015, the
Company claims an exemption from Rule 15¢3-3 of the Act based upon paragraph (k)(2)(ii). The
Company clears transactions on a fully disclosed basis through Jefferies LLC.

Basis of Presentation — The Company prepares its Consolidated Statement of Financial Condition
in accordance with accounting principles generally accepted in the United States of America ("U.S.
GAAP"), which requires management to make estimates and assumptions that may affect the amounts
reported in this financial statement and accompanying notes. The most significant of these estimates
and assumptions relate to the carrying amount of goodwill and intangible assets. Although these and
other estimates and assumptions are based on the best available information, actual results could be
materially different from these estimates.

Subsequent events — Management has evaluated events and transactions that occurred subsequent
to November 30, 2015 through the date that this financial statement was issued, and determined that
there were no events or transactions during such period that would require recognition or disclosure
in this financial statement.

SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents — Cash consists of demand deposit accounts. One financial institution
held such amounts at November 30, 2015.

Premises and Equipment — Premises and equipment are carried at cost less accumulated depreciation.
The Company computes depreciation using the straight-line method over the estimated useful lives of
the related assets, which is generally three to ten years. Leaschold improvements are amortized using
the straight-line method over the term of the related leases or the estimated useful lives of the assets,
whichever is shorter. As of November 30, 2015, premises and equipment amounted to $1.4 million and
the related accumulated depreciation was $1.4 million.

Goodwill — Goodwill represents the excess acquisition cost over the fair value of net tangible and
intangible assets acquired. Goodwill is not amortized and is subject to annual impairment testing on
August 1 or between annual tests if an event or change in circumstance occurs that would more likely
than not reduce the fair value of a reporting unit below its carrying value. In testing for goodwill
impairment, the Company has the option to first assess qualitative factors to determine whether the
existence of events or circumstances lead to a determination that it is more likely than not that the fair
value of a reporting unit is less than its carrying amount. If, after assessing the totality of events and
circumstances, the Company concludes that it is not more likely than not that the fair value of a reporting
unit 1s less than its carrying amount, then performing the two-step impairment test is not required. If it
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is concluded otherwise, the Company is required to perform the two-step impairment test. The goodwill
impairment test is performed by comparing the estimated fair value of the Company with its respective
carrying value. If the estimated fair value exceeds the carrying value, goodwill is not impaired. If the
estimated fair value is less than the carrying value, further analysis is necessary to determine the amount
of impairment, if any, by comparing the implied fair value of the reporting unit’s goodwill to the carrying
value of the entity.

The fair value of the Company is based on widely accepted valuation techniques that the Company
believes market participants would use, although the valuation process requires significant judgment
and often involves the use of significant estimates and assumptions. The methodologies the Company
utilizes in estimating the fair value include market valuation methods that incorporate price-to-earnings
and price-to-book multiples of comparable exchange traded companies and multiples of merger and
acquisitions of similar businesses. The estimates and assumptions used in determining fair value could
have a significant effect on whether or not an impairment charge is recorded and the magnitude of such
a charge. Adverse market or economic events could result in impairment charges in future periods.
Refer to Note 3, Goodwill and Intangible Assets, for further information on the Company’s assessment
of goodwill.

Intangible Assets — Intangible assets deemed to have finite lives are amortized on a straight line basis
over their estimated useful lives, where the useful life is the period over which the asset is expected to
contribute directly, or indirectly, to the Company’s future cash flows. Intangible assets are reviewed for
impairment on an interim basis when certain events or circumstances exist, by comparing the carrying
value of the finite-lived intangible asset to the current and future cash flows expected to be generated
from such asset on an undiscounted basis, including eventual disposition. For amortizable intangible
assets, impairment exists when the carrying amount of the intangible asset exceeds its fair value. At
least annually, the remaining useful life is evaluated.

An intangible asset with an indefinite useful life is not amortized but assessed for impairment annually,
or more frequently, when events or changes in circumstances occur indicating that it is more likely than
not that the indefinite-lived asset is impaired. Impairment exists when the carrying amount exceeds its
fair value. In testing for impairment, the Company has the option to first perform a qualitative assecssment
to determine whether it is more likely than not that an impairment exists. If it i1s determined that it 1s
not more likely than not that an impairment exists, a quantitative impairment test is not necessary. If
the Company concludes otherwise, it is required to perform a quantitative impairment test.

For both amortizable and indefinite-lived intangible assets, to the extent an impairment loss is
recognized, the loss establishes the new cost basis of the asset. For an intangible asset with a finite life,
the new cost basis is amortized over the remaining useful life of that asset. Subsequent reversal of
impairment losses is not permitted.

