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This is in response to your letter dated January 20.11 concerning the shareholder

proposal submitted to Morgan Stanley by the Missionary Oblates of Mary Immaculate

the Marianist Province of the United States and the Librâ Fund L.P Our response is

attached to I.e enclosed photocopy of your correspondence By doing this we avoid

havirg 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 brief discussion of the Divisions informal procedures regarding shareholder

proposals
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Response of the Office of Chief Counsel

Diviston of Corporation inanee

Re Morgan Stanley

Incoming letter dated January 72011

The proposal requests that the board report to shareholders the risk management
structure staffing and reportmg lines of the institution and how it is integrated into their

business model and across all the operations of the companys business lines

There appears to be some basis for your view that Morgan Stai ey may exclude

the proposal under rule 14a-8i7 as relating to Morgan Stanleys ordinary business

operations We note that the proposal relates to the maimer in whick Morgan Stanley

manages risk Accordingly we will not recommend enforcement action to the

Commission ifMorgan Stanley omits the proposal from its proxy materials in reliance on

rule 4a-8i7 In reaching 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 CORPORATIQN FINANCE
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

The DivisIon of Corporation Finance believes that its responsibility with respect to

mattets arising under Rule 14a-8 CFR 24O.l4a-8 as with other matters under the proxy

rules is to aid those who must comply with the rule by offering mformal advice and suggestions

and to determine initially whether or not it maybe appropriate in particular matter to

recommend enforcement action to the Commission In connection with shareholder proposal

under Rule 14a-8 the Divisions staff considers the inibrrnatiön furnished to it by the Company

in support of its intention to exclude the proposals from the Companys proxy materials as well

as any mfonnation furnished by the proponent or the proponents representative

Although Rule 14a-8k does not
require any communications from shareholders to the

Commissions staff the staff will always consider information concerning 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

of such information however should not be construed as changing the staffs informal

procedures and proxy review inth fOrmal or adversary procedure

Itis important to note that the staffs and Commissions no-action responses to

Rule 14a-8j submissions iefiect only informal views The detemuitiations reached in these no-

action letters do not and cannot adjudicate the merits of companys position with respect to the

proposaL Only court such as U.S District Court can decide whether company Is obligated

to include shareholder proposals in its proxy materials Accordingly disuetionaiy

determination not to recommend or take Commission enforcement action does not preclude

proponent or any shareholder of company from pursuing any nghts he or she may have against

the company in court should the management omit the proposalfrom the companys proxy

material
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Office of Chief Counsel

Division of Corporation Finance

Securities and Exchange Commission

100 Street NE

Washington D.C 20549

via email shat eho1derproposalssee gov

Ladies and Gentlemen

On behalf of Morgan Stanley Delaware corporation the Company and in

accordance with Rule l4a-8j 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

Provhice of the United States and the Libra Fund L.P collectively the Proponents on

December 10 2010 December 13 2010and December 13 2010 respectively for inclusion in

the proxy materials Morgan Stanley intends to distribute in connection with its 2011 Annual

Meeting of Shareholders the 2011 Proxy Materials The Proposal and respective

correspondence are attached hereto as Exhibit

We hereby request confirmation that the Staff of the Division of Corporation Finance the

Staff ill not recommend any enforcement action if in reliance on Rule 4a-8 Morgan

Stanley omits the Proposal from the 2011 Proxy Materials In accordance with Rule 14a8j
this letter is being filed with the Securities and Exchange Commission the Commissionnot

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

2008 question ve have submitted this letter and any related correspondence via email to

shareholderpioposalssec go Also in accordance with Rule 14a-8j copy of this

submission is being Sent simultaneously to the Proponents as notification of the Companys
intention to omit the Proposal from its 2011 Proxy Materials This letter constitutes the

Companys 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 2911 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 companys 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 4a-8i 10 because the Company has already substantially implemented the

Proposal

RUle 4a-8iX3 because the Proposal is impermissibly vague and indefinite so as to be

misleading in violation of Rule l4a9

Rule 4a-8i7 because the Proposal deals with matter relating to the ordinary

business operations of the Company and

Rule 14a.-8il because the Proposal deals with matter that is not proper subject for

action by stockholders under Delaware law

The Company may omit the Proposal pursuant to Rule 14a-8iiO 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 companys business lines The Companys 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-8il0

Rule l4a8ii0 permits the Company to exclude proposal if the company has

already substantially implemented the proposal The Commission has stated that the

predecessor to Rule 14a-8i1 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 1976 It is settled that company need not comply with every detail

of proposal in order to exclude it under Rule 14a-8i1O differences between companys
actions and the proposal are permitted so long as such actions satisfactorily address the

proposals underlying concerns See e.g Maseo Corporation March 29 1999 permitting

exclusion of proposal because the company had substantially implemented the proposal by

adopting version of it with slight modifications and clarification as to one of its terms

Proposals have been considered substantially implemented vbere company has implemented

part but not all of multifaceted proposal Seep e.g Coluinbia/HCA Healthcare Corp February

18 1998 permitting exclusion of proposal on grounds of substantial implementation after the

company took steps to at least partially 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-8i1 which confirmed that 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 company can demonstrate that it has already taken actions

to address most elements of shareholder proposal the Staff has concurred that the proposal has

been substantially implemented and may be excluded The Staff has maintained that

determination that the has substantially implemented the proposal depends upon

whether companysJ particular policies practices and procedures compare favorably with

the guidelines of the proposal Symantec corporation June 2010 quoting Texaco Inc

March 28 1991 see also The Procter Gamble company August 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 January 17 2007 conAgra Foods Inc July

2006 Johnson Johnson February 17 2006 and Exxon Mobil corporation March 182004
see also Wal-Mart Stores Inc March 30 2010 caterpillar Inc March 11 2008 and The

Dow chemical March 2008

As general mattei the Companys 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 Annual Report on

Form 0-K fo.r the year ended December 31 2009 the 2010 Annual Report excerpts
of

which are attached as Exhibit dedicates over 20 pages to discussion of Risk and Risk

Management See 2010 Annual Report Part item Managements Discussion and Analysis

of Financial Condition and Results of Operations Liquidity and Capital Resources at 74-89

atd 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 Companys Quarterly Report on Form i0-Q for the period

ended September 30 2010 the Quarterly Report excerpts of which are attached as Exhibit

dedicates over 10 pages to quarterly update of the Risk Management disclosure See

Quarterly Report Item Quantitative and Qualitative Disclosures about Market Risk at 131-

142 Risk and risk management are further addressed in the Companys definitive proxy

statement with respect to its 2010 annual meeting filed with the Commissionon April 12 2010

the 2010 Proxy excerpts of which are attached as Exhibit 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 Companys 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 cornerstone of the Companys risk management

philosophy is the execution of risk-adjusted returns through prudent risk-taking that protects the
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Companys capital base and franchise The Companys risk management philosophy is based on

the following principles comprehensiveness independence accountabthty defined risk

tolerance and transparency Given the importance of effective risk management to the

Companys 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 arid 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 Companys domestic and foreign business units

The Companys risk governance structure includes the Board the Audit

Committee and the Risk Committee of the Board the Firm Risk Committee

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 Companys business segments

Id The risk management structure is subject to continued review and update the Companys
risk management philosophy with its attendant policies procedures and methodologies is

evolutionary in nature and subject to ongoing review and modification

In addition to the structural framework the disclosure details the principal risks faced by

the Company and its different divisions the Companys 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-Ill and Legal Risk pg Ill each section identifies the various

types of risk that fall into these categories and the Companys process for mitigating such risk

See 2010 Annual Report at 91-Ill

Staffing and Reporting Lines The Company has substantially implemented the

Proponents request for information detailing the staffing and reporting lines of the Companys
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 Companys enterprise risk management
framework and is responsible for helping to ensure that the Companys risks are

managed in sound manner... Effective January 2010 the Board established
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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 the

Companys risk governance structure ii the Companys risk management and

risk assessment guidelines and policies regarding market credit and liquidity and

funding risk iii the Companys risk tolerance and iv the performance of the

Chief Risk Officer The Audit Committee continues to review the majorS

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 regular basis

The Board has also authorized the FRC 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 Companys global risk management structure

The FRCs responsibilities include oversight of the Companys 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 fall Board the Audit

Committee and the Risk Committee through the Companys Chief Risk Officer

The Chief Risk Officer 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 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 Companys 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 Companys business units assist senior management and the FRC in

monitoring and controlling the Companys risk through 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 Companys risk management and monitoring systems

and processes

Id at 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 in the Risk Committee

Charter available at http//www.morganstanleycom/aboucornpanyJovemaiice/rcchgrt.htrnl

The Risk Committee in turn is responsible for evaluating the performance of the Chief Risk
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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 Companys 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 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 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 Companys 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

segments 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 thorough review

Id at 90 The 2010 Annual Report then lays out in numerous tables the risks faced by the

Companys 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 Companys compensation procedures
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The Management Development and Succession Committee the

CMDS Committee worked with the Companys Chief Risk Officer and the

CMDS Committees independent consultant to evaluate whether the Company
compensation arrangements encourage unnecessary or excessive risk-taking and

whether risks arising from the Companys compensation arrangements are

reasonably likely to have material adverse effect on the Company Morgan

Stanley is 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 beheves in

pay for performance and as 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

Companys 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 omitting

proprietary information

The Company may omit the Proposal pursuant to Rule 14a-8i3 because it is

impermissibly vague and indefinite as to be misleading in violation of 1ule 14a-9

The Proposal contains vague and overly-broad wording that in light of the extensive

disclosure regarding the Companys risk management structure staffing and reporting lines and

mtegratton 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-8i3

Under Rule 14a-8i3 proposal may be excluded if the proposal or supporting

statement is contrary to any of the Commission proxy rules including Rule 14a-9 which

prohibits materially false or misleading statements in the proxy materials In Staff Legal

Bulletin No 14B CFSeptember 15 2004 the Staff stated that reliance on 14a-8i3
to exclude or modify statement may be appropriate where the company demonstrates

objectively that factual statement is materially false or misleading 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 ifadopted 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 lie Proposal directs

that the Companys Board of Directors provide 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 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 reasonable degree of certainty what additional disclosure is expected of it in order

to implement the Proposal if the Proposal is adopted

The Company may omit the Proposal pursuant to Rule 14a-Si7 because it deals

with matters reLating to the Companys 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 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-8i7

Under Rule 14a-8i7 proposal may be excluded if it deals with 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 proposal

requests report on specific aspect
of the registrants 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 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-8i7 exclusion is

consistent with the policy of most state corporate laws to confine the resolution of ordrnary

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

tasks are so fundamental to managements ability to run company on day-to-day

basis that they could not as 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 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 i4E CFOctober 27 2009 SLB 14E the Staff stated

that in connection with the application of Rule 14a-8i7 to proposals related to risk it would

no longer focus on whether proposal relates to the company engaging in an evaluation of risk

and instead would consider whether the underlying subject matter of the risk evaluation
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involves matter of ordinary business to the company SLB i4E 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 sufficient nexus exists between the nature of the proposal and the

company

The Proposal directs that the Board produce report on risk management Risk

management is core to nearly all aspects of the Companys business Indeed the Companys
management and employees deal with risk management on day-to-day basis in connection with

all aspects of the ordinary operations of the Companys business Companys 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 Committee of its Board whose sole purpose is to oversee the

development and implementation of risk management structure This Committee works with

the Board the other Committees such as the Audit Committee and management to review and

assess the Companys 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

htti//www.morganstanley.comfaboutfcomany/governance/rcchart.htrnl

In addition various risk and control committees the Companys senior

management reviews business performance relative to the Companys liquidity and capital

policies The Companys Treasury Department Firm Risk Cornmiee FRCAsset and

Liability Management Committee ALCOand other control groups assist in evaluating

monitoring and
controlling the impact that the Companys 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 function more deeply integrated into the ordinary operations of the Company than risk

management Moreover the Companys existing disclosure clearly explains to shareholders the

structure and practices implemented by the Companys 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 proprietary

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

activities central to the ordinary operations of the Company and therefore is excludable under

Rule 14a-8i7
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The Company may omit the Proposal pursuant to Rule 14a-Si1 because it deals

with matter that is not proper subject for action by stockholders under Delaware

law

The Proposal is not 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 i4a-8i

Rule 14a-8il allows company to omit from its proxy materials shareholder proposals

that are not proper subject for action by shareholders under the laws of the jurisdiction of the

companys organization The Proposal would require action that under state law falls within

the scope of the powers of the Companys Board of Directors The Company is Delaware

corporation Section 141a 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 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 14a8il provides in part thit

on the subject matter some proposals are not considered proper under state law if

they would be binding on the company ifapproved by shareholders

The proposal is not precatory and is not cast as recommendation that the board of

directors take any specified action Accordingly the Proposal is not proper for shareholder

action under Delaware law Attached as Exhibit is an opinion of Richards Layton Finger

PA Delaware counsel to the Company to this effect The Staff has consistently permitted the

exclusion of stockholder proposals mandating or directing companys board of directors to take

certain action inconsistent with the discretionary authority provided to the board of directors

under state law pursuant to Rule 14a4i See Bank of America February 24 20l MGM
Mirage February 2008 Cisco Systems Inc July 29 2005 Constellation Energy Group Inc

March 2004 Philips Petroleum Company i4arch 13 2002 Ford Motor co March 19

2001 American National Bankshares Inc February 262001 and AMERO July 21 2000

10
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CONCLUSION

The Company respectfully requests confirmation that the Staff will not recommend any

enibreement action if reliance on the foregoing Morgan Stanley omits the Proposal from its

2011 Proxy Materials Please call the undersigned at 212 450-6145 ifyou should have any

questions or need additional informalion..7 If the Staff does not concur with the Companys

position we would appreciate an opportunity to confer with the Staff concerning these matters

prior to the issuance of its response

Respe Ily us

arc illiams

Attachment

cc w/ att Martin Cohen Corporate Secretary Morgan

Stanley

Jeanne Oreeley ORegan Assistant Secretary

Morgan Stanley

William Haubert Richards Layton

Finger PA

Rev SØamus Fir Director The Missionary

Oblates of Mary Immaculate

Myles McCabeDirector of Peace and Justice

The Marianists Province of the United States

Farha-Joyce Haboucha Managing

Director/Director The Libra Fund LP
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Restore Confidence in the Financial System
2011 Morgan Stanley

WHEREAS the Securities and Exchange commission is proposing the reinstatement of rule that was

eliminated in 1994 that would require companies to 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 ScIiaplro SEC Chair has commented that Under these proposals investors would

have better information about companys financing activities during the course of reporting period

not just period-end snapshot and With this information investors would be better able to evaluate the

companys ongoing liquidity and leverage risks Opening Statement SEC Open Meeting September 17

2010

WHEREAS data compiled by Bloomberg states that For more than decade banks and insurance

companies convinced governments and nonprofits 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 Joomberg article said That failed promise has cost these entitiesj

more than $4 billion

Whereas the US government found it necessary to commit more than $700 billion the Troubled Assets

Relief Program in 2O09 to prevent 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 times during the crisis

Whereas the chairman of our company in wrItten submission to the Financial Crisis inquiry

Commission stated We at Morgan Stanley believe the financial crisis exposed fundamental flaws in cur

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 rapidly changing environment therefore

IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omitting

proprietary information by December 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

companys 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

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 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 can be advanced through the adoption of this resolution



Missionary Oblates ofMary Immaculate

Justice Peace Integrity of Creation Office United States Province

December l0201O

Mr James Gorman

Chief Executive Officer

Morgan Stanley Group

1585 Broadway

New York NY 10036

Dear Mr Gorman

The Missionary Oblates of Mary Immaculate are religious order in the Roman Catholic

tradition with over 4008 members and missionaries in more than 65 countries throughout

the world We are members of the lnterthith Center on Corporate Responsibility

coalition of 275 Iaithbased insUtutions 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 as

result of the meltdown of September2008 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 çontiuuC

