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Incoming letter dated January 7, 2011
Dear Mr. Williams:

This is in response to your letter dated January 7, 2011 concerning the sharcholder
proposal submitted to Morgan Stanley by the Missionary Oblates of Mary Immaculate,
the Marianist Province of the United States, and the Libra Fund, L.P. Our response is
attached to the enclosed photocopy of your correspondence. By doing this, we avoid
having to recite or summarize the facts set forth in the correspondence. Copies of all of
the correspondence also will be provided to the proponents.

In connection with this matter, your attention is directed to the enclosure, which
sets forth a brief discussion of the Division’s informal procedures regarding shareholder
proposals.

Sincerely,

Gregory S. Belliston
Special Counsel

Enclosures

cc:  Séamus P. Finn, OMI
Director
Justice, Peace and Integrity of Creation Office
Missionary Oblates of Mary Immaculate
391 Michigan Avenue, NE
Washington, DC 20017
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Myles McCabe

Director of Peace and Justice
Marianist Province of the US
4425 West Pine Boulevard
St. Louis, MO 63108-2301

Farha-Joyce Haboucha
Managing Director/Director,
Socially Responsive Investments
Rockefeller Financial

10 Rockefeller Plaza

3rd Floor

New York, NY 10020



February 17,2011

Response of the Office of Chief Counsel
Division of Corporation Finance

Re:  Morgan Stanley
Incoming letter dated January 7, 2011

The proposal requests that the board report to shareholders “the risk management
structure, staffing and reporting lines of the institution and how it is integrated into their
business model and across all the operations of the company’s business lines.”

* There appears to be some basis for your view that Morgan Stanley may exclude
the proposal under rule 142-8(i)(7), as relating to Morgan Stanley’s ordinary business
operations. We note that the proposal relates to the manner in which-Morgan Stanley
manages risk. Accordingly, we will not recommend enforcement action to the
Commission if Morgan Stanley omits the proposal from its proxy materials in reliance on
rule 14a-8G)Y(7). In reachmg this position, we have not found it necessary to address the
alternative bases for omission upon which Morgan Stanley relies.

Sincerely,

Robert Errett
Attorney-Adviser



- DIVISION OF CORPORATION FINANCE
 INFORMAL PROCEDURES REGARDiNG SHAREHOLDER ?ROPOSALS

'I'he vaxsxon of Coxporauon Finance behevcs that its responsibility with respect to |

fmatters arising under Rule 14a-8 [17 CFR 240. 14a-8], as with other matters under the proxy
rules; is to-aid those who must comply with the rule by offering informal advice and suggestions
" and to determine, initially, whether or not it may be appropriate ina particular ratter to
recommend enforcement action to the Commission. In connection with a shareholder proposal
. under Rule 14a-8, the Division’s staff considers the information famished to it by the Company

it support of its intention to exclude the proposals from the Company’s proxy. materials, as well
as any mformatxon furmshcd by the proponent or the proponent s representanve -

Although Rule 14a-8(k) does not require any commumcauons from shareholders to the
Commxssxon s staff, the staff will always consider information ooncermng alleged violations of .
the. statutes administered by the Commission, including argument as to whether or not activities
_ proposed to be taken would be violative of the statute or'rule involved. The receipt by the staff
" ofsuch information, however; should not be constiued as changing the staff’s informal
procedutes and proxy review into a formal or adversary pmcedurc

It is important to note that the staft’s and Comxmssxon s no-action responses to
.- Rule 14a-8(j) submissions reflect only informal views. The determmatmns reached in these no-
-action letters do not and cannot adjudicate the merits of a company’s position with respect to the
* proposal. Onlya court such as a U.S. District Court can decide whether a company is obligated -
.to include shareholder proposals in its proxy materials. Accordingly a discretionary v
“determination nat to recommend or take Commission enforcement action, does not preciudc a
jproponent; or any shareholder of a company, from putSuing any rights he or she may have against
the company in court, should the management omit the propesal from the company’s proxy:
material.
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450 Lexington Avenue 212 701 5843 fax

New York, NY 16017 marc.willlams@davispolk.com
January 7, 2011

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission

100 F Street, NE

Washington, D.C. 20549

via email: shareholderproposals@sec.gov

Ladies and Gentlemen:

On behalf of Morgan Stanley, a Delaware corporation (the “Company”), and in
accordance with Rule 14a-8(j) under the Securities Exchange Act of 1934, as amended (the “ 34
Act”), we are filing this letter with respect to the shareholder proposal and supporting statements
(the “Proposal™) submitted by the Missionary Oblates of Mary Immaculate, the Marianists
Province of the United States and the Libra Fund, L.P. (collectively, the “Proponents™) on
December 10, 2010, December 13, 2010 and December 13, 2010, respectively, for inclusion in
the proxy materials Morgan Stanley intends to distribute in connection with its 2011 Annual
Mecting of Shareholders (the “2011 Proxy Materials™). The Proposal and respective
correspondence are attached hereto as Exhibit A.

We hereby request confirmation that the Staff of the Division of Corporation Finance (the
“Staff”) will not recommend any enforcement action if; in reliance on Rule 14a-8, Morgan
Stanley omits the Proposal from the 2011 Proxy Materials. In accordance with Rule 14a-8(j),
this letter is being filed with the Securities and Exchange Commission (the “Commission”) not
less than 80 days before Morgan Stanley plans to file its definitive proxy statement.

* Pursuant to Staff Legal Bulletin No. 14D {CF), Shareholder Proposals (November 7,
2008), question C, we have submitted this letter and any related correspondence via email to
shareholderproposals@sec.gov. Also, in accordance with Rule 14a-8(j), a copy of this
submission is being sent simultaneously to the Proponents as notification of the Company’s
intention to omit the Proposal from its 2011 Proxy Materials. This letter constitutes the
Company’s statement of the reasons it deems the omission of the Proposal to be proper.
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THE PROPOSAL

The Proposal directs “that the Board of Directors report to shareholders (at reasonable
cost and omitting proprietary information) by December 1, 2011, the risk management structure,
staffing and reporting lines of the institution and how it is integrated into their business model
and across all the operations of the company’s business lines.”

REASONS FOR EXCLUSION OF PROPOSAL

The Company believes that the Proposal may be properly omitted from the 2011 Proxy
Materials pursuant to:

+ Rule 14a-8(i)(10) because the Company has already substantially implemented the
Proposal;

¢ Rule 14a-8(i)(3) because the Proposal is impermissibly vague and indefinite so as to be
‘ misleading in violation of Rule 14a-9;

* Rule 14a-8(i)(7) because the Proposal deals with a matter relating to the ordinary
business operations of the Company; and

s Rule 14a-8(i)(1) because the Proposal deals with a matter that is not a proper subject for
action by stockholders under Delaware law.

1. The Company may omit the Proposal pursuant to Rule 142a-8(i)(10) because it has
been substantially implemented.

The Proposal directs the Board to report to shareholders on “the risk management
structure, staffing and reporting lines of the institution and how it is integrated into their business
model and across all operations of the company’s business lines.” The Company’s public filings
already provide extensive information of the very type requested by the Proposal. Accordingly,
the Company believes that the Proposal may be excluded pursuant to Rule 14a-8(i)(10).

Rule 14a-8(i)(10) permits the Company to exclude a proposal if “the company has
already substantially implemented the proposal.” The Commission has stated that the
predecessor to Rule 14a-8(i)(10) “was designed to avoid the possibility of shareholders having to
consider matters which have already been favorably acted upon by management.” Exchange Act
Release No. 12598 (July 7, 1976). It is settled that a company need not comply with every detail
of a proposal in order to exclude it under Rule 14a-8(i)(10); differences between a company’s
actions and the proposal are permitted so long as such actions satisfactorily address the
proposal’s underlying concerns. See, e.g., Masco Corporation (March 29, 1999) (permitting
exclusion of proposal because the company had “substantially implemented” the proposal by
adopting a version of it with slight modifications and a clarification as to one of its terms).
Proposals have been considered “substantially implemented” where a company has implemented.
part but not all of a multifaceted proposal. See, e.g., Columbia/HCA Healthcare Corp. (February
18, 1998) (permitting exclusion of proposal on grounds of “substantial implementation” after the
company took steps to at least partiaily implement three of four actions requested by the .
proposal). =
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This understanding was reaffirmed in the 1998 amendments to the proxy rules that
implemented the current Rule 14a-8(i)(10), which confirmed that a proposal need not be “fully
effected” by the company in order to be excluded as substantially implemented. See
Amendments to Rules on Shareholders Proposals, SEC Release No. 40018 (May 21, 1988) at
n.30 and accompanying text. When a company can demonstrate that it has already taken actions
to address most elements of a shareholder proposal, the Staff has concurred that the proposal has
been “substantiaily implemented” and may be excluded. The Staff has maintained that “a
determination that the [cJompany has substantially implemented the proposal depends upon
whether [the company’s] particular policies, practices, and procedures compare favorably with
the guidelines of the proposal.” Symantec Corporation (June 3, 2010) (quoting Texaco, Inc.
(March 28, 1991)); see also The Procter & Gamble Company (August 4, 2010); and Wal-Mart
Stores, Inc. (March 30, 2010). Therefore, substantial implementation is evaluated according to
whether the actions of the company satisfactorily address the “essential objective” of the
proposal. See, e.g., Anheuser-Busch Cos., Inc. (Januvary 17, 2007); Condgra Foods, Inc. (July 3,
2006); Johnson & Johnson (February 17, 2006); and Exxon Mobil Corporation (March 18, 2004);
see also Wal-Mart Stores, Inc. (March 30, 2010); Caterpzllar Inc. (March 11, 2008); and The
Dow Chemical Co. (March 5, 2008).

As a general matter, the Company’s periodic reports pursuant to the >34 Act include -
extensive disclosure with respect to risk and risk management. The Board of Directors is
required under the >34 Act to publicly disclose the actions that it takes and the process that it
follows in order to manage risk both annually and quarterly. The Company’s Annual Report on
Form 10-K for the year ended December 31, 2009 (the “2010 Annual Report”), excerpts of
which are attached as Exhibit B, dedicates over 20 pages to a discussion of Risk and Risk

‘Management. See 2010 Annual Report, Part II, Item 7 “Management’s Discussion and Analysis
of Financial Condition and Results of Operations — Liquidity and Capital Resources,” at 74-89
and Item 7A “Quantitative and Qualitative Disclosures about Market Risk,” at 89-111. Risk is
also discussed in other relevant sections of the 2010 Annual Report. See, e.g., 2010 Annual
Report at 9-11, 17-20 and 23-25. The Company’s Quarterly Report on Form 10-Q for the period
ended September 30, 2010 (the “Quarterly Report™), excerpts of which are attached as Exhibit
C, dedicates over 10 pages to a quarterly update of the Risk Management disclosure. See
Quarterly Report, Item 3. Quantitative and Qualitative Disclosures about Market Risk, at 131-
142. Risk and risk management are further addressed in the Company’s definitive proxy
statement with respect to its 2010 annual meeting filed with the Commission on April 12, 2010
(the “2010 Proxy™), excerpts of which are attached as Exhibit D. As described in further detail
below, this disclosure substantially implements each aspect of the report called for by the
Proposal. .

Risk Management Structure. The Company has substantially implemented the
Proponents’ request for information detailing the Company’s risk management structure in its
annual and quarterly public disclosure.

Shareholders are informed as to the philosophy and goals of the Company which underlie
the risk management structure: “[t}he cornerstone of the Company’s risk management
philosophy is the execution of risk-adjusted returns through prudent risk-taking that protects the

“
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Company’s capital base and franchise. The Company’s risk management philosophy is based on
the following principles: comprehensiveness, independence, accountability, defined risk
tolerance and transparency. Given the importance of effective risk management to the
Company’s reputation, senior management requires thorough and frequent communication and
appropriate escalation of risk matters.” 2010 Annual Report at 89.

The Company details its current risk management structure as well as the corresponding
annual review and update in its 2010 Annual Report. The risk disclosure provided in the 2010
Annual Report covers the structure of risk management at the holding company level as well as
across the Company’s domestic and foreign business units:

The Company’s risk governance structure includes the Board; the Audit
Committee and the Risk Committee of the Board; the Firm Risk Committee [(the
“FRC”)]; senior management oversight, including the Chief Executive Officer,
the Chief Risk Officer, the Chief Financial Officer, the Chief Legal Officer and
the Chief Compliance Officer; the Internal Audit Department; independent risk
management functions (including the Market Risk Department, Credit Risk
Management, the Corporate Treasury Department and the Operational Risk
Department) and Company control groups (including the Human Resources
Department, the Legal and Compliance Division, the Tax Department and the
Financial Control Group), and various other risk control managers, committees
and groups located within and across the Company’s business segments.

1d. The risk management structure is subject to continued review and update: “the Company’s
risk management philosophy, with its attendant policies, procedures and methodologies, is
evolutionary in nature and subject to ongoing review and modification.” Id,

In addition to the structural framework, the disclosure details the principal risks faced by
the Company and its different divisions, the Company’s risk management activities including
hedging, the statistical techniques used to measure, monitor and review risk and other risk-
related information. See 2010 Annual Report at 91-92, 92-98, 100 and 109. The disclosure also
contains sections specifically addressing Market Risk (pgs. 91-99), Credit Risk (pgs. 99-109),
Operational Risk (pgs. 110-111) and Legal Risk (pg. 111); each section identifies the various
types of risk that fall into these categories and the Company’s process for mitigating such risk.
See 2010 Annual Report at 91-] il.

Staffing and Reporting Lines. The Company has substantially implemented the
Proponcnfs request for information detailing the staffing and reporting lines of the Company’s
risk management structure,

The Company, through its public disclosure, describes the extensive staff that it employs
and the resources it devotes to identify and manage risk:

The Board has oversight for the Company’s enterprise risk management
framework and is responsible for helping to ensure that the Company’s risks are
managed in a sound manner. . . . Effective January 1, 2010, the Board established

4
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another standing committee, the Risk Committee, which is comprised solely of
non-management directors, to assist the Board in the oversight of (i) the
Company’s risk governance structure, (ii) the Company’s risk management and
risk assessment guidelines and policies regarding market, credit and liquidity and
funding risk, (iii) the Company’s risk tolerance and (iv) the performance of the
Chief Risk Officer. The Audit Committee continues to review the major-
operational, franchise, reputational, legal and compliance risk exposures of the
Company and the steps management has taken to monitor and control such
exposure. The Risk Committee, Audit Committee and Chief Risk Officer report
to the full Board on a regular basis.

The Board has also authorized the FRC, a management committee appointed and
chaired by the Chief Executive Officer that includes the most senior officers of
the Company, including the Chief Risk Officer, Chief Legal Officer and Chief
Financial Officer, to oversee the Company’s global risk management structure.
The FRC’s responsibilities include oversight of the Company’s risk management
principles, procedures and limits, and the monitoring of capital levels and material
market, credit, liquidity and funding, legal, operational, franchise and regulatory
risk matters and other risks, as appropriate, and the steps management has taken
to monitor and manage such risks. The FRC reports to the full Board, the Audit
Committee and the Risk Committee through the Company’s Chief Risk Officer.

The Chief Risk Officer, a member of the FRC who reports to the Chief Executive
Officer, oversees compliance with Company risk limits; approves certain’
excessions of Company risk [imits; reviews material market, credit and
operational risks; and reviews results of risk management processes with the
Board, the Audit Committee and the Risk Committee, as appropriate.

The Internal Audit Department provides independent risk and control assessment
and reports to the Audit Committee and administratively to the Chief Legal
Officer. The Internal Audit Department examines the Company’s operational and
control environment and conducts audits designed to cover all major risk
categories.

The risk management functions and the Company control groups are independent
of the Company’s business units, assist senior management and the FRC in
monitoring and controlling the Company’s risk through a number of control
processes. The Company is committed to employing qualified personnel with
appropriate expertise in each of its various administrative and business areas to
implement effectively the Company’s risk management and monitoring systems
and processes.

1d. a1 90; see also 2010 Proxy at 12-13 and 14-15. In addition to the reporting described above,
the Chief Risk Officer also reports to the Risk Committee as described inthe Risk Committee
Charter available at: http://www.morganstanley.com/about/company/governance/rechart. html.
The Risk Committee in turn is responsible for evaluating the performance of the Chief Risk

5
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Officer. 2010 Proxy at 13. The disclosure above also clearly sets out the reporting lines of the
risk management staff and the responsibilities assigned to each division of the risk management
staff. In addition, as further described below under “Integration,” the Company has also
disclosed that each of its business segments has designated officers, committees and groups to
manage, monitor and report on risks related to the relevant business segment. Id at 90.

Integration. The Company has substantially implemented the Proponents’ request for
information detailing the integration of risk management into its business model across all
operations of its business lines.

The Company’s 2010 Annual Report describes its integrated risk management structure:
*The Company has policies and procedures in place for measuring, monitoring and managing
each of the various types of significant risks involved in the activities of its Institutional
Securities, Global Wealth Management Group and Asset Management business segments and
support functions as well as at the holding company level.” Id. at 89, The Company has
identified and detailed the operating lines in connection with which it perceives the most
significant risks and the procedures in place to manage such risks:

Each business segment has a risk committee that is responsible for helping to
ensure that the business segment, as applicable, adheres to established limits for
market, credit, operational and other risks; implements risk measurement,
monitoring, and management policies and procedures that are consistent with the
risk framework established by the FRC; and reviews, on a periodic basis, its
aggregate risk exposures, risk exception experience, and the efficacy of its risk
identification, measurement, monitoring and management policies and procedures,
and related controls.

Each of the Company’s business segments also has designated operations officers,
committees and groups to manage and monitor specific risks and report to the
business segment risk committee. The Company control groups work with
business segment control groups (including the Operations Division and
Information Technology Division) to review the risk monitoring and risk
management policies and procedures relating to, among other things, the business
segment’s market, credit and operational risk profile, sales practices, reputation,
legal enforceability, and operational and technological risks. Participation by the
senior officers of the Company and business segment control groups helps ensure
that risk policies and procedures, exceptions to risk limits, new products and
business ventures, and transactions with risk elements undergo a thorough review.

Id. at 90. The 2010 Annual Report then lays out in numerous tables the risks faced by the
Company’s different business divisions. See 2010 Annual Report at 94-99 and 102-109.

In the 2010 Proxy, the Company informs it shareholders how risk management is
integrated into the Company’s compensation procedures:
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The [Compensation, Management Development and Succession Committee (the
“CMDS Committee”)] worked with the Company’s Chief Risk Officer and the
CMDS Committee’s independent consultant to evaluate whether the Company’s
compensation arrangements encourage unnecessary or excessive risk-taking and
whether risks arising from the Company’s compensation arrangements are
reasonably likely to have a material adverse effect on the Company. Morgan
Stanley is a financial institution that engages in significant trading and capital
market activities that are subject to market and other risks. The Company
employs risk management practices, including trading limits, marking-to-market
positions, stress testing and employment of models. The Company believes in
pay for performance and as a result also evaluates its compensation programs to
- recognize these risks.

2010 Proxy at 17.

The Company believes it may exclude the Proposal because the disclosure in the
Company’s *34 Act filings substantially implements the requirements of the Proposal. In
addition, the Company believes that no significant additional detail could be provided beyond
that described above and in its public filings without divulging proprietary information, an act
which the Proponents themselves explicitly state is unnecessary. See Exhibit A (“omitting
proprietary information™).

2. The Company may omit the Proposal pursuant to Rule 14a-8(i}(3) because it is
impermissibly vague and indefinite as to be misleading in violation of Rule 14a-9.

The Proposal contains vague and overly-broad wording that, in light of the extensive
disclosure regarding the Company’s risk management structure, staffing and reporting lines and
integration described above, would leave both the Company and stockholders voting on the
Proposal uncertain as to exactly what actions would be required to be taken if the Proposal were
approved. Accordingly, we believe that the Company may properly exclude the Proposal under
Rule 14a-8(1)(3).

Under Rule 14a-8(i)(3), a proposal may be excluded if “the proposal or supporting
statement is contrary to any of the Commission’s proxy rules, including Rule 14a-9, which
prohibits materially false or misleading statements in the proxy materials.” In Staff Legal
Bulletin No. 14B (CF) (September 15, 2004), the Staff stated that “reliance on [Rlule 14a-8(i)(3)
to exclude or modify a statement may be appropriate where . . . the company demonstrates
objectively that a factual statement is materially false or misleading {or] the resolution contained
in the proposal is so inherently vague or indefinite that neither the stockholders voting on the
proposal, nor the company in implementing the proposal (if adopted), would be able to determine
with any reasonable certainty exactly what actions or measures the proposal requires . . . .”

If the Proposal were to be approved by the shareholders, it is unclear to the Company
what additional disclosure would be required of it to fulfill the Proposal. The Proposal directs
that the Company’s Board of Directors provide a risk report to shareholders; it does not, however,
provide guidelines or requirements for such report other than by reference to three vague and
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broad terms, namely the “risk management structure, staffing and reporting lines of the
institution.” The Proposal does not describe the level of detail or specific information required to
be in the report. As discussed in Section 1 above, the Company already provides extensive
public disclosure on risk matters, and it is not clear what specific information is called for by the
Proposal beyond such disclosure. '

The Company believes it may exclude the Proposal because the Proposal falls squarely
within the criteria for exclusion established by the Staff because it is vague and fails to provide
sufficient guidance for implementation. Without guidance, the Company could not be expected
to know with a reasonable degree of certainty what additional disclosure is expected of it in order
to implement the Proposal if the Proposal is adopted.

3. The Company may omit the Proposal pursuant to Rule 14a-8(i)(7) because it deals .
with matters relating to the Company’s ordinary business operations.

The Proposal directs the Board to report to shareholders on issues relating to risk
management. As described in detail above, the Company provides, in compliance with its
disclosure obligations, extensive information with respect to its risk management structure and
practices. To the extent that the Proposal calls for a report that provides disclosure on risk
management beyond that which is already required and provided, the Proposal is addressing
matters that are at the heart of the day-to-day business operations of the Company. Accordingly,
the Company believes that the Proposal may be excluded pursuant to Rule 14a-8(i{7).

Under Rule 14a-8(i)(7), a proposal may be excluded if it “deals with a matter relating to
the conduct of the ordinary business operations of the registrant,” provided that the proposal does
not have “significant policy, economic or other implications inherent in” it. Exchange Act
Release No. 34-12999 (November 22, 1976). The Staff has indicated that where a proposal
requests a report on a specific aspect of the registrant’s business, as is the case with the Proposal,
the Staff will consider whether the subject matter of the proposal relates to the conduct of
ordinary business operations. Where it does, the proposal, although only requesting the
preparation of a report, will be excludable. See Exchange Act Release No. 34-20091 (August 16,
1983). In Exchange Act Release No. 34-40018 (May 21, 1998) (the “1998 Release™), the
Commission stated that the general policy consideration behind the 14a-8(i)(7) exclusion “is
consistent with the policy of most state corporate laws: to confine the resolution of ordinary
business problems to management and the board of directors, since it is impracticable for
shareholders to decide how to solve such problems at an annual shareholders meeting” and that
“[c]ertain tasks are so fundamental to management’s ability to run a company on a day-to-day
basis that they could not, as a practical matter, be subject to direct shareholder oversight.”” The
1998 Release further provides that determinations as to whether proposals intrude on ordinary
business matters “will be made on a case-by-case basis, taking into account factors such as the
nature of the proposal and the circumstances of the company to which it is directed.”

In Staff Legal Bulletin No. 14E (CF) (October 27, 2009) (“SLB 14E”), the Staff stated
that, in connection with the application of Rule 14a-8(i)(7) to proposals related to risk, it would
no longer focus on whether a proposal relates to the company engaging in an evaluation of risk,
and instead would “consider whether the underlying subject matter of the risk evaluation

8
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involves a matter of ordinary business to the company.” SLB 14E provides that proposals
related to risk are not excludable if the underlying subject matter transcends the day-to-day
business of the company and raises policy issues so significant that it would be appropriate for
stockholder vote, as long as a sufficient nexus exists between the nature of the proposal and the
company.

The Proposal directs that the Board produce a report on risk management. Risk
management is core to nearly all aspects of the Company’s business. Indeed, the Company’s
management and employees deal with risk management on a day-to-day basis in connection with
all aspects of the ordinary operations of the Company’s business: “[t}he Company’s senior
management takes an active role in the identification, assessment and management of various
risks at both the Company and business segments level.” 2010 Annual Report at 89. The
Company has an established Risk Comumittee of its Board whose sole purpose is to oversee the
development and implementation of a risk management structure. This Committee works with
the Board, the other Committees (such as the Audit Committee) and management to review and
assess the Company’s risk governance structure, risk management and risk assessment guidelines
and policies regarding market, credit, liquidity and funding risk and risk tolerance. More
information about the Risk Committee can be found by the general public at:
http://www.morganstanley.com/about/companyv/governance/rechart. html.

In addition, “{t}hrough various risk and control committees, the Company’s senior
management reviews business performance relative to {the Company’s liquidity and capital]
policies . . . . The Company’s Treasury Department, Firm Risk Committee (“FRC”), Asset and
Liability Management Committee (“ALCO”) and other control groups assist in evaluating,
monitoring and controlling the impact that the Company’s business activities have on its
consolidated statements of financial condition, liquidity and capital structure.” 2010 Annual
Report at 74,

As this disclosure and the disclosure referenced above make clear, it would be difficult to
identify a function more deeply integrated into the ordinary operations of the Company than risk
management. Moreover, the Company’s existing disclosure clearly explains to shareholders the
structure and practices implemented by the Company’s Board of Directors and management for
the purpose of risk management. Further disclosure would not just fail to “transcend the day-to-
day business matters” of the Company; it would require the Company to provide details with
respect to its risk management operations that are the very essence of day-to-day business
operations and many of which, as noted above, are proprictary.

For the reasons stated above, the Company believes that the Proposal directs a review of

activities central to the ordinary operations of the Company, and, therefore, is excludable under
Rule 14a-8(i)(7).
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4. The Company may omit the Proposal pursuant to Rule 14a-8(i)(1) because it deals

with a matter that is not a proper subject for action by stockholders under Delaware
law, :

The Proposal is not a proper matter for shareholder action under the laws of Delaware,
the jurisdiction in which the Company is incorporated. Accordingly, we believe that the
Company may properly exclude the Proposal under Rule 14a-8(i).

Rule 14a-8(i)(1) allows a company to omit from its proxy materials shareholder proposals
that are “not a proper subject for action by sharcholders under the laws of the jurisdiction of the
company’s organization.” The Proposal would require action that, under state law, falls within
the scope of the powers of the Company’s Board of Directors. The Company is a Delaware
corporation. Section 141(a) of the Delaware General Corporation Law states that the “business
and affairs of every corporation organized under this chapter shall be managed by or under the
direction of a board of directors, except as may be otherwise provided in this chapter or in its
certificate of incorporation.” In this regard, the note to Rule 14a-8(i)(1) provides, in part, that
“[d]epending on the subject matter, some proposals are not considered proper under state law if
they would be binding on the company if approved by shareholders.”

The proposal is not precatory and is not cast as a recommendation that the board of
directors take any specified action. Accordingly, the Proposal is not proper for shareholder
action under Delaware law. Aftached as Exhibit E is an opinion of Richards, Layton & Finger,
P.A., Delaware counsel to the Company, to this effect. The Staff has consistently permitted the
exclusion of stockholder proposals mandating or directing a company’s board of directors to take
certain action inconsistent with the discretionary authority provided to the board of directors
under state Jaw pursuant to Rule 14a-8(i)(1). See Bank of America (February 24, 2010); MGM
Mirage (February 6, 2008); Cisco Systems, Inc. (July 29, 2003); Constellation Energy Group, Inc.
(March 2, 2004); Philips Petroleum Company (March 13, 2002); Ford Motor Co. (March 19,
2001); American National Bankshares, Inc. (February 26, 2001); and AMERCO (July 21, 2000).
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CONCLUSION

The Company respectfully requests confirmation that the Staff will not recommend any
enforcement action if, in reliance on the foregoing, Morgan Stanley omits the Proposal from its
2011 Proxy Materials. Please call the undersigned at (212) 450-6145 if you should have any
questions or need additional information. If the Staff does not concur with the Company’s
position, we would appreciate an opportunity to confer with the Staff concerning these matters
prior to the issuance of its response.

Aftachment
ccw/att:  Martin Cohen, Corporate Secretary, Morgan
Stanley

Jeanne Greeley O’Regan, Assistant Secretary,
Morgan Stanley

William J. Haubert, Richards, Layton &
Finger, P.A.

Rev. Séamus P. Finn, Director, The Missionary
Oblates of Mary Immaculate

Myles McCabe, Director of Peace and Justice,
The Marianists, Province of the United States

Farha-Joyce Haboucha, Managing
Director/Director, The Libra Fund, L.P.

(NY) 1401 TAH06/PROX Y/No Astion Letter - Risk Report Proposal.doc



Exhibit A



Restore Contfidence in the Financial System
2011 ~ Morgan Stanley

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1954 that would require companies to report each quarier their average daily or monthly
amount of outstanding short-term debt, the maximum level of those borrowings and their weighted
average interest rate;

. WHEREAS, Mary Schapiro, SEC Chair, has commented that: "Under these proposals, investors would
have better information about a company’s financing activities during the course of a reporfing period —
not just a period-end snapshot,” and "With this information, investors would be better able to evaluate the
company's ongoing liquidily and leverage risks.” (Opening Statement, SEC Open Meeting, September 17,
2010y,

WHEREAS data compiled by Bloomberg states that; "For more than a decade, banks and insurance
companies convinced governments and nonprofits {e.g., Bay Area Toll Authority in Oakland, CA, Cornell
University, NY) that financial engineering would lower interest rates on bonds sold for public projects such
as roads, bridges and schools.” The Bloomberg article sa}d “That failed promise has cost [these entities]
more than $4 billion;

Whereas the US government found it necessary to commit more than $700 bilfion, the Troubled Assets
Retief Program in 2009, to prevent a compiete meitdown of the financial system;

Whereas our company according to the Financial Times tapped the Federal Reserves’ Primary Dealer
Credit Facility 212 times between March 2008 and March 2008, and according to Fox Business News,
accessed the Federal Reserve Term Securities Lending Facility 34 times during the crisis;

Whereas the chairman of our company, in a written submission o the Financial Crisis Inquiry
Comrnission stated, "We at Morgan Stanley believe the financial crisis exposed fundamental flaws in our
financial system. In retrospect many firms were too highly leveraged, took on too much risk-and did not
have sufficient resources to manage those risks effectively in a rapidly changing environment”; therefore,

BE IT RESOLVED that the Board of Directors report to shareholders {at reasonable cost and omitting
propristary information) by December 1, 2011, the risk management structure, staffing and reporting tines
of the institution and how it is integrated into thely business model and across all the operations of the
company’s business lines,

Supporting Statement. Restoring public frust and confidence in the financial system and in the
corporations and institutions that operate in the financial services sector will not be accomplished alone
by the Dodd-Frank financial reform legislation unless it is accompanied by greater transparency and
accountability across the sector and especially by the systemically significant financial institutions.