The Company’s annual indefinite-lived intangible asset impairment testing date is August 1.
Refer to Note 3, Goodwill and Intangible Assets, for further information.

Income Taxes — The results of operations of the Company are included in the consolidated Federal
and applicable state and local income tax returns filed by the Ultimate Parent. In states that neither
accept nor require combined or unitary tax returns, the Company files separate state income tax returns.
The Parent allocates to the Company its share of the consolidated income tax expense or benefit based
upon statutory rates applied to the Company’s earnings as if it were filing separate income tax returns.

S
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Amounts provided for income taxes are based on income reported for financial statement purposes and
do not necessarily represent amounts currently payable.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected
to apply to taxable income in the years in which those temporary differences are expected to be recovered
or settled. The realization of deferred tax assets is assessed and a valuation allowance is recorded to |
the extent that it is more likely than not that any portion of the deferred tax asset will not be realized. *
Pursuant to a tax sharing agreement entered into between the Company and the Parent, payments are 5
made to the Parent to settle current and deferred tax assets and liabilities.

The Company recognizes tax positions in the financial statement only when it is more likely than not,
based on the technical merits, that the position will be sustained upon examination by the relevant :
taxing authority. A tax position that meets the more-likely-than-not recognition threshold is measured %
at the largest amount of tax benefit that is greater than fifty percent likely of being realized upon
settlement,

Share-Based Compensation — The Ultimate Parent issues restricted stock and restricted stock units 1
("RSUs") to certain employees of the Company under an Incentive Compensation Plan, primarily in ;
connection with year end compensation. Delivery of the underlying shares of common stock is ;
conditioned on the grantees satisfying requirements outlined in the award agreements. |

Legal Reserves — In the normal course of business, the Company has been named, from time to time, ;
as a defendant in various legal actions, including arbitrations, class actions and other litigation, arising
in connection with its activities as a broker dealer. The Company is also invelved, from time to time, i
in other reviews, investigations and proceedings, both formal and informal, by governmental and self- i
regulatory agencies regarding its businesses, certain of which may result in judgments, settlements,
fines, penalties or other injunctions.

The Company recognizes a liability for a contingency in Accrued expenses and other liabilities when
it is probable that a liability has been incurred and the amount of loss can be reasonably estimated. If
a reasonable estimate of the probable loss is a range, the Company accrues the most likely amount of
such loss, and if such an amount is not determinable, then the Company accrues the minimum in the
range as the loss accrual. The determination of the outcome and loss estimates requires significant
Jjudgment on the part of management.

In many instances, it is not possible to determine whether any loss is probable or even possible, or to
estimate the amount of any loss or the size of any range of loss. The Company believes that, in the
aggregate, any pending legal actions or regulatory proceedings and any other exams, investigations or
similar reviews (both formal and informal) should not have a material adverse effect on its results of
operations, cash flows or financial condition. In addition, the Company believes that any amount that
could be reasonably estimated of potential loss or range of potential loss in excess of what has been
provided in this financial statement is not material on the Company’s financial statement.
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4.

Recent Accounting Developments
Adopted Accounting Standards

Income Taxes. In July 2013, the FASB issued ASU No. 2013-11, Presentation of an Unrecognized Tax
Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward
Exists. The guidance requires an entity to net their unrecognized tax benefit, or a portion of an
unrecognized tax benefit, in the financial statements against a deferred tax asset for a net operating
loss carryforward, a similar tax loss or tax credit carryforward, unless such tax loss or credit
carryforward is not available at the reporting date under the tax law of the applicable jurisdiction to
settle any additional income taxes resulting from the disallowance of a tax position. In the event that
the tax position is disallowed or the tax law of the applicable jurisdiction does not require the entity
to use, and the entity does not intend to use, the deferred tax asset for such purpose, the unrecognized
tax benefit shall be presented in the financial statements as a liability and shall not be combined with
deferred tax assets. The adoption of this update on December 1, 2014, did not have a material effect
on the Company’s financial statements.

GOODWILL AND INTANGIBLE ASSETS

Goodwill — At November 30, 2015, goodwill amounted to $4.2 million. There were no changes to
goodwill during the year ended November 30, 2015. The Company’s annual goodwill impairment
testing on August 1, 2015 did not indicate any goodwill impairment. Adverse market or economic
events could result in impairment charges in future periods.

Estimating the fair value of the Company requires management judgment. The estimated fair value of
the Company was determined using a market valuation method that incorporates price-to-earnings and
price-to-book multiples of comparable public companies. In addition, as the fair value determined
under the market approach represents a noncontrolling interest, the Company applied a control premium
to arrive at the estimated fair value on a controlling basis.