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 therefor the US taxpayer has had to intervene to an

unprecedented extent over the past 24 months to support and stabilize the financial

system Continuous revelations have made us all aware of the extent to which number

of major domestic and international financial institutions including Morgan Stanley

made use of various flicilities that were made available by the Federal Reserve We
believe that the work of refomi 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 role to play in this

process and that there are addihonal measures around transparency and accountability

that our company can contribute to this crucial confidence restoration enterprise

Michigan Avenue NE Washington DC 2007 Tel 202-529-4505 Fax 202-5294572

Website www.orniusajpk.org



It is with this in mind that write at this time to inform you of our intention to tile the

enclosed stockholder reoluflon br onsideration and action by the stokhotders at the

annual meeting hereby submit it for mclusion the
proxy statement in accordance

with Rule 14-a-S of the General Rules and Regulations of the Securities Exchange Act of

1934 will be the primary contact for this resolution

If you have any questions or concerns on this please do not hesitate to contact me

Sincerely

Rev Sºamus Finn OM
Director

Justice Peace and Integrity of Creation Office

Missionary Oblates of Mary Immaculate



Restore Confidence in the Financiai System

2011 .-MorganStanley

WHEREAS the Securities and Exchange Commission is proposing the reinstatement of rule that was

eliminated In 1994 that would require companies to 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 Chair has commented that lirLcfer hose proposals investors would

have better information about company financing activities during the course of reporting period

not just period-end snapshot and With this information investors would be better able to evaluate the

companys ongoing tiquidity and leverage risks Opening Statement SEC Open Meeting September 17

2010

WHEREAS data compiled by Btoomberg states that For more than decade banks and insurance

companies convinced governments and nonprofits eg Bay Area Toll Authority in Oakland CA Corned

University NY that financial engineering would lower interest rates on bonds sold for public projects such

as roads bridges and schools The Bloomberg article said That failed promise has cost tthese entitiesi

more than $4 billion

Whereas the US government found It necessary to commit more than $700 billion the Troubled Assets

Relief Program in 2009 to prevent 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 Facility34 times during the crisis

Whereas the chairman of our company in written submission to the Financial Crisis Inquiry

Commission stated We at Morgan Stanlay believe the financial crisis exposed fundamental flaws in our

rinancial system In retrospect many firms were too highly leveraged took on too much risk end did not

have sufficient resources to manage those risks effectively in rapidly changing environmenr therefore

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omitting

proprietary information by December 2011 the risk management structure staffing and reporting lines

the institution and how It is Integrated into their business model and across all the operations of the

companys business tines

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 riot 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
siructure that is In place to protect the institution its stakeholders and financial system This includes the

systemic risk that the activities of single Institution can engender Continuous reporting on the

monitoring testing and strenuous evaluation of these instruments for soundness suitability rntegnty and

safety is needed and can be advanced through the adoption of this resolution



MT Investment Group

MT Bank MD1-MP33 1300 Washln9ton RO Box 1590I 8atImre MO 2031E5B

410 8452119 aO 8480353 rM4tO 845 2762

December 2010

Rev Seamus Finn

Missionary Oblates of Mary Immaculate

justice and Peace Office United States Province

391 Michigan Avenue NE

Washington DC 20017-1516

Bear Father Finn

The United States Province of Missionary Oblates of Mary Immaculate owns 2000 shares of

Morgan Stanley Group and has owned these shares for at least one year

Please dotft hesitate to cafl me with any questions

Very truly yours

Bernadette Greaver

sslstant Vice President Custody Administration

Bank
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Morgan StanLey

Direa Dial 212 762-7325

Facsinila No 212 507-0910

Email Jacob lWeKdrnorQaiclanlercJuJn

VIA EMAIL AND OVERNIGHT MAIL

December 172910

Reverend SØamus Finn OMI

Director

Justice Peace and Integrity of Creation Office

Missionary Obiates of Mary immaculate

391 Michigan Ave NE

Washington D.C 20017

Re Morgan Stanley Stockholder Proposal

Dear Reverend Einn

On December 13 2019 we received the Missionary Oblates of Mary Immaculates OMJ letter

dated December 10 2010 submitting proposal for inclusion in Morgan Stanleys 201 proxy statement

The federal securities laws require that in order to be eligible to submit proposal for uilnsion in

our proxy statement OMI must among other things have continuously held at least $2090 in market value

of Morgan Stanley common stock for at least one year by the date submitted the proposal and OMI must

state that it wifl continue to hold at least $2000 in market value of Morgan Stanleys common stock

through the date of Morgan Stanley 2011 Annual Meeting of Shareholders copy of SEC rule 14a-8

which applies to shareholder proposals subnutted for mclusion in proxy statements is enclosed for your

reference OMI is not currently the registered holder on Morgan Stanleys 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 written statement from the record holder of the shares usually broker or bank

verifing that at the time OMI submitted the proposa OMI had continuously held at least $2000 in market

value of Morgan Stanley common stock for at least the one year period prior to and including 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 2010 Therefore you may either provide verification of

your ownership for the Ml one year period as described above or alternatively provide us with verification

of OMIs ownership from December 2010 through December 10 2010 the date OMI submitted the

proposal In addition OMI must provide statement otits intent to continue to hold the required amount of

Morgan Stanley common stock through the date of Morgan Stanleys 2011 Annual Meeting of

Shareholders



Rev SØnwus FInn OMI
December 1S 2010

Page2oI2

In order to meet the eligibihty requirements for submitting 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 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

CL

Jb ETyler

Alsistant Secretary

cc Ms Farha-Joyce Haboucha

Mr Myles McCabe

Enclosure
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Justice and Peacellntegrity of Creation

Missionary Obiates of Mary Immaculate United States Province

Web Address omiusajplc.org

FAXTRANSMffrAL COVER SHEET

TO JacobE.Tyler

FAX NUMBER 212-507-0010

RE Attached ktter

DA.TE December21 2010

SE11lER Rev SØamns Finn OM

NU1IBER OF FACES TO FOLLOW TIllS COVER SBEET

Dear Mr Tyler

rectved your letter and packet of information of December 172010

Ta responseto that please find attached anew lettei of verification of ownership of shares of Morgan Stanley by
the %4issionary Oblates of Mazy Immaculate that we hope is more in line with what is needed

In ad3ition please be assured that we plan hoki our shares at least until the annual meeting

P1eas get back to me if anything else is required

Siziceely

Sanius Finn OMI

Director

Justlce Peace and Integrity of Creation Office

Missionary Oblates of Mary Immaculate

Washington DC Office Sainus Finn OMI Director
39 Mchiga Avenue NE Washington DC 20017 Tel 202-52-450$ Fax 202529-4572 E-mail seanuuommusa.og



Sent D9
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WtThwesunentGroup

MaT Bank MD7MP33 1800 WasMngtws BW4 PA Box 159 BQnwv MD 212034600

41b 545 2118 unwcBS$ 848 0383 ts4105432762

December1201O

Rev.SeamusP.Finn

Missicuaxy Oblafes of Mary hnjnaculate

Justice lad Peace office united tates Pzwincc

391 Mkhigaü Avenne NB

Washington DC 20017-1516

Dear FatherFhm

As of December 102010 the United States Pruvince of Missionary Oblates of Mazy

Immaculate owns 2000 shares of Morgan Stanley and has owned these shares coatmuonsly for

at least one year These shares are held lit nominee name in the Banks account at the

Vepositoy Trust Company

Please dont hesitate to call mc with any questions

Very truly yours

Assistant VicePresident

Custody Administration
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The Marianists

December 132010

Sent via PedEx

Mr James Gorman

Chief Executive Officer

Morgan Stanley Group

1555 Broadway

New York NY 10036

Dear Mr Gorman

am writing you on behalf of the Marianist Province of the United States in
support of

the stockholder resolution on Restore Confidence in the Financial System In brief the

proposal asks that the Board of Directors report to shareholders at reasonable cost and

olTuthflg proprietary information by December 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 companys business lines

am hereby authorized to notify you of our intention to cofile this shareholder proposal

with the Missionary Oblates of Mary Immaculate for consideration arid action by the

shareholders at the 2011 Annual Meetin 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 14a-S of the General Rules and Regulations of the Securities and

Exchange Act of 1934 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 stuck and intend to

hold $2000 worth through the date of the 2011 Annual Meeting Verification of

ownership will follow

We truly hope that the company will be willing to dialogue with the flIers about thIs

proposal Please note that the contact
person

for this resolution/proposal will be Rev

Samus Finn DM1 Directorjustice Peace and
Integrity of Creation Office Missionary

Oblates of Mary Immaculate scamus@omiusa.org

4425 Pine Bodevard Si tatih Minauri 6310B230Z 3145331207 34.533.0778 fax



Sincerely

Myles McCabe

Director of Peace and Justice

Maronist Province of the US

2011 Shartholder Resolution Restore Confidence in the Financial System



Restore Confidence in the Financial System
2011 Morgan Stantey

WHEREAS the Securities and Exchange Commission is proposIng the reinstatement of rule that was

eliminated In 1994 that would require companies to 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 Chair has commented that tinder these proposals investors would

have better information about companys financing activities during the course of reporting period

riot just period-end snapshot and With this information investors would be better able to evaluate the

companys ongoing liquidity and leverage risks Opening Statement SEC Open Meeting September17

2010

WHEREAS data compiled by Bloomberg states that For more than decade banks and insurance

companies convinced governments and nonproflts Bay Area Toll Authonty 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 said That failed promise has cost entitiesi

more than $4 billion

Whereas the US government found it necessary to cbmnit more than $700 billion the Troubled Assets

Relief Program In 2009 to prevent 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 2089 and according to Fox Business News
accessed the Federal Resere Term Securities Lending Facility 34 times during the crisis

Whereas the chairman of our company in written submission to the Financial Crisis inquiry

Commission stated We at Morgan Stanley believe the financial crisis exposed fundamental flaws in our

financial ystem 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 rapidly changing environment therefore

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omitting

proprietary information by December 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

companys business lines

Suppoiting Statement Restoring public trust and confidence la 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 arid 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 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 can be advanced through the adoption of this resolution



1221 Aciue od AIca
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Morgan StanLey

DfrectDial ffl7J 762-7325

Facsimile No 212 507-0010

Email /gçgTvlermreanslankv.com

VIA FACS1MJLE AND OVERNIGHT MAIL

December 172010

Mr Myles McCabe

Director of Peace and Justice

Marianist Province of the United States

4425 West Pine Boulevard

St Louis MO 63308-2301

Re Morgan Stanley 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 proposal for inclusion in Morgan Stanleys 2011

proxy statement

The federal securities laws require that in order to be eligible to submit proposal for inclusion in

our proxy statement the Marianists must among other things have continuously held at least $2000 in

market value of Morgan Stanleys common stock for at least one year by the date they submitted the

proposal copy of SEC rule 14a-8 which applies to shareholder proposals submitted for inclusion in

proxy statements is enclosed for your reference The Mananists are not currently the registered holder on

Morgan Stanleys books and records of any shares of Morgan Stanley common stock and have notprovided

proof of ownership Accordingly the Manamsts must submit to us written statement from the record

holder of the shares usually broker or bank venfing that at the time the Marianists submitted the

proposal December 13 2010 they had continuously held at least $2000 in market value of Morgan

Stanley common stock for at least the one year period prior to and including December 132010

In order to meet the eligibility requirements for submitting shareholder proposal you must

provide the requested information to us no later than 14 calendar days from the date you receive this 1etter

If you provide us with documentation correcting this eligibility deficiency 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

Sincere

cc Ms lrarhaJoyce Haboucha

Rev S6amus Finn

Enclosure



FAX COVER SREET

BY FASCIMILE

TO Mr Myles McCabe

Dfrector of Peace and Justice

Marianist Province ot the United States

314-533-1207

314533-0778

FROM Jacob Tyler

Morgan Stanley

Legal and Compliance Division

212-762-7325

DATE December 17 2010

Pages Including Cover Sheet

if you experience any problems with this transmission please contact

Patricia Foley 212-762-5639
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The Marionists

December 22 2010

Sentvia FedEx

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 shareholder resolution on Restore Confidence in the Financial System for

consideration and action by the shareholders at the 2011 Annual Meeting

Sincerely

i4yles McCabe

Director of Peace and Justice

Marianist Province of the U.S

4425 West Pine Bouievord Louis Mouri ó3O-23O1 314.533.1207 314.5330778 Ox
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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 Provinco of the United States

Dear Mr Mack

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

Louis own at least $2 000 worth of stock Morgan Stanley The shares are held

the account of the Marianist Province of the United States at Marshall llsley Trust

Company NA.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

Brande Anderson CIFA

Vice President

rwj11.JjW Lr 44C th IL.

Cr

prG
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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 Li the lund or we daIly responsive private investment limited partnership that is

the benelicial owner of 36021 shares of Morgan Stanley common stock as of December 13 2010 Wc are

presenting this n.solution with Rev SØamus Finn Missionary Oblates of Mary Immaculate as primary

tiler In brieç the proposal requests the Board of Directors of Morgan Stanley to report to shareholders at

reasonable cost and omitting proprlm.tary infunnanon by Decembr 2011 th nsk manageim.nt structure

stafting and reporting lines of the institution and how it is integrated into its business model and across all

the operations of the Companys business lines

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 in and ofitseif restore investor trust We believe

that all stakeholders have rok to play in this process and that there are additional measures around

transparency and accountability that Morgan Stanley can contribute to that end

The attached proposal is submitted for inclusion in the 2011 proxy statement in accordance with Rule 14a-8

of th General Rules and Regulations of the Securities 1-changt Am.t of 1934 lhe rund has contmuousl

held Morgan Stanley shares
totaling

at least $2000 in market value for at least one year prior to the date of

this filing Proof of ownership will be forthcoming from the Funds custodian It is the Funds intention to

maintain ownership uf shares in the Company through the dai ol the 2011 annual meeting

Please direct any correspondence to the primary tiler of this resolution Rev Seamus Finn Director

Missionary Obknes of Mary Immaculate by email at tniisom a.org or by phone at 202-269-6715

You may also contact the undersigned Director of Socially Responsive Investments by email at

or by phone at 212 549 5220 if you have questions or comments regarding th

proposal

Thank you in advance for yourtime and attention look brward to working with you or members of your

team regarding the issues raised in this proposal

Sincerely

By

End

cc Rev Director 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 rule that was

ehminated in 1994 that would require companies to report each quarter their average daily or monthly

amount of outstanthng short-term debt the maximum level of those borrowings and theu weighted

average interest rate

WHEREAS Mary Schapiro SEC Chair has commented that Under these proposals investors would

have better information about companys financing activities during the course of reporting period

riot just period-end snapshot and With this information Investors would be better able to evaluate the

company ongoing liquidity
and leverage risks Opening Statement SEC Open Meeting September 17

2010

WHEREAS data compiled by Bloomberg states that For more than decade banks and insurance

companies convinced governments and nonprofits Bay Area Toll Authority in Oakland CA Cornell

University NY that financial engneerng would lower interest rates on bonds sold for public projects such

as roads bridges and schools The Bloomberg article said That failed promise has cost these entities

more than $4 billion

Whereas the US government found it necessary to commit more than $700 billion the Troubled Assets

Relief Program In 2009 to prevent complete meltdown of the financIal system

Whereas our company according to the Financial Times tapped the Federal Reserves Primary Dealer

Credit Facibty 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 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 too highly leveraged took on too much risk and did not

have sufficient resources to manage those risks effectively in rapidly changing.environrnenr therefore

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omitting

proprietary information by December 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

companys 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

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 tne institution its stakeholders arid financial system This includes the

systemic risk that the activities of 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 can be advanced through the adoption of this resolution
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New York NY 10020

Morgan Stanley

DirctDkl 21Z 7627325

Face inileNo 2J2 507-0010

Emath

VIA EMAIL AND OVER141GRT MAiL

December 17 2010

Ms Farha-Joyce Haboucha

Managing Director/Director Socially Responsive Investments

Rockefeller Financial Asset Management
10 Rockefeller Plaza 3d Floor

New York NY 10020

Re Morgan Stanley Stockholder Proposal

Dear Ms Haboucha

On December 14 2010 we received Rockefeller Financial Asset Managements letter dated