The proponents of this resolution have discussed with the Company the issue of risk management
structure that is in place to protect the institution, its stakeholders and financial system. This includes the
systemic risk that the activities of a single institution can engender. Continuous reporting on the
monitoring, testing and strenuous evaluation of these instruments for soundness, suitability, integrity and
safety is needed and ¢an be advanced through the adoption of this resolution.
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Missionary Oblates of Mary Immaculate
Justice & Peace / Integrity of Creation Office, United States Province

T R R KB D AR B R K

December 10,2010

Mr. James Gorman
Chief Executive Officer
Morgan Stantey Group
1585 Broadway

New York, NY 10036

Dear Mr, Gorman,

The Missionary Oblates of Mary Immaculate are a religious order in the Roman Catholic
tradition with over 4,000 members and missionaries in more than 65 countries throughout
the world. We are members of the Interfaith Center on Corporale Responsibility a
coalition of 275 faith-based institutions committed to socially responsible investments,
We are the beneficial owners of 2000 shares of Morgan Stanley Group, Inc. Verification
of our ownership of this stock is enclosed.

The work to reform the financial system and to restore the confidence of the public in that
system has barely begun. Millions of people across the world are still struggling asa
result of the meltdown of September 2008, Millions have lost their homes and many
others are underwater. Millions have lost jobs and still looking for new ones. Thousands
have seen their plans for retirement evaporate before their eyes. Furthermore we continue
to remain concerned about the long term impact of the crisis on the safety and soundness
of the global financial system and the confidence and trust of the general public in the
institutions and regulators in the sector.

The federal government, and therefore the US taxpayer, has had to intervene to an
unprecedented extent over the past 24 months to support and stabilize the financial
systern, Continuous revelations have made us all aware of the extent to which a number
of major domestic and international financial institutions, including Morgan Stanley,
made use of various facilities that were made available by the Federal Reserve. We
believe that the work of reform and regulatory enhancement, which was mandated by
Dodd-Frank legislation and other international bodies, by itself will not restore the trust
that has been destroyed. We believe that all stakeholders have a role to play in this
process, and that there are additional measures around transparency and accountability
that our company can contribute to this crucial confidence restoration enterprise.

1 Michigan Avenue, NE * Washington, DC 20017 + Tel: 2024529-4505 * Fax: 202-529-4572
Website: www.omiusajpic.org



1t is with this in mind that [ write at this time to inform you of our intention io filc the
enclosed stockholder resolution for consideration and action by the stockholders at the
annual meeting. I hereby submit it for inclusion in the proxy statement in accordance
with Rule 14-a-8 of the General Rules and Regulations of the Securities Exchange Act of
1934, 1 will be the primary contact for this resolution.

If you have any questions or concerms on this, please do not hesitate to contact me.
Sincerely,
Sasa P For ors
g /- JFEM, g
Rev. S8éamus P. Finn, OM]
Director

Justice, Peace and Integrity of Creation Office
Missionary Oblates of Mary Immaculate



Restore Confidence in the Financial System
2011 - Morgan Stanley

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1984 that would require companies to report each quarter their average daily or monthly
amount of culstanding short-term debt, the maximum level of those borrowings and their weighted
average interest rate;

WHEREAS, Mary Schapiro, SEC Chalr, has commented that: "Under these proposals, investors would
have better information about a company'’s financing attivities during the course of a reporting period —
not just a period-end snapshot,” and "With this information, investors would be hetter able to evaluate the
company's ongoing liquidity-and leverage risks.” {Opening Statement, SEC Open Meeting, September 17,
2010y,

WHEREAS data compiled by Bloomberg states that: "For more than a decade, banks and insurance
cormpanies convinced governments and nonprofits {e.g., Bay Area Toll Authority in Oakland, CA, Comell
University, NY) that financlal engineering would lower interest rates on bonds sold for public projects such
as roads, bridges and schools.” The Bloomberg arlicle said, “That falled promise has cost [these entities]
more than $4 billion;

Whereas the US govarnment found it necessary to commit more than $700 billion, the Troubled Assets
Reiief Program in 2009, to prevent a complete meltdown of the financial system;

Whereas our company according to the Financial Times tapped the Federal Reserves' Primary Dealer
Credit Facility 212 times between March 2008 and March 2009, and according to Fox Business News,
accessed the Federal Reserve Term Securities Lending Facility 34 times during the crisis;

Whereas the chairman of our company, in a written submission to the Financial Crisis Inquiry
Commission stated, "We at Morgan Stanley believe the financial crisis exposed fundamental flaws in our
financial system. In retrospect many firms were 100 highly Jeveraged, took on too much risk and did not
have sufficient resources to manage those risks effectively in a rapidly changing environment”, thersfore,

BE IT RESOLVED that the Board of Directors report io shareholders (at reasonable cost and omitting
proprietary information) by December 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how itis mtegrated into theiz business model and across all the operations of the
company’s business lines.

Supporting Statement: Restoring public trust and confidence In the financial system and in the
corporations and institutions that operate In the financial services sector will not be accomplished alone
by the Dodd-Frank financial reform legistation unless it is accompanied by greater transparency and
accountability across the sector and especially by the systemically significant financial institutions.

‘e proponents of this resolution have discussed with the Company the issue of risk management
siricture that Is In place to protect the institution, its stakeholders and financial system. This includes the
systernic risk that the activities of a single Institution can engender. Continuous reporting on the
monitoring, testing and strenuous evaluation of these instruments for soundness, suitability, integrity and
safely is needed and can be advanced through the adoption of this resolution,
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December 8, 2010

Rev. Seamus P. Finn

Missionary Oblstes of Mary Immaculate

Justice and Peace Office — United States Province
391 Michigan Avenue, NE

Washington, DC 20017-1516

Dear Father Finn:

The United States Province of Missionary Oblates of Mary Immaculate owns 2,000 shares of
Morgan Stanley Group and has owned these shares for at least one year.

Please don’t hesitate to call me with any questions.
Very truly yours,

M%W

Bernadette Greaver
Assistent Vice Presldent - Custody Administration
M & T Bank



1221 Avchue of the Americas
New York, NY 10020

Morgan Stanley

Direct Dial: (212) 762-7325
Facsimile No: {212} 507-0010
Email: Jacob. TertDmorpanstaniey. com

V1A EMAIL AND OVERNIGHT MAIL

December 17, 2010

Reverend Séarus P, Finn, OMI
Director
Justice, Peace and Integrity of Creation Office
Missionary Oblates of Mary Immaculate
391 Michigan Ave,, NE
‘Washington, D.C. 20017

Re: Morgan Stanley Stockholder Proposal
Dear Reverend Finn:

On December 13, 2010, we received the Missionary Oblates of Mary Immaculate’s (“OMI”) letter
dated December 10, 2010 submitting a proposal for inclusion in Morgan Stanley’s 2011 proxy statement.

The federal securities laws require that in order to be eligible to submit a proposal for inclusion in
our proxy statement OMI must, among other things, have continuously held at least $2,000 in market value
of Morgan Stanley’s common stock for at least one year by the date it submitted the proposal and OM! must
state that it will continue to hold at least $2,000 in market value of Morgan Stanley's common stock
through the date of Morgan Stanley’s 2011 Annual Meeting of Shareholders. (A copy of SEC rule 14a-8,
which applies to shareholder proposals submitied for inclusion in proxy statements, is enclosed for your
reference.) OMI is not currently the registered holder on Morgan Stanley’s books and records of any shares
of Morgan Stanley common stock and has not provided adequate proof of ownership, Accordingly, OMI
must submit to us a written statement from the *record” helder of the shares (usually a broker or bank)
verifying that at the time OMI submitted the proposal, OMI had continuously held at least $2,000 in market
value of Morgan Statley common stock for at least the one year period prior to and ineluding the date you
submitted the proposal. The statement you provided is insufficient because it only verifies proof of
ownership for at least one year as of December 8, 2010. Therefore, you may sither provide verification of
your ownership for the full one year period as described above, or alternatively, provide us with verification
of OMU’s ownership from December 8, 2010 through December 10, 2010, the date OMI submitted the
proposal. In addition, OMI must provide a statement of its intent to continue to hold the required amount of
Morgan Stanley common stock through the date of Morgan Stanley’s 2011 Annual Meeting of
Shareholders. )



Rev. Séamus P. Fing, OMI
December 15, 2010
Page 2 of2

In order to meet the eligibility requirements for submitting a sharehokler proposal, you must
provide the requested information 10 us no later than 14 calendar days from the date you receive this letier.
H you provide us with documentation correcting these eligibility deficiencies, postmarked or transmitted
electronically no later than 14 calendar days after the date you receive this letter, we will review the
proposal to determine whether it is appropriate for inclusion in our proxy statement,

Sincerely,

J ESTyler
istant Secretary

_cc: Ms. Farha-Joyce Haboucha
‘Mr. Myles McCabe

Enclosure
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Justice and Peace/Integrity of Creation

Missionary Oblates of Mary Immaculate, United States Province
. . - Web Address: omiusajpic.org ‘ '

FAX TRANSMITTAL COVER SHEET

TO: ‘Jacob E. Tyler

FAXNUMBER:  212-507-0010

RE: Attached letter

DATE: December 21, 2010

SEINDER:  Rev. Séamuas Finn, OMI

NUMBER OF PAGES TO FOLLOW THJIS COVER SHEET: 1

Dear Mr. Tyler:
1received your letter and packet of information of December 17, 2010,

In xesponse to that, please find atﬁached a new letter of verification of ownership of shares of Morgan Stanley by
the Missionary Oblates of Mary Immaculate that we hope is more in line with what is needed.

In eaddition, please be assured that we plan to hold our shares at least until the annual meeting.
Ple-ase get back to me if anything else is required.

Simoeely,

Séexmus P. Finn, OMI

Dir-edor ) . .

Jus-tice, Pesce and Integrity of Creation Office
Misssinary Oblates of Mary Immaculate

Washington, DC, Office: Séarus Finn, OMI, Divector
391 Mchigan Avenve, NE  Washington, DC 20017  Tel: 202-529-4505  Fax: 202-529-4572 E-malt: seamus(@ominsa.org
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. December 21, 2010

Rev, Seamus P. Finn 4

Missionary Oblates of Mary Immaculate

Justice and Peace Office — United States Provinoe ;
391 Michigan Avenue, NE

Washington, DC 20017-1516

Dear Pather Finn: ,
As of December 10,2010, the United States Province of Missionary Oblates of Mary

Immaculate owns 2,000 shares of Morgan Stanley and has owned these shares continuously for
at least one year. These shares are held in nominee nume in the M & T Banks® account at the

Depository Trust Company
Pleas:g don’t hesitate to call me with any questions,

Very truly yours,

S Bernadette Greaver
Assistant Vice President
Custody Administration

Pg:
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The Marianists

POV HOLE OF THE DITED LT3LES

December 13, 2010

Sent via FedEx

Mr. James Gorman
Chief Executive Officer
Morgan Stanley Group
1585 Broadway

New York, NY 10036

Dear Mr. Gorman,

I any writing you on behalf of the Marianist Province of the United States in support of
the stockholder resolation on Restore Confidence in the Financial System. In brief, the
propusal asks that the Board of Directors report to shareholders (at reasonable cost and
omitting proprietary information) by December 1, 2011, the risk management structure,
staffing and reporting lines of the institulion and how it Is integrated into their business
model and across all the operations of the company’s business lines.

! am hereby authorized to notify you of our intention to co-file this sharcholder proposal
with the Missionary Oblates of Mary Immaculate for consideration and action by the
shareholders at the 2011 Anpual Meeting. T hereby submit it for inclusion in the proxy
statement for consideration and action by the shareholders at the 2011 annual meeting in
accordance with Rule 14-a-8 of the General Rules and Regulations of the Securities and
Exchange Act of 1934. A representative of the shareholders will attend the annual
meeting to move the resolution as required by SEC rules,

We are the owners of more than $2000 in shares of Morgan Stanley stock and intend to
hold $2,000 worth through the date of the 2011 Annual Mceeting. Verification of
ownership will follow.

We truly hope that the company will be willing to dialogue with the filers about this
proposal. Please note that the contact person for this resolution/proposal will be: Rev.
Séamus P. Finn, OMI, Director Justice, Peace and Integrity of Creation Office, Missionary
Oblates of Mary Tmmaculate, scamus@omiusa.org .

£425 West Ping Boulevard St. Louvis, Missouri 63108-2301 314.533.1207 314.533.0778 fox



Sincerely,
ns fR—
Myles McCabe

Director of Peace and Justice
Marianist Province of the US

Enclosure: 2011 Sharcholder Resolution - Restore Confidence in the Financial System



Restore Confidence in the Financial System
2011 - Morgan Stanisy

WHEREAS, the Securiies and Exchange Commission Is proposing the reinsiatement of a rule that was
eliminated In 1994 that would require companies {0 report each quarter their average daily or monthly
amount of outstanding short-term debt, the maximum level of those borrowings and their weighted
average interest rate;

WHEREAS, Mary Schapiro, SEC Chalr, has commented that *Under these proposals, investors would
have better information about a company’s financing aclivities during the course of a reporting period —
ot just a period-end snapshot,” and “With this information, investors would be better able to evaluate the
company’'s ongoing liquidity and leverage risks.” {Cpening Statement, SEC Open Mesting, September 17,
2010);

WHEREAS data complled by Bloomberg states that: “For more than a decade, banks and insurance
companies convinced governments and nonprofits (e.q., Bay Area Toll Authority in Oakland, CA, Cornell
University, NY) that financlal engineering would lower Interest rates on bonds sold for public projects such
as roads, bridges and schools.” The Bloomberg arficle said, "Tha failed promise has cost [these enlities]
more than $4 billion;

Whereas the US government found it necessary to commit more than $700 billion, the Troubled Assets
Relief Program in 2008, to prevent a complete meltdown of the financial system,;

Whereas our company according to the Financial Times tapped the Federal Reserves' Primary Dealer
Credit Facility 212 imes between March 2008 and March 2008, and according to Fox Business News,
accessed the Federal Reserve Term Securities Lending Facility 34 times during the crisis;

Whereas the chairman of our company, in a written submission to the Financial Crisls inquiry
Commission stated, “We al Morgan Staniey believe the financial crisis exposed fundamental flaws in our
financial system. In retrospect many firms were too highly leveraged, took on too much risk and did not
have sufficient resources to manage those risks effectively in a rapidly changing environment”; therefore,

BE 1T RESOLVED that the Board of Directors report to shareholders {at reasonable cost and omitting
proprietary information} by December 1, 2011, the risk management structurs, staffing and reporting lines
of the institution and how it is integrated Into their business model and across all the operations of the
company’s business lines.

Supporting Statement: Restoring public trust and confidence in the financial system and in the
corporations and institutions that operate in the financial services sector will not be accomplished alone
by the Dodd-Frank financlal reform legisiation unless it is accompanied by greater transparency and
accountabliity across the seclor and especially by the systemically significant financial institutions,

The proponents of this resolution have discussed with the Company the issue of risk management
structure that is in place to protect the institution, its stakeholders and financial system. This includes the
systemlc risk that the activities of a single institulion can engender, Continuous reporting on the
monitoring, testing and strenucus evaluation of these instruments for soundness, sultabllity, integrity and
safety is needed and can be advanced through the adoption of this resoiution.



1221 Avenue of the Americas
New York, NY 10020

Morgan Stanley

Direct Dial; (212) 762-7325
Facsimile No: (212} 3670610

Email: Jucob Trler(bmyreanstanley.com

VIA FACSIMILE AND OVERNIGHT MAIL

December 17, 2010
Mr. Myles McCabe
Direcior of Peace and Justice
Marianist Province of the United States
4425 West Pine Boulevard
St Louis, MO 63108-2301

Re: Morgan Stantey Stockholder Proposal
Dear Mr. McCabe:

On December 14, 2010, we received The Marianist Province of the United States® (the
“Marianists™) letter dated December 13, 2010 submitting a proposal for inclusion in Morgan Stanley’s 2011
proxy statement.

The federal securities laws require that in order to be eligible to submit a proposal for inclusion in
our proxy statement the Marianists must, among other things, have continuously held at least $2,000 in
market value of Morgan Stanley’s common stock for at least one year by the date they submitted the
proposal. (A copy of SEC rule 14a-8, which applies to shareholder proposals submitted for inclusion in
proxy statements, is enclosed for your reference,) The Marianists are not currently the registered holder on
Morgan Stanley’s books and records of any shares of Morgan Stanley common stock and have not provided
proof of ownership. Accordingly, the Marianists must submit to us a writien staternent from the *record™
holder of the shares (usually a broker or bank) verifying that at the time the Marianists submitted the
proposal, December 13, 2010, they had continuously held at least $2,000 in market value of Morgan
Stanley common stock for at least the one year period prior to and including December 13, 2010,

In order to meet the eligibility requirements for submitting a shareholder proposal, you must
provide the requested information to us no later than 14 calendar days from the date you receive this letter.
If you provide us with documentation correcting this eligibility deficiency, postmarked or transmitted
electronically no later than 14 calendar days afler the date you receive this letter, we will review the
proposal to determine whether it is appropriate for inclusion in our proxy statement.

4

Jagbb E. Tyler
Assistant Secretary

Sincerel

ce: Ms, Farha-Joyce Haboucha
Rev, Séamus P. Finn

Enclosure
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Morgan Stanley
Legal and Compliance Division
212-762-7325

DATE: December 17, 20610

7 Pages Including Cover Sheet

If you experience any problems with this transmission, please contact
Patricia Foley @ 212-762-5639



AgoRIomIkIckoRIor ~COMM,  JOURNAE~ DATE DEC~17-2B18 »xkxk TIME 15:53 sunumorex

VODE = MEMORY TRANSMIGSION STARTeDEC-17 15346 END=DEC-17 35:53
FHE ND, =331

TN COM. CNE-TW STATION NANE/EMATL. ADDRESS/TELEPHONE NO. PRGES PURATION
ND. ABBR NG,

281 o a3 213145338778 ) 00T 0BRSS

—FORGON STEMLEY -

¥ -~ - Holoholok 212 762 ABID~ HKRAFRRER
FAX COVER SHEET
BY FASCIMILE
™! Mr. Myles McCabe

Director of Pence and Justice
Marianist Province of the Unlted Siates
314.533-1207 {p)

314-533-0778 ()

FROM: Jacob Tyler
Morgon Stanloy
Legal and Complisnce Division
212-762-1328

DATE: Decomber 17, 2018

7 Pages Including Cover Sheet

if you experience any problems with this transmission, please contact
Patricia Foley @ 212-762-5639



Reevd, 11}&3 };0

4
The Marianists

FROVINGE OF 1T QpITED STATES

December 22, 2010

Sent via FedBx

Mr. James Gorman
Chief Executive Officer
Morgan Stanley Group
1585 Broadway -

New York, NY 10036

Re:  Filing of Stockholder Resolution by Marianist Province of the United States
Dear Mr. Gorman:

Attached is the verification of ownership for our stock in Morgan Stanley in support of our
co-filing of the sharcholder resolution on Restore Confidence in the Financial System for
consideration and action by the sharcholders at the 2011 Annual Meeting,

Sincerely,

Myles McCabe
Director of Peace and Justice
Marianist Province of the UJ.5,

4425 West Pine Bovlevard 3t kouis, Missouri 43108-2303 314.533.1207 314.533.0778 fax
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December 14, 2010

Mr. John Mack, CEO
Morgan Stanley
1585 Broadway
New York, NY 10036

Re: Filing of Stockholder Resolution by Marianist Province of the United States
Dear Mr. Mack

This letter shall serve as verification that the Marianist Provinice of the US, St

Louis own at jeast $2,000 worth of stock in Morgan Stanley. The shares are held in
the account of the Marianist Province of the United States at Marshall & lisley Trust
Company N.A.The shares have been held by the Marianist Province of the United
States for at least one year and it is our understanding the Marianist Province of the
United States intends to hold the shares until the 2011 Annual Meeting.

Sincerely,
7
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Vice President
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» December 13, 2010

Mr. James Gorman
Chief Executive Officer
Morgan Stanley Group
1585 Broadway

New York, NY 10036

Dear Mr. Gorman,

Libra Fund, L.P. (the *Fund™ or “we™) is a socially responsive private investment Himited partnership that is
the benelicial owner of 36,020 shares of Morgan Stonley common stock as of Decomber 13, 20310, We are
presenting this resolution with Rev. Séamus P. Finn, Missionary Oblates of Mary Immaculate, as primary
filer. In brief, the proposal requests the Board of Directors of Morguan Stanley to report to sharehotders {at
reasonable cost and omitting proprictary information) by December 1, 2011, the risk munagement structure,
staffing and reporting Hnes of the institution and how it is integrated into its business model and across alf
the operations of the Company’s business lines. '

We believe that the work of reform und regulatory enhancement, which was mundated by Dodd-Frank
legislation and other international bodies, by itself will not in and of itsc!f restore investor trust, We believe
that all stakehoiders have a role to play in this process, and that there are additional measures around
transparency and accountability that Morgan Stanlcy can contribute to that end.

The attached proposal is submitted for inclusion in the 2011 proxy statement in accordance with Rule 14a-8
of the General Rules and Regulations of the Securities Exchange Act of 1934, "The Fund has continuously
held Morgan Stanley shares totaling at least $2,000 in market value for at least onc year prior to the dare of
this filing. Prool of ownership will be forthcoming from the Fund's custodian. It is the Fund’s intention to
maintain ownership of shares inthe Company through the date of the 2011 annual meeting,

Please direct any correspondence to the primary filer of this resolution, Rev. Scamus P. Finn, Dircctor,
Missionary Oblates of Mary fmmaculate by email at scamus@oimiusa.org or by phone at 202-269-6715.
You may also contact the undersigned Director of Socially Responsive Investments, by cmail at
jhabouchafirockco.com or by phone at 232-549-5220 if you have guestions or comments regarding the
proposal.

Thank you in advance for your time and attention. 1 Jook forward to working with you or members of youor
wam regarding the issues raised in this proposal,

Sincerely,

é?_uﬂ
ed 1gn§§>rys>
Avestmenis

Managing Dig irecyor, Socially Responsiv

Fncl. .
ce: Rev. Seamus P, Finn, Director Missionary Oblates of Mary Immaculate



Restore Confidence in the Finapcial System
2014 - Morgan Stanley

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1994 that would require companies to report each guarter their average daily or monthly
amount of culstanding shori-term debt, the maximum leve! of those borrowings and their weighted
average interest rate; .

WHEREAS, Mary Schapiro, SEC Chair, has commented that: *Under these proposals, invesiors would
have better information about a company’s financing activities during the course of a reporting period —
not just a period-end snapshol,” and "With this information, investors would be better able to evaluate the
company’s ongoing liquidily and leverage risks,” {Opening Statement, SEC Cpen Meeting, September 17,
2010y, .

WHEREAS data compiled by Bloomberg states that, "For more than a decade, banks and insurance
companies convinged governments and nonprofits (e.g., Bay Area Toll Authority in Qakland, CA, Cornell
University, NY) that financial engineering would lower interest rates on bonds sold for public projects such
as roads, bridges and schools.” The Bloomberg article sald, "That failed promise has cost [these entities}
more than §4 billiory; ’

Whereas the US govémmani found it necessary to commit more than $700 billion, the Troubled Assets
Relief Program in 20089, fo prevent a complete meltdown of the financial system;

Whereas our company according to the Financial Times tapped the Federal Reserves’ Primary Dealer
Credit Facility 212 limes between March 2008 and March 2009, and according to Fox Business News,
accessed the Federal Reserve Term Securitfes Lending Facility 34 times during the crisis;

Whereas the chairman of our company, in a written submission to the Financial Crisis Ihquiry
Commission stated, “We at Morgan Stanley believe the financial crisis exposed fundamental flaws in our
financial system. In retrospect many firms were too highly leveraged, took on too much risk and did rot
have sufficient resources 1o manage those risks effectively in a rapidly changing environment”; therefore,

BE IT RESOLVED that the Board of Directors report to sharehoiders (at reasonable cost and omitting
proprietary information) by December 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is integrated into their business model and across all the operations of the
company’s business lines.

Supporting Statement: Restoring public trust and confidence in the financial system and in the
corporations and institutions that operate in the financial services sector will not be accomplished alone
by the Dodd-Frank financial reform legislation unless it is accompanied by greater transparency and.
accountabifity across the sector and especially by the systemically significant financial institutions.

The proponents of this resolution have discussed with the Company the issue of sisk management
structure that is in place to protect the institution, its stakeholders and financial system. This includes the
systemic risk that the activities of a single institution can engender. Continuous reporting on the
monitoring, testing and strenuous evaluation of these instruments for soundness, suitability, integrity and
safely is needed and can be advanced through the adoption of this resolution,



1221 Avenue of the Americas
New York, NY 10020

Morgan Stanley

Direct Dial; (212) 762-7325
Facsimile No: (212) 507-0010
Email: Jacob Tvler@moreanstanicy.com

ViA EMAIL AND OVERNIGHT MAIL

December 17,2010
Ms. Farha-Joyee Haboucha
Managing Director/Director, Socially Responsive Investments
Rockefeller Financial Asset Management
10 Rockefeller Plaza, 3" Floor
New York, NY 10020

Re: Morgan Stanley Stockholder Propesal
Dear Ms. Haboucha:

On December 14, 2010, we received Rockefeller Financial Asset Management’s letter dated
December 13, 2010 submitting a proposal on behalf of the Libra Fund, L.P. (the “Fund”) for inclusion in
Morgan Stanley’s 2011 proxy statement.

The federal securities laws require that in order to be eligible to submit a proposal for inclusion in
our proxy statement the Fund must, among other things, have continuously held at least $2,000 in market
value of Morgan Stanley’s common stock for at least one year by the date it submitted the proposal. (A
copy of SEC rule 14a-8, which applies to sharcholder proposals submitted for inclusion in proxy statements,
is enclosed for your reference.) The Fund is not currently the registered holder on Morgan Stanley’s books
and records of any shares of Morgan Stanley common stock and has not provided proof of ownership.
Accordingly, the Fund must submit to us a written siatement from the “record™ holder of the shares (usually
a broker or bank) verifying that at the time the Fund submitted the proposal, December 13, 2010, the Fund
continuously held at least $2,000 in market value of Morgan Stanley common stock for at least the one year
period prior to and including December 13, 2010,

In order to mest the eligibility requirements for submitting a shareholder proposal, you must
provide the requested information to us no later than 14 calendar days from the date you receive this letter.
If you provide us with documentation correcting this eligibility deficiency, postmarked or transmitted
electronically no later than 14 calendar days afler the date you receive this letter, we will review the
proposal to determine whether it is appropriate for inclusion in our proxy statement,

Sg:z;’
Jakbb E. Tyler N\/\

Assistant Secretary

ce: Rev, Séamus P, Finn
Mr. Myles McCabe

Enclosure
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Weallh Manager Services
1200 Crown Colony Dfive— 0CT-2
Quinty, MA 02183

December 13,2010

Mr. James Gorman
Morgan Stanley

1585 Broad way

New York, NY 10036

Re: Morgan Stauley

Dear Mr. Gorman:

State Street Corp. is the custodian for the account of Libra Fund. As of Decomber 13,
2010, the account of Libra Fund held 36,020 shares of Morgan Stanley common stock
{Cusip 617446448).

The Fund has continucusly owned shares of Morgan Staniey common stock totaling at
least $2,000 in market value for at least one year prior to and through December 13,
2010.

Sincerely,

}z‘{ Q@rﬁ’}igit.{:{i g

Mary Buckley
Assistant Vice Presidemt
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Liquidity and Capital Resources.

The Company’s. senior management establishes the liquidity and capital policies of the Company, Throngh
varions risk and comtrol committees, the Company’s senior management reviews business performance relative
1o these. policies, monitors the availability of alternative sources of financing, and oversees the liguidity and
interest rate and currency sensitivity of the Company’s asset and liability position. The Company’s Treasury
Depariment, Firm Risk Committee ('FRC™), Asset and Liability Management Committee (*ALCO") and other
control groups assist in evaluating, monitoring and controlling the impact that the Company’s business activities
have on jts consolidated statements of financial condition, liquidity and capital structure.

The Balance Shect.

The Company actively monitors and evaluates the composition and size of its balance sheet. A substantial
portion of the Company’s total assets consists of Hquid marketable securities and short-term receivables drising
principaily from Institutional Securities sales and trading activities. The liquid nawre of these assets provides the
Company with flexibility in managing the size of its balance sheet. The Company’s total assets increased 10
$771,462 million at December 31, 2009 from $676,764 million at December 31, 2008,

Cash used for operating activities primarily refated to finuncial instruments owned—U.S, government and
agency securities, securities borrowed, Federal funds sold and securities purchased under agreements 1o resell,
Cash provided by operating activities primarily related to securities loaned, securities sold under agreements to
repurchase and financial instruments owned-—derivative and other contracts, '

Within the sales and trading related assets and liabilities are transactions aitributable to securities financing
activities. As of December 31, 2009, secusities financing assets and labilities were $376 billion and $316 billion,
respectively. As of December 31, 2008, securities findncing assets and lHabilities were $269 billion and $236
billion, respectively, Securitics financing transactions include repurchase and resale agreements, sectrities
borrowed and joaned transactions, securities received as collateral and obligation to requrn securities received,
customer receivables/payables and reluted segregated customer cush.