Intangible assets —The gross cost, accumulated amortization, net carrying amount and weighted
average remaining lives of the intangible assets at November 30, 2015 by major asset category is as
follows (in thousands):

Weighted
. average

Accumulated  Net carrying remaining
Gross cost amortization amount lives (years)
Customer relationships $ 239§ 37§ 202 153
Trade name 372 29) 343 323

Exchange membership interests and

registrations 212 — 212 N/A

3 823 % (66) $ 757

The annual impairment testing of indefinite-lived intangible assets on August 1, 2015 did not indicate
any impairment.

INCOME TAXES
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The Company is subject to U.S. Federal income tax as well as income tax in multiple state and local
jurisdictions. The Company files a consolidated U.S. Federal and applicable state combined or unitary
income tax returns with its Ultimate Parent. [n states that neither accept nor require combined or unitary
tax returns, the Company files separate state income tax returns.

Deferred income tax assets and liabilities are provided for temporary differences between the tax basis
of an asset or liability and its reported amount in the Statement of Financial Condition. These temporary
differences result in taxable or deductible amounts in future years and are measured utilizing tax rates
that will be in effect when such differences are expected to reverse. Management believes it is more
likely than not that the Company will generate sufficient taxable income in the future to realize the
deferred tax assets and therefore no valuation allowance is required at November 30, 2015. Pursuant
to the tax sharing agreement between the Company and its Parent, the Company settles its deferred tax
assets and liabilities with the Parent periodically. In the absence of such an agreement, the Company
would have reported a net deferred tax liability of approximately $2.2 million at November 30, 2015,
which is primarily related to the amortization of goodwill and basis created by the push down of the
acquisition method of accounting upon the Company’s acquisition by its Ultimate Parent in 2013.

At November 30, 2015, the Company has no unrecognized tax benefits and no provision for interest
or penalties related to unrecognized tax benefits.

The Company is currently under examination by the Internal Revenue Service and other major tax
jurisdictions in which it has business operations. The Company does not expect that resolution of these
examinations will have a material effect on the Statement of Financial Condition of the Company. The
table below summarizes the earliest tax years that remain subject to examination in the major tax

Jjurisdictions in which the Company operates:

Jurisdiction Tax Year

United States 2009

New York State 2001
2003

New York City

5. EMPLOYEE BENEFIT PLANS

The Company’s employees are eligible to participate in various benefit plans of the Parent, including
an Employee Stock Purchase Plan ("ESPP") for shares of the Ultimate Parent designed to qualify under
Section 423 of the Internal Revenue Code ("IRC") and a profit sharing plan, which includes a salary
reduction feature designed to qualify under Section 401(k) of the IRC. Certain employees of the
Company are eligible to participate in a stock ownership and long-term incentive plan (the "Plan")
sponsored by the Parent. The Plan allows awards to certain employees in the form of incentive stock
options, nonqualified stock options, stock appreciation rights, restricted stock, unrestricted stock,
performance award dividend equivalents, or other stock based awards of the Ultimate Parent.

There are no separate plans solely for the employees of the Company and therefore benefit plan expenses
are determined based upon participation and are effected through an intercompany charge from the

Parent.

6. OFF-BALANCE SHEET RISK
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In the normal course of business, the Company is involved in the execution of various customer securities
transactions which exposes the Company to a variety of risks. Customer activities are executed and
directed to clearing firms for settlement on a cash, margin or delivery-versus-payment basis. The
Company seeks to control the risk associated with these executions by establishing and monitoring
share and dollar limits applicable to each customer.

7. NET CAPITAL REQUIREMENTS

The Company is a registered broker-dealer in securities and, accordingly, is subject to the net capital
requirements of the SEC and the Financial Industry Regulatory Authority, Inc. ("FINRA"). The
Company is required to maintain minimum net capital, as defined under SEC Rule 15¢3-1, of not less
than the greater of $250,000 or 2% of aggregate debit items arising from customer transactions. FINRA
may require a member firm to reduce its business if its net capital is less than 4% of such aggregate
debit items or 125% of its minimum dollar net capital requirement and may prohibit a firm from
expanding its business if net capital is less than 5% of such aggregate debit items or 150% of its minimum
dollar net capital requirement. At November 30, 2015, the Company had net capital of $9,647,000,
which exceeded the minimum regulatory net capital requirement by $9,397,000.

8. RELATED-PARTY TRANSACTIONS

The Company has significant transactions with the Parent and its subsidiaries. The Receivable from
Jetferies LLC of $3.0 million is primarily comprised of commission receivables.

Clearance and Administrative Activities — The Company clears its securities transactions through
Jefferies LLC. In addition, Jefferies LLC provides the Company with certain administrative support,
including systems and data processing, accounting, compliance, legal, office and general facilities
support.
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