December 13 2010 submitting proposal on behalf of the Libra Fund Li the Fund for inclusion in

Morgan Stanleys 2011 proxy statement

The federal securities laws require that in order to be eligible to submit proposal for inclusion in

our proxy statement the Fund must among other things have continuously held at least $2000 in market

value of Morgan Stanleys common stock for at least one year by the date it submitted the proposal

copy of SEC rule 14a-8 which applies to shareholder proposals submitted for inclusion in proxy statements

is enclosed for your reference The Fund is not currently the registered holder on Morgan Stanleys 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 written statement from the record holder of the shares usually

broker or bank veridng that at the time the Fund submitted the proposal December 13 2010 the Fund

continuously held at least $2000 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 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 after the date you receive this letter we will review the

proposal to determine whether it is appropriate for inclusion in our proxy statement

Sncereiy

la bE.Tyler

Assistant Secretary

cc Rev SØamus Finn

Mr Myles McCabe

Enclosure
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STATE STREi

December 132010

Mr James Gormart

Morgan Stanley

1585 Broadway

New York NY 10036

Re Morgan Stanley

Dear Mr Corman

State Street Corp is the custodian for the account olLibra Fund As of December 13

20 the account of Libra Fund held 36020 shares of Morgan Stanley common stock

Cusip 617446448

The Fund has continuously owned shares of Morgan Stanley common stock totaling at

least $2000 in market value for at least one year prior to and through December 13

2010

Sincerely

/1

Mary Buckley

Assistant Vice resident
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UNiTED STATES SECURITIES AND EXCHANGE COMMISSION

Washington D.C 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15d oi the Securities Exchange Act of 1934

Forthe year cueeel Dece-mber3J 2009

otnnoission 1ik Number 1-11758

Morgan Stantey
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Liquidity and Capital Resources

The Companys sehior
management establishes the liquidity and capital policies of the Company Through

vanou risk and control committees the Company senior management reviews business performance relative

to these policies monitors the availability of alternative sources of financing and oversees the liquidity and

interest rate and currency sensitivity of the Companys asset and liability position The Companys Treasury

Department Firm Risk Committee FRC Asset and Liability Management Committee çALCO and other

control groups assist in evaluating monitoring and controlling the impact that the Companys business activities

have on its consolidated statements of financial condition liquidity and capital structure

The Balance Sheet

The Company actively monitors and evaluates the composition and size of its balance sheet. substantial

portion of the Company tot4l assets consists of liquid marketable securities and short term receivables arising

principally from Institutional Securities sales and trading activities The liquid nature of these assets provides the

Company with flexibility in managing the size of its balance sheet The Companys total assets increased to

$711462 million at December 312009 from $616764 million at December 31.2008

Cash used for operating activities primarily related to financial instruments ownedU.S goveniment and

agency securities secunties borrowed Federal hinds sold and securities purchased under agreements to resell

Cash provided by operating activities primarily related to securities loaned securities sold under agreements to

repurchase and financial instruments ownedderivative and other contracts

Within the sales and trading related assets and liabilities are transactions attributable to securities financing

activities As of December 312009 securities financing assets and liabilities were $376 billion and $316 billion

respectively As of December 2008 securities financing assets and liabilities were $269 billion and $236

billion respectively Securities financing transactions include repurchase and resale agreements securities

borrowed and loaned transactions securities received as collateral and obligation to return securities received

customer receivableslpayables and related segregated customer cash

Securities financing assets and liabilities also include matched book transactions with minimal market credit

aiicUor liquidity risk Matched book transactions accommodate customers as well as obtain securities for the

settlement and financing of inventory positions The customer ieceivable portion of the securities financing

transactions includes customer margin loans collateralized oy customer owned securities and customer cash

which is segreg ited according to regulatory requirements The customer payable portion of the securities

financing trinsactions primarily includes customer payables to the Company prime brokerage clients The

Company risk exposure on these transactions is mitigated by collateral maintenance policies that limit the

Company credit exposure to customers Included within securities financing Issets was $14 billion and $5

billion as of December 31 2009 and December 31 2008 respectively recorded in accordance with accounting

guidance for the transfer of financial assets that represented equal and offsetting assets and liabilities for fully

collateralized non-cash loan transactions

The Company uses the Tier leverage ratio risk based capital ratios see Regulatory Requirements herein

Tier common ratio and the balance sheet leverage ratio as indicators of capital adequacy when viewed in the

contest of the Companys overall
liquidity

and capital policies
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The following table sets forth the Conpanys total assets and leverage ratios as of December 31 2009 and

December 312008 and average balances during 2009

Average

Distance at Dulancel

December31 December31
2009 20011 2001

dollars In mIllions wsespt cello data

Total assets $771 462 $676 764 $741546

Common equity 37091 29585 34068

Preferred equity 9597 19168 13991

Morgan Stanley shareholders equity 46688 48753 48059

Junior subordinated debentures issued to capital tmisR 10594 10.312 10576

Subtotal 57282 59065 58635

Less Goodwill and net intangible assets2 7612 2978 5947

Tangible Morgan Stanley shareholders equity 49670 56087 52688

Common equity 37091 29585 34068

Less Goodwill and net intangible assets2 7612 2978 5947

Tangible common equityS 29479 26607 28121

Leverage ratio4 15.5x 12.1 14 lx

Tier common ratioS 8.2% N/A N/A

N/AThe Company began calculating
its risk

weighted assets under tiasel as of tslsreh 31 2009

The Company calculates its average balances based upon weekly amounts except where weekly halancexare unaviilabIe the tnonth.end

balances are used

Gondwslt and ntt ini.inpble isset exclude songige terviung rights of $12 million Inst of disaltowable mong igs sensunj ugtns in

2019 and 5114 million as of leeeialser 31 21k and December 31 2llOtt
respectively

In 20119 amounts included
only

the Cmnpanya

share of MSSISs goodwill and intangible assets

Tangible common equity equals common equity
less

goodwill and net intangible asses as defined above The Company views
tangible

common equity as useful measttrc to inventom because It is commonly utilizcd metric and reflects tlsecomutson
equity deployed

in the

Companys businesses

Leverage ratio equals total assets divided byt iogrble Morgan Stanley shareholders equity

The Tier common ratio equals Tier common equity divtded by RWAs The Company definer Tier common equity Tier capital

less qualifying pespetoal preferred stock qualifying Inst preferred securities and
qualifying restricted core capital elements adjusted far

the portion of goodwill and nonsi.rvlcing assets isaoetau.d with MSSB non-eontrollsi interests Ce Citi ab irs of MSSI goodwill

and intangibles The Company views its definition of the Tier common equity ass useful measure for Investors as it reflects the actual

ownership structure and economies of the
joint venture This delliutron of Tier i.omman equity

dsffr.is from the Tkr common capital

measure that was used by the federal bank regulatory agencies in the Supervisory Capital Assessment Program SCAP conducted

dunng the period rtbmary through April 2009 In SCAP Tier eontinon capital was defined as flr.r
capital less ooncommon

elements including qualifying perpetual preferred stock qsrilifytng mimmority interest in subsidiaries and qoilifymg trust preferred

securities Accordingly the SCM measure would not be
adjusted Ear the 543 billion portion of goodwill and nonservieing intangible

assets associated with MSSlls non-controlling intereats as though she Company had already acquired sIte remaining 49% interest in

MSSB owned by Ciii Foradisesission of It WAs and Tier capital see Regulatory Requirements herein

Balance Sheet and Fumdimg Activity in 2009

During 2009 the omptmy issued notes with principal amount of approximately $44 billion including

non-U.S dollar currency notes aggregating approximately $8 billion In connection with the note issuances the

Company generally enters Into certain lntnsactlons to obtatn floating interest rates based primarily on short tertu

London Intt.rbank Offt.red Rates LIBOR trading level The wetghted avenge maturny of the Company

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 long term borrowtngs net of

repayments decreased by approximately $0.6 billion
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As of December 31 2009 the aggregate outstanding principal amount of the Companys senior indebtedness as

defined in the Companys senior debt indentures was approximately $179 billion including guaranteed

obligations of the indebtedness of subsidiaries compared with $172 billion as of December 31 2008 Tie

mcrease in the amount ot entor indebtedness was pnni.trtly
due to new iisuunce partially offset by decrease

in commercial paper and other short-term borrowings

Equity Capita1Relatcd Transactions

In June 2009 the Company repurchased the 10000000 shares of Series lreferred Stock issued to the U.S

Treasury tinder the CPP at the liquidation preferenLe unount plus ac.rued .and unpaid dividends tor .tn aggregate

repurchase price of$lQ086 million

In August 2009 under the terms of the CPP securities purchase agreement he Company repurchased the Warrant

from the Tre.isury for $950 million The Wan tnt was pre tously isued to the Ire tsury for the purchase

of 65 24S 759 sharLs of the Company common Luck an exen.i.e pnce of $22.99 per share The rep tyment of

the Series Preferred Stock in the amount of $10.0 billion completed in June 2009 and the Warrant repurchase in

the amount of $950 million reduced the Companys total equity by $10950 million in 2009

During 2009 the Company issued common stock for approximately $6.9 billion in two registered public

offerings in May and June 2009 MUFG elected to participate in both offerings and in one of the offerings

MUFG received $0.7 billion of common stock in exchange for 640909 shares of the Companys Series

Preferred Stock

See Note 13 to the consolidated financial statements for funher discussion of these transactions

Equity Capital Management Pulicies

The Companys senior management views equity capital as an important source of tThancial strength The

company actively manages its consolidated equity capital position based upon among other things business

opportunities capita availability and rates of retuni together with intenud
capital policies regulatory

reqwrements and rating agency gwdehne and therefore in the future may expand or contract its equity capital

base to address the changing needs of its businesses The Company attempts to maintain total equity on

consolidated basis at least equal to the sum of its operating subsidiaries equity

As of December 31 2009 the Companys equity capital which includes shareholders equity and junior

subordinated debentures issued to capital trusts was $51282 million decrease of $1783 million from

December 2008 primarily due to the repayment of the Series Preferred Stock and the Warrant reptirchase

partially offset by the Companys common stock offerings

As of December 31 2009 the Company had approximately $1.6 billion remaIning under its current share

repurchase program out of the $6 billion authorized by the Board in December 2006 The share repurchase

program is for capital management purposes and considers among other things business segment capital needs

as well as equity-based compensation and benefit plan requirements Share repurehases by the Company are

subject to regulatory approval During 2009 the Company did not repurchase common stuck as part of its capital

management share repurchase program see also Market for Registrants Common Equity Related Stockholder

Matters and Issuer Purchases of Equity Securities in Part II Item

The Board determines the declaration and payment of dividends on quarterly basis In January 2010 the

Company announced that us Boud declared quarterly dividend per common share of $005 see Note 27 to the

consolidated financial statements The Company also announced that its Board declared quarterly dividend of

$255.56 per share of Series Floating Rate Non-Cumulative Preferred Stock represented by depositary shares

each representing 1/1000th interest in share of preferred stock and each having dividend of $0.25556

quarterly dividend of $2500 per share of Series Preferred Stock and quarterly dividend of $25.00 per share

of Series Preferred Stock

MorganStantey 76



Economic CapitaL

The Companys economic capital framework estimates the amount of equity capital required to support the

businesses over wade range of market environments while simultaneously satisfying regulatory ratrng agency

and investor requirements The framework continued to evolve over thnc in response to changes in the business

and regulatory environment and to incorporate enhancements in moddling techniqucs

Economic capital is assigned to each business segment and sub-allocated to product lines Each business segment

is capitalized as if it were an independent operating entity This process is lntended to align equity capital with

the nji in each business in order to allow senior maaagement to evaluue returns on risi.-adjutted basi such

as return on equity and shareholder value added

Economic capital is based on regulatory capital plus additional capital for stres losces The Company assesses

stress loss capital across various dimensions of market credit business and operational risks Economic capital

requirements are met by regulatory Tier capital For further discussion of the Companys Tier capital see

Regulatory Requirements herein The difference between the Company Tier capital and aggregate

economic capital requirements denotes the Companys unallocated capital position

The Company uses economic capital to Allocate Tier capital and common equity to its business segments The

following table presents the Companys allocated average Tier capital and average common equity for 2009

and fiscal 2008

_______________
Fiseal 201W

Atragt Averagv rriigu Aveni
Tier cernmuu Tier Cemrnwi

Qpitiil Equity Cepital Equity

tdlIars In bfltisns

Institutional Securities $23.6 $18.1 $25.8 $22.9

Global Wealth Management Group 2.7 46 1.7 1.5

Asset Management 2.5 2.2 3.0 3.0

threlloemed capital 18.3 8.1 6.6 4.9

Total fromoontinuing operations 47.1 33.0 37.1 32.3

Discontinued operations 0.7 11 08 1.3

$47.8 $34.1 $37.9 $33.6

Average Tier capital and common equity allocated to the Institutional Securities business segment decreased

compared with fiscal 2005 driven by reductions in market and operational rik esposures In additions common

equity allocated to the Institutional Securities business segment further decreased due to tightening of the

Companys 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 Barneys business activities in connection with the MSSB transaction Average

common equity increases were also driven by the MSSB-relaied goodwill and intangibles Average Tier capital

and common equity allocated to Asset Management decreased from fiscal 2008 primarily due to sales of the

segments investments

The Company generally uses available unallocated capital for prospective regulatory requirements organic

growth acquisitions and other
capital

needs while maintaining adequate capital ratios For discussion of risk-

based capital ratios see Regulatory Requirements herein

Liquidity and Funding Management Policies

The primary goal of the Companys liquidity management and funding activities is to ensure adequate tbnding

over wide range of market environments Given the mix of the Companys business activities funding

requirements are fulfilled through diversified range of secured and unsecured financing
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The Coitipanys liquidity and funding risk management policies are designed to mitigate the potential risk that

the Company may be unable to access adequate tinoncing to service its financial obligations without material

franchise or business impact Thi key objectives at the liquidity .tnd funding risk management framework are to

support the successtul execution of the Company business .truegies while ensuring sutticient
liquidity through

the business cycle and during periods pf stressed market conditions

Uquidity Management Policies

The principal elements of the Cornpanys liquidity management framework are the Contingency Funduitg Plan

CFP arid
liquidity reserves Comprehensive financing guidelines .ecured funding long-term funding strategy

surplus capacity diversification and staggered maturities support the Companys target liquidity profile

contingency Funding Plan The CFP is the Companys primary liquidity risk management tool The CFP

models potential prolonged liquidity contraction over one-year time period and sets forth course of action

to effectively manage liquidity event The CFP and liquidity risk exposures are evaluated on an ongoing basis

and reported to the FRC ALCO and other appropriate risk committees

The Companys CFP model incorporates scenarios with wide range of potential cash outflows during range of

liquidity stress events including but not limited to the following repayment of all unsecured debt maturing

within one year and no incremental unsecured debt issuance ii maturity roll oft of outstanding letters of credit

with no further issuani.e and replacement with cash collateral return of unsecured securities borrowed and

any cash raised against these sectuities iv additional collateral that would be required by coumerparties in the

event of multi-notch long-term credit ratings downgrade higher haircuts on or lower
availability of secured

funding vi client cash withdrawals vu drawdowns on unfunded commitments provided to third
parties

and

cviii discretionary unsecured debt huybacks

The CFP is produced on parent and major subsidiary level to capture specific cash requirements and cash

availability at various legal entities The CPP assumes that the parent company does not have access to cash that

may be held at certain subsidiaris due to regulatory legal or tax constraints

liquidity Reserves The Company seeks to maintain target liquidity reserves that are sized to cover daily

funding needs and meet strategic liquidity targets as outlined in the CFP These liquidity reserves are held in the

form of cash deposits and pools of central bank eligible unencumbered securities The parent company liquidity

reserve is managed globally anti consists of overnight cash deposits and unencunibered U.S and European

government bonds agencies and agency pass-throughs The company believer that diversifying the form in

which its
liquidity reserves cash and securities are maintained enhances its ability to quickly and efficiently

source funding in stressed environment The companys funding requirements and target liquidity reserves

may vary based on changes to the level and composition of its balance sheet timing of SCCfiC transactions

client financing activity market conditions and seasonal factors

On December 31 2009 the parent liquidity
reserve was $64 billion and the total Company liquidity reserve wits