Securities finaacing ussets and Habilities also inciude matched book trunsactions with minimal market, credit
andfor liquidity risk. Maiched book transactions accommodate customers, as well s obtuin securities for the
settiement and finuncing of inventory positions. The customer receivable portion of the securities financing
transactions includes customer margin Jouns, collateralized by customer owned securities, and customer cush,
which is segregated usccording to regulatory requirements, The customer payable portion of the securities
financing transactions primarily includes customer payables to the Company’s prime brokerage clients. The
Company’s- risk. ¢xposure on these transuctions is mitigmted by collateral maintenance policies that limit the
Company's credit exposure to customers, Included within securities financing assets was $14 billion and $5
billion as of December 31, 2009 and December 31, 2008, sespectively, recorded in accordance with accounting
guidance for the transfer of financial assets that represented equal and offsetting assets and Babilities For fully
collateralized non-cash loan transactions.

The Company uses the Tier } leveruge ratio, risk based capital ratios (see “Regulatory Requirements” herein),

Tier 1 common ratio and the balance sheet leverage ratio as indicators of capital adequacy when viewed in the
context of the Company's overall liquidity and capitai policies.
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The following table sets forth the Company's totul assets und leverage ratios as of December 31, 2009 and
December 31, 2008 nnd average balances during 2009:

Average
Balance of Balunce(3}
December 31,  Decermnber 31,
2009 2008 2009
{doltars in millions, exceps eatio datn)
Total assets . ...o...., ereereanann R Cevrr e $771,462  $676,764  $741,546
Commoneguity .......... N $ 37,091 $ 25,585 5 34,068
Preferred equity .. o.vvviiiiininnas et 9,597 19,168 13,991
Morgan Stanley shareholders” equity ........... Ch e 46,688 48,753 48,059
Junior subordinated debentures issued tocapital trusts . ... ... ... 10,554 10,312 10,576
Subtotal .....iiiiiiiiiiviieiienae, vt 57,282 59.065 58,635
Less: Goodwill and net mmng;‘o!e assets(2) hevaeaeaaaa (7,612} {2,978) (5,947)
Tangibie Morgan Stanley shureholders’ equity .. ... .. U $ 49,670 § 56,087 $ 52,688
COMMONEGUILY L\ uittr s iiret e esanenincransssonsannas $ 37,091 3 29,585 3 34,068
Less: Goodwill and net intangible m.sets&) e e {7,612) (2,978) (5,947)
Tangxblecommoneqmzy{B)..............‘...,....,. ..... coe. 529479 5 26607 8 28,128
Leverage ratiold) «.iiovvennannns 15.5x 12.0x  l4dx
Tier | common ratio(3) .......... e 8.2% N/A NFA

NIA--The Corepany began calculating its risk weighted sssers under Basel | as of Muarch 31, 2009,

{1 The Company culenlates its average balances based upon weekly amotints, exvept where weekly bahueesare unavitiiabke, e month-¢mi
bulances gre used.

{2) Goodwilt and pel intangible assets exclade mpngage servicing rights of $123 million (act of disafowable morgage scrvicing rights in

20093 and $184 milkion as of Decernher 31, 209 dnd Devember 31, 2008, respectively. in 2000, 4 included only the Company's
share of MSSH's goodwill and intangible assets,

(3 Tangible common cquity equals common equity less goodwill and net intangible asseis as defined above, The Company views tangible
conunon equity »s 4 nseful measure fo in b itisux fy utilized metric and reflects the conynon cquity deployed in the

Compuny’s businesses.

{4, Leverage ratio cquals total assers divided by tungible Morgan Stapley sharcholders” equity.

(5) The Tier 1 common ratio eguals Tier | common equity divided by RWAs. The Company defines Tier | commion squity us Tier § capital
fess qualifying perpetunl preferred stock, qualifying trust prefercd seeurities and qualifying restricted core capital elements, adjusted for
the pontion of goodwill and non-serviving assels associnted with MSSRB's non-controlling interests {f.e, Citi's shure of MSSB's goodwill
and intangibles). The Company views its definition of the Tier 1 common equity ns wuselol messure for investors as it refteets the actunt
ownership siructoce and ics of the joint . This definition of Tier | common equity differs from the Tier | common capital
measure that was used by the federal bank regulatory agencies in the Supervisory Capita) Assessment Program ("SCAP™) conducted
during the period Febneary through April 2009, In SCAP, Ticr 1 conunon capital was defined as Tier 3 capifal less pon-conmmon
clements, including gualifying perpetual preferred stock, qualifying minority interest in subsidiaries, and gqualifying trust prefersed
seeutitics, Accordingly, the SCAP measure would not be adjusted for the $4.5 billion portion of goodwill und non-servicing intangible
assels associuted with MSSB’s non-controlling interests as though the Company hiad already avquired the remaining 49% interest in
MSSB owsed by Citi, For a discussion of RWAs und Tier | copitad, see “Regulstory Requinements™ herein.

Balance Sheet and Funding Activity in 2009,

During 2009, the Compuny issued notes with & principal amount of approximately $44 billion, including
non-t1.S. dollar currency notes uggregating approximately $8 billion. In connection with the note issuances, the
Compuny generally enters into cestain transactions to obtain floating interest rates based primurily on shor-term
London Interbank Offered Rates ("LIBOR”) trading levels. The weighted uverage mutwrity of the Company's
long-term borrowings, based upon stated maturity dates, was approximately 5.6 years as of December 31, 2009.
Subsequent to December 31, 2009 and through January 31, 2010, the Company’s long-term borrowings {net of
repuyments} decrensed by approximately $0.6 billion.
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As of December 31, 2009, the uggregate outstanding principal amount of the Company’s senior indebtedness (as
defined in the Company's senior debt indentures) was approximately $179 billion (including guaranteed
obligations of the indebtedness of subsidiaries) compared with $172 billion as of December 31, 2008. The
increase in the amount of senior indebtedness was primarily due to new issuances, partially offset by a decrease
in commercial paper and other short-term borrowings.

Equity Capital-Related Transactions.

In June 2009, the Company repurchused the 10,000,000 shares of Series D Preferved Stock issued 1o the U.S.
Treasury under the CPP at the liquidation preference nmount plus accrued and unpaid dividends, for an aggregate
repurchase price of $10,086 million.

In Angust 2009, under the terms of the CPP securities purchase agreement, the Compuny repurchased the Warrant
from the U.S. Treasury for $950 miition. The Warrant was previously issued to the U.S. Treasury for the purchase
of 65,245,759 shares of the Company’s common stock s an exercise price of $22.99 per share. The repuyment of
the Series D Preferred Stock in the amount of $10.40 billion, completed in June 2009, and the Warrant repurchase in
the amount of $950 million reduced the Compuny’s total equity by $10,950 million in 2009,

During 2009, the Company issued common stock for approximately $6.9 billion in two regisiered public
offerings in May and June 2009. MUFG elected 1o participate in both offerings, and in one of the offerings,
MUFG received $0.7 billion of common stock in exchunge for 640,909 shares of the Company’s Series C
Preferred Stock.

See Note 13 to the consolidaied financial statements for further discussion of these transactions.

Equity Capital Management Pelicies.

The Company’s senior management views equity cupital as an important source of financiul strength. The
Company actively manages its consoliduated equity capital position based upon, among other things, business
opporunities, cupital availability and rates of retum together with intermal caphl policies, regulatory
requirements und rating agency guidelines und, therefore, in the future may expand or contract its equity capital
base to address the changing needs of its businesses. The Company attempls to maintain total equity, on &
consolidated basis, at least equal 1o the sum of its operating subsidiaries’ equity. '

As of December 31, 2009, the Company’s equity capital {which includes sharcholders’ equity and junior
subordinated debentures issued to capital trusts) was $57,282 million, a decrease of $1,783 million from
December 31, 2008, primarily due to the repayment of the Series D Preferred Stock and the Warrant repurchase,
partially offset by the Compuny’s common stock offerings.

As of December 31, 2009, the Company had upproximately $1.6 billion remaining under its corrent share
repirchuse program out of the $6 billion uuthorized by the Board in December 2006, The shure repurchase
program is for capital munagement purposes and considers, among other things, business segment capital needs
as weil as equity-based compensation and benefit plun requirciments. Share repurchases by the Company are
subject to regulatory approval. During 2009, the Compuny did not repurchase cominon stock ais part of its capital
management share repurchase program (see also “Murket for Registrant’s Common Equity, Related Stockholder
Matters and Issuer Purchases of Equity Securities” in Punt I1, Item 5).

The Board determines the declaration and payment of dividends on a quurterly basis. In January 2010, the
Company anncunced that its Beard declured a quarterly dividend per commion share of $0.05 (see Note 27 1o the
consoliduted financial statements}. The Company aiso snaounced that its Board deciared a quarterly dividend of
$255.56 per share of Series A Floating Rate Non-Cumulative Preferred Stock (represented by depositary shares,
each representing 1/1,000th interest in a share of preferred stock and each having a dividend of $0.25556); a
quarterly dividend of $25.00 per share of Series B Preferred Stock and a quarterly dividend of $25.00 per shure
of Series C Preferred Stock.
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Economie Capital.

The Compuny’s economic capital framework estimates the amount of equity capital required to support the
businesses over a wide range of market environments while simultaneously satisfyisg regulatory, rating ugency
and investor requirements. The framework continsed 1o evolve over time in response to changes in the business
and regulatory environment and to incorporate enhancements in modeling technigues.

Economic capital is assigned to each business segment and sub-allocated to product lines. Euch business segment
is capitalized ag if it were an independent operating entity. This process is intended to ulign equity capital with
the #isks in each business in order to allow senior management o evaluate returns on a risk-adjusted busis (such
as return on equity and shareholder value added).

Economic capital is based on regulatory capital plos additional capital for stress losses. The Company assesses
stress Joss capital across various dimensions of market, credit, business and operational risks. Economic capital
requirements are met by regulatory Tier | capital. For a further discussion of the Company’s Tiet | capita), see
“Reguiatory Requirements” herein. The difference between the Company’s Tier | capital and aggregate
economic capital requirements denotes the Company’s unallocated capital position.

The Company uses economi¢ capital to allocate Tier 1 capital and common equity to ity business segments. The
following table presents the Company’s ullocated averuge Tier | capital and averuge common equity for 2009
and fiscal 2008:

2009 Fiseol M08

Average  Average  Aversge  Average
Tier} Common  Tierd  Common
Copitel  Equity  Copital  Equity

{delury in billions}
Institutional Securities . .. ... .. P $23.6 3181 3258  $229
Global Wealth Management Group ..., ... ciiiiiiiiiiiann.. 27 4.5 1.7 1.3
Asset Management ... .niiiir e v s e 25 22 30 30
Unalloegted capltal ... e ot i e v i83 8.1 4.6 49
Total from continuing OPerationS ... .ovrvrnierrvnrvrernancanes 47.1 330 kYR 323
Discontinued operations . ...... Chereankv ey dive N T aaern ok . 0.7 1.1 0.8 1.3
Tomal oiiiiiiiii s Sessrenrrirsas e, $47.8 3341 $379  $336

Average Tier | capital and common equity allocated 1o the Institutional Securities business segment decreased
compured with fiscal 2008 driven by reductions in market and operational risk exposures. In addition, common
equity allocated to the Institutional Securities business segment fusther decreased due to tightesing of the
Company’s own credit spreads. Average Tier | capital and common equity allocated to the Global Wealth
Management Group business segment increased from fiscal 2008 driven by higher operational risk associated
with the addition of Smith Barney’s business activities in connection with the MSSB transaction. Average
common equity increases were also driven by the MSSB-related goodwill and intangibles. Average Tier | capital
and common equity allocated to Asset Management decreased from fiscal 2008, primarily due 10 sales of the
segment’s invesiments,

The Company generally uses available unallocuted: cupial for prospeciive regulatory requirements, organic
growth, acquisitions and other capital needs while muintaining adequate capital ratios. For a discussion of risk-
based capital ratios, see “Regulatory Requirements”™ herein.

Liquidity and Funding Management Policies.

The primary goal of the Company’s liquidity management and funding activities is 1o ensure adequme fonding
over a wide range of market environments. Given the mix of the Company’s business activities, funding
requirements are fulfilled through a diversified range of secured and unsecured financing.
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The Company’s Hquidity and funding risk management policies are designed to mitigate the potential risk that
the Company may be unable to access audequate financing to service its financial obligations without material
franchise or business impact, The key objectives of the liquidity and funding risk management framework are 1o
support the successful execution of the Company’s business strategies while ensoring sufficient liquidity through
the business cycle and during periods of stressed market conditions.

Liquidity Management Policies.

The principal elements of the Company’s liquidity management framework are the Contingency Funding Plan
(“CFP™) and liquidity reserves. Comprehensive financing guidelines {secured funding, long-terin funding strategy,
surplus capacity, diversification and staggered maturities) support the Company’s target liquidity profile.

Contingency Funding Plgn. The CFP is the Company's primary liquidity risk manasgement 1ool, The CFP
models a potential, prolonged Hquidity contraction over a one-year time period and sets forth a course of action
1o effectively manage a liquidity event. The CFP and liquidity risk exposures ure evaluated on an ongoing basis
and reported to the FRC, ALCO and other appropriate risk committees.

The Company's CFP model incorporates scenarios with o wide rnge of potential cash outflows during a range of
liquidity stress events, including, but not limited to, the following: (i) repayment of all unsecured debt maturing
within one year and no incremental unsecured debt issuance; (i) maturity roll-off of outstanding letters of credit
with no further issuance and replacement with cash collateral; (iif) return of unsecured securities borrowed and
any cash raised against these securities: {iv) additional collateral that wouid be required by coumerparties in the
event of a multi-notch long-term credil ratings downgrade; (v) higher haircuts on or lower availubility of secured
funding; (vi) client cash withdrawals; {vii) drawdowns on unfunded commitmenis provided 10 third parties; and
{viii) discretionary unsecured debt buybacks,

The CFP is produced on a parent and major subsidiury level to capture specific cush requirements and cash
availability at various Jegal entities, The CFP assumes that the purent company does not huve access to cash that
may be held at certain subsidiaries due to regulatory, Jegal or tax construints,

Liquidity Reserves, The Compuny seeks 1o maintain targel Hquidity reserves that are sized to cover daily
funding needs and meet strategic liquidity targets os outlined in the CFP. These liquidity reserves ure held in the
form of cash deposiis und pools of central bunk eligible unencombered securities. The parent compuny liguidity
reserve is managed globally and consists of overnight cash deposits and unencumbered U.S, and European
government bonds, agencies and agency pass-throughs. The Company believes thut diversifying the forn in
which its lquidity reserves {cush and securities) sre maintained enhances ifs ability (o quickly and efficiemly
source funding in a stressed environment. The Company's funding requirements und target liquidity reserves
may vary based on changes to the Jevel and composition of its balance sheet, timing of specific transactions,
client financing uctivity, muarket conditions and seasonul factors,

On December 31, 2009, the parent liquidity reserve was $54 billion, and the total Compuny liquidity reserve was
$163 billion. The average parent liguidity reserve was $61 billion, and the average totl Company liquidity
reserve was $154 bitlion for 2009,

Capital Covenants.

In October 2006 and April 2007, the Company executed replacement capital covenonis in connection with
offerings by Morgan Stanley Capital Trust VII and Morgan Stanley Capital Trust VI (the “Capital Securities™),
Under the terms of the replacement capital covenants, the Company has agreed, for the benefit of certain
specified holders of debt, to limitations on its ability to redeem or repurchase any of the Capitsl Securities for
specified periods of time. For 2 complete description of the Capital Securities and the terms of the replucement
cupital covenums, see the Compuny's Current Reports on Form 8-K dated October 12, 2006 and April 26, 2007,
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Funding Management Policies.

The Company’s funding management policies are designed 1w provide for financings that are executed in a
manner that reduces the risk of disruption 1o the Company’s operations. The Company pursues a strategy of
diversification of secured and unsecured funding sources (by product, by investor and by region) and attempts to
ensure thal the tenor of the Company’s liabilities equals or exceeds the expected holding period of the assets
being financed. Maturities of financings are designed to manage exposure 1o refinancing risk in any one period.

The Company funds its balance sheet on a global basis through diverse sources. These sources may include the
Company’s equity capiwl, long-term debt, repurchase agreements, securities lending, deposits, commercial
paper, letters of credit and lines of eredit, The Compnny has active financing programs for both standard and
structured products in the ULS., European and Asian markets, targeting global investors and currencies such as
the U.S, dallar, suro, British pound, Australian dollar und Japanese yen.

Secured Financing. A substantial portion of the Company’s total assets consists of liquid marketable securities
and short-term: receivables arising principally from its Institutional Securities sales and trading activities. The
liquid nature of these assets provides the Comipany with flexibility in financing these assets with collateralized
borrowings.

The Company’s goal is to achieve an optimal mix of secured and unsecured funding through appropriate use of
coliateralized borrowings. The Institotional Securities business segment emphusizes the use of collateralized
short-term borrowings to {imit the growth of short-term unsecured funding, which is generally more subject o
disruption during periods of financial siress. As punt of this effort, the Instinnional Securities business segment
continually seeks 1o expand its global secured borrowing capacity.

In addition, the Company, through several of its subsidiaries, maintains commitied credit facilities to support
varivus businesses, including the collateralized commercial and residential mortgage whole loan, derivative
contracts, warchouse lending, emerging market loan, structured product, corporate loan, investment banking and
prime brokerage businesses.

The Company also had the ability to access liguidity from the Board of Governors of the Federal Reserve System
(the “Fed”) against collateral through a number of lending facilives. The Primary Dealer Credit Facility
("PDCF”) and the Primary Credit Facility were available to provide daily access to funding for primary dealers
and depository institutions, respectively. The Term Securities Lending Facility (“TSLF") and the Term Auction
Facility were available to primary dealers and depository institutions, respectively, and allowed for the borrowing
of fonger term funding on a regular basis that was availablie at auction on pre-announced dates, The PDCF and
TSLF expired on February 1, 2610.

Unsecured Financing. The Company views long-term debt and deposits as stable sources of funding for core
inventories and illiquid assets, Securities inventories not finunced by secured funding sources and the majority of
curment assets are financed with a combination of short-term funding, floating rate long-term debt or fixed rute
long-term debt swapped to a floating rate and deposits. The Company uses derivative products {primarily interest
rate, currency and equity swaps) o assist in asset and liability management and to hedge interest rate risk (see
Note 11 to the consolidated financial statements), ’

Femporary Liguidity Guaraniee Program {*TLGP"}). In October 2008, the Secretary of the U.S. Treasury
invoked the systemic risk sxception of the FDIC Improvement Act of 1991, and the FDIC announced the TLGP.

Based on the Final Rule adopted on November 21, 2008, the TLGP provides a guarantee, through the earlier of
maturity or June 30, 2012, of certuin senior unsecured debt issued by participating Eligible Entities (including the
Company) between October 14, 2008 and June 30, 2009. Effective March 23, 2009, the FDIC udopted an Interim
Rule that extends the expiration of the FDIC guarantee on debt issued by certain issuers {including the Company)
on or after April 1, 2009 to December 31, 2012. The maximuns amount of FDIC-guaranieed debt # participating
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Eligible Entity (including the Company) may have outstanding is 125% of the entity’s senior unsecured debt that
was outstanding as of September 30, 2008 that was scheduled to mature on or before June 30, 2009, The ability
of certain Eligible Entities (including the Company) to issue guaraniced debt under this program, under the
Interim Rule described above, expired on October 31, 2009.

At December 31, 2009, the Company had $23.8 billion of senlor unsecured debt outstanding under the TLGP. At
December 31, 2008, the Company had commercinl paper and long-term debt ouistanding of $6.4 billion and $9.8
billion, respectively, under the TLGP. The weighted average rate at which the Company issued commercial paper
and long-term debt, including TLGP fees, under the TLGP as of December 31, 2008 wus 2.28% und 3.70%,
respectively, The weighted average rate at which the Company issued Jong-term debt under TLGP in the first
quarter of 2009, including TLGP fees was 2.80%. The Company did not issue any commercial paper under the
program in the first quanter of 2009. The Company is unable to delermtine the benefit to operating results, if any,
of issuing debt under the TLGP as there are no-appropriate benchmarks due to the disruption in the debt capital
markets at that time. There have been no issuances under the TLGP since March 31, 2009. See Note 9 to the
consolidated financial statements for further information on commercial paper and long-term borrowings.

Short-Term Borrowings. The Company’s unsecured short-term borrowings may consist of commercial paper,
bank loans, bank notes and structured notes with maturities of 12 months or less at issuance.

The table befow summarizes the Company’s short-term unsecured borrowings:

At ) Al
Decembuer M, December 31,
2008

2169
{Qollurs in milllons)
Commercial puper ......ivieivinnn. U ks aisasrsaesans $ 783 3 7388
Other short-term BOMOWINES ... .oviieniiniiinnenass PrEaviae 1.595 2,714
TOtE L e e e ra s $2.3718 $10,102

Commercial Paper Funding Faeiliry. During 2009, the Company had the ability to access the Commercial
Paper Funding Fucility ("CPFF”) which provided u liquidity buckstop to U.S. issuers of commercial paper
through a special purpose vehicle that purchased three-mionth unsecured and asset-backed commercial paper
directly from eligibie issuers. The CPFF program expired on February 1, 2010, As of December 31, 2009, the
Compuny had no commercial puper outstanding under the CPFF program. As of December 31, 2008, the
Company had $4.3 biliion outstanding under the CPFF progran.

Deposits. The Company’s bank subsidiuries’ funding sources include bank deposit sweeps, repurchase
agreements, federal funds purchased, centificates of deposit, money market deposit accounts, commercial puper
and Federal Home Loun Bank advances.

Deposits were as follows:

A At
December 3%, December 31,
2008(1)

2009¢1)
{doliars in millions)
Savings und demand deposits . ..o ve i iean, Cerrenenrans $57,114 $41,226
TINE AeposIHE(2) co vt it ivsearer s reie et nrearaaaes 5,101 18,120
B ) S N Chrrerheretaeeeas © 362,215 $51,355

{1} Tow! deposits insured by the FDIC of December 31, 2009 and December 31. 2008 were $46 billion und $47 billion, respectively,
(23 Certain fime deposit accounts are curried st ftlr valoe under the fair value option (see Note 4 to the consolidated finaicial stalements),

MorganStaniey 80



On November 12, 2009, the FDIC Bourd of Directors adopted 2 final rule amending the assessiment regulations to
require insured depository institutions to prepay their estimated quarterly regular risk-based assessments for the
fourth quarter of 2009, and for all of 2010, 2011 and 2012 (the prepayment period) on December 30, 2008, at the
same time that institutions pay their regular quarterly deposit insurance assessments for the third quarter of 2009,
The prepaid assessment is recorded as a prepaid expense {asset) as of December 30, 2009, As of December 31,
2009, and each quarter thereafler, the Company will record an expense (charge to eamings) for its regular
quanterly assessment for the quarter and an offsetting credi} to the prepaid assessment until the asset is exhausted.

On October 3, 2008, under the Emergency Economic Stabilization Act of 2008, the FDIC temporarily raised the
basic Hmit on federal deposit insurance coverage from $100,000 to $250,000 per depositor. This increased
coverage lusts through December 31, 2013 and is in effect for the Company's two 1.S. depository institutions.

Additionally, uader the Final Rule extending the Transaction Account Guarantee Program, the FDIC provides
unlimited deposit wsurance through June 30, 2010 for certain transaction accounts at FDIC-insured participating
institutions. The Company has elected for its FDIC-insured subsidiaries to participate in the extension of the
Transaction Account Guarantee Program,

Long-Term Borrowings, The Company uses o variety of long-term debt funding sources fo generate liguidity,
toking into considerution the results of the CFP reguirements. In addition, the issuance of long-term debt allows the
Company to reduce reliance on short-term: credit sensilive instruments (e.g.. commercial paper and other unsecured
short-term borrowings). Financing transactions are generally structured to ensure staggered maturities. thereby
mitigating refinancing risk, and 1o muximize investor diversification through sales o global instintions! and retail
clients. Availubility and cost of financing to the Company can vary depending on market conditions, the volunie of
certain truding and lending activities, the Company’s credit rutings and the overall availubility of credit.

During 2009, the Company's long-term fintncing strategy was driven, in pant, by its continued focus on
improving its balance sheet strength (evaluated through enhanced capital and liquidity positions). As a result, for
2009, a principyl amount of approximately $44 billion of unsecured debt was issued, including 336 billion of
publicly issued senior unsecured notes not guarameed by the FDIC.

The Company muy from time to time engage in various transactions in the credit markets (including, for
example, debt repurchases) that it believes are in the best interests of the Company and its investors. Maturities
and debt repurchases during 2009 were approximately $33 billion in aggregate.

Long-term borrowings as of December 31, 2009 consisted of the following {(dollors in millions):

At
Non-U.8, Decender 31,
U.5. Dollar Dollur 2009

Duein2010 ................ e e aeearere s $ 19973 § 6,115 $ 26,088
Duein201] .....ooiveriiiinn., D e 17,386 9,424 26,810
3 TITR 119000} br A e vmreraaar Sevaeee 21,815 16,224 38,039
Duein 2003 L i e 3,378 21,642 25,020
B i 200 i i i e e 10,657 6,209 16,866
Therealter . e - 39,181 21370 60,551

4= N $112,390  $80,984 $193374

See Note 9 to the consolidated financial statements for further information on long-term borrowings.

Credit Ratings.

‘The Company relies on external sources o finance a significait portion of its day-to-day operations. The cost and
availubility of financing generally ure dependent on the Company's short-term and fong-term credit ratings. In
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addition, the Company’s debt ratings can have u significant impact on certain trading revenues, particularly in
those businesses where longer term counterparty performance is critical, such us OTC derivative wransactions,
including credit derivatives and interest rate swaps. Factors that are important to the determination of the
Company’s credit satings include the Jevel and qualily of earnings, capital adequacy, liquidity, risk appetite and
management, asset quality, business mix and perceived levels of government support,

In connection with certain OTC trading agreements and cenain other agreements associated with the Instintional
Securities business segmeat, the Company muay be required to provide additional colluteral or immediately settle
any outstanding linbility balances with certain counterparties in the event of a credit rating downgrade. As of
December 31, 2009, the amount of additional ¢ollateral or termination payments that could be called by
counterparties under the terms of such agreements in the event of a one-notch downgrade of the Company’s long-
term credit rating was approximately $1,405 million. A iotal of approximately $2,523 million in collateral or
termination payments could be called in the event of a two-sotch downgrade. A total of approximately $3,417
million in collateral or termination paymenis could be colled in the event of a three-notch downgrade.

As of January 31, 2010, the Company’s and Morgun Stanley Bank, N.A.'s senior unsecured ratings were as set
forth below:

) . Compuny Muorgan Stanlcy Bank, N.A,
Short-Term  Long-Term  Raling  ShortTerm Long-Term  Rating
Deht Debt Gutiock Debt Debt Ontlook
Dominion Bond Rating Service Limited .. R-l (middle) A (high) Nepgative  -— — —_
Fitch Rulings ...voveinnininnnirinanns Fl A Stable Fl A+ Stable
Moody's Investors Service ........... . Pt A2 Negative P-1 Al Negative
Rating and Invesiment Informadon, Inc. .. a1 A+ Negative - —
Stndard & Poor’s «..o.oiun.. e A-1 A Negative  A-l A+  Negative

Off-Balance Sheet Arrangements with Uncenselidated Entities,

The Company enters into various arrangements with unconsolidated entities, including varisble interest entities,
primarily in connection with its Institutional Securities business segiment.

Iustitutional Securities Activities. The Company utilizes SPEs primarily in connection with securitization
activities. The Company engages in secunitization activites related to commercial and residential morigage
foans, U.S. agency collateralized morigage obligations, corporate bonds and loans, municipal bonds and other
types of finuncinl assets. The Company may retnin interests in the securitized financial assets as one or more
tranches of ihe securitization, These retained interests are included in the consolidated statements of financial
condition at fair value. Any changes in the fair value of such retained interests are recognized in the consolidated
statements of income. Retained interests in securitized financial assets were approximately $2.0 billion and $1.2
billion at December 31, 2009 and December 31, 2008, respectively, substantially all of which were relited to
U.S. agency collateralized mortgage obligations, commercial mortgage loan and residential mortgage loan
securitization transactions. For further information about the Company’s securitization activities, see Notes 2 and
6 to the consoliduted financial statements,

The Company has entered into liquidity facilities with SPEs and other counterparties, whereby the Company is
required to make certain payments if losses or defaults occur, The Company often may have recourse 1o the
underlying assets held by the SPEs in the event payments are required under such lquidity facilities (see Note 1]
1o the consolidated financial statements)..

Guaranfees. Accounting guidance for guaraniees requires the Company 1o disclose information about its
obligations under certain guaraniee arrangements, The FASB defines guarantees as contracts and indemnification
agreements that contingently require a guarantor to make payments to the guaranteed party based on changes in
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an underlying measure {such as an interest or foreign exchange rate, a security or commiodity price, an index, or
the occurrence or non-pecurrence of a specified event) reluted to an asser, Hability or equity security of @
guaranteed party, The FASB also defines guarantees as contructs that contingently require the guarantor 16 make
payments to the guamnteed party based on another entity’s failure to perform under an agreement as well as
indirect guarantecs of the indebtedness of others,

The table below sununarizes certain informution reparding the Company’s obligations under guaruntee
arrangements as of December 31, 2009:

Muximum Potealint Payost/Notlonn} Carrying
Yenrs io Molurily ?fg&')'; Collateralf
Type of Gusrantee s than 1 1-3 35 Overs Totul Liubility Revourse
{dollars in millions)
Credit derivative contracts(l) ......... $261,354 $768,194 $850,116 $567,361 $2447,025 $43,621 $ —
Other credit contracts ... vuus PR e 51 24 1,089 1164 1,118 —
Credit-linked notes ........... sessan 160 T4 337 668 1,239 (335) e

Non-credit derivative contracts(IX2) ... 637,688 340280 142,700 232210 1.352,878 10,314 —
Sumdby letters of eredit and other

finuncial guarantees issued(3¥(4; .... 982 3,134 1126 43886 10,128 916 5324

Market value guarantees ... ....oovann — - 775 775 43 126
Liguidity facilities .................0 4402 - 307 143 4,852 24 6,264
Whole loan sales guarantees . ..... R — — — 42,380 42,380 81 —
General partner gUIrantees ........... 195 55 10t 131 482 95 e
{1} Curying smounts of derieative contracts are shown on & gross basis prior to cash collateral or counterparly neting. For Rirthes

el

3

&

ot

inforamtion v derdvative contracts, see Note 1o the d financia

Amounts include a guasies to investors in undivided porticipating isteresds in cluims the Company made sgainst o derivative
counterparty that fied for bunkruptey protection. To the exient, in the future, any postion of the cluims is disstlowed or reduced by the
bagksuplvy court in excess of & cortain amount, then the Conipany must refund a purtion of the purchase price plus intérest. For further
information, see Note 16 to the vonsolidated finunciol sinements,

Approximatcly 32.0 billion of standby Tetters of gredis pre also sellecied in the “Commitments” table in primary and secorslury lending
commitments. Standby leticrs of credit are recorded at fair value within Financial instroments owned or Financinl nstraments sold, not
yet purchased in the consolidated statemaents of finapcial condition.