$163 bilhon The average parent liquidity reserve was $61 billion and the average total company liquidity

reserve was $154 billion for 2009

Capital Covenants

In October 2006 and April 2007 the Company executed replacement capital covenants in connection with

offerings by Morgan Stanley Ciipital Trust VII and Morgan Stanley Capital Trust VIII the Capital Securities

Under the terms of the replacement ciprtal covenants the Comptny kts agreed for the benefit of certain

specified holders of debt to limitations on its ability to redeem or repurchase any of the Capital Securities for

specified periods of time For complete description of the Capital Securities and the terms of the replacement

capital covenants see the Companys Current Reports on Form 8-K dated October 122006 and ApriL 262007
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Funding Management Policies

The Companys funding maiagement policies are designed provide for financings that are executed in

manner that reduces the risk of dsrupuon to the Companys operations The Company pursues itrategy of

dtversification of secured and unsecured fundutg sources by product by mvestor nd by region and attempts to

ensure that the tenor of the Companys liabilities equals or exceeds the expected holding period of the assets

being financed Maturities of financings are designed to manage exposure to refinancing risk in any one period

The Company funds its balance sheet on global basis through diverse sources These sources may include the

Companys equity capital long-term debt repurchase agreements securities lending deposIts commercial

paper letters of credit and lines of credit The Company has active financing programs for both standard and

structured products in the U.S European and Asian markets targeting global investors and currencies such as

the U.S dollar euro British pound Australian dollar and Japanese yen

Securcd Fiiianciig substaqtial portion of the Companys total assets consists of liquid marketable securities

and short-term receivables arising principally from its Institutional Securities sules and trading activities The

liquid nature of these assets provides the company with flexibility in financing these assets with collateralized

borrowings

The Companys goal is to achieve an optimal mix at secured and unsecured funding through appropriate use of

collateralized borrowings The Institutinal Securities business segment emphasizes the use of collateralized

short-term borrowings to limit the growth of short-term unsecured funding which is generally more subject to

disruption during periods of financial stress As pan of this effort the institutional Securities business segment

continually seeks to expand its global secured borrowing capacity

In addition the ompnny through several of its subsidiaries maintains committed credit facilities to support

various businesses including the collateralised commercial and residential mortgage whole loan derivative

contracts warehouse lending emerging market loan structured product orpornre loan investment banking and

prime brokerage businesses

The Company also had the ability to access liquidity from the Board of Governors of the Federal Reserve System

the Fed against collateral through number of lending facilities 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 longer term funding on regular basis that was available at auction on pm-announced dates The PDCF and

TSLF expired an February 12010

Unsecured Financing The Company views long-term debt and deposits as stable sources of funding for core

inventories and
illiquid assets SecuritIes inventories not financed by secured funding sources and the majority of

current assets are financed with combination of short-term funding floating rate long-term debt or fixed rate

lang-term debt swapped to floating rate and deposits The Company uses derivative products primarily interest

rue currency and equity swaps to assist in asset and liability management and to hedge interest rate risk see

Note II to the consolidated financial statements

Temparaiy Lkpiidüv Guarantee Program TLQP In October 2008 the Secretary of the U.S Treasury

invoked the systemic risk exception of the FDIC Improvement Act of 1991 and the FDIC announced the TLGP

Based on the Final Rule adopted on November 21 2008 the TLOP provides guarantee through the earlier of

maturity or June 302012 of certain 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 adopted an Interim

Rule that extends the expiration of the FDIC guarantee on debt issued by certain issuers including the Company
on or after April 2009 to December 2012 The maximum amount of FDIC-guaranteed debt participating
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Eligible Entity including the Company may have outstanding is 125% of the entitys 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 guaranteed debt under this program under the

Interim Rule described above expired on October 312009

Ai December 31 2009 the Company had $23.8 billion of senior unsecured debt outstanding under the TLGP At

December 31 2008 the Company had commercial paper and long4erm debt outstanding 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 TLOP as of December 31 2008 was 228% and 3.70%

respectively The weighted average rate at which the Company issued long-term dehi undt.r TLGP in the firsi

quarter of 2009 including TLOP fees was 2.80% The Company did not issue any commercial paper under the

program in the first quarter of 2009 The Company is unable to determine the benefit to operating results if any
of issuing debt under the TLOP as there are no appropriate benchmarks due the disruption in the debt capital

markets at that time There have been no issuances under the TLOP since March 31 2009 See Note to the

consolidated financial statements for further information on commercial paper and long-term borrowings

Shon-Tenn Borrowings The Companys 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 below summarizes the Companys short-term unsecured borrowings

At At

Dreamber 31 flrrrmber 31
20119 2018

dollars In ntIIafl

Commercial paper 783 7388

Other short-term borrowings 1595 2714

$2378 $10102

Conimerdal Paper Pwrding Faci1iiy During 2009 the company had the ability to access the Commercial

Paper Funding Facility CPFrwhich provided liquidity backstop to U.S issuers of commercial paper

through special purpose vehicle that purchased three-month unsecured and asset-backed commercial paper

directly
from eligible issuers The CPFP program expired on February 2010 As of December 31 2009 the

Company had no commercial paper outstanding under the CPFF program As of December 31 2008 the

Company had $4.3 billion outstanding under the CPFF program

Deposits The companys bank subsidiaries funding sources include bank deposit sweeps repurchase

agreements federal funds purchased certificates of deposit money market deposit accounts commercial paper

and Federal Home Loan Bank advances

Deposits were as follows

At At

Derembsr3t Derembcr3l
20191 20081

doflars In mu1liofl

Savings and demand dcposits $57114 $41226

Time deposits2 5101 10129

Total $62215 $51355

TuOl depaiia insured by the FOIC at Deonuber3i 2009 end Oceember 31 2005 were$16 bitihmimd $47 bill
rcepevtivrly

certain time tlrpndt ercoantras ewited at rtir value wider the air value olsire see Note to the csotidated flnaidei statements
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On November 12 2009 the FDIC Board of Directors adopted final rule amending the assessment 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 penod on December30 2009 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 prepaid expense asset as of December 30 2009 As of December 3i

2009 and each quarter thereafter the Company will record an expense charge to comings for its regular

quarterly assessment for the quarter and an offsetting credit to the prepaid assóssmeht until the asset is exhausted

On October 2008 under the Emergency Economic Stabilization Act of 2008 the FDIC temporarily raised the

basic limit on federal deposit insurance coverage from $100000 to $250000 per depositor This increased

coverage lasts through December 31 2013 and is in effect for the Companys two U.S depository institutions

Additionally under the Final Rule extending the Transaction Account Guarantee Program the FDIC provides

unlimited deposit insurance 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 variety of long-term debt ftinding sources to generate liquidity

taking into consideration the results of the CFP requirements In addition th4. issuance of long tcrm debt allows the

Company to reduce reliance oil short-term credit sensitive instruments e.g. commercial paper and other unsecured

short-term borrowings Financing transactions are generally structured to ensure staggered maturities thereby

mitigating retirnincing nsk and to maximize investor diversification through sales to global institutional and retail

clients Availability and cost of financing to the Company can vary depending on market conditions the volume of

certain trading and lending activities the Companys credit ratings and the overall availability of credit

During 2009 the Companys long-term financing strategy was driven in part by its continued focus on

improving its balance sheet strength evaluated through enhanced capital and
liquidity positions As result for

2009 prinupal amount of approximately $44 billion of unsecured debt wit isctied including $30 billion of

publicly issued senior unsecured notes not guaranteed by the FDIC

The Company may from time to time engage in vanous 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

aiid debt repurchases during 2009 were approximately $33 billion in aggregate

Long-term borrowings as of December 31 2009 consisted of the following dollars in millions

As

Nan-U.S Ducembir Si
U.S ioitiir Doiiur 2009

Duein2OlO $19973 $6115 $26088

Duein2Oll 17386 9424 26810

Duein2Ol2 21815 16224 38039

Due in 2013 3378 21642 25020

Due in 2014 10657 6209 16866

Thereafter 39181 21.370 60.551

Total $112390 $80984 $193374

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

Credit Ratings

The Company relies on external sources to finance significaht portion of its day-to-day operations The cost and

availability of financing generally are dependeni on the ompnnys short-term aiid long-term credit ratings In
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addition the Companys debt ratings can have significant impact on certain trading revenues partIcularly in

those businesses where longer term counterparty performance is critical such as OTC derivative transactions

including credit derivatives and mterest rate swaps Factors that are important to the determination of the

Companys ct-edit ratings include the level and quality 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 certain other agreements associated with the Institutional

Securities business segment the Company may be required to provide additional collateral or immediately settle

any outstanding liability balances with certain counterparties in the event of credit rating downgrade As of

December 31 2009 the amount of additional collateral or termination payments that could be called by

counterparties under the terms of such agreements in the event of one-notch downgrade of the Companys long

term credit rating was approximately $1 405 million total ot approximately 52523 million in collateral or

termination payments could be called in the event of two-notch downgrade total of approxnnately $3417

million in collateral or termination payments could be called in the event of three-notch downgrade

As of January 31 2010 the Companys and Morgan Stanley Bank N.A.s senior unsecured ratings were as set

roeth below

Conipuny Murgan Stanley Bank tL%

Sbfwt-Term t.ong-Term Rating ShwliFerm Long-Tarm Rating

Dtht t.bt Outtouk Debt Debt Outlonk

Dominion Bond Rating Service Limited R-l middle high Negative

Fitch Ratings .................... Fl Stable Fl A-i Stable

Moodys investors Service ........... P-I A2 Negative P-I Al Negative

Rating and Investment Information Inc A-i- Negtuve

Standard Poor........... A-I Negative A-I A-i- Negative

Off-Balance Sheet Arrangements with Unconsolidated Entities

The Company enters into various aiiangements with unconsolidated entities including variable interest entities

primarily in connection with its Institutional Securities business segment

institutional Securities Activities The Company utilizes SPEs primarily in connection with secuuitization

actr ities The Company eng-iges in secuntization nctivne related to conunercrtl and residential mortgage

loans US agency collateralized mortgage obligations corporate bonds and loans municipal bonds and other

types of financril assets The Company may retam mterCsts in the securittzed financial assets as one or more

tranche of the Securitization These retamed interests are included in the consolidated statements of tmancial

condition at fair value Any changes in the fair value of such retained interests are recognized in the consolidated

statemetits 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 related to

U.S agency collateralized mortgage obligations commercial mortgage loan and residential mortgage loan

securitizalion transactions Fr ftirther information about the Companys securitizetion activities see Notes and

to the consolidated financial statements

The Company has entered into
liquidity facilities with SPEs and other coutnerparties whereby the Company is

required to make certain payments if losses or defaults occur The Company often may have recourse to the

underlying assets held by the SPEs in the event payments are required under such liquidity facilities see Note 11

to the consolidated financial statements.

Guarantees Accounting guidance for guarantees requires the Company to disclose intbrmation about its

obligations ttndr certain guarantee arrangements The FASB defines guarantees as contracts and indemnification

agreements that contingently require 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 security or commodity price an index or

the occurrence or nonoccurrence of specitIed evelu related to an asset liability or equity security of

guaranteed party The FASB also deiines guarantees as contracts that contingently require the guarantor to make

paymentc to the guaranteed party ba.sed on another entity failure to perform under an .igreement as well as

indirect guaraluecs of the indebtedness of others

The table below summarizes certain information regarding the Companys obligations under guarantee

arrangements us of December31 2009

Maxinmm ltenlinl 1y/Nutionul CurryIng

Veurs to Mitturity

Typu nfQuuruntee I.nw than 1-3 3-5 Over Total LIability Recourse

dullurs in aliltona

Credit derivative contractsl $261354 $768 194 $850 116 $567361 $2447025 $43621

Othereredit contracts 51 24 1089 1164 1118

redit-1inked notes 160 74 337 668 1239 335
Non-credit derivative contrncts1X2 637688 340280 142700 232210 1.352878 70314

Standby letters of credit and other

financial guarantees issued34 982 3134 1.126 4886 10128 976 5324

Market value guarantees 775 775 45 126

Liqutdtty fctltues 4402 307 143 4852 24 264

Whole loan sales guarantees 42380 42380 81

General partner guarantees 195 55 101 131 482 95

Castying atnouots of derivative contracts are shown on gross
basiS prior to cash collateral or nicapady netting For tardier

tomation on native conteeers see Note 10 to the consolidated linanehd statements

Amounts include guarantee to investors in undivided patticiputing interests in claims the Conipaisy made against derivative

ccaparty use flied for
bankruptcy protection To the extent in the fututs any portion of the claims is dianllowed or reduced by the

bankruptcy court in excess of ecalaiuu amount then the Company nnnt refund portion ottlic purchase price plus interest For further

information see Note 16 to the consolidated %ntuacial statements

Approximately $2.0 billion of
standby letters of credit tue also reflected in the Commitnwats tablC in prismay ant secondary tending

commitments Standby tenets of credit tire recorded at sic valUe within Financial instruments owned or Financial instruments sold not

yet purchased in the conolidtted statements of financial onthdon

Amounts include guarantees issued by consolidated nail cststc limits sponsored by the Company of approximately 52.0 billion These

guarantees relate io obligations of the FUnds inscatce entities including guarantees rclatcd to capital expenditures said principal and

interest debt pisytucithi /icensed losses under thetc guarantees of approximately Sl.l billion arc reflected as reductionof the

value of the related fund iovcalnscnls which are reficeted in Financial insiruniOntt owncd.investments on the consolidated statement of

linaneisl conriltion
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The table below summarizes certain information regarding the Companys obligations under guarantee

arrangements as of December 312008

Maximum Potential Payout/Notional Carrying

Amount
CUtS

___________ Asset Cothtterai/

Typt otGuarantec Less than 13 35 Over Total Iabtltt Reusurse

dollars In millions

Credit denvauve contracts $225 742 $778 266 $1593 218 $989 207 $3 586433 5427 338

Other credit contracts ........ 53 43 188 3014 3298 3379

Credit-linked notes ........... 207 486 326 640 1659 242
Non-credit derivative

contraotsl 684432 385734 195419 274652 1540237 145.609

Standby letters of credit and other

financial guarantees issued 779 1964 1817 4418 8978 78 4787

Market value guarantees 645 645 36 134

Liquidity facilities ......... 3152 698 188 376 4414 25 3741

Whole loan sales guarantees ... 42045 42045

General partner guarantees 54 198 33 150 435 29

Auction rate security

guarantees 1747 1747 40

Corrytag amounts ot deriaattvc coateacis are shown on gross
basis prior to cash coltsteral or cottnserpsrty netting Par turther

intormation on dnivntivo contracts ee Note lOb the consolidated financial stateatents

in the ordinary course of business the Company guarantees the debt and/or certain trading obligations including

obligations associated with derivatives foreign exchange contracts and the settlement of physical commodities

of certain subsidiaries These gtturantees 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 related debt

or trading obligations are included in the Companys consolidated financial statements

See Note Il to the consolidated financial statements for information on trust preferred securities indemnities

exchange/clearinghouse member guarantees general partner guarantees securitized asset guarantees and other

guarantees
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Commitments and Contractual Obligations

ievembvr 31 2009

Longterm boiowingsl

Contractual interest payments2

Operating leasesoffice facilfties3

Operating leasesequipment3

Purchase obligations4

Pension and postretirement plansexpected

contributionS

Totald

See Note to Ike consolidated fi social statements

Pnyitwnts iuC in

2910 ZOLI-2012 2913.2014 Thereafter
_________

dollars in mOtIons

$41886 $60551

7279 18015

906 2701

109 136

119 98

275

$34312 $76712 $50299 $81501

Total

$193374

41709

5532

1038

896

275

$242824

Years to Maturity

The companys commitments associated with outstanding letters of credit and other financial guarantees

obtained to satisfy collateral requirements investment activities corporate lending and linancing arrangements

mortgage lendmg and margin lendtng us of DeLember 31 2009 art summtrtzed below by perwd of expiration

Since commitments associated with these instruments may expire unused the amounts shown do not necessarily

reflect the actual future cash funding requirements

rotulal

Less December31

thmi 13 3-5 Over 20tI

dullnr in tnllllons

Letters of credit and other financial guarantees obtained to

satisfy collateral requirements 1043 52 1097

Investment activities 1013 883 199 83 2178

Pnmary Iendtng comrnitmentsmvetment gradel2 10 146 26378 033 154 4071

Primary lending commitmentsnon-investment grade 344 4193 2515 124 7176

Secondary lendingcommitments1 18 107 121 97 343

commitments for secured lending transactions 683 1415 14 2212

Porward starting reverse repurchase agreements3 30104 101 30205

Commercial and residential mortgage-related

commitments1 1485 1425

Other commitments4 289 150 440

Total $45125 $33079 $7133 $510 $85841

These comnitnmnis are recanted at air value within Elnascial bra ments uwned and t9naneirtI instrstmeu.s sold not yet purdsmrd in

the rortsoltdated atcotents of metal condtton see tote to the consolidated Itnuiu ii taicotCmus

12 mm nnount tntudee comimunents to Sssct backed cototneretat taper us dons 527b nulltst at ot .ensher 31 20150 ot wtmuh

5268 miltionhtve maturities of km than one year
and $8 million of which have ri1ieftne to three yeses

The Company enters tnlo torsvscd starting eceunlier purchased under ugreemetmic to rcs.H agreements that htwe trade dntm ta 01 or

poor to lecemher 31 2009 and settle
subr.qucnt

to penis end These
.tgrcetnents pritotirtly settle within thret business days tad as of

Dectuber3l20tt9 S26 billion of the $30.2 billiOn settled within three hu4nesdity

Amount Includes $200 million tending facitity to real estate rued sponsored by The Company

For further description of these commitments see Note to the consolidated financial statements and

Quantitative and Qualitative Disclosures about Market RiskCredit Risk in Part 11 Item 7A

Ito the normal course of business the Company enters into various contractual obligations ihet may require future

cash payments Contractual obligations include long-term borrowings contractual interest payments operating

leases and purchtse obhgution The Company future cash poymetus soctated wnh tIc obligations ac of

December 31 2009 are summarized below

$26088

6344

683

514

408

$64849

10071

1242

279

271
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il AmaunI reprotcal
esiiwitoi fu1tiii tui acItuLt tacnsi piymcnii scltled to aaeccnred long-term botTuwingi rnd tecured tftg-lsm

limindngr baicd on applknbk intereitt esteit or te tinber 31.2009 tttctas iatcd coupon rate.if unyon siruthired or idec-flnkmI

notes

See Note Ii to the eoneotittstcd tuiciot semenui

t4 basr olultgruont fr gouxJ soul souvius include psyruueuus for among othcr i1nne coosuhuug outsoIurcun
ad lum uponrooubtp

compuiu.r rad tekcommececsnin iwmitcn uus.u aents aunt ert.w ineol agr neon related to MSSIt Purchase obilgatuons us of

December31 259 reflect the mininiwn ontrnctust obhguuiinn untler legally enfor cable contracts with cotOrurt terms that ire both fined

and uktcr n.uMe these amount uractude hliUtunu fur goodu und service that already have been incurred and are reflected on the

Companys neuliduited slatcimas ui usneisi condition

IS See Note 19 to the consolidated iuiandiit sin tents

IC Amo%uit.s edude tin corL.ed ins benuttic thu iuunin and amount ol lotture cub puiynueni ire not uietcnniruibtc at thn tuniC set

Note 201o the enacotidateul financial statements Our tutiher information

Regulatory Requirements

in September 2008k the Company became financial holding company under the Bank Holding Company Act

subject to the regulation and oversight of the red The Fed e.ctabhshes capttal requirements far the Company

tncludmg well capitalized standards and evaluates the Company compliance with such capital requirements

see Supervision and RegulationFinancial Holding Company in Part Item The Office of the

Comptroller of the Currency and the Office of Thrift Supervision establish similar capital requirements and

standards for the Companys national banks and federal savings bank respectively

The Comptny 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 framework described in the

lnternaiionil Convergence of Capital Measurement and Capital Standards July 1988 as amended also

referred to as Basel In December 2007 the U.S banking regulators published final Basel II Accord that

requires internationally active banking organizations as well as certain of its U.S bank subsidiaries to

implement Basel Ii standards over the next several years The Company will be required to implement these

Basel II standards as result of becoming financial holding company

As of December 31 2009 the Company was in compliance with Basel capital requirements with ratios of

Tier capital to RWAs of 15.3% and total capital to RWAs of 16.4% 6% nd 10% being well-capitalized for

regulatory purposes respeetiely In addition financial holding companies are also subject to Tier leverage

ratio 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 intangible assets and deferred

tax usset The adjusted average total assets are derived using weekly balances for the tlendir quitter Thts

ratio as of December 31 20f19 was 58%
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The following table reconciles the Companys total shareholders equity to Tier and Total Capital as defined by

the regulations issued by the Fed and presents the Companys consolidated capital ratios at December 31 2009

dollars in millions

Id lkcrnbcr3i 2009

duthsrsln mil1ions

Allowable capital

Thr eapilal

Common shareholders equity 37091

Qualifying preferred stock 9597

Qualifying mandatorily convertible trust preferred securities 5730

Qualtfymg restrtted core capital elements 10867

Less Goodwill 7162
Less Non-servicing intangible assets 4931
Less Net deferred tax assets 3242
Less Debt valuation adjustment 554
Other deductions 726

Total Tier capital 46.679

Thr capiaI

Other components of allowable capital

Qualifying subordinated debt 3127

Other qualifying amounts 158

Total Tier capital 3285

Total allowable capital 49955

Total risk-weighted assets $305000

Capital ratios

Total capital ratio 16.4%

Tiericapitulrado ....... ..... 15.3%

Total allowable capital is composed of Tier and Tier capital Ties capital consistS predominately of

common shareholders equity as welt as qualifying preferred stock trust preferred securities mantheorily

convertible to common equity and qualifying restricted core capital elements including other junior subordinated

debt issued to trusts and non-controlling interests less goodwill non-servicing intangible assets excluding

allowable mortgage servicing rights net deferred tax assCts recoverable in excess of on year and DVA DVA

represents the cumulative change in fair value of certain of the ompanys borrowings for which the fair value

option was elected that was attributable to changes in the Companys own Instrument-specific credit spreads and

is included in retained earnings For further discussion of fair value see Note to the consolidated financial

statements Tier capital consists principally of qualifying subordinated debt

of- December 31 2009 the Company ealcul ited it RWA in tccordance with the regulatory capital

requirements of the Fed which is consistent with guidelines described under Busel RWAs reflect both on and

off-balance sheet risk of the Company The risk capital calculations will evolve over time as the Company

enhances its risk management methodology and incorporates improvements in modeling techniques while

maintaining compliance with the regulatory requirements and interpretations

Market RWAs reflect capital charges attributable to the risk of loss resulting from adverse changes in market

prices and other factors For further discussion of the Companys market risks and Value-at-Rik VaR
model see Quantitative and Qualitative Disclosures about Market RiskRisk Managemeru in PiuS Item 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 Siandardized Approach applying

fixed percentage to the fair value of the aets or the Company VaR model Capital charges related to fOR are

calculated using an IOR model that estimates the loss due to sudden default events affecting traded financial

instruments at 999% confidence level The Company received permvsion oin the Ved kr the use ot in

market risk models through calendar year 2009 while undergoing the Feds review Based on the final outcome

of that review the capital ratios may be lower or higher in 2010

Credit RWAs reflect capital charges attributable to the risk of loss arising from barruweror cotmterparty failing

to meet its financial obligations For further discussion of the Companys credit risks see Quantitative and

Qualnative sclosures about Market RukCretht Risk in Pri II hem IA herein Credit RWAs are

determined using Base regulatory capital guidelines for U.S banking organizations issued by the Fed

Effects of Inflation and Changes in Foreign Exchange Rates

The Companys assets to large extent are liquid in nature and therefore are not significantly affected by

mflanon although mflation may result in increases in the Company 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 secuctties markets and upon the value of financial instruments it may adversely affect

the Companys financial posit.ion
and profitability

significant portion of the Companys business is conducted in currencies other than the US dollar and

changes foreign exhnnge rates relative to the dollar an therefore affect the value of non dollar net

assets revenues and expenses Potential exposures as result of these fluctuations in currencies are closely

monitored and where costjustified strategies are adopted that are designed to reduce the impact of these

fluctuations on the Companys financial performance These strategies may include the financing of non1i.S

dollar assets with direct or swapbated borrowings in the same currency and the use of currency forward

contracts or the spot market in various hedging trunsactions related to net assets revenues expenses or cash

flows
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Item 7A Quantitative and Qualitative Disclosures about Market Risk

Risk Management

Risk Management Policy and Control Structure

Risk is an inherent part of the Companys business and activities The Company has policies and procedures in

place lbr meusunng monitoring and managing each of the vanotis types of significant nsks 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 The Companys ability to properly and

effectively identify assess monitor and manage each of the various types of risk involved in its activities is

critical to its soundness and profitability The Companys portfolio of business activities helps reduce the impact

that
volatility

in any particular area or related areas may have on its net revenues as whole The Company seeks

to identify assess monitor and manage in accordance with defined policies and procedures the tollowing

principal risks involved in the Companys business activities market credit capital and liquidity operational

and compliance and legal risk Capital and
liquidity

risk is discussed in Managements Discussion and Analysis

of Financial Condition and Results of OperationsLiquidity and Capital Resources in Part II Item The

Companys currency exposure relating to its net monetary investments in non-U.S dollar functional currency

subsidiaries is discussed in Note 13 to the consolidated financial statements

The cornerstone of the Companys risk management philosophy is the execution of risk-adjusted returns through

prudent risk-taking that protects the Companys capital base and franchise The Companys risk management

phThnophy is based on the following principlest comprehensiveness independence accountability defined risk

tolerance and transparency Given the importance of effective risk management to the Companys reputation

senior management requires thorough and frequent communication and appropriate escalation of risk matters

Risk management at the Company requires independent Company-level oversight accountability of the

Company business segments constant commutitcation judgment and knowledge ot specialized products and

markets The Companys senior management takes an active role in the identification assessment and

management of various nsks at both the Company and business segments level In recognition of the increasingly

vaned and complex nature of the global financtal services business the Company nsk management philosophy

with its attendant policies procedures and methodologies is evolutionary in nature and subject to ongoing

review and modification

The nature of the Companys risks coupled with this risk management philosophy informs the Companys risk

governance structure The Companys risk governance structure includes the Board the Audit Committee and the

Risk Committee of the Board 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

lutemal Audit Department independent risk management liinctions 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 coinnuittees and

groups located within and across the Companys business segments

The Board has oversight for the Companys enterprise risk management framework and is responsible for

helping to ensure that the Companys risks are managed in sound manner Historically the Board had

authonzed the Audit Committee which is comprised solely of independent directors to osersee risk

management Effective January 2010 the Board established another standing committee the Risk Committee

which is comprised solely of non-management directors to assist the Board in the oversight of the Companys
risk govjrrnance structure ii the Companys risk nmnagement and risk assessment guidelines and policies

regarding market credit and liquidity and funding risk iii the Companys risk tolerance and iv the
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peiformance of the Chief Risk Officer The Audit Committee continues to review the major operational

franchise reputanonal legal and compliance risk exposuru of the Company and the steps in inageinent has taken

to monitor and control such exposure The Risk Committee Audit Committee aid Chief Risk Officer report to

the full Board on regular basis

The Board has also authorized the FRC management committee appointed and Utaired by the Chtet Executive

Officer that includes the most senior officers of the Company including thi Chief Risk Officcr Chief Legal

Officer and Chief Financial Officer to oversee the Companys global risk management structure The FRCs

responsibiliues include oversight of the Company risk management pnnciples procedures and limits and the

monitonng of capital levels md 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

Companys Chief Risk Officer

The Chief Risk Officer 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 matenal 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

Companys operational and control environment and conducts audits designed to cover till major risk categories

The risk management functions and the Company control groups are independent of the Companys business

units assist senior management and the FRC in monitoring and controlling the Companys risk through number

of control processes The Company is committed to employing qualified personnel with appropriate expertise in

each of its vanous administrative and business areas to implement effectively the Company risk management

and monitoring systems and processes

Each business segment has 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 neks implements risk

measurement mnonmtonng and manigement policies and procedures that are consistent with the risk framework

established by the FRC and reviews on periodic basic its aggregate risk exposures risk exception experience

and the etticacy ot its risk identification measurement monitonng and management policies and procedures and

related controls

Each of the Companys business segments also has designated operations officers committees and groups to

manage nd monitor specific nab and report to the business segment nsk committee The Company control

groups work with business segment control groups including the Operations Division and infoimation

Technology Division to review the risk monitoring and risk management policies and procedures relating to

among other things the business segments 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 busine.ss segment control groups helps ensure that risk policies amid procedures exceptions to risk limits new

products and business ventures and tntnsnctions with risk elements undergo thorough review

The following is discussion of the Companys risk management policies and procedures for its principal risks

other than capital and liqutdmty risk The discussion focuses on the Company securities activities primarily its

institutional trading activities and corporate lending and related activities The Company believes that these

activities generate substantial portion of its principal risks This discussion and the estimated amounts of the

Comjnny market risk exposure generated by the Company statisttcal analyses are lorward looking

statements However the analyses used to assess such risks are not predictions of future events and actual 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 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 losses for position or-portfolio Generally the Company

incurs market risk as result of trading and client facilitation activities principally within the Institutional

Securities business where the substantial majority of the Companys VaR for market risk exposures is generated

in addition the Company incurs trading-related market risk within the Global Wealth Management Group Asset

Management incurs non-trading market risk primarily from capital investments in real estate funds and

investments in private equity vehicles

Sound market risk management is an integral part of the Companys culture The various business units and

trading desks are responsible for ensuring that market risk exposures are well-managed and prudent The control

groups help ensure that these risks are measured and closely monitored and are made transparent to senior

ntanagenlertt The Market Risk Department is responsible for ensuring transparency of material market risks

monitoring compliance with established limits and escalating risk concentrations to appropriate senior

management To execute these responsibilities the Market Risk Department monitors the Company risk

against limits on aggregate risk exposures performs variety of risk analyses routineiy reports risk summaries

and maintains the Companys VaR system Limits are designed to control price and market liquidity risk Market

risk is monitored through various measures statistically using VaR and related analytical measures by

measures of position sensitivity and through routine stress testing and scenario analyses conducted by the

Market Risk Department in collaboration with the business units The material risks identified by these processes

are summanzed in reports produced by the Market Risk Department that are circulated to and thscussed with

senior management the Risk Committee and the Board

Risk and capital Management Initiatives

During 2009 the Company continued to enhance its market risk management framework to address the severe

stresses observed in global markets during the recent economic downtum see Executive SummaryGlobal

Market and Economic Conditions in Fiscal 2009 Part II Item herein The Company expanded and improved

its risk measurement processes including stress tests and scenario analysis and refined its market risk limit

framework In conjunction with these risk measurement enhancements proprietaiy methodology called Stress

VaR VaR was developed to comprehensively measure the Company 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 liquiduties of various types of general and specific risks as well as event and default nsks
particularly

relevant for credit portfolios S-VaR while still evolving is becoming an important metric for the Companys

risk appetite assessment and its capital allocation framework

Sales and Trading and Related Activities

Prmsaiy Market Risk Exposures and Market Risk Management Dunng 2009 the Company had exposures to

wide range of interest rates equrty prices foreign exchange rates and commodity pruces.and the associated

implied volatilities and spreadsrelated to the global markets in which it conducts its trading activities

The Company is exposed to interest rate and credit spread risk as result of its market-making activities and other

trading in interest rate sensitive financial instruments nsk ansing from change in the level or nuplied

volatility
of interest rates the timing of mortgage prepayments the shape of the yield curve and credit spreads The

activities from which those exposures arise and the markets in which the Company is active include but are not

limited to the following emerging market corporate and govemment debt non-investment grade and distressed

corporate debt investment grade corporate debt and asset-backed debt including mortgage-related securities