Amounis include guarn issucd by consolidated reul estate Tunds s d by the Compuny uf approxiastely 32.0 billion. These
g cs velate 1o obligaions of the fund’s investee entitivs, including g refated fo copital expenditures and principal and
Interest dobt paystionts, Accrued losses under these puaranices of upproximmtely $1.1 biflion sre reflected s o reduction of the crrrying
vahue of the reluted fund investments, which ave reflected in Financial § WAL on the lidated st of

finuncial condition,
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The table below summadzes certain information regarding the Compuany’s obligutions under gusrantee
arrangements as of December 31, 2008:

Maximum Potential Payout/Notional Carrying

Years to Maturity ol Coltateratl
Type of Guaranite Less than 1 13 3.5 Over s Toinl Liability Redeurse
{doliars in millions)

Credit derivative contracts(1} .. .. $225,742 $778,266 $1,593,218 $989,207 $3.586,433 3427338 § —
Other credit contracts ........ - 53 43 188 3,014 3,208 3,379 o
Credit-linkednotes ............ 207 486 326 640 1,659 {242y e
Non-credit derivative

contracts{f) . oovu i iniiannas 684,432 385,734 195,419 274,652 1,540,237 145.60% —
Siandby letters of credit and other

financial guarantees issved . ... 779 1,964 1,817 4418 8,978 78 4,787
Market value guarantees . ....... — — — 645 645 36 134
Liguidity facilities ............ 3,152 698 188 376 4,414 25 3,741
Whole loan sales guarantees . ... — — — 42,045 42,045 e —
General partner guarantees .. ... 54 198 33 150 435 29 —
Auction rate secusity :

BUATANIBES .. vvii v ias 1,747 o s e 1,747 40 e

{1) Carrying amouuis of derivative conlracts are shown oh a gross basis prior 10 cosh collaleral or counterparty netting. For further
informalion on derivative see Nole I to the consoligated financiul stusements.

In the ordinary course of business, the Company guaraniees the debt and/or certain trading obligations {inciuding
obligations associated with derivatives, foreign exchange contracts and the sentlement of physical commodities)
of certain subsidiaries. These guarantees generally are entity or product specific and are required by investors or
trading counterparties. The activities of the subsidiaries covered by these guarantees (including any reluted debt
or trading obligations) are included in the Company's consolidated finuncial stutements,

See Note 11 1o the consolidated financial statements for information on trust preferred securities, indemnities,

exchange/clearinghouse member guaranices, general partner guaraniecs, securitized asset guarantees and other
guarantees,
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Commitments and Contractual Obligations.

The Company’s commitments associated with outstanding letters of credit and other financial guarantees
obtained to satisfy collateral requirements, investment activities, corporate lending and financing arrangements,
mortgage lending and margin Jending as of December 31, 2009 are summarized below by period of expiration.
Since commitments associated with these instruments may expire unused, the amounts shown do not necessarily
reflect the actuat future cash funding requirements:

Yeurs to Maturity

Totol ul
Luss Brrember 31,
than 1 33 35 Over 3 2009
{doflars in mitlions)

Letiers of credit and other financial guarantees obtained to
satisfy collateral requirements ... ..ol S L0438 13 1 352 § 1,097
Investmentactivities . ... ..ot cia e 1,013 883 199 & 2,178
Primary lending commitments—investment grade(iX2} .... 10,146 26378 4933 154 40,711
Primary lending commitments—non-investment grade{l) . .. 344 4,193 2,518 124 7176
Secondary lending commitments(l) ...... e 18 107 12} 97 343
Commitntents for secured lending transactions .. .......... 683 1415 14 e 2,212
Forward starting reverse repurchase agreements{3) ........ 30,104 101 — e 30,205

Commercial and residential mongage-related _

commitments(1) ..ot 1,485 — — — 1,485
Other commitments{d) ........... v e 289 1 150 — 440
Towl ........ v e v e a e s 345,125 $33,079 87,133 $510  $85.847

{1} These commitmenis ase recorded af fair value within Finuncial instrusienis vwned and hnamnnl instruments sold, sot yel purchased in
the consolidated stutements of financial condition fscc Note 410 the liduicd fiunei

3,

{2y This nclud § fo asset-backed ¢ ciul puper conduits of 5276 milfion us of Decombur 34, 2009, of which
$268 million have molurities of fess than one your :md $3 million of which have muturities of one (o thiree yoars,
{3} The Company eniers inte forward stariing securities purchased vnder agr to resetl {ap s thut huve o trade date as of or

prior to Deceaher 31, 2009 and seitle subsequent to perivd-end). These agreements primarily settle within three business duys and as of
December 31, 2009, $26.6 billion of the $30.2 billion seuled within three busincss duys,
{41 Amount includes 2 $200 miltion lending facility o u real estate fund & i by the Co

K i e

For further description of these commitments, see Nole 1] to the consolidated financial statements und
*Quantitative and Qualitative Disclosures about Market Risk-—Credit Risk” in Part IL Item 7A.

fn the normal course of business, the Company enters into various contractual obligations that may require future
cash payments. Contractuul obligations include long-term borrowings, contractual interest payments, operating
leases and purchase obligations, The Company's future cash payments ussociated with its obligations as of
December 31, 2009 ure summarized below:

At Decenber 31, 2009 Payments Due b
R 2010 2011-2012 20132004 Thercofter  Tofal
{dollars in millons)

Long-term borrowings(1) ....ooiieni o $26,088 $64.849 341,886 $60,55t 3193374
Contractual interestpayments{2) ..........covv... ‘e 6,344 10,074 72719 18,015 41,709
Operating leases-—office facilities(3) .............. .. 683 1,242 906 2,701 5,532
Operating leases—equipment(3} ............. ... 514 279 109 136 1,038
Purchase obligations{4) ..... e iirasaarrarian, 408 27 119 98 896
Pension and pastrezxremcnt plaonpcctcd

contribution{5) ............... 275 e — — 275

Towmh8) oovnvinnnnnnn NN feenee ceeerele. 934312 876712 350,299 381,501 $242.874

{1} Sce Note 9 to the consofidaed financiat s
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12) Amounls represenl eshi 1 fotore tiad § ts related o unsecured fong-term borrowings and secured Tong-lerm
ings based on applicable interest rates as of B ber 31, 2009, Includes stated conpon rates, i any, on structured or index-finked
noles, -
{3} See Note 1i toihe fidated financisl stag
{4 Purchase obligations for poods und services inchude | paiyments for, among other things, consulling, outsonrcing, adventising, sponsorship,

compster and tek ations ai agreements, and certain Heense agreements rwlated to MBSB, Purchase obligations as of
December 31, 2000 reflect the mini ! obligartion under legatly enforceabl with { terms that ore both lixed
and inable, These Inde obligations for goods and services thit already have been incurred and are reflected on the

Company’s consolidated sisiement of financiat condition,

53 See Note 19 s the consoliduted financial simtements,

16} Amotnts gxciude nnmcegni/ed tax bme!‘m &\ e Siming ond amoum of Talee cash poyments are not doterminable o1 this time (see
Note 2J to the il | is o Farther inl :

Regulatory Requirements.

In September 2008, the Company became a financial holding conipany under the Bank Hoiding Company Act
subject to the regulation and oversight of the Fed. The Fed estublishes capital requirements for the Company,
including well-capitalized standards, and evaluates the Company's compliance with such capital requirements
{see “Supervision and Regulation—Financial Holding Company”™ in Part 1, Item ). The Office of the -
Comptrotler of the Currency and the Office of Thrift Supervision establish similar capital requirements and
standards for the Company’s national banks and federal savings bank, respectively.

The Company calculates its capital ratios and RWAs in accordance with the capital adequacy standards for
financial holding companies adopted by the Fed. These standards are based upon a framework described in the
“International Converpence of Capital Measurement and Capital Standards,” July 1988, as amended, also
referred to as Basel L In December 2007, the U.8. banking regulators published a final Basel Il Accord that
requires internationally active banking organizations, as well as certain of its U.S. bank subsidiaries, to
implement Basel I standards over the next several years. The Company will be required o rmplemem these
Basel I! standards as a result of becoming a financial holding company.

As of December 31, 2009, the Company was in compliance with Basel I capital requirements with ratios of
Tier 1 capital w0 RWAs of 15.3% and 10tul capital to RWAs of 16.4% (6% and 10% being well-capitalized for
regulatory purposes, respectively). In addition, financial holding compunies are also subject 1o a Tier | leverage
ratic as defined by the Fed. The Company calculated its Tier | leverage ratio as Tier | capital divided by adjusted
average total assets {which reflects adjustments for disallowed goodwill, certain intungible ussets and deferred
tax assets). The adjusted average totd] assets ure derived using weekly bulances for the calendsr quanier, This
ratio as of December 31, 2009 was 5.8%.
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The following table reconciles the Company’s total shareholders® equity to Tier ! and Total Capital as defined by
the regulations issued by the Fed and presents the Company’s consolidated capital ratios at December 31, 2009
. (dollars in millions):

At Deeember 33, 2089
{dullors in mitlians)
Allowabic capital
Tier I capital:
Common shareholders” equity ................ i i e $ 37,091
Qualifying preferred stock ..o v es ferens Ceeeeen Cerias P rarran 9,597
Qualifying sandatorily convertible trust preferred securities .....o..ovviiiiiiiiina. 5,730
Qualifying restricted corecapital €lements ... ..o vo it iiir e e e iv e 10,867
Less GoodWHl . i e e e e it haca et {7,162y
Less: Non-servicing intangible nssets ... ....... N e e ek (4,935
Leus: Netdeferred taxassets ............... B P seraenoniate (3,242}
Lesst Debt valuation adjustment . ... v s vanciarrvuorsrererracncrssiorrcserss . (554)
Other deductions .. ...u i iirurariioronssrrsnsos D A {1263
Total Tier | capital «........., N 46,670
Tier 2 capital: )
Other components of allowable capital:
Qualifying subordinated debt .. ............ s e reares e teee e, . 3,127
Other qualifying AmOURLS . ..t in i ir i iiiitriteeneannrrireerecnnsnsnannnss 158
Total Tier 2capital ............ Y 3,285
Total allowable capital ....... e b ek rrenaen it et ear e s $ 49,955
Total risk-weighted assets.......... fer ke P $305,000
Capital ratios
Totd CapHIl FBHO 5 v vt it et a ey ity 164%
Tier } capital matio ........ b e r e e e m e e e 15,3%

Total allowable capital is composed of Tier 1 and Tier 2 capital. Tier 1 capital copsists predominately of
common sharcholders’ equity as well as qualifying preferred stock, trust preferred securities mandatorily
convertible to common equity and qualifying restricted core capital elements (including other junior subordinated
debt issued o trusts and non-controlling interests) less goodwill, non-servicing imangible assets {excluding
allowable mortgage servicing rights), net deferred tux assets (recoverable in excess of one year) and DVA. DVA
represents the cumulative change in fair value of certain of the Company’s borrowings (for which the fuir value
option was elected) that was agributable to changes in the Company's own instrument-specific credit spreads and
is included in retained eamings. For a further discussion of fair value, see Note 4 1o the consolidated financial
statements. Tier 2 capital consists principaily of qualifying subordinated debt,

As of December 31, 2009, the Company caleulated iis RWAs in accordance with the regulatory capitul
requirenients of the Fed, which is consistent with guidelines described under Basel L. RWAS reflect both op and
off-balance sheet risk of the Company. The risk capital calculations wiil evolve over time as the Company
ephances its risk management methodology and incorpornies improvements in modeling technigues while
maintaining compliance with the regulatory requirements and interpretations,

Market RWAs reflect capital charges atiributable to the risk of loss resulting from adverse changes in market
prices and other factors. For a further discussion of the Compuny’s market risks and Value-at-Risk (“VaR™)
model, sec “Quantitative and Qualitative Disclosures about Market Risk—Risk Management” in Part IL, ltem 7A
herein, Market RWAS incorporate three components: systematic risk, specific risk, and incremental default risk
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(“IDR™). Systematic and specific risk charges are computed using either a Standardized Approuch {applying a

fixed percentage to the fair value of the assets) or the Company's VaR model. Capital charges reluted to IDR are

calculated using an IDR model that esthmates the loss due to sudden defauh events affecting traded financial

instruments at a 99.9% confidence level. The Company received permission from the Fed for the use of its

market risk models through calendar year 2009 while undergoing the Fed’s review. Based on the final outcome
_ of that review, the capital ratios may be Jower or higher in 2010,

Credit RW As reflect capital charges atributable to the risk of loss arising from a borrower or counterparty failing
to meet its financial obligations. For a further discussion of the Company’s credit risks, see “Quantitative and
Qualitative Disciosures about Market Risk—Credit Risk™ i Part I, hem 7A, herein. Credit RWAs are
determined using Basel! I regulatory capital guidelines for 1.5, banking organizations issved by the Fed.

Effcets of Inflation and Changes in Foreign Exchange Rates.

The Company’s assets to a large extent are liquid in nature and, thercfore, are not significantly affected by
inflation, although inflation may result in increases in the Company’s expenses, which may not be readily
recoverable in the price of services offered. To the extent inflation results in rising interest rates and has other
adverse effects upon the securities markets and upon the value of financial instruments, it may adversely affect
the Company’s financial position and profitability.

A significant portion of the Company’s business is conducted in currencies other than the 1.8, dollar, and
changes in foreign exchange rates relative to the U.S. dollar can therefore affect the value of non-11LS, dollar net
assets, revenues and expenses. Potential exposures as a result of these fluctuations in currencies are closely
monitored, and, where cost-justified, strategies are adopted that are designed to reduce the impact of these
fluctuations on the Company’s financial performance. These strategies may include the financing of non-U.S,
dollar assets with direct or swap-based borrowings in the same currency and the use of currency forward
contracts or the spot pwrket in various hedging trunsactions reluted 1o net assels, revenues, expenses or cash
flows,
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Ttem 7A. Quantitative and Qualitative Disclosures about Market Risk.
Risk Management.

Risk Management Policy and Contrel Structure.

Risk is an inherent part of the Company’s business and activities. The Company has policies and procedures in
place for measuring, monitoring und managing each of the varlous types of significunt risks involved in the
activities of its Institutional Securities, Global Wealth Management Group and Assel Management business
segments und support fonctions as well as at the holding company level, The Company’s ubility 10 properly and
effectively identify, assess, monitor and manage each of the various types of risk involved in it nctivities is
critical to its soundness and profitability. The Company’s portfolio of business activities helps reduce the impact
that volatility in any particuiar area or related areus may have on its net revenues as.a whole, The Company seeks
to identify, assess, monitor and manage, in accordance with defined policies and procedures, the following
principal risks involved in the Company's business sctivities: market. credit, capital and liquidity, operational
and compliance and legal risk. Capital and liquidity risk is discussed in “Management's Discussion and Analysis
of Financial Condition and Results of Operations—Liquidity and Capital Resources” in Part I, fiem 7. The
Company’s currency exposure velating 1o its net monetary investments in non-U.S. dollar functional currency
subsidiaries is discussed in Note 13 to the consolidated financial statements.

The comerstone of the Corpany’s risk management philosophy is the execution of rsk-adiusted retums through
prudent risk-taking that protects the Company’s capital base and franchise. The Company’s risk management
philosophy is based on the following principles: comprehensiveness, independence, aceountability, defined risk
tolernnce and ransparency. Given the importance of effective risk manngement 1o the Compuny's reputation,
senior management requires thorough and frequent communication and appropriate escalation of risk matters.

Risk muanagement at the Company requires independent Company-level oversight, accountability of the
Campuany's business segments, constant communication, judgment, and knowledge of specialized products and
markets. The Company's senior management takes an active role in the identification, assessment and
management of various risks at both the Company and business segments level, In recognition of the increasingly
varied and complex nature of the global financial services business, the Company’s risk management philosophy,
with its attendamt policies, procedures and methodologies, is evolutionary in nature and subject 10 ongoing
review and modification.

The nuture of the Company’s risks, coupled with this risk munagement philosophy, informs the Compuny’s risk
governunce structure, The Company’s risk governonce structure includes the Board; the Audit Committee and the
Risk Committee of the Board; the FRC; senior nuanagement oversight, including the Chief Executive Officer, the
Chief Rigk Officer, the Chief Financial Officer, the Chiel Legal Officer and the Chief Compliance Officer; the
Intemal Audit Department; independent risk management functions (including the Market Risk Department,
Credit Risk Management, the Corporate Treasury Department and the Operational Risk Department) and
Company control groups (including the Human Resources Department, the Legal and Compliance Division, the
Tax Department and the Financial Control Group), and various other risk control manugers, committees and
groups located within and across the Company’s business segments,

The Bourd has oversight for the Company’s enterprise risk management framework and is responsible for
helping to ensure thut the Company’s risks ave managed in a sound manner. Historically. the Board had
authorized the Audit Commitice, which is comprised solely of independent directors, 1o oversee risk
management. Effective January 1, 2010, the Board established another standing commitiee, the Risk Committee,
which is comprised solely of non-management directors, 1o assist the Bourd in the oversight of (i) the Conypany’s
sk governance structure, {ii) the Compuony’s risk manugement and risk assessment guidelines und policies
regarding market, credit and liquidity and funding risk, (iif) the Company’s risk tlerance and (iv) the
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performance of the Chief Risk Officer. The Audit Committez continues te review the mujor operational,
franchise, reputational, legal and compliance risk exposures of the Company and the steps management has taken
to- monitor and controf such exposure. The Risk Committee, Audit Commitiee and Chief Rixk Officer report to
the full Board on a regular basis.

The Board has also anthorized the FRC, a management committee appointed and chaired by the Chief Executive
‘Officer that includes the most senior officers of the Company, including the Chief Risk Officer, Chief Legal
Officer and Chief Financial Officer, to oversee the Company’s global risk management structure, The FRC's
responsibilities include oversight of the Company’s risk management principles, procedures and limits, and the
monitoring of capital levels and material markel, credit, liquidity and funding, legal, operational, franchise and
regulatory risk matters and other risks, as appropriate, and the steps management has ieken to monitor and
munage such risks. The FRC repons to the full Board, the Audit Commitiee und the Risk Commitiee through the
Company”s Chief Risk Officer.

The Chief Risk Officer, a member of the FRC who reports to the Chief Executive Officer, oversees compliance
with Company risk limits; approves certain excessions of Company risk limits; reviews material market, credit
and operational risks; and reviews results of risk munagement processes with the Board, the Audit Committee
and the Risk Commitiee, as appropriate,

The Internal Audit Department provides independent risk and control assessment and reports to the Audit
Commitiee and administratively to the Chief Legal Officer. The Internal Audit Department exumines the
Company’s operational and control eavironment and conducts audits designed to cover all major risk categories.

The risk management functions and the Company control groups are independent of the Compuiy's business
units, assist senior management and the FRC in monitoring and controlling the Company’s risk through a number
of control processes. The Company is committed 1o employing qualifisd personnel with appropriate expertise in
each of its various administrative and business areas to implement effectively the Company’s risk management
and monitoring systems and processes.

Each business segment has a risk commitiee that is responsible for helping to eénsure that the business segment,
as applicable, adheres to estublished limits for markel, credit, operational and other risks; implements risk
measyrement, monitoring, and management policies and procedures that are consistent with the risk framework
established by the FRC; and reviews, on a periodic basis, its aggregate risk exposures, risk exception experience,
and the efficacy of its risk identification, measurement, monitoring and management policies and procedures, and
related contrals,

Euch of the Company’s business segments also has designated operations officers, commitiees and groups 1o
manage and monitor specific risks and report o the business segment risk committee. The Company conirol
groups work with business ségment control groups (including the Operations Division and Information
Technology Division) to review the risk monitoring and risk munagement policies and procedures relating to,
among other things, the busingss segment’s markey, credit and operational risk profile, sales practices, reputation,
legul enforceability, and operational and technological risks. Participation by the senior officers of the Company
and business segment controf groups helps ensure that risk policies and procedures, éxceptions to risk limits, new
products and business ventores, and transactions with risk elements undergo a thorough review.

The following is a discussion of the Company’s risk management policies and procedures for its principal risks
{other than capital and Hiquidity risk). The discussion focuises on the Company’s securities activities (primarily its
institutional trading activities} and corporate lending and reldted activities. The Company believes that these
activities generate a substantial portion of jts principal risks. This discussion and the estimated amounts of the
Company’s market risk exposure genermied by ihe Company’s statistical analyses are forward-looking
statemnents. However, the analyses used to assess such risks are not predictions of future events. and acial results
may vary significantly from such analyses due to events in the markets in which the Company operates and
certain other factors described below.
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Market Risk,

Market risk refers to the risk that a change in the level of one or more market prices, rates, indices, implied
volatilities (the price volatility of the underlying instrument imputed from option prices), correlations or other
market factors, such as market liquidity, will result in Josses for a position or-portfolio. Generally, the Company
incurs market risk as a resuit of trading and client facilitation activities, principally within the Institutional
Securities business where the substantial majority of the Company’s VaR for market tisk exposures is generated,
in addition, the Company incurs trading-related market risk within the Global Wealth Management Group. Asset
Minagement incurs non-trading market fsk primarily from capital investments in real estate funds and
investments in private equity vehicles.

Sound market risk management is an integral part of the Company’s culture, The varous business units and
trading desks are responsible for ensuring that market risk exposures are well-managed and prudent. The control
groups help easure that these risks are measured and closely monitored and are made transparent o senior
management, The Market Risk Depuartiment is responsible for ensuring trunsparency of material market risks,
monitoring compliance with established limits, und escalating risk concentrations to appropriate senior
management, To sxecute these responsibilities, the Market Risk Departinent monitors the Company’s risk
against limits on aggregate risk exposures, performs 2 variety of risk analyses. routinely reports risk summaries,
and maintains the Company’s VaR system. Limits are designed to control price and market liquidity risk, Market
risk is monitored through various meusures: statistically {using VaR and related analyticul measures); by
meusures of position sensitivity; and through routine stress testing and scenurio analyses conducted by the
Market Rigk Department in collaboration with the business units. The material risks identified by these processes
are sumnarized in reports produced by the Market Risk Department that are circulated to and discussed with
senior management, the Risk Commitiee and the Board,

Risk and Capital Management Initiatives.

During 2009, the Company continued 1o enhance its market risk management framework o address the severe
stresses observed in global markets during the recent economic downtum (see *Executive Summary—Global
Market and Economic Conditions-in Fiscal 2009 Part 11, ltem 7, herein). The Company expanded und improved
its risk measurement processes, including stress tests and scenario analysis, and refined its market risk Himit
framewark, In conjunction with these risk measurement enhancements, a proprietary methodology cailed Stress
VaR {(“S-VaR") was developed to comprehensively measure the Compuny's market and credit risks. S-VaR
simulates many stress scenarios based on more than 25 years of historical data and attempts to capture the
different liquidities of various types of genesal and specific risks, as well as event and default risks particulurly
refevant for credit portfolios. S-VaR, while siill evelving, is becoming an important metrie for the Company’s
risk appetite assessment and its voupital allocation framework,

Sales and Trading and Related Activities.

Primary Market Risk Exposures and Market Risk Management, During 2009, the Company hud exposures o
a wide range of interest rates, equity prices, foreign exchange rates and commodity prices—and the associated
implied volatilities and spreads—related to the global markets in which it conducts its trading activities,

The Company is exposed 1o interest rate and credit spread risk as a resuft of its market-making activities and other
trading in inlerest rate sensitive financial instruments (e.g., risk arising from changes in the level or hmplied
volatility of interest rutes, the timing of mortgage prepayments, the shape of the yield curve and credit spreads). The
activities from which those exposures arise und the markets in which the Company is active include, but are not
limited to, the following: emerging market corporate and government debt, non-investment gmde and distressed
corporate debt, investment grade corporate debt and asset-backed debt (including mongage-related securities).

The Company is exposed to equity price and implied volatility risk as a result of making muckets in equity
securities and derivatives and maintaining other positions (including pesitions ia non-public entities), Positions in
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non-public entities may inciude, but are not limited 1o, exposures to private equity, venture capitol, private
partnerships, real estate funds and other funds. Such positions are less liquid, have longer investment horizons
and are more difficult to hedge than listed equities.

The Company is sxposed 1o foreign exchange rate and implied volatility risk us a respit of making markess in
foreign currencies and foreign currency derivatives, from maintaining foreign exchange positions and from hoiding
non-11.S, dollar-denominated financial instrumenis. The Company 3s exposed to commodity price and implied
volatility risk as a result of market-making activities and muintaining positions in physical commodities {such as
crude and refincd ol products, natural gas, electricity, and precious and base metals) and related derivaiives.
Commodity exposures are subjedt to periods of high price volutility as a result of changes in supply and demand.
These changes can be caused by weather conditions; physical production, transportation and storage issues; or
geopolitical and other events that affect the available supply and level of demand for these commodities,

The Company manages its trading positions by employing a variety of risk mitigation strategies. These strategies
include diversification of risk exposures and hedging. Hedging activities consist of the purchase or sale of
positions in related securities and financial instruments, ncluding a variety of derivative products (e.g., futures,
forwards, swaps and options). Hedging activities may not always provide effective mitigation against trading
losses due to differences in the terms, specific characteristics or other basis risks that may exist between the
hedge instrument and the risk exposure that is being hedged. The Company manages the market risk associated
with its trading activities on a Company-wide basis, on a worldwide trading division level and on an individual
product basis. The Company manages and monitors ity market sisk exposures in such a way as to maintain a
portfolio that the Company believes is well-diversified in the aggrepate with respect to market risk factors and
that reflects the Company's aggregate risk tolerance as established by the Company’s senior managensent.

Aggregate market risk limits have been approved for the Compuny und for its major trading divisions worldwide
{equity and fixed income, which includes interest rate products, credit products, foreign exchange und
commodities), Additional market risk limits are nssigned to trading desks and, as appropriate, products dnd
regions. Truding division risk managers, desk risk managers, traders and the Market Risk Department monitor
market risk measures against limits in accordunce with policies set by senior management.

The Market Risk Deparntment independently reviews the Company’s trading porifolios on a regular basis from a
market risk perspective utilizing VaR and other guantitative and qualitative risk measures and analyses, The
Company’s trading businesses and the Market Risk Department also use, as appropriste, measures such as
sensitivity to changes in interest rates, prices, implied volatilities and time decay to monitor and report market
risk exposures.

Net exposure, defined as the potential Joss to the Company over a period of time in the event of default of a
referenced asset, assuming zero recovery, is one key risk measure the Company employs to standardize the
aggregation of murket risk exposures across cash and derivative products. Stress testing, which measures the
impuct on the value of existing portfolios of specified changes in muarket factors for certain products, is
performed periodicully and is reviewed by trading division risk managers, desk risk managers and the Murket
Risk Department,

VaR, The Company uses the statistical technique known as VaR as one of the tocls used to measure, monitor and
review the market risk exposures of its trading portfolios, The Market Risk Department ealculates and distibutes
daily VaR-based risk measures to various levels of management,

VaR Muthodology, Assumptions and Limitations, The Company estimates VaR using 4 model bused on
historical simulation for major market risk factors and Monte Carlo simulation for name-specific risk in centain
equity and fixed income exposures, Historical simulation involves constructing a distribition of hypothetieal
daily changes in the value of trading portfolios bused on two sets of inputs: historical observation of duily
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changes in key market indices or other market factors (“munrket risk factors™); and information on the sensitivity
of the portfolio values to these market risk factor changes. The Company’s VaR model uses four years of
historical data to characterize potential changes v market risk factors. The Company's 95%fone-day VaR
corresponds to the unrealized loss in portfolio value that, based on historically observed market risk factor
movements, would have been exceeded with a frequency of 5%, or five times in every 100 trading days, if the
portfolio were held constant for one day.

The Company’s VaR model generally takes into account linear and non-linear exposures 1o price risk, interest
raie risk and credit spread risk and linear exposures to implied volatility risks. Market risks that are incorporated
in the VaR mode! include equity and commodity prices, interest rates, credit spreads, foreign exchange rates and
associated implied volatilities. The VaR model also captures certain correlation risks associated with portfolio
credit derivatives, as well as certain basis risks between corporute debt and related credit derivatives. As
supplement to the use of historieal simulation for major market risk factors, the Company's VaR model uses
Monte Carlo simulation 1o capture name-specific risk in equities und credit products (i.e., corpamte bonds, inans
and credit derivatives). -

The Company's VaR models evolve over time in response to changes in the composition of trading portfolios
and to improvements in modeling techniques and systems capabilities. The Company is commitied to continuous
review and enhancement of VaR methodologies and assumptions in order to caplure evolving risks associated
with changes in market structure and dynamics. As part of regular process improvement, additional systematic
and name-specific risk factors may be added 10 imiprove the YaR model’s ability to more accuratcly estimate
risks 10 specific asset classes or industry sectors.