The Company is exposed to equity price and implied volatility risk as result of making markets in equity

securities and derivatives and maintaining other positions including positions in non-public entities Positions in
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non-public entities may include but are not limited to exposures to private equity venture capital private

partnerships real estate funds and other ftnds Such positions are less liquid have longer investment horizons

and are more difficult to hedge than listed equities

The Company is exposed to foreign exchange rate and implied volatility risk as result of making markets in

foreign currencies and foreign currency derivatives from maintaining foreign exchange positions and from holding

non-US dollar-denominated financial instruments The Company is exposed to commodity price and implied

volatility risk as result of market-making activities and maintaining positions in physical commodities such as

crude and refined oil products natural gas electricity and precious arid base metals and related derivatives

Commodity exposures are subjett to periods of high price volatility as result of changes in supply and demand

These changes can be caused by weather conditions physical production transportation and stonige 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 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 including 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 nsk associated

with its trading activities on Company-wide basis on worldwide trading division level and on an individual

product basis The Company manages and monitors its market risk exposures in such way as to maintain

portfolio that the Company believes is well diversified in the aggregate
with

respect to nrnrket risk tactors and

that retects the Companys aggregate risk tolerance as established by the Companys senior management

Aggregate market risk limits have been approved for the Company and for its major trading divisions worldwide

equity and fixed income which includes interest rate products credit products foreign exchange and

commodities Additional market risk limits are assigned to trading desks and as appropriate products ünd

regions Trading division nsk managers desk nsk iminagers trdders and the Market Risk Dep-trtment monitor

market risk measures against limits in accordance with policies set by senior management

The Market Risk Department independently reviews the Companys trading portfolios on regular basis from

market risk perspective utilizing VaR and other quantitative and qualitative risk measures and analyses The

Companys trading businesses and the Market Risk Department also use as appropriate 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 loss to the Company over period of time in the event of default of

referenced asset assuming zero recovery is one key risk measure the Company employs to standardize the

-iggregatton of market risk exposures across cash and derivative products Sires testing which measures the

impact on the value of existing portfolios of specified changes in market factors for certain products is

performed periodicatly and is reviewed by trading division risk managers desk risk managers and the Market

Risk Department

VaR The Company uses the statistical technique known as VaR as one of the tools used to measure monitor and

review the market risk exposures of its trading portfolios The Market Risk Department calculates and distributes

daily VaR-based risk measures to various levels of management

VaR Methodology Assumptions and Limitations The Company estimates VaR using model based on

historical simulation for major market risk factors and Monte Carlo siniulauon bar name-specific risk in certain

equity and fixed income exposures Historical simulation involves constructing distribution of hypothetical

daily changes in die value of trading portfolios based on two sets of inputs historical observation of daily
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changes in key market indices or other market factors niarket risk factors and information on the sensitivity

of the portfolio values to these market risk factor changes The Companys VaIl model uses four years of

histoncal data to characteri7e potential changes in market risk factors The Company 95%Ione-day VaR

corresponds to the unrealized loss in portfolio value that based on historically observed market nsk factor

movements would have been exceeded with frequency of 5% or live times in every 100 trading days if the

portfolio were held constant for one day

The Companys Vail model generally takes into account linear and non-linear exposures to price risk interest

rate risk and credit spread risk and linear exposures to implied volatility risks Market risks that are incorporated

in the Vail model include equity and commodity prices interest rates credit spreids toretgn exchange rates and

associated implied volatilities The Vail model also captures certain correlation risks associated with portfolio

credit derivatives as well as certain basis risks between corporate debt and related credit derivatives As

supplement to the use of historical simulation for major market risk factors ihe Companys Vail model uses

Monte Carlo simulation to capture name-specific risk in equities and credit products he corporate bonds loans

and credit derivatives

The Companys Vail 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 committed to continuous

review and enhancement of Vail methodologies arid assumptions tn order to capture 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 to improve the Vail model ability to more accurately estmiate

risks to specific asset classes or industry sectors

Among their benefits Vail models permit estimation of portfolios aggregate market risk exposure

incorporating range of varied market risks reflect risk reduction due to portfolio diversification or hedging

activities and can cover wide range of portfolio assets However Vail risk measures should be interpreted

carefully in light
of the methodologys limitations which include the following past changes in market risk

factors may not always yield accurate predictions of die distributions and correlations of future market

movements changes in portfolio value in response to market movements especially for complex derivative

portfolios nitty
differ from the responses calculated by Vail model Vail using one-day time horizon does not

fully capture the market risk of positions that cannot be liquidated or hedged within one day the histoncal

market risk factor data used for Vail estimation may provide only limited insight into losses that could be

incurred under market conditions that are unusual relative to the historical period used in estimating the Vail and

published Vail results reflect past triding positions while future risk depends on tuture positions VaIl is most

appropriate as risk measure for trading positions in liquid financial markets and will tinderstate the risk

associated with severe events such as periods of extreme illiquidity The Company is aware of these and other

limitations and therefore uses Vail as only one component in its risk management oversight process As

explained above this process also incorporates stress testing and scenario analyses and extensive risk monitoring

analysis and control at the trading desk division and Company levels

Yak for 2009 The table below presents the Companys Trading Non-trading and Aggregate Vail for each of

the Companys primary market risk exposures as of December 312009 December31 2008 and November 30

2008 incorporating substantially all financial instruments generating market risk that are managed by the

Companys trading businesses This measure of Vail incorporates most of the Companys trading-related markei

risks However small proportion of trading postuons genenting market risk is not included in Vail and the

modeling of the risk characteristics of some positions relies upon approximations thai under certain

circumstances could produce significantly different Vail results fram those produced using more precise

measures

Aggregate Vail also incorporates certain non-trading risks including the interest rate risk generated by

funding liabilities related to institutional tniding positions public company equity positions recorded as

investments by the Company and corporate loan exposures that are awaiting distribution to 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 crerht spread nsk generated by the Company funding liabilities and

the interest rate nsk associated with approximately $11 billion of certain funding liabilities primarily related to

fixed and other non-trading assets as of December 31 2009 and December 31 2008 The credit spread risk

sensilnity of the Company mark to-niarlcet funding liabthties corresponded to an increase in value of

approximately $1 million for each basis point or 1/100th of percentage point widening in the Companys
credit spread level as of both December31 2009 and December31 2008

Since the VaR statistics reported below are estimates based on historical position and market data VaR should

not be viewed as predictive of the Companys future revenues or financial performance or of its
ability to

monitor and manage risk There can be no assurance that the Companys actual losses on particular day will not

esceed the VaR amounts indicated below or that such losses will not occur more than five times in 100 trading

days VaR does not predict the magnitude of tosses which should they occur may be significantly greater than

the VaR amount

The table below presents the Companys 95%/one-day VaR

95%/One-Day VaR for the

One Month Ended
fable it 95% Tohil Vail 95%/One-Day VaR for 2009 95%/One-Day VaR for Fiscal 2008 December 312008

Dec41 Nov 30 Dec.31

2009 Avarage 111gb Low 2008 Average 511gb Low 2008 Average t1ih Low

dollars in ndtllunn

$109 $105 5122 S9 98 09 $101 $42 $1119 SW $121 95

23 It 30 14 23 35 53 17 1$ 18 27 14

25 21 47 14 25 411 12 11 13 10 Ii

24 24 38 18 23 35 44 22 36 31 37 24

46 SI 94 31 66 j124 iS 54 t%j 80 42
$135 5119 $149 $97 104 98 $114 $78 $117 5113 $121 $102

5100 $102 5129558 567 $53 596 529 $68 $73 581567

$187 $165 $206 $119 $135 SitS $143 $82 $144 $143 $152 $131

Diversification benefit equals the difference between Total VaR and the sum of the VaRs for the four risk categories Thisbenefis arises

because the sisntslated one-day losses for each of the four primaq market risk categories occur on different days similar diversiflesdon

benefits also are taken into account within each category

The Companys 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-trading VaR at December 31 2009

increased to $100 million from $68 million and $67 million at December 31 2008 and November 30 2008

respectsvely Aggregate VaR at December 31 2009 was $187 million compared with $144 million and $135

million at Decensber 31 2008 and November 302008 respectively

Average Trading VaR br 2009 increased to $1 19 million from $1 13 million for the one month ended December

312008 and $98 million for fiscal 2008 Average Non-trading VaR for 2009 increased to $102 million from $13

million for the one month ended December 31 2008 and $53 million for fiscal 2008 Average Total VaR for

2009 increased to $165 million from $143 million for the one month ended December 312008 and $115 million

for fiscal 2008

The VaR increases for 2009 west primarily driven by increased exposure to interest rate and credit sensitive

products across the trading and non-trading portfolios The trading portfolio also experienced increases due to

increased equity and foreign currency exposure Additionally the Companys VaR for 2009 was affected by

higher market volatilities over the period as explained below

PrImary Market RIsk Category

tnteresi ruse and credit spread

r%juily price

Foreign exchsuge rate

Commodity psice..................

Less Oivecsificationbenefittt

Total Trading vaIl

Total Non.trading Vdt

Total
Trading anti Non-trading

VS
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VaR Statistics under Varying Assumptions

VaR statistics are not readily comparable across flms because of differences in the breadth of products included

in each firms VaR model in the statistical assumptions made when simulating changes in market factors and in

the methods used to approximate portfolio revaluationt under tht smmlated market conditions The extreme

market volatthties the latter part of 2008 had agmficant impact on VaR tu 2009 The impact vanes

dcpcndng on the factor history assumptions the frequency with which the factor history is uixlnccd and the

confidence leveL As result VaR statistics are more reliable and relevant when used as indIcators of trends in

risk taking rather than as basis for inferring differences in risk taking across firms

Table presents the VaR statistics that would result if the Company were to adopt alternative parameters for its

calculations such as the reported confidence level 95% veru 99% for the VaR ttatrtic or thurter hrtoncal

ume series tour year verus one year for market data upon whit..h it bases its sinwlatiomt Both the average

four-year VaR and the average one-year VaR for 2009 are sensitive to the high market volatilities experienced in

the fourth quarter of 2008 However we expect the one ye ir VaR to decline relative to the tour-year VaR in the

coming months as the highly volatile period the fourth quarter of 2008 will remain in the four year VaR but

will no longer be factor in the one-year VaR

Table Average 95% and 99% Trading VaR
with Four-Year/One-Year Historical Time Series

Primary Market Risk Category

Interest rate and credit spread

Equity price

Foreign exchange rate

Commodity price

Less Diversification benefitl

TradingVaR

Average 95%tOne.Duy VuR for Average %lOne-Day VaR 0r
2019 2109

Four Ycar One Year Iour tear One uar
Euctor History I.etor History laclor History 9ualor History

dotiars to millions

$105 $134 $218 $248

21 26 31 38

20 35 41 62

24 30 43 62

51 63 97 138

$119 $162 $236 $272

Dvi.riflnlion bem.fit equals hi diftcruici bUween Totat VaR and ilit Sam or the VaRs for ito four risk cau.pna ma bi.rn.tk nnai.s

bocaim the simulated am day losci.a for cach at the four
prlm.iry

market risk
cat.gones oci.ur on diticrent

d.ty asmil.u- divi.rilic.ition

bcrieflta aba arc taken into account within each earegory
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Distribution of VaR Staistics and NeL Revenues for 2009

As shown in Table the Companys average 95%fone-day Trading VaR for 2009 was $119 million The

histogram below presents the distribution of the Companys daily 95%/one-day Trading VaR for 2009 The most

frequently occurring value was between $112 million and $115 million while for approximately 93% of trading

days during the year VaR ranged between $103 million and $139 million

Year Ended December 31 2009

Daily 95% OneDay Trading VaR
dollars in mIllions
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As shown in Table the Companys average 95%/one-day Trading VaR for the one mouth ended December 31

2008 was SI 13 million The histogram below presents the ditributiou of the Companys daily 95%/one-day

Trading VaR for the one month ended December 31 2008 The most frequently occurring value was between

$11 million and $118 rni11ion while for approximately 70% of trading days during the month VaR ranged

between $lmillion and $118 million

One Month Ended December 312008

Daily 95% One-Day Trading VaR
doltars in miltions

is

c5

E3

flr fl

One method of evaluating the reasonableness of the Companys VaR model as measure of the companys

potential volatility of net revenue is to compare the VaR with actuat trading revenue Assuming no imra-day

trading for 95%/one-day VaR the expected number of times that trading losses should exceed VaR during the

year is and in general if trading losses were to exceed VaR more than 21 times in year the accuracy of the

VaR model could be questioned Accordingly the Company evaluates the reasonableness of it VaR model by

comparing the potential declines in portfolio values generated by the model with uuual trading results For days

where tosses exceed the 95% or 99% VaR stanstic the company examines the drivers of trading lo.ses to

evaluate the VaR models accuracy relative to reali7ed trading results

The Company incurred daily trading losses 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 VaR calcuhu ions on the long

term or unconditional distribution with four years of observations and therefore evaluates its risk from an

historical perspective The company is evaluating enhancements to the VaR model to make it more responsive to

more recent market conditions while maintaining longerterm perspective
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The histograms below show the distribution of daily net trading revenue during 2009 and the one month ended

December 2008 respecuvely for the Company trddmg businesses indudmg net mterest and non agency

commissions but excluding certain non-trading revenues such as primaiy fee-based and prime brokerage revenue

crethted to the trading businesses During 2009 and the one month ended December 31 2008 the Company

experienced net trading lovies on 38 days and 14 days respectively The loss days observed during December

2008 were driven predominately by increased levels of
votatility realized in the maftet

60

Year Ended December 31 2009

Daily Net Trading Revenue
excluding ptlmary revenue

dtllars In mfflions
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Credit Risk

credit risk refers to the risk of loss arising when borrower counterparty or issuer does not meet its financial

obligations The Company is exposed to two distinct types of credit risk in its businesses The Company incurs

single name credit risk exposure through the Institutional Securities business and to lesser extent through its

lending activities in tts Global We iIth Management Group Thts type of nsk requires i.redn an ilysic of specifk

cotinterparties both initially and on an ongoing basis The Company also incurs individual consumer credit

risk in the Global Wealth Management Group business segment lending to individual investors including margin

and non purpose loans collaterthzed by seunues and through single family residential prime mortgag loans in

jumbo or home equity lines ofredit 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 company-wide practices to 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 company and is calibrated within the

Companys risk tolerance The Credit Limits Framework includes single name limits and portfolio concentration

limits by country industry and product type Credit Risk Management is responsible for ensuring transparency of

material credit risks ensuring compliance with established limits approving material extensions of credit and

escalating risk concentrations to appropriate senior management credit risk exposure is managed by Credit Risk

Management and through various risk committees whose membership includes Credit Risk Management

Accordingly Credit Risk Management also works closely with the Market RIsk Department to monitor risk

exposures including margin loans mortgage loans and credit sensitive higher risk transactions

One Month Ended December 312008

Daily Net Trading Revenue
excluding primary revenue

dollars In
millions
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kistitulianat Securities Activities

Corporate Lending In connection with certain of its lnstitutkmal Securities business vitiCs the Company

provides loans or lending commitments including bridge Imanung to selected clients Such loans and lending

commitments can generally be classilied as either hitionithip-driven or event-driven

Relationship-driven loans arid leading commitments are generally made to expand business relationships wkh

select clients The commitments associated with relationship-driven activities may not be indicative of the

companys actual funding requirements as the commitment may expire unused or the borrower may not fully

utilize the commitment The borrowers ot relationship-driven Iendmg transactions may be Investment grade or

non-investment grade The Company may hedge its exposures in connection with relationship-driven

transactions

Event-driven loans and lending commitments refer to activities associated with particular event or

tninsactton such as to support client merger cquisitIon or recaprtahz.mon transactions The commitments

associated with these event-driven activities may not be indicative of the Companys actual funding

requirements since fundmg is contingent upon propoed transaction being completed In .iddiuon the borrower

may not fully
utiliie the commitment or the Company portion ot the commitment

ty
be reduced through the

syndication process The borrower
ability to draw on the comrnnment is also stibject to certain terms and

conditions among other fi.ictors The borrowers of event-driven lending transactions may be investment grade

or non mvLctment grade The Company risk manage its exposures in connection with event driven

transactions through various means including syndication distribution andlor hedging

Securitized Products While new activity has been reduced from historical levels the Company may extend

short or long-term funding to clients through loans and lending commit merits that are secured by assets of the

borrower md generally provide for over collateralization including commercial real est ite loans secured by

loan pools corporate and operating company loans and secured lines of revolving credit Credit risk with respect

to these loans and lending commitments arises from the failure of borrower to perform according to the terms

of the loan agreement or decline in actual or underlying collateral value

Derivatiie Contracts In the normal course of business the Company enters into variety of derivative

contracts related to finanual instruments nd commodtues The Company uses these instruments for trading and

hedging purposes us well as for asset and liability management These instruments generally represent future

commitments to swap interest payment streams exchange etirrencies or purchase or sell commodities and other

finunciul instruments on specific terms at specified future dates Many of these products have maturities that do

riot extend beyond one year although swaps options and equity warrants typically have longer maturities

The Company incurs credit risk as dealer in OTC derivatives Credit risk with respect to derivative instruments

arises from the failure of counterparty to perform according to the terms of the contract The Companys

exposure to credit risk at any point in tune is rcpresented by the fair value ot 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 participants and is further described in Note to the consolidated financial

statements Future changes in interest rates foreign currency exchange rates or the fair values of the financial

instruments conimodnics or indices underlying these contraus ultimately may result in cash settlements

exceeding fair value amounts recognized in the consolidated statements of financial condition

Other In addition to the activities noted above there are ether credit risks numaged 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 bniks securities firms and

other financial counterparties Certain risk management activities as they pertain to establishing appropriate

collateral aniottots for the Company prime brokerage and securitized product businesses are primarily

monitored within those respective areas in that they determine the appropriate collateral level for each strategy or

position In addition collateral management group monitors collateral levels against requirements and oversees

the administration of the collateral function In addition certain businesses with heightened settlement risk

monitor compliance with established settlement risk limits

Morgan StanLey



Analyzing credit Risk Credit risk management takes place at the transactIon counterparty and portfolio levels

In order to protect the Company from losses resulting from these activities Credit Risk Management analyzes all

matenal lending and denvative transactions and ensures that the creditworthiness 01 the Company

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 counterparues and borrowers These

credit ratings are intended to assess counterparty probability of default and are derived using methodologies

generally consistent with those employed by external rating agencies Credit ratings of 813 or below are

considered non investmeni grade Additionally Credit Risk Management evaluates the relative position of the

Companys particular obligation in the borrowers capital structure and relative recovery prospects as well as

collateral if applicable and other strtctural elements of the particular iransaction

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

multiple ways At the transaction level the Company scelcs to mitigate nsk through management of key nsk

elements 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 sell assign or sub participate tbnded loans and lending

commitments to other financial inslitutions in the pnmary and secondary loan market In connection with its

derivatives trading activities the Company generally enters into master netting agreements and collateral

arrangemeats with counterparties These agreements provide the Company with the
ability to offset

counterpartys rights and obligations request additional collateral when necessary or liquidate the collateral in

the eveiit of counterparty default

edzt ExposureCorporate Lendnig The following tables present information about the Company

corporate funded loans md lending commitments as of Detember 31 2009 and December 31 2008 The total

corporate lending exposure column includes both lending commitments and funded buns Fair value of

corporate lending exposure represents the fair value of loans that have been drawn by the borrower and lending

commitments thai were outstanding as of December 31 2009 and December 2008 Lending commitments

represent legally binding obligations to provide funding to clients as of December 31 2009 and December 31

2008 for both relationship-driven and event-driven lending transactIons As discussed above these loans and

lending commitments have varying terms may be senior or subordinated may be secured or unsecured are

generally contingent upon representations warranties and contracittal conditions applicable to the borrower and

may be syndicated traded or hedged by the Company

As of December 31 2009 and becember 31 2008 the aggregaie amount of invesiment grade loans was $6.5

billion and $74 billion respectively and the aggregate amount of non investment grade loans was $95 billion

and $9.4 billion respectively As of December31 2009 and December 31 P2008 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 whith include single inie sector and index hedges with notional amount of $25 billion and

$35.7 billion related to the total corporate lending exposure of $64.0 billion and $60.7 billion its of December 31

2009 and December 312008 respectively
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The tables below show the Companys credit exposure from its corporate 1endng sitiuns and lending

commitments as of December 31 2009 and December 31 2008 Since commitments associated with these

business activities may expire unused they do not ne.esnn1y reflect the .sctudl futurt. ca.h tunding requirements

Corporate Lending Commitments and Funded Loans at December 33 200

542

3141

3116

4272

Years to Maturity

233$

4354 275

9796 1129 548

16191 3496 164

80

918

4548

775

7690

12671

19575

grade 11071 30574 4900 712 47257 6546 40711

Non-investment grade .... 749 6525 6097 3322 16693 9517 7176

Total ........ $11820 $37099 $10997 $4034 $63950 $16063 $47887

Obligor ercdit ratings are dricd by Credit Risk Management using methodologies generally consistent with those employed by

external toting osies

Total carporale lending exposure represents the Compsnys potential loss asamuing the thu value ol funded loans sod lending

enabniesirs were zero

The Cotupanys corporate leading exposure carried at thir aluc includes $l4 billion of landed kiorot anti S04 Isilikas of lending

commitments recorded in fltvtnersl nistmo ntnts twnet and menenal lnsCnnnLnt sold not yet purehoited napectisely in the

consolidated seneincols ot intincs.d condition as of Dcci.mbci 31 2109 Th Company ciarporsit lending t.xpostw
lined at lized

cost incides $551 mitiian or onded loans recorded in fleceivahinsother loon in the consolidated stahimeftis of lnancial eonditin

4i Amounts
represent

the notioot amount of unfunded leading eomniiimcnta lesa the amount of eoinmitiuenta reflected in the Companys

eonsolkhnetl steienrenrsoffiancialcadftion

Corporate Lending Commitments and Funded Loans at December 312008

Credit Retingl

AAA
AA

BBB

Investment

Corporate

Total Corporate I.endhsg Corporate

Lending Exposure nt Lending
has than 1-3 3-5 Over Exposurv2 Fair ValueS Cummitmttnls4

dollars In miltionx

775

7.770

14589

______ ______ ______ _____
24123

______ ______

Corporate

Years tuMuturity
Total Corporate

Less then 1-3 3-5 Over Exposurolz Fair Vaiuci3

dollars in millions

Corporate

Lending

Conmiithwntt4Qrcdit RatlngO

AAA 842 114 1374 2.330 67 2263

AA 2685 718 3321 73 6.797 33 6764

4.899 5321 5892 69 16.181 2.291 13890

81313 274 7722 8299 255 19021 5017 13984

investment grade .. 11171 13875 18886 397 44329 7.428 36.901

Non-investment grade 1144 3.433 5301 6.516 16394 9389 7.005

Total $12315 $17308 $24187 $6913 $60723 $16817 $43906

Obligrar credit ratings are determined by Credit Risk Management using niethodologies generally consistent with those employed by

exteiiial ruling agencies

Total uitptarak lending exposure rt.presents the Comp toy pii.ttltal losS tsctsm ng tire faw vaIu of funded loans .nd lndirii

commitments were saiD

The Company l.orporate lending r.xponsn .ii
fair value inchidsa $199 billion of loaded loans and $3 britain nI tr.ndmg cosnmrlm.rm

recorded in Finncisl instruments owned and Financial irLctnimOlt5 std not yet purchased respectively in he mnaolidatml statements

of financial cundkion as of Decembcr 31 200$

Amounts
represent

the notionS onmornof unfunded lending erimedirmenta less the am000i commitments reflactcrl in she Companys

consolidated sroernenecot financial condition
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Event-driven Loans and Lending Commitments as ofDecember3l 2009 and December31 2O08

Included in the tot.tI corporate lending exposure amounts in the table above as of December 31 2009 is event

driven exposure of $5.6 billion composed of funded loans of $2.8 billion and lending commiiments 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-investment grade borrowers that were closed

Included in the total corporate lending exposure amounts in the table above as of December 31 2008 is event

driven exposure of $9.3 billion composed of funded loans 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

loans and lending commitments to non-investment grade borrowers that were closed

Activity associated with the corporate event-driven lending exposure during 2009 was as follows dollars in

millions

Event-driven lending exposures at December31 2008 9327

Closed commitments 3259

Withdrawn commitments 267
Net reductions primarily through distnbutions 6708
Mark-Ira-market adjustments 10

vent-diiven lending exposures at December 31 2009 5.621

Credit ExposureDhvitives The tables below present summary by counrerpany credit rating and

remaining contract maturity of the fair value of QTC derivatives in gain position as ot December 31 2009 and

December 31 2008 Fur vulue is presented in the final column net of collateral ret.etved principally cash tad

U.S government and agency securities

OTC Derivative ProductsFinancial Instruments Owned at December 31 20091

CrossMut.urlty

nd Net ltxpour Net Exposure
ears on

Cash Collateral Post Cash Post

Crctht Raliut2 Less than 1.3 Over Nettlng3 Collateral Coltaisral

dolinrs In millions

AAA 852 2026 3876 9331 6616 9469 9082
AA 6469 7855 6600 15071 25576 10419 8614

8018 10712 7990 22739 38911 10488 9252

BBB 3032 4193 2947 7524 8971 8725 5902

Non-investment

grade 2773 3331 2113 4431 4534 8114 6525

Total $21 144 $28 117 $23526 $59096 $84 668 $47215 $19375

Fair values shown
represent

the Companys net
exposure so conntvrpanies

rehied to the Companys OTC derivudve podueta The table

dm not soclu hd sli.nv.divrs .uvd thi elfcs.t of .my rhtt.d hcdg.s utsln 1st Consp toy Th ltibk also ethsdes lair vain

orsporeling so otscr credit exposures such as those
arising rum sh Companys lending rsciviiks

Obliger rcdii r.stmgs .ue d.krnnntd by Ctedtt Risk Managuni.nl astag inthedotogte gu_rl1y s.omlslt.at with thus .mpksyi.d by

external rating agencies

An cures repress.nl lIst nsttm of rts.uvssble halmcss with pay i1k bitustes lir the tme ctunterpuly .cms rn.sIuriiy t411gooe

Receivable usd
payable

baInev with the astor eounwrprny hi the same maturity category are netted within such maturity category

where appropriate Cash collateral rereiviat is netted on counterpurty has.tss provided legal right of offset Csi5irt
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OTC Dcrivatiie ProductsFinancial instruments Owned at December 31 2DO1

Cross-Maturity

nod Net Exposure Net Exposurt
ears to finn

.rcdil ltatlngtz Less than 3-5 Over Nettntg .oflstenxl Collateral

dollars In millions

AAA ..... 1928 3588 6235 $16623 11.060 $17314 $15849

AA 10447 13133 16589 40423 63498 17094 15018

............. 7150 7514 7805 21752 31025 13196 12034

BBB 4660 7414 4980 8614 6571 1910s 14101

Non-investment

grade ......... 8219 8.163 5416 7341 12597 16542 12131

Total .... $32410 $39812 $41025 $94753 124.751 $83249 $69133

Fair values shown
represent

the Companys net
exposure to counterpsrtiea related to the Companys OTC derivative pr The Isbl

dues nut include Baled dervatives and the effect of any rotated hedges utilired by the Company The table sItu cacludes tate asian

to ether credit exposures inch air those urisins from the Companys tending aeth6tica

Ob1ior credit ratings are detennined by Credit Risk Management using methudolcsgicx generally eonrdetent with those employed by

external rating agencies

Amounts represent the netting of rcaresvabhr ms with pay ble bdances for lh wn i.ostntsxprly sssnn tmttumity stegurtca

Receivable arid p.tyrsble balances with the same e000teparty the ets rasiunly i.idcory arc netted wtbm such
ntatsinty category

where appropæate Canhenltaterrd received is netted on cnurtcrpsrty lassie provided legal right if offset exists

The following tables summarize the fair values of the Companys OTC derivative products recorded in Financial

snstruments owned and Financial mttrument sold not yet purhitsed by product category md matunty .ta of

December 31 2009 including on nd basis where applicable reflecting the fair value of related non-cash

collateral for financial instruments owned

OTC Derivative ProductsFinancial Instruments Owned at December 312009

Cross-Maturity

YearS to Mtuelt
and Net Exposure Net Exposure

Cairh Coilaler.tl Post-Cash Post-

Product Type Less than 3.5 Over Nettlng1 Collateral Collateral

dnllarxinmilllons

Interest rateand currency

swaps interest rate options

credit derivatives and other

fixed income securities

contracts $11958 $19556 $20564 $57240 $76255 $33063 $29444

Foreign exchange forward

contracts and options 3859 916 201 40 1994 3022 2699

Equity securities contracts

including equity swaps

wlrrnnts and options 987 023 441 697 065 2083 1109

Commodity forwards options

and swaps 3340 6622 2320 1119 4354 9047 6123

Total $21 144 $28 117 $23 526 $59 096 $841i68 $47215 $39 375

Amounts represent the netting of receivable balances with payable batuneca for the crane counterparty across nutsirity and product

categories
Receivable and payable batencs with the sante eountecpnrty in the same tnstttrity category arc netted within the maturity

category where appropriate Cash collateral received is netted ott acoanarparty basis provided legal rightof offset exists
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OTC Derivative ProductsFinancial Instruments Sold Yet Purchased at December 3120191

cow-Maturity

Vows to MIurity
Cash Collateral

Eent than 1-3 3-S Ovec 14ettlngt2 Total

dollars in millions

The following tables summarize the fair values of the Companys OTC derivative products recorded in FmnancaI

instruments owned and Financial instruments sold not yet purchased by product category and maturity as of

December 31 2008 tncluding on .i net basis where zipp1iable reflecting the fair v.tlue of related non cash

collateral for financial instruments owned

OTC Derivative ProductsFinancial Instruments Owned at December 312008

Cross-Matwity

anti t4et posare Net Exposure
cure atunty Cash Collateral Post-Cush Poet

Lvsthan 1-3 34 Over5 Netiing1 collateral Collateral

tdolInrs In mWtons

Interest rate and currency

swaps interest rate options

credit derivatives and other

fixed income securities

contracts ....... 8914 $22965 $36497 $9146 $107667 $52177 $45841

Foreign exchange forward

contracts and options 8465 2363 320 68 3882
Equity securities contracts

including equity swaps

warrants and options 4333 2059 606 1088 4991
Commodity forwards options

and swaps............. 10698 12425 3602 2129 8211 ______ ______

Total $32410 $39812 $41025 $94753 $124751
______ ______

Anwunts eptsseni
the netting nf receienble balances with payable balances or the same countemany across maturity and preduel

categories Recciusbie and payable balancte with the same eounterparty in the came nauuriiy category
are netted within the mawrity

category where appropriate Cash collateral received ine1ied ms ac000terpany batie pnMdedlegl right of offset xiat

Product Type

Interest rate and currency swaps interest rate

options credit derivatives and other fixed

income securities contracts 6054 $1 1442 $11795 $32133 $40743 $20681

Foreign exchange forward contracts and

options 3665 647 201 72 1705 2880

Equity securities contracts including equity

swaps warrants and options .......... 4528 2547 1253 1150 5.860 3618

commodity forwards options andswaps.... 3727 4668 1347 975 5336 5381

Total .......................... $17974 $19304 $14596 $34330 $53644 $32560

Since these amounts are liabilities of the Company they do not result in credit exposures

2i AmonOis represent lIst ctetitn5 of reeuahIt batanecs with payable balances for the s.unt counterparty n.mss maturity and product

catgorics Rceivabtc cod payabi balances with the same t.ounterparty in the same nmtcrity category are netted within the maturity

category wleec appropaale Cash cell ftemi paid
is netted one t.ountesprwt bests provided legal rilht

of effect exists

Product Type

7334 6409

3095 1365

20643 15518

$83249 $69133
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OTC Derivative ProductsFinancial Instruments SoLd Not Yet Purchased at December 3124081