Among their benefits, VaR models permit estimation of a pontfolio’s aggregate market risk exposure,
incorporating a range of varied market risks; reflect risk reduction due 1o portfolio diversification or hedging
activities; and can cover » wide range of portfolio assets. However, VaR risk measures should be interpreted
carefully in light of the methodology’s limitations, which include the following: past changes in market risk
factors may not always yield sccurate predictions of the distributions and correlations of future market
movements; changes in portfolio value in response to market movements (especially for complex derivative
portfolios) nuy differ from the responses caleulated by 2 VaR model; VaR using a one-day time horizon does not
fully capture the market risk of positions that connot be ligoidated or hedged within one day; the historical
market risk factor data used for VaR estimation muy provide only limited insight into losses that could be
mcurred under market conditions that are unusual relative to the historical period used in essimating the VaR; and
published YaR results reflect past trading positions while future risk depends on future positions. VaR is most
approprinte as a risk messure for trading positions in liquid financial murkets and will understute the risk
associated with severe events, such as periods of extreme iliquidity, The Company is aware of these and other
limitations und, therefore, uses VaR as only one component in its risk management oversight process. As
explained above, this process also incorporates stress testing and seenario atalyses and extensive risk monitoring,
analysis, and control at the trading desk, division and Company levels.

VaR for 2009, The table below presents the Company's Trading, Non-trading and Aggregate VaR for each of
the Company’s primary murket risk exposures as of December 31, 2009, December 31, 2008 and November 30,
2008, incorporating substantially all financial instruments generating market risk that are managed by the
Company’s trading businesses. This measure of VaR incorporates most of the Company’s trading-related market
risks. However, a small proportion of trading positions generating market risk is not included in V4R, und the
modefing of the risk characteristics of some positions relies upon spproximations that, under certain
circumstances, could produce significantly different VaR results from those produced using more precise
measures,

Aggregate VaR also incorporates cenain non-trading risks, including () the interest rate risk generated by
funding liabilities related to institutional trading positions, (b) public compuny equity positions recorded zs
investmients by the Company and {(c) corporate loan exposures that are awaiting distribusion 10 the market.
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Investments made by the Company that are not publicly traded are not reflected in the VaR results presented
below. Aggregate VaR also excludes the credit spread risk generated by the Company’s funding Habilities and
the imerest rate risk associated with approximately $7.7 billion of certain funding liabilities primarily related 10
fixed and other non-trading assets as of December 31, 2009 and December 31, 2008. The credit spread risk
sensitivity of the Company's mark-to-ntarket funding liabilities corresponded 16 an increase in value of
approximately $11 million for each +1 basis point {or 1/100th of a percentage point) widening in the Company's
credit spread level as of both December 31, 2009 and December 31, 2008.

Since the VaR siatistics reported below are estimates based on historical position and market data, VaR should
not be viewed as predictive of the Company’s future revenues or financial performance or of its ability o
monitor and manage risk. There can be no assurance that the Company’s actual losses on a particular day will not
exceed the VaR amounts indicated below or that such losses will not occur more than five times in 100 tiading
days. VaR does not predict the magnitude of losses which, should they occur, may be significantly greater than
the VaR amount. '

The table below presents the Company’s 95%/one-day VaR:

93%0ne-Day YuR for the

One Month Ended

fuble 1: 95% Tolul YaR ¥5%/One-Dry VaR for 2069 95%/One-Day YR for Fiscal 2008 December 31, 2008
Do 3, Nov, 34, Pec. 31,
Primury Morket Risk Category 2009 Average Migh Low 2008 Averuge IHgh Low 20080 Awveeape High Low
{doliwrs in witlluns)

Entorest rate ond credit spread .. ... olls. SI9 5105 S22 869 S 98 $ 69 SI0I 842 S0 BWT 3R2t S 93
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{1} Diversification benefit cquals the diffcrence between Total VaR and the sum of the VaRs for the four risk categories. This benelit ariscs
beeuuse the simulated one-day Josses for cach of the four primary market risk eategorics ocour ou different days; similur diversification
henefits also are taken into account within cach calcgory.

‘The Company’s Trading VaR at December 31, 2009 was $135 million compared with $117 million and $104
million at December 31, 2008 and November 30, 2008, respectively. Non-truding VaR at December 31, 2009
increased to $100 million from $68 million and $67 million at December 31, 2008 and November 30, 2008,
respectively, Aggregate VaR at December 31, 2009 was $187 million compared with $144 million und $135
milhion at December 31, 2008 and November 30, 2008, respectively.

Average Trading VaR for 2009 increased to $119 million from $113 million for the one month ended Decenber
31, 2008 and $98 million for fiscal 2008, Avernge Non-trading YaR for 2009 increased to $102 million from $73
yillion for the one month ended December 31, 2008 and $53 million for fiseal 2008, Average Total VaR for
2009 increased to $165 million from $143 million for the one month ended December 31, 2008 and $118 million
for fscul 2008,

The VaR increases for 2009 were primarily driven by increused exposure o interest rate and credit sensitive
products across the truding and non-trading portfolios. The wndisg portfolio wlso experienced increases due 1o
increased equity und foreign currency exposure. Additionally, the Company’s VaR for 2009 was affecied by
higher market volatilitics over the period, as explained below.
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VaR Statistics under Varying Assumptions.

VaR statistics are not readily comparable across firms because of differences in the breadth of products included
in each firm’s VaR model, in the statistienl assumptions made whea simulating changes in market factors, and in
the methods used to approximate portfolio revaluations under the simulated market conditions. The extreme
market volatilities in the latter part of 2008 had a significant impact on VaR in 2009, The impact varies
depending on the factor history assumptions, the frequency with which the fuctor history is updated und the
confidence level. As a result, VaR statistics are more reliable and relevant when used as indicators of trends in
risk taking rather than as a basis for inferring differences in risk taking scross finms.

Table 2 presents the VaR statistics that wouid result if the Company were to adopt altemnative parameters for its
caiculations, such as the reporied confidence level (95% versus 99%) for the VaR statistic or a shorter historical
time series (four-year versus one-year) for market data upon which it buses iis simulations, Both the average
four-year VaR and the average one-year VuR for 2009 are sensitive lo the high market volatilities experienced in
the fourth quarter of 2008, However, we expect the one-yeir VaR 1o decline relative 1o the four-year VaR in the
coming months, as the highly volatile period in the fourth quarter of 2008 will remain in the four-year VaR, but
will no longer be a factor in the one-year VaR.

Fable 2: Average $5% and 99% Trading VaR Avernge 95%/One-Day VaR for  Average 99 %/Onc-Day VaR for
with Four-Year/One-Year Historical Time Series 2009 2669

Four-Yenr One-Year Four-Yeor One-Yenr
Primary Market Risk Category Fuelor History  Factor Hislory  Foctor Histery < Fuctor History

(doftnes in miltions)

Interest rate and creditspread ... ... .. RN $105 $134 3218 $ 248
Equityprice ......voivn.en 23 26 31 38
Foreignexchangerate . .......o.oonae, s 20 35 4] 62
Commodity price . ...cvvvriisiinnninan. e 24 30 43 62
Less: Diversification bepefitd)) ....oovvvnnnn.. . _ﬁp ___@3} ﬂ) (138)
Trading VaR ........ R R TR ET R PRSP _311_9_ 3162 §_2_31§ $272

{1y Diversification benefit equals the difference bedween Total VaR and ihe sum of the YaRs for the four fisk cawegorivs. This benefit arises
because the simulated one-day Josses for cach of the four primury markes risk categorics ocvur on different days; similar diversilication
benefits ulso sre taken into account within each category.
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Distribution of VaR Statistics and Net Revenues for 2009,

As shown in Table 1, the Company's average 95%fone-day Trading VaR for 2009 was $119 million. The
histegram below presents the distribution of the Company’s daily 95%/one-duy Trading VaR for 2009. The most
frequently oceurring value was between $112 million and $115 million, while for approximately 93% of trading
days during the year VaR ranged between 3103 million and $139 million.

Year Ended December 31, 2008
Daily 95% / One-Day Trading VaR

{doliars in millions)
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As shown in Table 1, the Company’s average 95%/one-day Trading VaR for the one month ended December 31,
2008 was $113 million. The histogram below presents the distribution of the Company’s duily 95%/one-day
Trading VaR for the one month ended December 31, 2008, The most frequently occurriag value was between
$115 million and $118 million, while for approximately 70% of trading days during the month VaR ranged
between $109 million and $118 million.

One Month Ended December 31, 2008
Daily 85% / One-Day Trading VaR

{dollars in milions)

Number of Days
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One method of evaluating the reasonableness of the Compuny’s VaR model as a measure of the Company’s
potential- volatility of net revenue is to compare the VaR with actual trading revenug. Assuming no inta-day
trading, for a 95%/one-day VaR, the expected number of times that truding losses should exceed VaR during the
year is 13, and, in general, if trading losses were to exceed VaR more than 21 times in a year, the accuracy of the
VaR model coukd be questioned, Accordingly, the Compaiy evaluates the reasonubleness of its VaR mode! by
compuring the potential declines in portfolio values generated by the mode! with uctual trading results. For days
where losses exceed the 95% or 99% VaR statistic, the Company examines the drivers of trading Josses to
evaivate the VaR model’s accuracy relative ta realized trading resuits, '

‘The Company incurred daily trading Josses in excess of the 95%/one-day Trading VaR on one day during 2009
and three days during the month ended December 31, 2008, The Company bases its ViR calculations on the long
termm (or unconditional) distribution with four years of observations and therefore evaluates its risk from mn
historical perspective. The Company is evaluating enhuncements to the VaR model o ke it more responsive to
more recent market conditions, while maintaining a longer-term perspective.
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The histograms below show the distribution of daily net trading revenue during 2009 and the one month ended
December 31, 2008, respectively, for the Company’s trading businesses (including net inferest and non-agency
commissions but excluding certain non-trading revenues such as primary, fee-based and prime brokerage revenue
credifed to the trading businesses). During 2009 and the one month ended December 31, 2008, the Company
experienced net trading losses on 38 days and 14 days, respectively, The loss days observed during December
2008 were driven predominately by increased levels of volatility realized in the market,
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One Month Ended December 31, 2008
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Credit Risk,

Credit risk refers to the risk of loss arising when a borrower, counterparty or issuer does not meet its financial
obligations. The Company is exposed to two distinct types of eredit risk in its businesses. The Compuny incurs
“single name” credit risk exposure through the Institutional Securities business and to a fesser extent through ifs
lending activities in its Global Wealth Management Group. This type of risk requires credit analysis of specific
counterpatties, both initially and on an ongoing busis. The Company also incurs “individual consumer” credit
fisk in the Globul Wealth Management Group business segiuent lending 10 individual investors, including nyargin
and non-purpose louns collateratized by securities and through single-family residential prime mortgage losns in
Jumbo or honme equity lines of credit (“"HELOC™) form,

The Company has structured its credit risk management framework to reflect that each of its businesses generates
unique credit risks, and Credit Risk Management establishes compuny-wide practices 1o evaluate, monitor and
control credit risk exposure both within and across business segments. The Credit Limits Framework is one of
the primary tools used to evaluate and manage credit risk levels across the Compaity and is cafibrated within the
Compuny’s risk tolerance, The Credit Limits Framework includes single name limits and portfolio concentration
fimits by couniry, industry and product type. Credit Risk Management is responsible for ensuring transparency of
material credit risks, ensuring complinnee with established limits, approving matérial extensions of credit, and
escaluting risk concentrations to appropriate senior management. Credit risk exposure is managed by Credit Risk
Muanagement and through various risk conunittees, whose membership includes Credit Risk Management,
Accordingly, Credit Risk Muonagement alsc works closely with the Market Risk Department to monitor risk
exposures, including margin louns, mortgage loans and credit sensitive, higher sisk transactions.
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Institutional Securities Activities.

Corporaie Lending. In connection with certain of its Institutional Securities business activities, the Company
provides loans or lending comumitments (including bridge financing) 1o selected clients. Such loans and Jending
commitments can generally be classified as either “relutionship-driven” or “evem-driven.”

“Relationship-driven™ loans and lending commitments are penerally made fo expand business relationships with
select chients. The commitments associated with “relationship-driven™ activities may not be indicative of the
Compuny’s actual fanding requirements, as the commitment may expire unused or the borrower may not fully
wlilize the commitment. The borrowers of “relationship-driven” lending trunsactions may be invesiment grade or
non-investment grade. The Company may hedge its exposures it connection with “refationship-driven”
transactions.

“Event-driven” loans and lending commitments refer to activities associated with o pasticolar event of
transaction, such as to support client inerger, acquisition or recapitalization transactions. The commitmenis
associated with these “eveni-driven” activilies may not be indicative of the Company's actual funding
requirements since funding is contingent upon a proposed transuction being completed, 1n addition, the borrower
may not fully utilize the connmitment or the Compuny’s portion of the commitment mity be reduced through the
syndication process. The borrower’s ability to draw on the comminnent is also subject 10 certain 1werms and
conditions, among other factors. The borrowers of “event-driven” lending transactions may be investment grade
or non-investment grade. The Company risk monuges its exposures in conneciion with “eveni-driven”
transactions through various means, including syndication, distribution and/or hedging. .

Securitized Products. While new uctivity hus been reduced from historical levels, the Company may extend
short or long-term funding to clients through loans and lending comminments that are secured by assets of the
borrower and generally provide for over-coliateralization, including commereinl real estate, loans secured by
loan pools, corporate and operating company louns, and secured lines of revolving credit. Credit risk with respeet
1o these founs sad lending commitments arises from the failure of a borrower to perform according to the tenms
of the Joun agreement or a decline in actual or underlying collateral value.

Derivative Contracts. In the normul course of business, the Compuny enters into n variely of derivative
contracts related 10 finuncial instruments and commodities, The Company uses these instruments for trading and
hedging purposes, us well us for asset and liability manugement. These instruments generally represent future
commitments 1o swap interest payment streams, exchange cugrencies, or purchase or sell commodities and other
fBinuncial instruments on specific terms at specified future dutes. Many of these products huve mutmrities that do
not extend beyond one year, aithough swaps, options and equity warrants typically huve Jonger maturities.

The Company Incurs credit risk as a dealer in OTC derivatives. Credit risk with respect to derivative instruments
arises from the failure of 2 counterpanty to perfonm according to the terms of the contract, The Company’s
exposure to credit risk at any point in time is represented by the fair value of the derivative contracts reported as
assets. The fair value of derivatives represents the amount at which the derivative could be exchanged in an
orderly transaction between market purticipants and is further described in Note 2 to the consolidated financial
statements. Future changes in interest vates, foreign currency exchange rates, or the fair values of the financial
instruments, conumodities or indices underlying these contracts ultimutely may result in cash settfements
exceeding fair value amounts reeognized in the consolidated statements of financial condition.

Other, In addition to the activilies noted above, there are other credit risks managed by Credit Risk
Management and various business areas within Institutional Securities. The Company incurs credit risk through
margin and collateral transactions with clearing houses, clearing agencies, exchanges, banks, securities firms and
other financial counterparties. Certain risk management activities as they pertain to establishing appropriate
collateral amounts for the Company’s prime . brokerage and securitized product businesses are primarily
monitered within those respective areas in that they determine the appropriate colluteral level for each strategy or
position. In addition, a collateral management group monitors collatersl levels against requirements and oversees
the administration of the collateral function. In addition, certain businesses with heightensd seulement risk
monitor compliance with established settlement risk Hmits,
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Analyzing Credit Risk, Credit risk management takes place at the transaction, counterparty and portfolio levels,
In order to protect the Company frons losses resulting from these activities, Credit Risk Management analyzes all
materigl lending and dedivative transactions and ensures that the creditworthiness of the Company's
counterparties and borrowers is reviewed regularly and that credit exposure is actively monitored and managed.
Credit Risk Management assigns obligor credit ratings to the Company’s counterpurties and borrowers. These
credit ratings are intended 1o assess a counterparty’s probabifity of defauit and are derived using methodologies
generally consistent with those empioyed by external rating agencies. Credit ratings of “BB+” or below are
considered non-investment grade. Additionally, Credit Risk Management evaluates the relative position of the
Company’s particuiar obligation in the borrower’s capital structure and relative recovery prospects, as well as
collateral (if applicable) and other structural elements of the particular transaction.

.Risk Mitigation. The Company may seek to mitigate credit risk from its lending and derivatives transactions in

multiple ‘ways. At the transaction level, the Company sceks to mitigate risk through monagement of key risk
clements such as size, tenor, seniority and collateral. The Company actively hedges its lending and derivatives
exposure through various financial instruments that may include single name, portfolio and structured credit
derivatives. Additionally, the Company may secll, assign or sub-participate funded loans and lending
commitments to other financial institutions in the primary and secondary loan market. In connection with its
derivatives trading activities, the Company generally enters into master netting agreements and coliateral
arrangements with counterparties. These agreements provide the Company with the ability to offset a
counterparty’s rights and obligations, sequest additional collateral when necessary or liquidate the coflateral in
the event of counterparty default, '

Credit Exposure—Corporate Lending, The following tables present information about the Company's
corporate funded loans and lending commitments as of December 31, 2009 and December 31, 2008. The “total
corporate lending exposure” column includes both lending commitments and funded louns. Fair value of
corporate lending exposure represenis the fair value of loans that have been drawn by the borrower and lending
commitments that were outstanding as of December 31, 2009 and December 31, 2008. Lending commitments
represent legally binding obligations to provide funding to clients as of December 31, 2009 and December 3,
2008 for buth “relationship-driven” and “event-driven” lending transactions. As discussed above, these loans and
lending comunitments have varying ierms, may be senior or subordinated, may be secured or unsecured, are
generally contingent upon representations, warranties and contraciual conditions applicable 1o the borrower, and
may be syndicated, traded or hedged by the Company.

As of December 31, 2009 and December 31, 2008, the aggregats amount of investment grade Joans wus $6.5
billion and $7.4 billion, respectively, and the aggregute amount of non-investment grade founs was $9.5 billion
and $9.4 billion, respectively, As of December 31, 2009 and December 31,-2008, the aggregate amount of
lending commitments outstanding was $47.9 billion and $43.9 billion, respectively. In connection with these
corporate lending activities (which include corporate funded loans and lending commitments), the Company had
hedges {which include “single name,” “sector” and “index” hedges) with a notional amount of $25.8 billion and
$35.7 billion related to the total corporate lending exposure of $64.0 biflion and $60.7 billion as of December 31,
2009 and December 31, 2008, respectively,
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~The tables below show the Company's credit exposure from its corporate lending positions and lending
commitments as of December 31, 2009 and December 31, 2008. Since commitments associuted with these
business activilies may expire unused, they do not necessarily reflect the actual fulure cash funding requirements:

Corporate Lending Commitmenis and Funded Loans at December 31, 2009

Cor|

porate
Years to Maturity Totnl Corporate  Londing Corgorsie

Leading Exposure uf Lending

Credit Rating(1) fassthan 1 i3 35 Over5  Exposure(2)  Fuir Value(3) Commitments(4)

- . (dollirs i millions)
AAA L.l voor 30542 5 2338 o § $ 775 5 — $ 775
AA i e 3,141 4,354 275 — 7770 80 7,690
- S 3,116 9796 1,129 548 14,589 i918 12,674
BBB ... 4272 16,191 3,496 164 24,123 4,548 19,575
' Tnvestment

grade ......... 11,071 30,574 4900 712 47,257 6,546 40,711
Non-investment grade ...... 749 6,525 6,097 3322 16,693 9,517 7.176
Total ...... ceess $11,820 $37,099 310997 34,034 $63,950 $16.,063 $47,887

£

{13 Obligor credit ratings are determined by Credit Risk Munugernent using methodologies g y consistent with those employed by
external rating agencies, :

{23 Totd corporate lending exposure rep the Company’s. ¥ iu} loss ing the fair value of funded loans aod Jending
COMMHICALS Were 2670, ’

(33 The Company’s corporate lending exposure garried at fair value includes $15.6 billion of funded loans and S04 billion of lending
commitments recorded in Pinancla) instruments owned and Finuncial instraments sold, not yet purchased, respectively, in the

fdated of finenciad condition as of December 31, 2808 The Company’s corporale tending exposwre carried ut smiontized

cost uchides 3850 miltion of fonded Joans recorded in Recvivables-—other feans in the consoliduted staterments of Bnancial condition,

{31 Amounts represeit the notionsl awount of unfunded Jending commi hess the of i reflected in the Company’s
consofidated statensents of financind condition.

Corporate Lending Commitmenis and Funded Loans st December 31, 2008

Corporate
oty Gy L o
Credit Rothnp(1) Less than 1 i3 35 Over s Exgusurc(!) Fuir Value(}) Camzm!mmi.s(d)

{dollars in milllons}

ABA ... 8 B42 8 114513148 $ 2330 $ 67 $ 2,263

AA e 2,685 718 3,321 73 6.797 33 6,764

A v, 4899 5321 5892 69 16.181 2.291 13,890

BBB .. e 2745 7722 8299 255 19.021 5037 13,984
Investment grade ... 15,171 13875 13,886 397 44,329 7,428 36,501

Non-investment grade .. ..... LL,i44 3433 5301 6516 16,394 9,389 7.005
Totmi............. 312,315 $17.308 324,187 36913 360,723 316,817 $43,906

{13 Obligor credit rutings are determined by Credit Risk Managemens uxing mothodologivs generally consi with those employed by

exterad rating agencies,
{2} Totd corporate Jending oxposure represents the Company’s § jal doss ing the fuir volue of funded Jouns und Jending

COMITITORIS WETe 2270,
) The Company’s corporaie Jending exposure st fair value inchudes $19.9 billion of funded Jouns and $3.1 biflion of kending commilments

recorded in Financial nsfrements swned and Finneinl instromoents sold, not yt.l purchased, respeetively, in the fidoted
of financial condition us of December 31, 2008,
{4} Amounts repr the notions} of unfunded lending ¢ 3 lc._:\ the of ¢ i refbzvted in the Company’s

didated of financial condition.
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" Event-driven” Loans cmd Lending Commitments as of December 31, 2009 and December 31, 2008,

Included in the total corporate lending exposure amounts in the tuble above as of December 31, 2009 is “event-
driven” exposure of $5.6 billion composed of funded louns of $2.8 billion and lending commiitments of $2.8
billion, Included in the $5.6 billion of “event-driven” exposure as of December 31, 2009 were $3.7 billion of
loans and lending commitments to non-investiment grade borrowers that were closed,

Included in the total corporate lending exposure amounis in the table above as of December 31, 2008 is “event-
driven”™ exposure of $9.3 billion composed of funded foans of $3.4 billion and lending commitments of $5.9
billion. Included. in the $9.3 billion of “event-driven™ exposure as of December 31, 2008 were $5.0 billion of
louns and lending commitments io non-investment grade borrowers that were closed.

Activity associnted with the corporate “event-driven” lending exposure during 2009 was as follows {dollars in
millions): .

“Event-driven” fending exposures at December 31,2008 ........... Ceveees A o $9327
Closed commitments . ......ooenuen.. e b bea et e, Cirrersraesireres 3,259
Withdrawn COMMUIMENIS & 5« o us v vuscormennanesouernorossorectonseasrsroeroncusonsonnees (267)
Net reductions, primarily through distributions ..........ooviiinnann, U (N £ 1]
Mark-to-markel adjUSINERE .. .o u ittt rerarisneoisursenserenesernarerrvnssesronss 10
“Event-driven” lending exposures at December 31,2009 ..o tiiiiiiiiiiieiiininiaaraarninnes $ 5.621

Credit Exposure—Derivatives. The tubles below present a summary by counterpurty credit rating and
remaining contract maturity of the fair value of OTC derivatives in a gain position as of December 31, 2009 and
December 31, 2008, Fair valoe is presented in the find} column net of collateral received (principally cash and
U.S. government and agency securities):

OTC Derivative Products—Financial Instruments Owned at December 31, 2009(1)

Cross-Mglurlty Net Ex et B

. an et Exposure Nt Exposure
Years to Maturily Cash Collatesni Post«Cush Post.
Credit Rating(2) Less than § 13 3-3 Over 5 Netting(3) Collateral Coltaieral

{dollars i mitfions)

AAA ooeeeiees S 852 $2026 $3876 59331 S (6,616) $ 9,469 $ 9,082

AA L 6,469 1.855 6,600 15,071 {25,576) 10,419 8,614
A 8,018 10,212 7990 22,739 {38,871 10,488 9,252
BBB ...ioiiiieenen 3,032 4,193 2,947 1.524 8,971 8,725 5,902
Non-investment
grade ........... . 2,773 3,331 2,113 4431 (4.534) 8,114 6,525
Toml .. ... $21,144 328,117 $23,326 $59.096 $(84,668) $47,215 $39,.375
{1y Fairvihues shown sep the Compuny's net ¢xp [ partics related to the Company’s OTC derivative products, The wable

does mot include Bsted denivatives aad the cffect of any related hedges utifized by the Company, The table also exchudes Yoir valbes
corresponding (o other credit exposuses, such as those arising from the Company's kending acsivities.

(%) Obligor credit ratings we delermtined by Credit Risk Management using methodologies gererally consistent wilh those employed by
exiernal rating apencies,

{3) Amounts represent the notting of “receivuble balwces with paysbic balances for the same countorpanty ucross malurity categosies.
Receivable and payable bulances with the sume counterparty in the same malusity calegory are netted within such suturiy category,
where appropriate. Cash colintersl received is netied on u counterparty hasis, provided fepal rght of offset exisis.
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OTC Derivative Products—Financial Instruments Owned at December 31, 2008(1)

Cross-Maturity Net Net E
Years o Moy ot e ST N B
Credit Roting(2) Lossthan 3 13 35 Over 5 Netting(d) Collaternd Collsterat
{doliars in mililons)
AAA ... venaes 31928 $ 3588 36235 $16623  $ (11.060) $17.314 $15,849
AA (...  eveeye 10,447 13,133 16,589 40423 (63.498) 17,094 15,018
- 7,150 1514 7805 21,752 (31,025) 13,196 12,034
BBB ......00ununn 4,666 7414 4,980 §.614 6,571) 19,103 14,101
Non-investment
grade . ........... 8,219 8,163 5416 7,341 (12,597 16,542 12,131
Total ......,... $32,410 $39.812 $41,025 $94,753  ${124,751) $83.249 569,133
(1Y Fuir values shown represent the Cosapany’s net exposute to counterparUes refuted to the Company™s OTC derivative products, The table

does not include lshed derivaives and the effeet of any reluted hedges wilized by the Company, The table also excludes fuir valucs
corresponding to other eredit expostires, such as those ansing from the Compuny®s lending activities,

Obligor eredit mtings ure determined by Credit Risk Management using muthodologics g Hy consi with those employed by
extemul rsting sgencics.

Amounts represent the relting of reveivable balonces with payable bulances for dhe same counterparty ucross mutusly categorics.
Receivable and payable bulances with the same counterpurty in the saime matinity calegory are netted within such maarity calegory.
where appropriate, Cash collateral réceived i netted on o counterpurty basis, provided fegal sight of offset exists,

The following tables summarize the fair values of the Company’s OTC derivative products recorded in Financial
instrumnents owned and Financial instruments sold, not yet purchased by product category und maturity as of
December 31, 2009, including on a net basis, where upplicable, reflecting the fair value of related non-cash
coliaterat for financial instruments owned:

OTC Derivative Products—Financial Insiruments Owned at December 31, 2009

Crass-Maturity N
“and Net Exposure Net Exposure
Yoars to Maturity Cash Collaternt  Post-Cash Post- ~
Produet Type Lessthan 1 1-3 i3 Over § Nettinp(1) Cholintersl Collateral
{dollars In miilions)

Interest rate.and currency

swaps, interest rate options,
credit derivatives and other
fixed income securities

CORtPACES | ... .. Sereerane $11938 $19,556 §20,564 357,240 $(76,255)  $33,063  $29444
Fareign exchange forward
contracts and options ...... 3,859 916 201 40 {1,994) 3.022 2,699

Equity securities contracts
(including equity swaps,

wirTams and options) .. .... 1,987 1,023 441 697 (2,065} 2.083 1,109
Commodity forwards, options

and swaps .. ..., . ceaaess. 3,340 6622 2,320 LI19 {3,354 9.047 6,323

Total o ovvinn i $21,144 $28,117 $23,526 359,096 $(84.668) $47.215  $39,375

(1) Amounts represent the nelling of reccivable balances with payable bakinces for the same counterpasty across matrity and product

categorics. Receivable and payable balances with the same counterparty ia the sime watwrity category are netied within the muturity
cotegory, where approprisie. Cash coliateral reccived is netied on a colnterparty basis, provided legnd right of offset exists.
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OTC Derivative Products—Financial Instruments Seld, Not Yet Purchased at December 31, 2009(1)

Cross-Maoturity
Years to Molurity Cosh éggat eral
Product Type Less thun ¢ -3 35 Over 5 Netling(2) Totul
{doltars in millions)
Interest rate and currency swaps, interest rate
options, credit derivatives and other fixed
income securities COMIACES . .nvrv.nsn ceeeer. 55054 $11442 311,795 $32,133  $(40,743) 520,681
Foreign exchange forward contracts and
OPHONS .. vsnnirnevnans veeverssusexexas 3665 647 201 72 {1,705} 2,880
Equity securities contracts {including equity
swaps, warrants and options) .. ... ceeenrases o 4,328 2547 1253 1150 {5.860) 3618
Commodity forwards, options andswaps .. ...... 3,727 4,668 . 1,347 975 {3336) 5,381
Total .ovvevennenns Ceivereiieneene.s. 17,974 819304 $14,596 $34,330  $(53,644) $32,560

(1) Since these aimous are Habilities of tie Compuny, they do not result in eredit cxposures,

{2} Amounts represent the aetling of receivable balances with payable balunces for the sume counlerpanty across maturity and product
categories, Recvivable and payable balances with the same counterpanty in the same maturity category are neuted within the maturity
caegory. where appropriate, Cash collateral paid is netted on party basis, provided Jogal right of olfset oxists,

The following tables summarize the fair values of the Company’s OTC derivative products recorded in Financial
instruments owned and Financial instruments sold, not yet purchased by product category and maturity as of
December 31, 2008, including on a net basis, where applicable, reflecting the fuir value of related non-cash
collateral for financial instruments owned:

OTC Derivative Products—Financial Instruments Owned at December 31, 2008

Cross-Yuturily
B . and Net Exposure Net Exposure
Years lo Maturily Cush Collaternl  Post-Cush Post.
Pradus! Type Lessthan § -3 35 Over 5 Netting{1} Cotluterat Caollateral

(dollurs In miltions)
Interest rate and cumreacy
swaups, interest rale options,
credit derivatives and other
fixed income securities

COMIACES o ourvvvennonnnsn $ 8914 $22965 $36,497 $91,468 $(107.667) $52.177  $45,841
Foreign exchange forward
contracts and options ... . 8465 2363 320 68 (3,882) 7334 6,409

Byuity securities contracts

(including equity swaps,

warrants and options) ...... 4333 2,059 606 1,088 (4.991) 3,095 1,365
Commodity farwards, options

andswaps .......... ... 10698 12425 3,602 2,129 (8,211) 20,643 15,518

Total ....... . $32,410 $35,812 341,025 594,753  $(124,751) $83.249 . 360,133

(1) Amounts represent the nelting of secvivable balances with payable balunees for the sume counterparty seross syaturity and prodact
categories. Receivable and puyable bulunces with the sune counterpanty in (he sume mawrity eategory o netied within the mutunity
category, whure appropriaie, Cash coliateral reveived is netied on & counterpasty basis, provided legal right of offses exists.
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OTC Derivative Products—Financial Instruments Seld, Not Yet Purchased at December 31, 2008(1)

Cross-Maturity
Years to Maturity Cash g’:’mm,
Product Type Lessthani 13 38 Over $ Nelting(2) Tolal
{doltars in millions)
Interest rate and currency swaps, interest sate :
options, credit derivatives and other fixed :
income securities ContraciS . .. st i iiianan. $ 8,547 $17,356 324,777 $55237  ${69,985) $35932
Foreign exchange forward contracts and
OPHOUS ..vinurnurernnnn e . 735% 1,680 377 159 GHY) 6841
Equity securitics contracts (including equity
swaps, warranis and options) ............... 2,66F 3446 1685 1858 (6.14%) 3,501
Commodity forwards, options and swaps ..... o 1764 10283 2,321 1,082 (8,302) 13,148
Total i veee.s $26327 3327745 329,160 858,336 $(87,546) 359022

{1} Since these amounts are liabilities of the Compuny, they do not result in sredit exposures.
1) Amounts represent the netting of receivable bulances with puyable bulsnces for the same counterprly across maturity and product
catepories. Receivuble ond paysble balauces with the same codnterpurty in the Same maturity category use netted within the maturity
gory, where appropriste, Cash collateral paid is netted on o counterparty busis, provided legal right of offset exisis.

The Company’s derivatives (both listed and OTC), on a net of counterparty and cash collateral basis, as of
December 31, 2009 and December 31, 2008 are summarized in the 1able below, showing the fair value of the
related assets and labilities by product category:

At Decomber 31,2009 At December 31, 2008
Produci Type ) Assels  Linbilitics  Assels  Liabililies
{dollars in millions)

Interest rate nnd cumency swaps, interest rmie options, credit

derivatives und other fixed income securities contracts .......... $33,307 320,911 $52.391 336,146
Foreign exchange forward contractsand oftions ............... .o 3022 2,824 7334 6425
Equity securities contructs {including equity swaps, warrants and

OpHONS) L .hivuiiniiiinaen e e 3519 7,371 8738 83520
Commodity forwards, optionsandswaps ...... . ..ot iinininn. 9,133 7,103 20855 17,063

X1 D N 349081 $38,209 389.418 568,554

Each category of derivative products in the above tables includes a varety of instruments, which can differ
substantiaily in their characteristics. Instruments in each category cun be denominated in U.S. dolars or in one or
more non-U.S, eurrencies,

The Company determines the fair values recorded in the above iables using various pricing models. For a
discussion of fair value as it affects the consolidated financial statements, see “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Critical Accounting Policies™ in Part I, liem 7,
herein and Notes | and 4 to the consolidated financial statements,

Credit Derivatives. A credit derivative is o contmact between a seller (guarantor) and buyer (beneficiary) of
protection against the risk of u credit event occurring on a set of debt obligations issued by a specified reference
entity. The beneficlary pays a periodic premium (typicully quarterly) over the life of the contract and is protected
for the period, If a credit event occurs, the guarantor is required to make payment to the beneficiary based on the
terms of the credit derivative contract, Credit events incinde bankruptcy, dissolution or insolvency of the
referenced entity, failure fo pay, obligation acceleration. repudiation and payment moratorium. Debt
restructurings are also considered a credit event in some cases. In certain fronsactions referenced to a ponfolio of
referenced entities or asset-backed securities, deductibles and caps may limit the guarantor’s obligations.

Morgan Stanley 106



The Compuny trades in a variety of derivatives and may either purchuse or write protection on a single name or
portfolio of referenced entities. The Company is an active market-maker in the credit derivatives markets, As a
market-maker, the Company works to earn a bid-offer spread on client flow business and manage any residunl
credit or correfation risk on a portfolio basis. The Company also trades and 1akes credii risk in credit default swap
form on a proprietary basis. Further, the Company uses credit derivatives to manage its exposure 1o residentiat
and commercial mortgage loans and corporate lending exposures during the periods presented.

The Company actively monitors its counterparty credit risk related to credit derivatives. A majority of the
Company's counterparties are banks, broker-dealers, insurance, and other financig! institutions and Monolines.
Contracts with these counterparties do not include ratings-based termination evenis but do incjude counterparty
rating downgrades, which may resuit in additional collateral being required by the Company. For funther
nformation on the Company’s exposure to Monolines, see “Cértain Factors Affecting Resulls of Operations—
Monoline Insurers™ herein. The master agreements with these Monoline counterparties are generally unsecured,
and the few ratings-based triggers (if' any) generally provide the Company the ability 1o terminate only upon
significant downgrade. As with all derivative contructs, the Company considers counterparty credit risk in the
valuation of its positions and recognizes credit valuation adjustments as appropriate.

The following table summarizes the key churneteristcs of the Company’s credit derivative portfolie by
counterparty as of December 31, 2009, The fair values shown are before the application of uny counterparty or
cash collateral netting: ‘

At Decvmber 31, 2809
Fuir Valuesth) Notionals(2)
Receivable  Payable Bencliciary Gupruntor
) {dullacs In millions)
Banks and securities firms . ......... e $125,352 $115855 $2.294,658 $2.213,761

Insurance and other financinl institwtions .......... .. .0t 13,422 89,310 194,353 229,630

Monolines ......oovevunnen e 4,903 — 22,886 —_

Nop-financinl entities ........... fve s e tmeeernes e 387 69 3,990 3,634
1 | P voveeee. 3146064 $125,234 $2.515887 352447,025

{1 Amounts shown e preseated before the applicativn of any commerparty or cash collateral negting. The Compuny’s credin defuslt swups
“are clussificd in both Level 2 and Level 3 of the falr value Berurchy. Approximutely 16% of reccivable fuir vatues wd 11% of payable
Tair values represent Levet 3 amounts,

{23 As port of an industrg-wide effort 1o reduce the tolul notional of ling offsehing eredit desivative trades, the Company
pasticipated in novating credit defauh swap contracts with externul counterpurtics to # contrat clearinghouse during 2009,

Country Exposure.  As of December 31, 2009 and December 31, 2008, primarily based on the domicile of the
counterpaity, approximately 5% and 8%, respectively, of the Company’s credit exposure (for eredit exposure
arising from corporate loans and lending commitments as discussed above and current exposure arising from the
Company's OTC derivative contracts) was to emerging markets, and no one emerging market country uccounted
for more than 1% and 2%, respectively, of the Company’s credit exposure,

The Company defines ¢merging markets to include generally all countries where the economic, legal and

political systems are transitional and in the process of developing into more transparent and aceountable systems
thut are consistent with advanced countries.
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The following tables show the Company's percentage of credit exposure from its primary corporate loans and
lending conunitments and OTC derivative products by country as of December 31, 2009 and December 31, 2008;

Corporste Lending Exposure
At Devember 31, AL December 31,
m ) 2099 2008
UnitedStates ... ..o, 65% 68%
United Kinpdom . ..ouvviiininiaviian i cririvannssravaraeccorsiess 7 7
GEIMMILY « v vt vxvarsonsosnnenersesonnssnnssssasensninssessasrnscnns 6 5
Other ........ et et et as = _,,2,9
Total oo e e e iae i enaee e 100% 100%
OTC Derivative Producls
AtD ber 31, At ber 31,

w 2009 2008
United States ... ...o000. sreraessisevesinnas Ceersieeeseiianas R 31% 35%
CaymanIslands ........ooovaisn N 14 10
United Kingdomy ........ s ar ettt ansaeanenan e -8 9
Germany ....vonenn.. e ereeaeaas 4 3
Frante ooivvevsvonecvanones desaa 3 3
Jersey ... ... Cereeaas s PN ferasanaes . 3 3
frefand ......... S b e it seetere ettt et et 3 2
B 2 3
Other ....onvvnn. e P A 2 2%
Total oo B U . 100% 100%

Indusiry Expoesure. 'The Company also monitors its credil exposure to individual industries for credit exposure
arising from corporate joans and fending commitments as discussed above and current exposure arising from the
Company’s OTC detivative contracts.

The following lables show the Company’s percentage of credit exposure from its primary corporate loans and
lending commitments and OTC derivative products by industry as of December 31, 2009 and December 31,
2008:

Corporate Lending Exposure
A1 D ber3), AtDi ber 31,

m 2009 2008

Utilities-rehuted ... .. cavenne envenearE e r v an s e eretnaanes 15% 13%
Consumer-refated entities . ... ... it Ceeriaaaaas 10 10
Financial InSHLONS ..ottt it it e R 9 i0
Telecommunications ............. PR A N Cevseeaeaes 8 1}
Media-relnted entities ... ... .. ... .. e 8 7
Generalindusteials . ... .. i i i e raeaeaeas 7 7
Techrology-related industries ... iiii i iiiiiiiirieii e 6 8
Heaitheare-reluied entities ... ............ 6 5
Energy-related entities .. ........... ... e e v 6 5
L8 1T e tanasteaviaerneanrean 25 2

Total..o.oovune.. Ceerneneens e et x e eeiraneeen 160% ﬁﬁ%

MorganStanley 108



OTC Derivotive Products
At Decembier 33, At December 33,
2009 2008

Industry
Financial institutions ..... iidreene e et 41% 38%
Sovereign entities ... . P R e ireksetsenene i9 i5
S UF AR o ittt e te e s see o teevnasatnsnennsanaaernnaesnensnnsones 9 i3
Utilities-related entilies ... uvive st crrunvmerneroncrssnnranreersoeen 7 6
Enerpy-related entities ..o intinn it iienn e irar e 3 3
Transportation-refated entities . .. ... ... 3 H
Other ..... s i8 14
Total ............. remereaaaan ey U 100% 100%

Global Wealih Management Group Activities.

Margin Lending, Customer margin accounts, the primary source of relail credit exposure, are collateralized in
accordance with internal and regulatory guidelines. The Company monilors required margin levels and
estublished credit limits daily and, pursuant to such puidelines, requires customers to deposit additional
collateral, or reduce positions, when necessary, Factors considered in the review of murgin louns are the amount:
of the loan, the intended purpose, the degree of leverage being employed in the account, ond overall evaluation of
the portfolio to ensure proper diversification or, in the cuse of concentrated positions, appropriate liquidity of the
underlying collateral or potentinl hedging strategies to reduce risk. Additionally, transactions relating to
concentrated or restrieted positions require a review of any legal impediments to liquidation of the underlying
collateral. Underlying collateral for margin loans is reviewed with respect to the liguidity of the proposed
coilateral positions, valuation of securities, historic trading range, volatility analysis and an evaluation of industry
concentrations, At December 31, 2009 and December 31, 2008, there were approximately $5.3 billion and $4.3
hillion, respectively, of customer margin loans outstanding.

The Compuny, throupl sgreements with Citi relating to the formation of MSSB, retains certain credit risk for
margin and on-purpose joans that are held at Citigroup Global Markets Inc. in its capacity us clearing broker for
certain MSSB clients. The related loans are generally subject to the sume oversight as similar margin and non-
purpose loans heid by the Company and its subsidiaries.

Nop-purpose Securities-Besed Lending.  Non-purpose securities-based lending allows clients to borrow mioney
against the value of qualifying securities for any suitable purpose other than purchasing,.trading, or carrying
marketable securities or refinancing margin debt, The Compuny establishes approved lines and advance rates
against qualifying securities and monitors limits daily and, pursuant to such guidelines, réquires customers to
deposit additional collateral, or reduce debt positions, when necessary. Fuctors considered in the review of non-
purpose securities-based lending are amount of the loun, the degree of concentrated or restricted positions, and
the overall evaluation of the portfolio to ensure proper diversification or, in the case of concentrated positions,
appropriate liquidity of the .underlying colluteral or potential hedging strategies, Underlying coliateral for non-
purpose securities-based loans is reviewed with respect to the liquidity of the proposed collateral positions,
valuation of securities, historic trading range, volatility unalysis and an evaluation of industry concentrations.

Commercial Lending, The Global Wealth Management Group provides structured credit facilities to high net
worth individoals and their small and medium-size domestic businesses. with a suite of preducts that includes
working capital lines of crediy, revolving lines of credit, standby lesters of credis, term loans and commercial real
estute morigages. Clipats are required to submit a credit applicmion and finuncial statements 1o 8 centralized
credit provessing platform, and underwriting professionals recommend o lending structure following an
analysis of the borrower, the puarantor, the colluteral, cash flow, liguidity, leverage und credit history. For
standard iransactions, credit requests are approved via signature of independent credit professionals, and where
transactions are of size und higher complexity, approval is secored through a formai loan conumittee chaired by
independent credit professionals. The facility is risk riuted and upon credit approval and loan closing is closely
monitored through active account management and covenant compliance centificates.
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Consumer Lending Activities.

With respect to first mortgages and second mongages, including HELOC (“mortgage lending™), a loan
evaluation process is adopted within n framework of credit underwriting policies and collateral valuation. The
Company's underwriting policy is designed to ensure that all borrowers puss an assessmient of capacity and
willingness to pay, which includes an analysis of applicable industry standard credit scoring models (e.g., FICO
scores), debt ratios and reserves of the borrower. Loan-to-collateral value ratios are determined based on
independent third-party property appraisal/valuations, and security lien position is established through title/
ownership reports. Historicaily all monigages were originated o be sold or securitized. Eligible conforming loans
are currently sold to the government-sponsored enterprises whife most jumbo and HELOC loans will be held for
investment in the Company’s portfolio.

Operational Risk.

Opesational risk refers to the risk of financial or other loss, or potential dumage to a firm’s reputation. resilting
from inadequate or failed intemal processes, people, systems or from external events (r.g., external or internal
fraud, legal and compliance risks, damage to physical assets). The Company may incur operational risk across
the full scope of its business activites, including revenue generating activities (e.g., sales and trading) and
support functions {e.g., informution tchnology and fucilities management). Legal and compliance risk is
included in the scope of operational risk und is discussed below under “Legal Risk.”

The goal of the Company’s operational risk munagement framework is 1o establish company-wide operational
risk stundards related to risk measurement, monitoring und management. Operational risk policles establish a
framework to reduce the likelihoed and/or impact of operational incidents as well as to mitigate legul, regulatory
und reputational risks. The framework continuaily responds to changing regulatory-and business environment-
landscape. As a foundation for the Basel 11 Advanced Measurement Approach, an enhanced risk-based capital
mode! has been developed for the caleulation of capital related o operational risk. This model encompasses both
quantitative and qualitative elements, incloding intemal and external operational incidents, metrics, risk and
conirol self-assessments, and scenurio analysis.

The Operational Risk Oversight Commitiee, a company-wide committee, is chaired by the Company’s Chief
Risk Officer and assists the FRC in executing its responsibilities for oversight of operational risk, including
evahuting assessments of risk exposure, reviewing the Compuny’s significant operational risk exposures,
recommending and overseeing company-wide remediation efforts, review and evalution of current event risk
issues, mnd estublishing company-wide operational risk program standards related 1o sk messurement,
monitoring and management,

The Company’s Operational Risk Manager oversees, monitors, measures, snalyzes and reports on operational
visk across the Company. The Operational Risk Manager is independent of the business segments and is
supported by the company-wide Operationul Risk Department, The Operutional Risk Munager is also responsible
for fucilitating, designing, implementing and mobitoring the compuny-wide operationa] risk program. The
Operational Risk Department works with the business segments and control groups to help ensure a transparent.
consistent and comprehensive framework for managing operationul risk within each area and scross the
Company globally.

Primary responsibility for the munagement of operational risk is with the business segments, the comrol groups
and the business managers therein, The business managers, gencrally, maintain processes and controls designed
to identify, assess, manage, mitigate and report operational risk. As new products und business activities are
developed and processes are designed and modified, operational risks are considered, Bach business segment has
a designated operational risk coordinator. The operational risk coordinator regulurly reviews operational risk
issues and reports with senior ‘management within each business. Bach control group alse has u designated
operational risk coordinator, or equivalent, and a forum for discussing operational risk matters and/or reports
with senior managemem. Oversight of operational risk i provided by business segment and regional risk
vomenitiees and the Cperational Risk Oversight Commitree,
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Business Continuity Management is an ongoing program of analysis and planning that helps ensure a recovery
strategy and required resources for the resumiption of critical business functions following a disaster or other
business interruption. Disaster recovery plans are in place for critical facilities and resources on a company-wide
basis, and redundancies are built into the systems as deemed appropriate, The key components of the Company’s
disaster recovery plans include: crisis management; business recovery plans; applications/data recovery; work
area recoverys and other elements addressing management, analysis, training and testing,

The Company maintains an information security program that coordinates the management of information
security risks and satisfies regulatory requirernents, Information security procedures are designed to protect the
Company’s information assets againsi unauthorized disclosure, modification or misuse. These procedures cover a
broad range of areas, including: application entitlements, data protection, incident response, Internet and
electronic communications, remote access and portable devices. The Company has also established policies,
procedures and technologies to protect its computers and other assets from unauthorized access.

The Company utifizes the services of external vendors in connection with the Compuny’s ongoing operations.
These may include, for example, outsourced processing and support functions and consulting and other
professional services. The Company manages its exposures 1o the quality of these services through a variety of
means, including service level and other contractual agreements, service and guality reviews, and ongoing
monitoring of the vendors’ performance, It is anticipated that the use of these services will continue and possibly
increase in the future.

Legal Risk,

Legal risk includes the risk of non-compliance with applicable legal and repulutory requirements and standards,
Legal risk also includes contractual and commercinl risk such as the risk that a counterparty’s performance
obligations will be unenforceable. The Compuy is generally subject 1o extensive regulation in the different
jurisdictions in which it conducts its business (see “Business—Supervision and Regulation” in Pant I, Item 1)
The Company has established procedures-based on legal and regulwory requirements on a worldwide basis that
are designed 10 foster compliance with uapplicable statutory and regulatory requirements. The Company,
principaily through the Legal and Compliance Division, also has established procedures thar ure designed 1o
require that the Company's policies relating to conduct, ethics and business practices are fotlowed globatly. In
connection with its businesses, the Company has and continuously develops various procedures addressing issues
such as regulatory capital requirements, sales and trading practices, new products, potential conflicts of interest,
structured transactions, use and safekeeping of customer funds and securities, credit grunting, money laundering,
privacy and recordkeeping. In sddition, the Compuny hus established procedures to mitigate the. risk that a
counterparty’s performunce obligations will be unenforceable, including considerstion of counterparty legat
authority and capacity, adequacy of legal documentation, the permissibility of 2 trnsaction under appiicable faw
and whether applicable bankruptey or insolvency laws limit or alter comtractual remedies. The legul and
regulatory focus on the financial services industry presents a continuing business challenge for the Company,
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Ttem 3. Quantitative and Qualitative Disclosures about Market Risk.
Market Risk, ‘

The Company uses Value-at-Risk ("VaR™) as one of a range of risk management tools. VaR methodology has
various strengths and limitations, which include, but are not limited to: use of historical changes in market risk
factors, which may not be accurate predictors of future market conditions and may not fully incorporate the risk
of extreme market events that are outsized relative to observed historical market behavior or reflect the historical
distribution of results beyond the 95% confidence interval; and reporting of losses in a single day, which does not
reflect the risk of positions that cannot be liguidated or hedged in one day. A small proportion of market risk
generated by trading positions is not included in 'VaR. The modeling of the risk characteristics of some positions
relies on approximations that, under certain circtimstances, could produce significantly different results from
those produced using more precise measures. For a further discussion of the Company’s VaR methodology and
its limitetions, and the Company’s risk management policies and control structure, see “Quantitative and
Qualitative Disclosures about Market Risk—Risk Management” in Pant I1, Ttem 7A of the Form 10-K.

The tables below present the VaR for the Company’s Aggregate, Trading, and Non-Trading portfolios, on a
quarter end, quarterly average, and quarterly high, and low basis (see Table | below). The VaR statistics that
would result if the Company were 1o adopt alternative parameters for its caleulations, such as 2 higher reported
confidence Jevel (99% rather than 95%) or a shorter historical time serfes of market data (one year rather than
four years) are also disclosed (see Table 2 below).

Aggregate VaR incorporates certain non-trading risks, including the interest rate risk generated by funding
Habilities related to institutional trading pesitions, public company equity positions recorded as investments by
the Company and corporate loan exposures that are awsiting distribution to the market. Investments made by the
Company that ure not publicly traded are not reflected in the VaR results presented below. Aggregate VaR also
excludes the credit spread risk generated by the Company’s funding Habilities and the interest rate risk associated
with approximately $7.3 billion of cerain funding liabilities primarily related to fixed and other non-trading
assets at both September 30, 2010 and June 30, 2010. The credit spread risk sensitivity of the Company's
mark-to-market funding liabilities corresponded to an increase in value of approximately $14 million and 51
million for each +] basis point widening in the Company’s credit spread level at September 30, 2010 and
June 30, 26190, respectively. )

The credit spread risk relating 1o the Compuny’s mark-to-market derivative counterparty exposure is also
managed separately from VaR. The credit spread risk sensitivity of this exposure corresponds to an increase in
value of approximately $8 million and 36 million for each +1 basis point widening in the Company's credit
spread level ut September 30, 2010 and June 30, 2010, respectively.

The counterparty portfolio, which reflects adjustments, net of hedges, relating to counterparty credit risk and
other market risks, was reclassified from Non-Trading VaR into Trading VaR as of January 1, 2010, This
reclassification reflects regulatory considerations surrounding the Company’s conversion to a financial holding
company, and the trading book nature of the Company’s counterparty risk-hedging activities, Aggregate VaR
was not affected by this change; however, this reclassification increased Trading VaR and decreased
Non-Trading VaR.

Since the VaR statistics reported below are estimates based on historical position and market dat, VaR should
not be viewed as predictive of the Company’s foture revenues or financial performance or of its ability to
monitor and manage risk. There can be no assurance that the Company’s actual losses on a particular day will not
exceed the VaR amounts indicated below or that such losses will not occur more thun five times in 100 trading
days. VaR does not predict the magnitude of losses which, should they oecur, may be significanily greater thap
the VaR amount. :
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Table 1 below presents 95%/one-day VaR for each of the Compuny’s primary market risk exposures and on an
aggregate basis at September 30, 2010 and June 30, 2010. The average, high and Jow figures for the quarters
ended September 30, 2010 and June 30, 2010 are also included,

’ 95% One-Day VaR for the 95% One-Day VaR for the
Toble 31 95% Total VaR Quarter Ended Seplember 39, 2010 Quarter Ended June 3, 2039
Perlod Peried .
Primary Market Risk Category End  Average High  Low  End  Aversge High  Low
{dollars in milllons)

Interest rate and credit spread ... ....o.o . 3130 $I37 $147 8128 $I145 $132 3M45 3119
EQuity priCe o oo vvvivvrcncnnennns e 39 23 52 19 26 29 34 24
Foreign exchangerate .. ............... cee 24 ig 36 g 19 26 45 i0
Commodity price ........ Severeerberersin 28 32 36 27 29 29 33 26
Less Diversification benefit{l) ............. {73y {73y (119 0 (73) (77 (1) 48
Total Trading VaR ... vt vninn, $148  $142 $152 $133 3146  $139 3146 S$I31
Total Non-Trading VaR .................. $113 3103 3116 $8 $8 $67 $88 357
Agpregate VaR ... $208 3189 3 2i7 5169 S176 5164 5183 $H46

{1) Diversifieation benefis equals the difference between Tolal VR and the sum of the VaRs for the four primary risk categories. This
benelit arises beeause the simulated onc-day losses for eavh of the Fous primavy market sisk eategories occur on different days; similar
diversification benetits dlso are taken into account within each category.

The Company's average Trading VaR for the quuster ended September 30, 2010 wus $142 million compared
with 3139 million for the quarter ended June 30, 2010, Increases in interest rate and credit risk were offset by
reduced G10 and emerging market foreign currency risk.

The Company’s average Non-Trading VaR for the quarter ended September 30, 2010 was 3103 million
compared with $67 million for the quarier ended June 30, 2010. The increase in Non-Trading VaR was due
primarily to increased exposure to Invesco, driven by a price rally in the stock, as well as increased interest rate
sensitivity of deposits in the declining rate environment.

The Company’s average Aggregate VaR for the quarter ended Séptember 30, 2010 was $189 million compared
with $164 million for the quarter ended June 30, 2010. The increase in Aggregate YaR was driven by the same
factors that contributed to the increase in Non-Trading VaR.

VaR Statistics under Varying Assumptions.

VaR statistics are not readily comparable across firms because of differences in the breadth of products included
in each firm's VaR model, in the statistical assumptions made when simulating changes in market faciors, and in
the methods used to approximate portfolio revaluations under the simulated market conditions. These differences
can result in materially different VaR estimates for similar portfolios. The impact varies depending on the factor
history assumptions, the frequency with which the factor history is updated, and the confidence level. As a result,
VaR statistics are more reliable and relevant when used as indicators of treads in risk taking rather than as a basis
for inferring differences in risk taking across firms.
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Table 2 below presents the VaR statistics that would result if the Company were 1o adopt altemative parameters
for its calculations, such as the reported confidence level (95% versus 99%) for the VaR statistic or a shorter
historical time series (four years versus one year) for market data vpon which it bases its simuolations:

Tabie 2: 95% angd 99'% Avernge 95% Avernge One-Day VaR 99% Averoge One-Day VaR
Troding VaR with Four<Year / One- for the Quarier Ended for the Quaricr Ended
Year Historical Time Scries Seplember 30, 2010 Seplember 30, 2010

. Four-Year One-Yeur Four-Year One-Year
Primory Morket Risk Category Factor History  Faclor History  Faclor History . Factor History

. {dollurs in millions)

Interest rate and ereditspread ... .. ... ..., 137 $85 $278 $146
Bauityprice ... e 128 23 40 35
Foreignexchangerate . .......ooiieneiunanans 18 18 30 27
Commodity price . ......... e e 32 22 53 34
Less Diversification benefit(l) «.....ovvvvenl, {73 (50 {129) &N
Total Trading VaR . ... fekee e $142 $98 $272 3155

€1} Diversilication benefit equals the differcnce between Total VaR and the sum of the VaRs for the four risk categories. This benefit arises

becanse the simulated ene-day fosses for each of the four primary markel risk categorics occur on different days; similar divessification
benefits also are taken inlo acvount within each category,
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Distribution of YaR Statistics and Net Revenues for the quarter ended Septenber 30, 2610,

As shown in Table § above, the Company's average 95%/one-day Trading VaR for the quarter ended
September 30, 2010 was $142 million, The histogram below presents the distribition of the Company’s daily
95%/one-day Trading VaR for the quarter ended September 30, 2010. The most frequently occurring value was
between $138 million and $14) million, while for approximately 59% of trading days during the guarter, VaR
ranged between $132 million and $141 million.

Quarter Ended September 30, 2010
Daily 95% / One-day Trading VaR
{dollars in mililons)
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One method of evaluating the reasonableness of the Company’s VaR model as. a measure of the Company’s
potential volatility of net revenue is 1o compare the VaR with actual trading revenve. Assuming no intra-day
trading, for a 85%/one-day VaR, the expected number of times that trading losses should exceed VaR during the
year is 13, and, in general, if trading losses were to exceed VaR more than 21 times in a year, the accuracy of the
VaR model could be questioned. Accordingly, the Company evaluates the reasonableness of its VaR model by
comparing the potential declines in porifolio values generated by the model with actual irading results. For days
where losses exceed the 95% or 99% VaR statistic, the Company examines the drivers of trading losses o
evaluate the VaR model’s accurdcy relative 1o realized trading resulis.

The Company did not incur daily trading losses in excess of the 95%/one-day Trading VaR for the quarter ended
September 30, 2010. Over the longer term, trading losses are expected to exceed VaR an average of three times
per guarter at the 95% confidence level. The Compuny bases its VaR calculalions on the long term (or
unconditionl) distribution with four years of observations, and therefore evaluates its risk from a longer-term
perspective, The Company is evaluating enhancements to its VaR model to make it more responsive 10 more
recent market conditions, while maintaining a longer-term perspective.

The histogram below shows the distribution of daily net trading revenue for the quarter ended September 30,
2010 for the Company’s trading businesses (these figures include revenue from the counterparty portfolio and
also include net interest and non-agency commissions but exclude certain non-trading revenues such as primary,
fee-based and prime brokerage revenue credited lo the trading businesses). During the quarter ended
September 30, 2010, the Company experienced net trading losses on 10 days.

Quarter Ended September 30, 2010
Daily Net Trading Revenue
{dollars In miilions)
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Credif Risk.

For a further discussion of the Company’s credit risks, ‘scc “Quantitative and Qualitative Disclosures about
Market Rigk—-Credit Risk™ in Part 11, Item 7A of the Form 10-K.

Credit Exposure-~Corporate Lending., In connection with certain of its Institutional Securities business
activities, the Company provides loans or lending commitments (including bridge financing) to selected clients.
Such Joans and lending commitments can gencrally be classified as either “relationship-driven” or “event-
driven.”

“Relationship-driven” loans and lending commitments are generally made 1o expand business relationships with
select clients. The commitments associated with “relationship-driven”™ activities may not be indicative of the
Company’s actual funding requirements, as the commitment may expire unused or the borrower may net fuily
utilize the commitment, The borrowers of “relationship-driven” lending transactions may be investment grade or
non-investment grade. The Company may hedge its exposures in comnection with “relationship-driven”
ransactions. ’

“Event-driven” loans and lending commitments refer to activities associated with a particular event or
transaction, such as to support client merger, acquisition or recapitalization transactions. The commitments
associated with these “event-driven™ activities may not be indicative of the Company’s uctual funding
requirements since funding is contingent upon a proposed transaction being completed, In addition, the borrower
may not fully wtilize the commitment or the Company’s portion of the commitment may be reduced through the
syndication’ process. The borrower’s ability to draw on the commitment is also subject to certain terms and
conditions, among other factors. The borrowers of “event-driven” lending transactions may be investment grade
or non-investment grade, The Company risk manages its exposures in connection with “event-driven™
transuctions through various means, including syndication, distribution and/or hedging.

The following table presents information about the Company's corporate funded loans and lending commitments
at September 30, 2010, The “total corporate Jending exposure” column includes both lending commitments and
funded lcans. Fair value of corporate lending exposure represents the fair value of loans that have been drawn by
the botrower and lending commitments that were outstanding at September 30, 2010, Lending commitments
represent legally binding obligations to provide funding to clients at September 30, 2010 for both “refationship-
driven” and “event-driven” lending transactions. As discussed above, these loans and lenditig commitments have
varying terms, may be senior or subordinated, may be secured or unsecured, are generally contingent upon
representations, warranties and contractual conditions applicable to the borrower, and may be syndicated, traded
or hedged by the Compuny.

At September 30, 2010, the aggregate amount of investment grade loans was $4.6 billion and the aggregate
amaunt of non-investment grade loans was $6.8 billion, At September 30, 2010, the aggregate amount of lending
commitments outstanding was $60.4 bilion. In connection with these corporate lending activities (which include
corporate funded loans and iending commitments), the Company had bedges (which include “single name,”
“sector’” and “index” hedges) with a notional amount of $21.3 billion related to the total comporate lending
exposure of $71.7 billion a1 September 30, 2010,
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The table below shows the Company's eredit exposure from iis corporate lending positions and leading
commitments at September 30, 2010. Since commitments associated with these business activities may expire
unused, they do not necessarily reflect the actual future cash funding requirements:

Corporate Lending Commitments and Funded Loans at September 30, 2010

) ‘Totat Carpo Cl.mda e C
- o ralc 1| orperale
Yeurs to Maturity f.onding Exposurcgm Leggin
Cradit Rating(1) - Lessthan § 1-3 35 Over s Ex;msnre(Z) Falr Value(d) Cnmmatmcn!s(4)
{dollars in millions}
AAA .o $ 404 3 34485 508 — $ 798 5 — $ 798
AA it .. 4639 6055 293 70 11,057 F12 10,945
A, v rienanenenens 3,552 11,291 TH e 15,620 1,618 14,002
BBB........ Ceerereienas 3,710 17,251 3,668 190 24,819 2,827 21,992
Investmentgrade . ....... 12,305 340541 4,788 260 _52,294 4,557 47,7137
Non-investment grade ... . 2,078 5897 7,622 3,823 19,420 6,807 12,613
Total ... $14,383 340,838 312410 $4,083  §71,714 $11,364 $60,350
{1y Obligor credit ratings are determined by the Company’s Credit Risk Munagement Depastment.
{2) Totsl corporate lending eoxp P the Compuany’s polential foss assuming the fair value of funded loans und lending
cOmMIlmEnts Was 2610,
3y The Company™s corp fendi ied ot fair volue includes $11.4 billion of funded louns and $0.8 billion of lending
commivments recorded i B mancwi ;nslmmcms owned and Financiul instrumonts sold, nol yei purehased, respectively, in the condensed
consofidated statemerits of finoncinl condition a1 September 30, 2018, The Company’s corp lending exposure carried ot amortized
cost inchides 3750 million of funded ioans recorded in Loans in the condensed consolidated stoloments of financial condition,
) A 18 rep the notional of unfuadcd lending j toss ihe of commiimenis reficeted in the Company's
densed lidated nis of finuncial condition. For syndications led by the Company. k:namg commitments aceepiod by the

boxrcwc: bt a0t yei closed-are net of the amounts agreed o by counterpartics thut wil} pariicipate in the syndication, For syndications
that the Company pasiicipaies in and does nof Jead, lending commitments serepied by the borrower bl not yet closed include anSy the
smount that the Corapany expeets il will be allocated from the fend syndivmie bank.

“Eveni-driven” Loans and Lending Commitments at September 30, 2010.

Included in the total corporate lending exposure amounts in the table above at September 30, 2010 is “event.
driven” exposure of $5.3 billion composed of funded loans of $1.2 billion and lending commitments of $4.1
billion, Included in the $5.3 billion of “event-driven” exposure at September 30, 2010 were $4.0 billion of loans
and lending commitments to non-investment grade borrowers that were closed.

Activity associated with the corporate *event-driven” lending exposure during the nine months ended
September 30, 2010 was as follows (dollars in millions):

“Hvent-driven” lending exposuvres at December 31,2009 ............ s fivaerraeieen $ 5,621
Closed COMMITMEBNIS « . i vs ittt er et estas st esataenesoatineaserereraasasssesovasrnes 3,294
Net reductions, primarily throughdistibutions ... .. ... o i ververeree. {3,554)
Mark-to-market adjustments . .. ... e be et N (66)
“Event-driven” lending exposures at September30,2010 ... ... ... . il R $5.295
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Credit Exposure—Derivatives. The table below presents 2 summary by counterparty credit rating and
remaining contract maturity of the Fair value of OTC derivatives in a gain position at September 30, 2610. Fair
value is presented in the final column net of collateral received (principally cash and U.S. government and
agency securities):

OTC Derivative Products—Financial Instruments Owned at September 30, 2010(1)

Cross.
Muaturity
Years to Maturity é’;&m N;;gfé’i‘;’“ et 1;‘,’2;: stite
Credit Rating(2) Lessthan 1 1-3 35 Over5 Netting(3)  Collnteral Collnteral
{dollars in millions)

AAA i reiiir i $ 796 5 1,716 $ 2251 312,021 3 (7.661) $ 6,123 $ 8,772
AA i ienes Ceeiaerrenens 5,452 6,773 5,845 19,799 (29,723) 8,146 7.107
A v Creneraeraean cereanes 9497 10,08F 6,270 33,563 (42,345) 17,066 14,908
BBB (iiiiiiiiiii e e 2,838 4,334 2417 19,525 (1Z,11D) 8,003 6,510
Non-investmentgrade .......... res 2,854 3,643 1,947 4,751 (4451 8,744 6,113
Total ...... P P $21,437 $26,547 $18,730 $80,659 $(96,291) $51.082 $43410

{1} Fauir volues shown represent the Company’s net expositre jo counterparties refafed 1o the Company™s OTC derivative products, The tuble
) does not includs listed derivatives and the effect of any related hedges wilized by the Company. The teble also excludes fair- values
corresponding 1o viher credit exposures, such as those arising from the Company's lending activities.
€2) Obligor credit ratings are determined by the Company's Credit Risk Munagement Department.
(3} Amounts represent. the netting of receivable balances with payable balances for the sume counterparty dcross muturily ciltegories.
Reegivable und paysble balances with the same counterparty in the same maturity category are netted within sech maturily calegory,
where approprinte. Cash collateral received is netted on o counterparty busis, provided legal Aight of offsct exists.

The foliowing table summarizes the fair values of the Company’s OTC derivative products recorded in Financial
instruments owned and Financial instruments sold, not yet purchased by product category and maturity at
Septesnber 30, 2010, including on a net basis, where applicable, reflecting the fair value of related non-cash
coliateral for financial instruments owned:

OTC Derivative Products—Financial Instruinents Owned at September 30, 2010

Cross-
Maturily Net Ex B
" and Caslt Net Exposure Net Exposure
Years to Maturily Collateral  Post-Cash  Post-
Produet Type Lessthon I 13 3.5 Over 5 Netting(1} Collnteral  Collateral

{dolars in millions)
Interest rate and currency swaps,
interest rate options, credit
derivatives and other fixed income ‘
securities contracts .o vo v el 39,892 $19,332 $16,809 $78,131 $(87,087) $37,077  $32,750

Foreign exchange forward contracts and
OPHONS . .i.uuieirvirananenas 6,476 695 183 55 (2,775 4,628 3,197

Equity securities contracts {including
equity swaps, warrants and

OPLHONS) L ovviivininernennnnsiens 1,880 1,401 201 LIIO (2,199 2,393 1,237
Commodity forwards, options and
BWAPS +vinirerinnennans NP 3,195 5,119 1,537 1363 (4230) 6984 5,626

Total oo 821,437 $26,547 518,730 $80,659 $(96,291) $51,082 343410

(¥) Amounts sepresent the netting of receivable bulances with payable balances for the ssme coumerparly scross maurity and product
categories, Receivable and payable balances with the sume counterpatty in the same motunty calcgory are nelied wilhin the watority
calegory, where appropriate, Cash collateral reccived is netied on a counterpany basts, provided Jegal right of offsct exists.
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OTC Derivative Products—Financial Instruments Sold, Not Yet Porchased at September 30, 2010(1)

Cross-
Maturity
Years o Maturity é?ﬁuci::?l
Product Type . Less than § 3 3.5 Over5  Nelling(2) Talal
T {doitars In miitions)
Interest rate and currency swaps, interest rate
options, credit derivatives and other fixed
income securities CODIIACIS ... ...vienn.. 3 6535 $14740 815229 348,142 $(55430) 329,225
Foreign exchange forward coniracts and
OPHONS 1 uvvurnesvannrunaesanas caenas 5,966 639 281 68 (2.870) 5084
Equity securities contracts (including equity
swaps, warrants and options) . ... .. ... . 4,088 3,080 1413 1,298 (4,701) 5,178
Commodity forwards, options and swaps ..... 3,613 4,807 1,425 1,039 4,702y 6,182
Total . ...vunnso R reieviesesees $21,202  $23,275 $18,348 $50,547 $(67,703) $45,669

(1) Since these amonnts are Babifitics of Se Company, they do not result in credit exposures,

(2) Amuounts represent the netfing of receivable balances with poyable bolonces for the same counierparty across matrity and produes
categories, Receivable ond puyable balances with the same colmtorparty in the same matunity category are netted within the maturity
category, where appropriate, Cash coflateral paid is netted on o counterparty basis, provided legal right of offset exists,

The Company's derivatives (both listed and OTC), on a net of counterparty and cash collateral basis, at
September 30, 2010 and December 31, 2009 are summarized in the table below, showing the fair value of the
related assets and labilities by product category:

At September 30, 2010 Al Deceinber 33, 2009
Product Type Assets Lisbilities Assols Lisbilities
{dolinrs in millions)

Intersst rate and currency swaps, interest rate options, credit

derivatives and other fixed income securities contracts ....... $37,344  $29,611 533307 320,91}
Foreign exchange forward contracts and options .............. 4,628 5,084 3022 2,824
Equity securities contracts {including equity swaps, warrants and

OPUONSY e vvuvcivnnrnensnrrnerorrasnerosreresosuans 7,631 12,578 3,619 7371
Commodity forwards, options and swaps ...... .. vuvevenrnnen 7,451 7,715 9,133 7,103

Total c.,ovvvvvvnnivins e fehremeraiaennene $57.054 $54.988 $49,081 $38,209

Each category of derivative products in the sbove tables includes a variety of instruments, which can differ
substantially in their characteristics. Instruments in each category can be denominated in U.S, dollars or in one or
more non-ULS, currencies,

‘The Company determines the fair values recorded in the above tables using various pricing models. For a
discussion of fair value as it affects the condensed consolidated financial statements, sece “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Critical Accounting Policies” in
Part 1, Item 2, herein and Notes 2 and 4 1o the condensed consolidated financial statements,

Credit Derivatives, A credit derivative is a contract between a seller {guarantor) and buyer {(beneficiary) of
protection against the risk of a credit event occurring on a set of debt obligations issued by a specified reference
entity. The beneficiary pays a pericdic premivm {typically quarterly) over the life of the contract and is protected
for the period. If a credit event occurs, the guarantor is required o make payment to the beneficiary based on the
terms of the credit derivative contract. Credit events include bankruptcy, dissolution or insolvency of the
referenced entity, failure to pay, obligation acceleration, repudiation and payment moratorfum. Debt
restructurings are also considered a credit event in some cases. In certain transactions referenced to a portfolio of
referenced entities or asset-backed securities, deductibles and caps may limit the goarantor’s obligations,
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The Company trades in a variety of derivatives and may either purchase or write protection on a single name or
portfolio of referenced entities. The Company is an active market-maker in the credit derivatives markets, As a
market-maker, the Company works 1o eamn a bid-offer spread on client flow business and manage any residual
credit or corelation risk on a portfolic basis. Further, the Company uses credit derivatives to manage its
exposure to residential and commercial mortgage loans and corporate lending exposures.

The Company actively monitors its counterparty credit risk related to credit derivatives, A majority of the
Company's counterparties are banks, broker-dedlers, insurance, and other financial institutions and Monolines.
Contracts with these counterparties do not include ratings-based termination events but do include counterparty
rating downgrades, which may result in additional collateral being required by the Company. For further
information on the Company’s exposure 1o Monolines, see *Overview of the Quarter and Nine Months ended
September 30, 2010 Financial Results—Monoline Insurers” herein. The master agreements with these Monoline
counterparties are generally unsecured, and the few ratings-based triggers (if any) generally provide the
Company the ability to terminate only upon significant downgrade. As with all derivative contracts, the Company
considers counterparty credit risk in the valuation of its positions and recognizes credit valuation adjusiments as
appropriate.

The following table summarizes the key characteristics of the Company’s credit derivative portfolio by
“counterparty at September 30, 2010. The fair values shown are before the application of any counterparty or cash
collateral netting:

At September 30, 2610
Fair Values(l) Notlanols
Receivable  Payable Beneficiary Gunrantor
{dolinrs in millions}

Banksand securities firms .. ..vioiiiiririniniien.. oo SI08,191 8 97,046 $2,171,405 $2,135,739
Insurance and other financial institutions ................. 11,313 8,781 249,357 253,066

Monolines ...ooverioeneerenanensn e 2,280 — 25,794 —_
Non-financial entities ......... rerenerranrn pewseranen 197 108 6,543 6,170
Total ..ouiinenininiinericasn vevaswaavsseanens 9125081 $105935  $2453,009 $2,394,975

{1) Amounis shown are presented before the spplication of any connterparty or cash collatersl netting, The Company’s credit defult swaps
are chussified in both Level 2 and Level 3 of the faiv value hierrchy, Approximutcly 15% of receivable fiair values and 119 of payable
Fair values represent Level 3 wrounis.

Country Exposure. At September 30, 2010, primarily based on the domicile of the counterpanty,
approximately 6% of the Company’s credit exposure {for credit exposure arising from corporate ioans and
lending commitments as discussed above and current exposure arising from the Company’s OTC derivative
contriacts) was to emerging markets, and no one emerging market country accounted for more than approximately
14 of the Company’s credit exposure. '

‘The Company defines emerging markets to §nc!&de generaily all countries where the economic, legal and

political systems are transitional and in the process of developing into more transparent und accountable systems
that are consistent with advanced countries.

140 Morgan Stanley



The following tables show the Company's percentage of credit exposure from its primary corporate foans and '
lending commitments and OTC derivative products by country at Scptember 30, 2010:

.

Corporate Lending
Countey —Exposurell)
Unied SIS .00 v neiiineceteinonsnnorssanssrnensnnsssnssconns 2%
United Kingdom ............cvviivnnnss et e Hi]
GOITHIIY cv s vt vne e csets s saaracaosarassansansnasnensronn
Netherlands ...........0uunn ety et r et aaan i
Canada..... e xrex s v eaesmereneetasna vt en e nan e esenaneaas ..
France «....oviiiin ittt Cheeaeenen crveseans
LXEMDOUIE &+ vy i s iciaraivanarcumevesraransosiederinsesissnstonsarensans
Switzerland ......... frareeneneen Crearenaas b s raresrareararer e PR
Caymanlshands ....... Chesiens RN be e s es b ettt vernenanarne
United Arab Bmirmes ..., ooviiniieennnsnnenoenns s reaarraeeareiana. e e
OO i vi vt iitereonsnarvencnnsnasnasorssonns bremnseneners

o7 GG

!WNMMNM!\JNO\

g

I

{3} Credit exposure amounts are bused on the domicile of the pany.

. : OTC Desivative
Coomiry Droducts D)
URMEASIAES v vvnrirrrneeeerrnrnrrensneneneens e e 34%

Caymanlslands .......coviiiiis i e mereaa ek e rraaeraes Ceerrenas 10

Ialy oo ooviiiiiiinn, ceeiss R N e s e i i iraens ..
United Kingdom .............. N e e eaeenaas
Germany ..........; fnaaasaeaes R e e sy
B an0e ottt e e e e e e e e e e
Japam ... iiiiiens h e eaae s saea e e i em e
Spain ... f ettt aaee e
JETSBY o v e e e e e ae iy e
LUXEIIDOUIE .o cv ittt ie e ansrnansesniontinanesarearosnrssnnnenns
Chile ... ............... e e i e
Canada ..vvivniiinnninnn, Ceaeaiaa P Chesee emaaaeaiaaas
Other ..oovvvviiiianiinen. e aeaeaaareeasaeeaenseaa teteraen teseseataeartsaraan

Fotal . . oo P R I N e

liél&wwwwwmaam'ﬁ

{1} Credit exposure amounts are based on the domicile of the counterpary.
(2) Credit exposure umounis do not sellect the offsctting benefit of financial instruments that the Company ulilizes to hedge eredit exposure
arising from OTC derivative products,

Industry Exposure. The Company also monitors its credit exposure to individual indusiries for credit exposure

arising from corporate joans and lending commitments as discussed above and current exposure arising from the
Company's OTC derivative contracts.
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The following table shows the Company’s percentage of credit exposure from its primary corporate loans and
lending commitments and OTC derivative products by industry at September 30, 2010:

Corporaie Lending

Industry Exposure
UBHHES oo vvnvrarvrrreerarsssmossrsseenonsaransenonrsanes RN heererenas 12%
Financial INStHUtons(d) v uuiuinvsravanresnvibrrssinrsrioantvinssnsssiorsssresoroy 13

BRErgy «oonvininvocsovinnnnns Seribesesrarran it ariin ey 16
Pharmaceutical and headtheare . ... ..o il
Media .....oivininnnnennnse G ir e ewaas it edaees dnanasetabmhndanans e
TeChnOIOBY v ivviivier i aiir s rivabiiesaninneens Srraesaevas
Chemicals, metals, mining andother materials ... ... iae. e
Telecommunications services .. ... ocvvnne e r e et aa et PR
Food, beverage andtobacco ......vvuhan e eka e iea e PPN
Insurance ......uuns e e Ceerretrtnereriaretaniananan ‘e
Capital 8o0dS .. vuivirareriienrresinvanrrirrsnbisrisrsnssananis seesrersniisanne

b= T N T P A N

Banks and securities firms ........ e v et R
Realestale . ovvvivninunnernann S OO
OUhEr wvviv v vranvianinssnorisensas riresmaane e i

l

g

%

B 71 O S

I

(1) Percentage reflects credif exposures from specinl purpose entity vehicles, other diversified linsncial service entities, mutual and pension
funts, exchunges and clearing houses, and private cyuily and resl estate funds,

: OTC Devivative
Industry reducts
Financial ISt OnS ) oo i ittt i i e i et e it et 28%
Banksandsecurities FIrms .. oo vivvninnriranrriiian. B .i 4
Sovergign governments .. ...... P 13
UHIHES oo ieerirrriireniarncesomnaennanen b s ekt e am ey 8
Insurance ...... e besear e meenens frrebarneenes et ae e ey s e B
Regional BOVEIMIMENIS « . ..o\ttt ettt et ee st e e et e is vt aaaas 6
Energy ..... e rdnsnerserarsestsrreesEreraens e g Crrrerrrerneees 3
Pharmaceutical and healtheare .. .o ittt i i et i 3
Chemicals, metals, mining and other materdals ............ e, e .. 3
Other cvvviviriinirnennne eseeaanes e et berveaas 14

Tl o is v sinerinenninesosnanas Cevre s Ceveevanx 100%

(1) Percentage reffects credii exposures from specin] purpose entily vehicles, oiher diversified finasicial Service entities, mutinl wid pension
funds exchunges und clearing houses, and private equity und real estate fonds,
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Morgan Stanley

Notice of 2010 Annpual Meeting of Sharchelders
2000 Westchester Avenue
Purchase, New York
May 18, 2810, 9:00 a.m., local time

April 12,2010

Fellow shareholder:
1 cordially invite you to attend Morgan Stanley’s 2010 annual meeting of shareholders to:
+  elect members of the Board of Directors;
= ratify the appointment of Deloitte & Touche LLP as independent auditor;
+  consider 4 non-binding advisory vole 1o approve execulive compensation;
+  approve the amendment of the 2007 Equity Incentive Compensation Plan;
»  consider five shareholder proposals; and
+  transuct such other business as may properly come before the meeting.
Qur Board of Directors recommends that you vote *FOR™ the election of directors, the ratification of the
appointment of the auditor, the approval of the compensation of executives as disclosed in this proxy statement

and the amendment of the 2007 Equity Incentive Compensation Plan, and “AGAINST” the shareholder
proposals.

We enclose our letter to sharcholders, our proxy statement, our annual report on Form 10-K and a proxy card,
Please submit your proxy. Thank you For your support of Morgan Stanley.

Very truly yours,

John J. Mack James P. Gorman
Chairman President and Chief Executive Officer



Corporate Governance

Corporate Governance Documents, Morgan Smn’l:y has a corporate governance webpuge at the “Company
Information” Enk under the “About Morgan Stanley” link at www.morganstanley.com (www.morganstaniey.com/
ubout/company/govemance/index.hml),

Our Corporate Governance Policies {including our Director Independence Standards), Code of Ethics and
Business Conduct, Board Committee charters, Policy Regarding Communication by Sharsholders and Other
Interested Parties with the Board of Directors, Policy Regarding Director Candidates Recommended by
Shareholders, Policy Regarding Corporate Pelitical Contributions, Policy Regarding Shareholder Rights Plan,
information regarding the Integrity Hotline and the Equity Ownership Commitment are available at our corporate
governance webpage at www.inorganstanley.com/about/company/governancefindex.-html and are available to
any shareholder who requests them by writing to Morgan Staniey, Suite D, 1585 Broadway, New York,
New York 10036,

Shareholders and other interested parties may contact any of our Company’s directors, the Lead Director, a
commitiee of the Board, the Board’s non-employee directors as a group or the Board generally, by writing to
them at Morgan Stanley, Sulte D, 1585 Broadway, New York, New York 10036, Shareholder and interested
party comsunications received in this manner will be handled in accordance with the procedures approved by
the Company’s independent directors. The Board’s Policy Regarding Communication by Sharcholders and Other
interested Parties with the Board of Directors is available at our corporate governance webpage ot
www,morganstanley.com/about/compuny/governance/index html.

Director Independence. The Board has determined that Messrs. Bostock, Bowies, Davies, Hance, Kidder,
Nicolaiser, Noski, Ms. Olayan, Messrs. Phillips and Sexton and Dr. Tyson are independent in accordance with
the Director Independence Standards established under our Corporate Governance Policies. To agsist the Board
with its determinution, the standards follow NYSE rules and estublish guidelines as to employment and
commercial relationships that affect independence and categories of relationships that are not deemed material
for purposes of director independence. Eleven (11) of fourteen {14) of our current directors are independent. All
members of the Audit Commitiee, the Compensation, Manugement Development and Succession Commitiee and
the Nominating and Governance Committee satisfy the standards of independence applicable to membets of such
committces. All members of the Risk Committee are non-employee directors and a mujority of the Risk
Commitiee members satisfy the independence requirements of the Company and the NYSE. In addition, the
Board has determined that ali members of the Audit Committee, Messrs. Davies, Hance, Nicolaisen, Nosicx and
Sexton, are “audit committee financial expens” within the meaning of current SEC rules,

in making its determination as to the independent directors, the Board reviewed relationships between Morgan
Stanley and the directors, including commercial relationships in the Jast three years between Morgan Stanley and
entities where the directors dare employees or executive officers, or their immediate family members are executive
officers, that did not exceed a certain amount of such other entity’s gross revenues in any year (Messrs. Bowles
and Davies, Ms. Olayan, Mr. Phillips and Dr. Tyson); ordinary course relationships arising from transactions on
terms and conditions substantially similar to those with unaffilinted third parties between Morgan Stanley and
entities where the directors or their immediate family members own equity of 5% or more of that entity (Mr.
Bostock and Ms, Oluyan); Morgan Stanley’s contributions to churitable organizations where the directors or their
immediate family members serve as officers, directors or trustces that did not exceed a certain amount of the
organization’s annual charitable receipis in the preceding year (Messrs. Bostock, Bowles, Davies and Kidder,
Ms. Olayan, Mr. Phiilips and Dr. Tyson); and the direciors’ utilization of Morgan Stanley products and services
in the ordinary course of business on terms and conditions subsiantially similar 1o those provided o unaffiliated
third parties (Messrs. Bostock, Hance, Kidder, Noski, Phillips and Sexton and Dr. Tyson).

In detenmining Mr. Bostock's independence, the Board also consié&eti the cmployment of Mr. Bostock’s

son-in-law by the Company’s Asset Munagenient segment (see also “Other Matters—Certain Transactions”
herein). This year the Bourd considercd, umong other things, thut Mr, Bostock’s son-in-law has never been a
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member of the Company’s senior management and wus awarded compensation in line with his position at
Morgan Stanley and in comparison with market stundards and that Mr, Bostock has ac influcnce over the Asset
Management business other than thal possessed by any other Morgun Stanley non-cmployee director, The Board
(other than Mr. Bostock) determined consistent with NYSE rules and based upon the facts and circumstances,
that the relationship is immaterial to Mr. Bostock’s independence.

in determining Mr. Sexton’s independence, the Board also considered the Company’s provision of medical
insurance to Mr. Sexton (for which Mr. Sexton puys the full cost), The Board (other thun Mr. Sexion)
determined, consistent with NYSE rules and bused upon the facis and circumstances, that the relationship is
immaterial to Mr. Sexton’s independence. -

Board Leadership Structure nnd Role in Risk Oversight.

Board Leadership Structure. The Bourd is responsible for reviewing the Bourd’s Jeadership structure, The
Bourd believes that the Company and its sharcholders are best served by maintaining the fiexibility to have any
individual serve as Chairman of the Board based on what is in the best interests of the Company at a:given point
in time, rather than mandating a particular leadership structure, In muking this decision, the Board considers,
among other things, the composition of the Board, the role of the Company’s Lead Director, the Company’s
strong carporate governance practices, the Chief Executive Officer’s working relationship with the Board, and
the challenges specific to the Company. Historically, the positions of Chief Executive Officer and Chairman were
held by the same individual, As a result of Mr. Mack's discussion with the Board about stepping down as Chief
Executive Officer and as pant of its ongoing review of the Board's leadership structure and suceession planning
process, the Bourd in September 2009 determined that the positions of the Chief Executive Officer and Chairman
should be held by two separate individuals. The Board clected John 1. Mack, the Compuny's former Chief
Executive Officer, as Chairman'of the Bourd, and James P. Gorman as the Company’s Chief Executive Officer,
effective Januury |, 2010,

in addition, the Company's Corporate Governance Policies provide for an independent and active Lead Director
with clearly defined leadership authorily and responsibilitics. Our Lead Director, C. Robent Kidder, was
appointed by our other independent directers in 2006 and hus responsibilities including: (i) presiding at all
meetings of the Board at which the Chairman is not present; {if) having the authority to call, and lead, sessions
composed only of non-management directors or independent directors; (iif) advising the Chainmun of the Board’s
informational needs; (Iv) approving Board meeling agendus and the schedule of Board meetings and requesting,
if mecessary, the inclusion of additional agenda items; and (v) making himself available, if requested by major
sharcholders, for consultation and direct communication,

The Company’s Corporste Governance practices and policies ensure substantial independent oversight of
management. For instance:

» The Board has a substantial majority of independent and non-management directors. Ten out of the
thirteen director nominees are iadcpendem as defined by the NYSE listing standards and the Company’s more
stringent Corporate Governance Policies and eleven out of the thirteen director nominees are non-managemem
directors. All of the Company’s directors are elected annually.

« The Board’s key standing commitices are composed solely of non-management directors. The Audit
Committee, the Compensation, Management Developnient and Succession Commitlee, and the Nominating
and Governance Commitiee are each composed solely of independent directors. The Risk Committee is
comprised of a substantial majority of independent directors and includes only non-management directors. The
committees provide independent oversight of management.

* The Board’s non-management directors meet regularly in executive session. At each regularly scheduled
Board meeting, the non-management directors meet in an executive session without Messrs. Gorman or Mack
present und, consistent with the NYSE listing standards, at least annually, the independent directors meet in
executive session. These sessions are chaired by the Lead Director.
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Board Role in Risk Oversight. The Board has oversight for the Company’s enterprise risk management
framework and is responsible for helping to ensure that the Company’s risks are managed in a sound
manner. Historically, the Board had authorized the Audit Committee, which is comprised solely of independent
directors, to oversee risk management, Effective January 1, 2010, the Board established another standing
committee, the Risk Committee, which is comprised solely of non-management directors, 1o assist the Board in
the oversight of {i) the Company’s risk governance structure, (i) the Company’s risk management and risk
assessment guidelines. and policies regarding market, credit and Hquidity and funding risk, (iii} the Company’s
risk tolerance, including risk tolerance levels and cepital targets and limits, and (iv) the performance of the Chief
Risk Officer. The Audit Committee retains responsibility for oversight of certain aspects of risk management,
including review of the major operational, franchise, repulational, legal and compliance risk exposures of the
Company and the sleps management has taken to monitor and control such exposure, as well as guidelines and
policies that govern the process for risk assessment and risk management. The Risk Commitiee, Audit
Committee and Chief Risk Officer report to the entire Board on a regular basis.

As discussed herein under “Consideration of Risk Matters in Determining Compensation,” the Compensation,
Management Development and Succession (CMDS) Committee works with the Chief Risk Officer to evaluate
whether the Company’s compensation arrangements encourage unnecessary or excessive risk-taking and whether
risks arising from the Company’s compensation arrangenments are reasonably likely to have a material adverse
effect on the Company. )

The Board has also authorized the Firm Risk Commitiee (FRC), a2 management committee appointed and chaired
by the Chief Executive Officer thut includes the most senior officers of the Company, including the Chief Risk
- Officer, Chief Legal Officer and Chicf Financial Officer, to oversee the Company’s global risk management
structure, The FRC’s responsibilities include oversight of the Company’s risk management pringiples, procedures
and limits, and the monitoring of capital levels and maerial market, credit, liquidity and funding, fegal,
operational, franchise and regulatory risk matters and other risks, as appropriate, and the steps management has
taken fo monitor and manage such risks. The Company's risk management is further discussed in Part I, tem 7A
of the Company's Annual Report on Form 10-K for the year ended December 31, 2009 {2009 Form 10-K).

*® &k 4 f

The Board has determined that its leadership siructure is appropriate for the Company. Mr. Mack’s prior role as
Chief Executive Officer, his existing relutionship with the Board, his understanding of Morgan Stanley's
businesses, and his professional experisnce and leadership skills uniquely positien him 1o sérve as Chairman
while the Company’s Lead Director, Mr, Kidder, has proven effective st enhancing the overall independent
functioning of the Board, The Board believes that the combination of the Chairman, the Lead Director und the
Chairmen of the Audit and Risk Commitiees provide the appropriate leadership to help ensure effective risk
oversight by the Bourd.
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Board Meetings and Commiltees. Our Board met 26 times during the December 2008 trunsition period and
2009. Each director attended at Jeast 75% of the total number of meetings of the Board and committees on which
the director served that were held during the December 2008 transition period and 2009 while the direcior was a
member. The Board’s standing committees include the following:

Commiitee

' Cugrent Members -

Primury Responsibiities

# of Meettags
o Dec. 2008

Andit

Charles H. Noski (Chais)
Howard 1. Davies
James H. Hance; Jr:)
Donald T. Nicolaisen
O Griffith Sexton

-

.

Oversers the integrity of the Compaay’s
consolidaied Nineacial statements, compliance
with egal and regulatory requirements, system
of internal controls, and cerdain aspects of risk
management, including review of major
operational, franchise, reputational, legal and
comptiance risk exposures of the Company.
Belects, determines the compensation of,
evaluates and, when uppropriate, replaces the
independent auditor, and pre-approves audit and
permitted non-audit services.

Oversees the qualifications and independence of
the independent auditor and performance of the
Company's internal audilor and independent
audilor,

After review, recommends to the Bourd the
acceptance and inclusion of the annual asdited
consolidated financial stutomens in the
Company's Anmual Report on Form 10-X.,

Compensation,
Management
Development and
Succession {CMDS)

Erskine B. Bowles (Chairyd

€. Robert Kidder

1 Donuld T, Nicolaisen

Hutham S. Olayan®

.

+

»

*

Annually reviews and approves the corporate
goals and objectives relevant to the
compensation of the Chief Executive Officer
(CEOQ) und evaluates his performance in light of
thesc goals and objectives.

Deteemines the compensation of our exceutive
officers and other officers as appropriaic,
Aidminisicrs our equity-based compensation
plans.

Oversees plans for management development
angd succession, ’

Reviews and discusses the Compensation
Discussion and Analysis with management and
recommends 1o the Board #ts inclusion in the
proxy statement.

12

Nominating and
Governance

Eaura D. Tyson (Chair)
RoyJ. Bostock
Charles E. Phillips, Jr.t%

*

-

identifics and recommends candidates for
clection 1o the Board,

Recommends commillec structure and
membership.

Establishes procedures for its oversight of the
evaluation of the Board,

Recommends director compensation and
benefits. )

Reviews annually the Company's corporate
governance policies.

Reviews and approves related person
transactions in accordance with the Company's
Related Person Transaction Policy.

Risk Commiticet™

Howard J, Duvies {Chair)
Roy J. Bostock

James H. Hange, Jr,
Nobuyuki Hirano

Oversees the Company’'s risk goversance
structure.

Oversees risk management and risk assessment
guidelines and policies regarding market, credit,
liquidity and funding risk,

Oversecs risk tolerance, including risk folerance
levels und capital targets and limits.

Oversees the performance of the Chicf Risk
Officer,

NA
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* In addition 1o Board and commitice meelings, our directors also discharge their duties through, among other
things, informal group communicutions and discussions with the Chairman, CEO, members of senior
management and others as appropriate regarding matters of interest,

1 Mr. Hance joined the Audit Committee, effective January 1, 2010

2 Mr. Bowles was appointed as chair of the CMDS Committee to replace Mr. Kidder, effective January 1, 2010.
Mr. Kidder remains on the CMDS Conmittee.

GMs, Olayan concluded her service on the Nominating and Governance Commitiee and joined the CMDS
Committee, effective January 1, 2010

@ Mr. Kidder will join the Nominating and Governance Commitiee to replace Mr. Phillips, effective May 18,
2010, -

% The Board established the Risk Commitiee effective January 1, 2010,

Qur Board has adopted a written charter for each of the Audit Committee, CMDS Conmmitice, Nominating and
Governance Committes and Risk Committee setting forth the roles und responsibilities of each committee, The
Audit Commitiee has adopted a written charter for its subcommitiee, the Internal Audit Subcommitiee, which
assists the Audit Commitiee in the oversight of the Company’s internal audit department. The charers are
available ot our corporate governance website at www.morganstanley.com/about/compuny/governance/
index. html. The reports of the Audit Committee and the CMDS Comimittee appear herein,

Non-Management Director Meetings. The Company’s Corporate Governance Policies provide that
non-management directors meet in execulive sessions and that the Lead Director wifl preside over these
executive sessions. If any non-management directors are not independent, then the independent directors will
meet in executive session ot least onee annually and the Lead Director will preside over these executive sessions,

Director Attendance at Annual Meetings. The Company's Corporate Governance Policies state that directors
are expected to attead annual meetings of shareholders. All of the current directors who were on the Board of
Directors at the time attended the 2009 annual meeting of shareholders other than Mr. Phillips,

Sharcholder Nominations for Director Candidates. The Nominating and Covernance Committee will
" consider director candidates recommended by shareholders and evaluates such candidates in the same manner os
other candidates. The procedures to submit recommendations are described in the Policy Regarding Director
Cuandidates Recommended by Sharcholders, available a1 our corporate governance webpage
weww.morganstaniey.com/about/company/governance/index.himl. '

Shareholders of record complying with the notice procedures set forth below muy make direcior
recommendations for consideration by the Mominating and Govemance Commitiee. Shareholders may” make
recommendations at any time, but recommendations for consideration as nominees at the annunl meeting of
shareholders must be received not less than 120 duys before the first anniversary of the date that the proxy
siatement was released to shareholders in connection with the previous year's annual meeting, Thérefore, to
submit a candidate for consideration for nomination by the Nominating and Governunce Commitiee at the 2011
annual meeting of sharcholders, sharcholders must have submitted the recommendation, in writing, by
December 14, 2010, The written notice must demonstrate that it is being submitted by a shareholder of record of
the Company and include information about each proposed direcior candidate, including name, age, business
address, principal occupation, principal qualifications and other relevant biographical information. In addition,
the shureholder must confirm his or her candidate’s consent to serve as a director. Shareholders maust send
recommendutions to the Nominating and Governance Commiltee, Morgun Stanley, Suite D, 1585 Broudway,
New. York, New York 10036. See “Director Selection and Nomination Process” above for more information
regarding Board membership criteria.

Compensation Governance. The CMDS Committee currently consists of four directors, including our Lead
Director, all of whom are independent members of the Board under the NYSE listing standards and the
independence requirements of the Company. The CMDS Committee operates under a writlen charter adopted by
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the Board. As noted in the table above, the CMDS Committee is responsible for reviewing and approving
annudlly alt compensation awarded to the Compuny’s executive officers, including the Chairman of the Board,
the CEO and other executive officers named in the “Summary Compensation Table™ (named executive officers
or NEOs). In addition, the CMDS Committee administers the Company’s equily incentive plans, including
reviewing and approving equity grants to executive officers. Information on the CMDS Committee’s processes,
procedures and analysis of NEO compensation for 2009 is addressed in the “Compensation Discussion and
Analysis” (CD&A).

The CMDS Committee actively engages in its duties and follows procedures intended 10 ensure excellence in
compensation governance, including thase described below:

+ Retains its own independent compensation consultant to provide advice to the CMDS Committee on executive
compensation matters. The independent consultant generally attends all CMDS Committee meetings, reports
direetly to the CMDS Committee Chair and regularly meets with the CMDS Committee without management
present. In addition, the Chair of the CMDS Committee regularly speaks with the CMDS Committee’s
compensation consultant, without management, outside of the CMDS Commiitee meetings.

.

Regularly reviews the competitive environment and the desiga and structure of the Company's compensation
programs 10 ensure that they are consistent with and support our compensation objectives,

» Regularly reviews the Company’s achievements with respect to predelermined performance priorities and
strategic goals and evaluates executive performance in light of such achievements.

» Gramgs sepior executive annual incentive compensation after a comprehensive review and evaluation of
Company, business unit and individual performance for the fiscul year both on a year-over-yeuar basis and as
compared 1o our key competitors.

» Oversees plans for management development and succession,

« ‘Regularly meets throughout the year and regularly meets in executive session without the presente of
management or its compensation consultant,

*+ Receives materials for meetings in advance and the Chair of the CMDS Commitiee participaies in premeetings
with management 1o review the agendas snd materials,

+ Reguiarly reports on its meetings 1o the Board,

To perform its duties, the CMDS Committee retnins the services of a qualified and independent compensation
consultant that possesses the necessary skill, experience and resources to meet the CMDS Committee’s needs and
that has no relationship with the Company that would interfere with its ability to provide independent advice. The
CMDS Conmittee has selected Hay Group as its compensation consultant. Hay Group has aiso been retained by
the Nominating und Governance Commitiee to provide consuliing services on Board compensation, Other than
the consulting services tha it provides to the CMDS and Nominating and Governance Committees, Hay Group
currently provides no services 1o the Company or its executive officers. Hay Group assists the CMDS Commitiee
in collecting and evaluating external market data regarding executive compensation and performance and advises
the CMDS Committee on developing trends and best practices in executive compensution and equity and
incentive plan design.

The Company’s Human Resources Department acts as a liaison between the CMDS Committee and Hay Group
and slso prepares materials for the CMDS Committes’s use in muking compensation decisions. Separutely,
Human Resources may itself engage third-party compensation consultants to assist in the development of
compensation data to inform and facilitate the CMDS Committee’s deliberations,

The principal compensation plans and arrangements applicable to our NECs are described in the CD&A and the

tables in the “Executive Compensation” section. The CMDS Committee may delegate the administration of these
plans as appropriate, including to executive officers of the Company and members of the Company's Human
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Resources department. The CMDS Committee may also create subcommittees with authority to act on jts behalf.
Significant delegations made by the CMDS Commitiee include the following:

» The CMDS Committee has delegated 1o the Equity Awards Commitiee {which consists of the CEO) the
CMDS Committee’s authority to make special new hire and retention equity awards; however, this delegation
of authority does not extend to awards to our executive officers and certain other senior executives of the
Company. Awards granted by the Bquity Awards Commiuee are subject to a share Fmit imposed by the
CMDS Committee and individual awards are reported to the CMDS Committee on a regular basis,

» The CMDS Committee has delegated to the Chief Operating Officer the TMDS Committee’s authority to
administer the Company’s cash-based nonqualified deferred compensation plans, including the Morgan
Stanley Compensation Incentive Plan {discussed in the CD&A); however, the CMDS Committee has sole
authority relating to grants of cash-based nonqualified deferred compensation plan swards to, or amendments
to such awards heid by, executive officers and certain other senior executives, material amendments to any
such plans or awards, and the decision to implement certain of these plans in the future.

Qur executive officers do not engage directly with the CMDS Committee in setting the amount or form of

executive officer compensation. However, as discussed in the CD&A, as part of the annual performance review

for our executive officers other than the CEQ, the CMDS Committee considers our CEO’s assessment of each
executive officer’s individoal performance, as well as the performance of the Company and our CEO’s
contpensation recommendations for each executive officer, other than himself.

Annual year-end equity awards are typically granted by the CMDS Committee after the end of our fiscal year,
This schedule coincides with the time when year-end financial results are avatluble and the CMDS Committee
can evaluate individual and Company performance as described in the CD&A. Special equity swards are
generslly approved on a monthly basis; however, they may be granted at any time, as deemed necessary for new
hires, promotions, recognition or retention purposes. We do not coordinate or time the release of material
information around our grant dates in order to affect the value of compensation,

On September 10, 2009, the Company announced that Mr. Gorman would become Chief Executive Officer
effective January 1, 2010 and Mr. Mack would continue 10 serve as Chairman of the Board. This announcement
followed a detailed succession planning process, which occurred during the prior 18 months and was conducied
by the CMDS Committee, with oversight by the entire Board. The CMDS Commitiee, in conjunclion with the
entire Board, established criteria for the next Chief Executive Officer and retained a consultant to review
potential outside candidates and evaluated accomplished internal candidates. The Bourd oversaw a thorough,
deliberate and successful succession process that Jed to the election of, and seamless transition to, our new CEO,
Mr. Gorman, a proven leader with an established record as 3 strategic thinker backed by strong operating,
business development und execution skills who brings an extensive understanding of Morgan Stanley’s
businesses and decades of financial services experience.

Consideration of Risk Matters in Determining Compensation. The CMDS Committee worked with the
Company’s Chief Risk Officer and the CMDS Committee’s independent consultant to evaluate whether the
Company’s compensation arrangements encourage unnecessary or excessive risk-taking and whether risks
arising from the Company's compensation arrangements are reasonably likely to have a material adverse effect
on the Company. Morgan Staniey is a financial institution that engages in significant trading and capital market
activities that are subject to market and other risks. The Company employs risk management practices, including
wading limits, marking-to-market positions, stress testing and employment of models. The Company believes in
pay for performance and as a result also evaluates its compensation programs to recopnize these risks,

Prior o meeting with the CMDS Committee, the Chief Risk Officer had a series of interactive and detailed
working sessions with representatives from the Finm’s Human Resourees and Legal departments to evalunie each
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compensation program across euch of the Company’s mwmjor areas — Institutional Securities, Investment
Management, Global Wealth Management and Company/Infrastructure, These working sessions were intended 1o
identify whether there were any material risks to the Compuny arising from such compensation programs,
including those programs in which our NEOs participate. The review covered numerous programs including
equity- and cash-based deferred compensation programs, discretionary bonus programs and performance-based
formulaic bonus programs. The working group reviewed a number of fuctors, including the eligibility; form of
payment; applicable performance measures; vesting; clawback, hoidback and cancellation provisions; and
governance and oversight aspects of ench program.

Following this thorpugh review, the Chief Risk Officer concluded that Morgan Stanley’s current compensation
programs do not incent employees to take unnecessary or excessive risk and that such programs do not create
risks that are reasonably iikely to have a material adverse effect on the Company. The following are among the
factors considered in making his determination:

+ balance of fixed compensation and discretionary compensation;

s balance between shori-term and long-term incentives;

» mandatory deferrals into both equity-based and cash-based long-term: incentive programs;
+ the procedures followed in making compensation decisions,

+ gur equity retention policy; and

« risk-mitigating features of awards, such as cancellation, holdback and clawback provisions.

The Chief Risk Officer and the Global Head of Human Resources then reviewed these urrungements, nlong with
the analyses and findings of the Chief Risk Officer, with the CMDS Committec and its independent
compensation consultant, The Chief Risk Officer again met with the Global Head of Humin Resources and the
CMDS Commitice before compensation decisions for 2009 were approved, to review the final compensation
programs pursuant to which 2009 compensation would be paid. It is the intention that, going forward, the Chiefl
Risk Officer will continue 1o evaluate any new incentive arrangements for the NEOs and muterin! arrangements
for other employees and report periodically 1o the CMDS Committee.

Exceutive Equity Ownership Commitment.  Executive officers, including the Chairman of the Board, and the
other members of senior management who are members of the Company's Operating Committee are subject to
an Equity Ownership Commitment that requires them (o retain a1 least 75% of common stock and equity awards
{less allowances for the payment of any option exercise price and taxes) made to them while they are on the
Operating Committee (or for the Chairman, while he was on the Operating Commitiee and while Chairman).
This commitment ties a portion of their net worth to the Company's stock price and provides a cominuing
incentive for them fo work towards superior Jong-term stock price performance. None of our executive officers
have prearrunged trading plans under SEC Ruje 10b5-1. ’
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RICHARDS
JAYTON &
FINGER

January 7,2011

Morgan Stanley
1585 Broadway
New York, NY 10036

Re:  Stockholder Proposal Submitted by the Marianist Province of the United States.

the Missionary Oblates of Mary Immaculate and Libra Fund, L.P.

Ladies and Gentlemen:

We have acted as special Delaware counsel to Morgan Stanley, a Delaware
corporation (the "Company"), in connection with a proposal (the "Proposal”) submitted by each
of the Marianist Province of the United States, the Missionary Oblates of Mary Immaculate and
Libra Fund, L.P. (collectively, the "Proponents"”) that each of the Proponents intends to present at
the Company's 2011 annual meeting of stockholders {the "Annual Meeting”). In this connection,
you have requested our opinion as to a certain matter under the General Corporation Law of the
State of Delaware (the "General Corporation Law™).

For the purpose of rendering our opinion as expressed herein, we have been
furnished and have reviewed the following documents:

) the Amended and Restated Certificate of Incorporation of the Company,
as filed with the Secretary of State of the State-of Delaware (the "Secretary of State") on April 9,
2008, the Certificate of Designations of Preferences and Rights of the 10% Series B Non-
Cumulative Non-Voting Perpetual Convertible Preferred Stock ($1,000 Liquidation Preference
Per Share) of the Company, as filed with the Secretary of State on October 10, 2008, the
Amended Certificate of Designations of Preferences and Rights of the 10% Series B Non-
Cumulative Non-Voting Perpetual Convertible Preferred Stock ($1,000 Liguidation Preference
Per Share) of the Company, as filed with the Secretary of State on October 13, 2008, the
Certificate of Designations of Preferences and Rights of the 10% Series C Non-Cumulative Non-
Voting Perpetual Convertible Preferred Stock ($1,000 Liguidation Preference Per Share) of the
Company, as filed with the Secretary of State on October 13, 2008, the Certificate of
Designations of Fixed Rate Cumulative Perpetual Preferred Stock, Series D of the Company, as
filed with the Secretary of State on October 28, 2008, and the Certificate of Elimination of Fixed
Rate Cumulative Perpetual Preferred Stock, Series D of the Company, as filed with the Secretary
of State on June 23, 2009 (collectively, the "Certificate of Incorporation™);

(i)  the Bylaws of the Company, as amended and restated on March 9, 2010

(the "Bylaws"); and
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(iif)  the Proposal and the supporting statement thereto.

‘With respect to the foregoing documents, we have assumed: (&) the genunineness
of all signatures, and the incumbency, anthority, legal right and power and legal capacily under
all applicable laws and regulations, of each of the officers and other persons and entities signing
or whose signatures appear upon each of said documents as or on behalf of the parties thereto;
{(b) the conformity to authentic originals of all documents submitted to us as certified,
conformed, photostatic, electronic or other copies; and {c) that the foregoing documents, in the
forms submitted to us for our review, have not been and will not be altered or amended in any
respect material to our opinion as expressed herein. For the purpose of rendering our opinion as
expressed herein, we have not reviewed any document other than the documents set forth above,
and, except as set forth in this opinion, we assume there exists no provision of any such other
document that bears upon or is inconsistent with our opinion as expressed herein. We have
conducted no independent factual investigation of our own, but rather have relied solely upon the
foregoing documents, the statements and information set forth therein, and the additional matters
recited or assumed herein, all of which we assume to be true, complete and accurate in all
material respects.

The Proposal
‘The Proposal reads as follows:

BE IT RESOLVED that the Board of Directors report to
sharcholders (at reasonable cost and omitting proprietary
information} by December 1, 2011, the risk management structure,
staffing and reporting lines of the institution and how it is
integrated into their business model and across all the operations of
the company’s business lines.

Piscussion

You have asked our opinion as to whether the Proposal would be a proper subject
for action by the stockholders under Delaware law, For the reasons set forth below, in our
opinion, the Proposal is not a proper subject for action by the stockholders of the Company under
the General Corporation Law because it is not stated in precatory language such that it suggests
or recommends that the Board of Directors of the Company take action. Rather the Proposal
purports to direct that the Board take certain action: that the Board "report to shareholders...the
risk mavagement structure, staffing and reporting lines...." Such a mandate from the
stockholders to the directors impermissibly infringes on the management authority of the Board
of Directors of the Company under Delaware law, and thus is not a proper subject for
stockholder action under Delaware law.
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© As a general matter, the directors of a Delaware corporation are vested with
substantial discretion and authority to manage the business and affairs of the corporation.
Section 141(a) of the General Corporation Law, 8 Del. C. §141(a), provides in pertinent part as
follows:

The business and affairs of every corporation organized under this
chapter shall be managed by or under the direction of a board of
directors, except as may be otherwise provided in this chapter or in
its certificate of incorporation.

Significantly, if there is to be any variation from the mandate of 8 Del. C. §141(a), it can only be
as "otherwise provided in this chapter or in its certificate of incorporation.” See, e.g., Lehrman
v. Cohen, 222 A.2d 800, 808 (Del. 1966). The Certificate of Incorporation does not grant the
stockholders of the Company power to manage the Company with respect to any specific matter
or any general class of matters. Thus, under the General Corporation Law, the Board of
Directors of the Company holds the full and exclusive authority to manage the Company.

The distinction set forth in the General Corporation Law between the role of
stockholders and the role of the board of directors is well established. As the Delaware Supreme
Court has stated, "[a] cardinal precept of the General Corporation Law of the State of Delaware
is that directors, rather than shareholders, manage the business and affairs of the corporation.”
Aronson v. Lewis, 473 A.2d 805, 811 (Del. 1984). See also CA, Inc. v. AFSCME Employees
Pension Plan, 953 A.2d. 227, 232 (Del. 2008) ("it is well-established that stockholders of a
corporation subject to the DGCL may not directly manage the business and affairs of the
corporation”); Quickturn Design Sys.. Inc. v. Shapire, 721 A.2d 1281, 1281 (Del. 1998) ("One of
" the most basic tenets of Delaware corporate law is that the board of directors has the ultimate
respongsibility for managing the business and affairs of a corporation.”) {footnote omitted). This
principle has long been recognized in Delaware. Thus, in Abercrombie v. Davies, 123 A.2d 893,
898 (Del. Ch. 1956), rev'd on other grounds, 130 A.2d 338 (Del. 1957), the Court of Chancery
stated that "there can be no doubt that in certain areas the directors rather than the stockholders
or others are granted the power by the state to deal with questions of management policy.”
Similarly, in Maldonado v. Flyon, 413 A.2d 1251, 1255 (Del. Ch. 1980), rev'd on other grounds

sub nom. Zapata Corp. v. Maldonado, 430 A.2d 779 (Del. 1981), the Court of Chancery stated:

[Tlhe board of directors of a corporation, as the repository of the
power of corporate governance, is empowered to make the
business decisions of the corporation. The directors, not the
stockholders, are the managers of the business affairs of the
corporation.
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Id; 8 Del. C. § 141(a). See also Revion, Inc. v. MacAndrews & Forbes Holdings, Inc., 506 A.2d
173 (Del, 1986); Adams v. Clearance Corp., 121 A.2d 302 (Del. 1956); Mayer v. Adams, 141
A.2d 458 (Del. 1958); Lehrman, 222 A.2d 800.

The rationale for these statements is as follows:

Stockholders are the equitable owners of the corporation's assets.
However, the corporation is the legal owner of its property and the
stockholders do not have any specific interest in the assets of the
corporation. Instead, they have the right to share in the profits of
the company and in the distribution of its assets on lquidation.
Consistent with this division of interests, the directors rather than
the stockholders manage the business and affairs of the corporation
and the directors, in carrying out their duties, act as fiduciaries for
the company and its stockholders.

Norte & Co. v. Manor Healthcare Corp., 1985 WL 44684, at *3 (Del. Ch. Nov. 21, 1985)
(citations omitted). As a result, directors may not delegate to others their decision making
authority on matters as to which they are required to exercise their business judgment. See
Rosenblatt v. Getty Oil Co., 1983 WL 8936, at *18-19 (Del. Ch. Sept. 19, 1983), aff'd, 493 A2d
929 (Del. 1985); Field v. Catlisle Corp., 68 A.2d 817, 820-21 (Del. Ch. 1949); Clarke Mem'l
College v. Monaghan Land Co., 257 A.2d 234, 241 (Del. Ch, 1969). Nor can the board of
directors delegate or abdicate this responsibility in favor of the stockholders themselves.
Paramount Comme'ns Inc, v. Time Inc.,, 571 A2d 1140, 1154 (Del. 1989); Smith v. Van
Gorkom, 488 A.2d 858, 873 (Del. 1985).

In exercising their discretion concerning the management of the corporation's
affairs, directors are not obligated to act in accordance with the desires of the holders of a
majority of the corporation's shares. See Paramount Comme'ns Inc. v. Time Inc., 1989 WL
79880, at *30 (Del. Ch. July 14, 1989) ("The corporation law does not operate on the theory that
directors, in exercising their powers to manage the firm, are obligated to follow the wishes of a
majority of shares.”), affd, 571 A.2d 1140 (Del. 1989). For example, in Abercrombie, 123 A2d
893, the plaintiffs challenged an agreement among certain stockholders and directors which,
among other things, purported to irrevocably bind directors to vote in a predetermined manner
even though the vote might be contrary to their own best judgment. The Court of Chancery
concluded that the agreement was an unlawful attempt by stockholders to encroach upon
directorial authority:

So long as the corporate form is used as presently provided by our
statutes this Court cannot give legal sanction to agreements which
have the effect of removing from directors in a very substantial
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Abercrombie, 123 A.2d at 859-900 (citations omitted). Moreover, the Delaware Supreme
Court’s decision in Quicktum supports the conclusion that the Proposal would contravene
Section 141(a) and therefore not be valid under the General Corporation Law. At issue in
Quickturn was the validity of a "Delayed Redemption Provision" of a stockholder rights plan,
which, under certain circunstances, would prevent a newly elected Quickturn board of directors
from redeeming, for a period of six months, the rights issued under Quickturn's rights plan. The
Delaware Supreme Court held that the Delayed Redemption Provision was invalid as a matter of
law because it impermissibly would deprive a newly elected board of its full statutory authority

way their duty to use their own best judgment on management
matters,

Ner is this, as defendants urge, merely an attempt to do
what the parties could do in the absence of such an [ajgreement.
Certainly the stockholders could agree to a course of persuasion
but they cannot under the present law commit the directors to a
procedure which might force them to vote contrary to their own
best judgment.

I am therefore forced to conclude that [the agreement] is
invalid as an unlawful attempt by certain stockholders to encroach
upon the statutory powers and duties imposed on directors by the
Delaware corporation law,

under Section 141(a) fo manage the business and affairs of the corporation:

Quickturn, 72i A.2d at 1291-92 (emphasis in original; footnotes omitted). See also id., at 1292
("The Delayed Redemption Provision 'tends to limit in a substantial way the freedom of [newly

RLFY 3758559v.3

One of the most basic tenets of Delaware corporate law is
that the board of directors has the ultimate responsibility for
managing the business and affairs of a corporation. Section 141(a)
requires that any limitation on the board's authority be set out in
the certificate of incorporation. The Quickturn certificate of
incorporation contains no provision purporting to limit the
authority of the board in any way. The Delayed Redemption
Provision, however, would prevent a newly elected board of
directors from completely discharging its fundamental
management duties to the corporation and its stockholders for six
months.... Therefore, we hold that the Delayed Redemption
Provision is invalid under Section 141(a), which confers upon any
newly elected board of directors full power to manage and direct
the business and affairs of a Delaware corporation.
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elected] directors’ decisions on matters of management policy.! Therefore, 'it violates the duty of
each [newly elected] director to exercise his own best judgment on matters coming before the
board.™) (footnotes omitted).

In our opinion, the General Corporation Law does not permit stockholders o
compel directors 1o take action on matters as to which the directors are required to exercise
judgment in a manner which may in fact be contrary to the directors’ own best judgment. See
CA, Inc., 953 A.2d at 239. Yet that is exactly what the Proposal attempts to do, in that it would
compel the Board of Directors to repert the Company's "risk management structure, staffing and
reporting lines of the institution and how it is integrated” into the Company's business model
regardless of whether the Board of Directors agrees that the time and expense of such report
would be in the best interests of the Company and its stockholders. Thus, because the Proposal
would "have the effect of removing from directors in a very substantial way their duty to use
their own best judgment” concerming the commitment of the Company’s resources, Abercrombie,
123 A.2d at 899, in our view, the Proposal, is not a proper subject for action by the stockholders
under Delaware law. :

Conchision

Based upon and subject to the foregoing, and subject to the limitations stated
herein, it is our opinion that the Proposal is not a proper subject for action by the stockholders
under Delaware faw.

The foregoing opinion is limited to the General Corporation Law. We have not
considered and express no opinion on any other laws or the laws of any other state or
jurisdiction, including federal laws regulating securities or any other federal laws, or the rules
and regulations of stock exchanges or of any other regulatory body.

The foregoing opinion is rendered solely for your benefit in connection with the
matters addressed herein. We understand that you may furnish a copy of this opinion letter to the
Securities and Exchange Commission in connection with the matters addressed herein and that
you may refer to it in your proxy statement for the Annual Meeting, and we consent to your
doing so. Except as stated in this paragraph, this opinion letter may not be furnished or quoted
to, nor may the foregoing opinion be relied upon by, any other person or entity for any purpose
without our prior written consent.

Very truly yours,

ALty LT Ay £A.

WIH/RBC
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