Cruss-l1atur1ty

Yiti toMatwity
Casi Cteral

Product Type Less than 13 3-5 Over Netting2 Total

doflars in mifltons

Interest rate and currency swaps intereat tale

options credit derivatives and other fixed

income securities contracts 8547 $17356 $24777 $55237 $69985 $35932

Foreign exchange forward contracts and

Options ......... 7355 1650 377 159 3110 644

Equity securities contracts including equity

swaps warrants and options 2661 3446 1685 1858 6149 3501

Commodity forwards options and swaps 7764 10283 2321 1082 8302 13148

Total $26327 $32745 $29160 $58336 $8754$ $59922

Since theac amounta ate liabflitiev of the Company they do not retuh In eredh expon.res

Amoonis repreceni the netting or reieivablc b$anccr with payable b.itsiices for the same c000terp.rmy ncro. mammy and predact

categoric
tb.cewbk and

payable
butonces with the eme countcxp.rrty In thi vmc maturity category rre netted within the nnitucrty

category where appropriate Cash cóllutcr5t paid is netted on counterpasty basis provided legal rttht of offset exisis

The Companys derivatives both listed and OTC on net of counterparty and cash collateral basis as of

December 31 2009 and December 31 2008 are summarized tn the table below showing the fair value at the

related assets and liabilities by product category

At December 312000 At December 31 20011

Product Type Assets thsbilitics \5set LiabllMrs

dollars hi millions

Interest rate and cumnicy swaps interest rate options credit

derivatives and other fixed income securities contracts .. $33307 $20.91 $52391 $36146

Foreign exchange forward contracts and options 3022 2824 7334 6425

Equity securities contracts including eqinty swaps warrants and

options 3619 7371 8738 8920

commodity forwards options and swaps .......... 9133 7103 20955 17063

Total $49081 $38209 $89418 $68554

Each category of derivative products in the above tables includes 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-U.S currencies

The Company determines the fair values recorded in the above tables using various pricing models For

discussion of fair value us it affects the consolidated financial statements see Managements Discussion and

Analysts of Financial Condition and Results OperzutonsCrIIIL4I Accounttng Policies in P.srt II Item

herein and Notes and to the consolidated financial statements

credit Derivatives credit derivative is contract between seller guarantor and buyer beneficiary of

protection against the risk of credit event occurring on set of debt obligations issued by specified reference

entity The beneficiary pays periodic premium typically quarterly over the life of the contract and is protected

for the period If credit event occurs the guar.unor is required to 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 moratorium Debt

restructurings are also considered credit event in same cases In certain transactions referenced to portfolio of

referenced entities or asset-backed securities deductibles and caps may limit the guarantors obligations
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The company trades in variety of derivatives and may either purchase or write protection on single name or

portfolio of referenced entitles The Company is in active market-ni tkLr in the credit derivatives nnrkets As

market maker the Company works to earn bid offer spread on licm flow business and manage any residual

credit or correlation risk on portfolio basis The Company also trades and takes credit risk in credit default swap

form on propnetary basis Further the Company uses credit dc.riv raves to man ii us exposure to residential

and commercial mortgage loans and corporate lending exposures during the periods presented

The Company actively monitors its counterparty credit risk related to credit derivatives majority of the

Companys counterparties are banks brokerdealeni 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 Companys exposure to Monolines see Certain Factors Affecting Results of Operations

Monoline Insurers herein The master agreements with these Monnline counterparties are generally unsecured

and the few rtttngs based triggers if my 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 adjustnients as appropriate

The following table summarizes the key characteristics of the Companys credit derivative portfolio by

counterparty as of December 31 2009 The fair values shown are before the application of any eounterparty or

cash collateral netting

tt tveunlaer 312009

Fair Valuest Nottaaltds2

iteceivable Payable Beawilciary Guarantor

tduttars In mitltaus

Banks md securities firms $125 152 $115 853 $2294658 $2213761

Insurance and other financial instittttions 15422 9310 194353 229630

Monolines 4903 22886

Non financtal entities 387 69 990 614

Total $146064 $125234 $2515887 $2447025

Amounts shown are presented before the application or any roatuerpariy or cash collateral netting The Companys ererht dcl anti maps

arc etaasined in both tact and Level of the fair value hierarchy Approximately 16% of receivable fair values-am 11% or payable

fate values represent Levet amounts

/ts part
of an industry-wide effort 10 reduce the total notional amount of outstanding otfaening credit derivative trades the Company

participated in novating credit rtetodt swap contracts wiih external counteeparties to central clearinghouse during 2009

country Erposure As of December31 2009 and December 31 2008 primarily based on the domicile of the

counterparty appmxtmately 5% and 8% respectively of the Company credit exposure for credit exposure

arising from corporate loans and lending commitments as discussed above and current exposure nrising from the

companys OTC derivative contracts was to emerging markets and no one emerging market country accounted

for more than 1% and 2% respectively of the Companys credit exposure

The company defines emerging 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 accot nlable systems

that are consistent with advanced countries
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The following tables show the Companys percentage of credit exposure from its primary corporate loans and

lending commitments and OTC derivative products by country as of December31 2009 and December31 2008

corporate Lending ESposure

At Decunber 31 At December31

Country 209 200

United States 65% 68%

United Kingdom

Germany

Other 22 20

Total 100% 100%

OTC Derivntiye Products

At December31 itt December31

Coirntry 2009 2008

United States 31% 35%

Cayman Islands 14 10

United Kingdom

Italy

Gormany

France

Jersey

Ireland

Japan

Other

Total

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

ari9ing from corporate loans and lending commitments as discussed abave and current exposure arising from the

Companys OTC derivative contracts

The following tables show the Companys percentage of credit exposure from its primary corporate loans and

1endin commitments and OTC derivative products by industry its of December 31 2009 and DeLember 31

2008

Corporate Lending Exposure

iti December31 AtThicember3l

lndui.iry 2009 200

Utilities-related 5% 13%

Consumer-related entitiet 10 10

Financial institutions 10

Telecommunications II

Media-related entities

General industrials

Technology-related industries

3ealthcare-reluted entities

Energy-related entities

Other

Total 100% 100%
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OTC Derivative Products

At December hi At December 31
Industry 2109 2908

Financial institutions 41% 38%

Sovereign entities 19 15

Insurance 13

Utilities-related entities

Energy-related entities

Transportation-related entities II

Other iS 14

Total 100% 100%

Global Wealth Management Group Activities

Margin Lending Customer margin accounts the primary source of retail credit exposure are collateralized in

accordance with internal and regulatory guidelines The Company monitors required margin levels and

established credit limits daily and pursuant to such guidelines requires customers to deposit additional

colltieral or reduce positions when necessary Factors considered in the review of margin loans are the amount

of the loan the intended purpose the degree of leverage being employed in the account and overall evaluation of

the portfolio to ensure proper diversification or in the case of concentr ited positions appropriate liquidity of the

underlying collateral or potential hedging strategies to reduce risk Addition ilty transactions relating to

concentrated or restricted positions require review of any legal impediments to liquidation of the underlying

collateral Underlying collateral for margin loans is reviewed with respect to the
liquidity

of the proposed

collateral positions valuation of securities hissonc 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

billion respectively of customer margin loans outstanding

Thi Company through agreements with Ott relating to the formation of MSSB retains cert tin credit risk for

margin and non-purpose loans that are held at Citigroup Global Markets Inc in its capacity as clearing broker ror

certain MSSB clients The related loans are generally subject to the same oversight as similar margin and non-

purpose loans held by the Company and its subsidiaries

xVon-purpose Securities-tiased Lending Non-purpose securities-ba.sed lending allows clients to borrow money

against the value of qualifying securities for any suitable purpose other than purchasing.trading or carrying

marketable securities or refinancing margin debt The Company establishes approved lines and advance rates

against qualifying securities and monitors limits daily and pursuant to such guidelines itquires customers to

deposit additional collateial or reduce debt positions when necessary Factors considered in the review of non

purpose securities-based lending re amount of the lo in the degree of concentrated or restricted positions and

the overall evaluation of the portfolio to ensure proper diversification or in the ise of concentrated positions

appropriate liquidity of the underlying collateral or potential hedging strategies Underlying collateral for non-

purpose secunties based loans reviewed with respect to the liquidity
of the proposed collateral positions

valuation of securities historic trading range volatility analysis and an evaluation of industry concentrations

Onnniercial Lending The Global Wealth Management Group provides structured credit facilities to high net

worth individuals and their small and medium-size domestic businesses with suite of products that includes

working capiuil lines of credit revolving lines of credit standby letters of credit term loans and commercial real

estate mortgages Clients are required to submit credit application and financial statements to centralized

edit prot.essing plattorm md underwnting profcssionals recomnienct lending structure following au

analysis of the borrower the guarantor the collateral cash tiow liquidity leverage and credit history FOr

standard transactions credit requests are approved via signattire of independent credit professionals and where

transactions are of size and higher complexity approval is secured through formal loan committee chaired by

independent credit professionals The facility is risk rated and upon credit approval and loan closing is closely

niuniored through active account management and covenant compliance certificates
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Cimsumer Lending .4ctiWlies

With respect to first mortgages and second mortgags including HELOC mortgage lending loan

evaluation process is adopted within framewoik of credit undt.rwriting policies and collateral iluatton The

Companys underwriting policy is designed to ensure that all borrowers puss an assessment of capacity and

willingness to pay which includes an analysis of applicable industry standard credit scoring models eg FICO

scores debt ratios and reserves of the borrower Loan-to-collateral value ratios are determined based on

independent third party property appraissl/valuattons md .et.umy lit.n position is stahlished through title

ownership reports Historically all mortgages were originated to be sold or securitized Eligible conforming loans

are currently sold to the government-sponsored enterprises while most jumbo and 1-IELOC loans will be held for

investment in the Companys portfolio

Operational Risk

Operational risk refers to the risk of financial or other loss or potential damage to firms reputation resulting

from inadequate or failed internal processes people systems or from external events fr exkrnal or internal

fraud legal and compliance risks damage to physical assets The company may incur operational risk across

the full smape of its buinest activities including revenuL nemung aCtivities siles and trading nod

support functions e.g information technology and facilities management Legal and compliance risk is

included in the scope of operational risk and is discussed below under Legal Risk

The goal of the Company operational risk management framework is to ettablitt company wide operational

risk standards related to risk measurement monitoring and management Operational risk policies establish

framework to reduce the likelihood and/Or impact of operational incidents as well as to mitigate legal regulatory

and reputational risks The framework continually responds to changing regulatory and business environment

landscape As foundation for the Easel 11 Advanced Measurement Approach an enhanced risk-based capital

mode has been developed for the calculation of capital related to operational risk This model encompasses both

quantitative and qualitative elements including internal and external operational incidents metrics risk and

control self-assessments and scenario analysis

The Operational Risk Oversight Committee company-wide committee is chaired by the Companys Chief

Risk Officer and assists the FRC in executing its responsibilities for oversight of operational risk including

ev iluating issessmcnts of ritk exposure reviewing the Company significant operational risk exposures

recommending and overseeing company-wide rernedintion efforts review and evaluation of current event risk

issues and establishing company wide operational risk program standards related to risk measurement

monitoring and management

The Companys Operational Risk Manager oversees monitors measures analyzes and reports on operational

risk across the Company The Oper itional Risk Manager is independent of the business segments and is

supported by the company-wide Operationat Risk Department The Operational Risk Manager is also responsible

for facilitating designing implementing and monnonng th company wide operitton ml risk program The

Operational Risk Depaniueni works with the business segments and control groups to help ensure tr.insparem

consistent and comprehensive framework for managing operational risk within each area and across the

Company globally

Primary responsibility for the management of operational risk is with the business segments the comrol groups

and the business managers therein The business managers generally maintain processes and controls designed

to identify assess manage mitigate and report operational risk As new products and business activities are

developed and processes are desmned and modified operational risks are considered Each business segment has

designated operational risk coordinator The operational risk coordinator regularly reviews operational risk

issues and reports with senior management within each business Each control group also has designated

operational risk coordinator or equivalent and forum for discussing operational risk mutters and/or reports

with senior management Oversight of operational risk is provided by business segment and regional risk

committees and the Operational Risk Overtight Committee
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Business Continuity Management is an ongoing program of analysis and planning that helps ensure recovery

sintegy and required resources for the resumption of critical business functions tollowing disaster or other

business interruption Disaster recovery plans are in place for critical facilities and resources on company wide

basis and redundancies are built into the systems as deemed appropriate The key components of the Company

disaster recovery plans include crisis management business recovery plans applications/data recovery work

area recovery and other elements addressing management analysis training and testing

The Company maintains an information security program that coordinates the management of intbrmation

security risks and satisfies regulatory requirements Information security procedures are desIgned to protect the

Coinpaity information assets against unauthorized disclosure moditicauon or misuse These procedures cover

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 utilizes the services of external vendors in connection with the Compunys ongoing operations

These may include for example outsourced processing and support functions and consulting and other

professional services The Company manages its exposures to the quality of these services through variety of

means including service level and other contractual agreements service and quality reviews and ongoing

monitonng of the vendors performance it is anticipated that the use of these services will continue and possibly

increase in the future

Legal RIsk

Legal nsk includes the risk of non-compliance with applicable legal
and regulatory requirements and standards

Legal risk also includes contractual and commercial nsk such as the risk that counterparty performance

obligations will be unenforceable The Company is generally subject to extensive regulation in the different

jurisdictions in which it conducts its business see BusinessSupervision and Regulation in Part Rem

The Company has established procedures based on legal mid regulatory requirements on woddwide basis that

are designed to foster compliance with applicable statutory and regulatory requirements The Company

principally through the Legal and Compliance Division also has established procedures that are designed to

require that the Company policies relating to conduct ethics and business practices are followed globally ln

connection with its businesses the Company has and continuously develops vnrious 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 gr inting money latindenng

pnvacy and recordkeeping In additton the Company has cstablished procedures to mitigate the risk that

counterpartys perfoemance obligations will be unenforceable including consideration of counterparty legal

authority and capacity adequacy of legal documentation the permissibility of trinsaction tinder applicable iw

and whether applicable bankruptcy or insolvency laws limit or alter contr ictttal remedies The legal and

regulatory focus on the financial services industry presents continuing business challenge for the Company
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Item Quantitative and Qualitative Disclosures about Market Risk

Market Risk

The Company uses Value-at-Risk VaR as one of range of risk management tools VaR methodology has

various strengths and limitations winch include but are not limited to use of historical changes in market risk

factors which may not accurate predictors of future market conditions and may not fully incorporate the risk

of exl.reme 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 single day which does not

reflect the risk of positions that cannot be liquidated or hedged in one day 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 ctimstances could produce significantly different results from

those produced using more precise measures For further discussion of the Companys VaR methodology and

its limitations and the Companys risk management policies and control stnicture see Quantitative and

Qualitative Disclosures about Market RiskRisk Managemen in Part II Item 7A of the Form 10-K

The tables below present the VaR for the Companys Aggregate Trading and Non-Trading portfolios on

quarter end quarterly average and quarterly high and low basis see Table below The VaR statistics that

would result if the Company were to adopt alternative parameters for its calculations such as higher reported

confidence level 99% rather than 95% or shorter historical time series of market data one year rather than

four years are also disclosed see Table below

Aggregate VaR incorporates certain non-trading risks including the interest rate risk generated by funding

liabilities related to institutional trading positions public company equity positions recorded as investments by

the Company and corporate loan exposures that arc awaiting distribution to the market Investments made by the

Company that are not publicly traded are not reflected in the VaR results presented below Aggregate VaR also

excludes the cretin spread risk generated by the Company funding liabilities and the interest rate risk associated

with approximately $7.3 billion of certain 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

mark to-market funding liabilities corresponded to an increase in value of approttmately $14 million and $11

million for each basis point widening in the Companys credit spread level at September 30 2010 and

June 302010 respectively

The credit spread risk relating to the Companys mark-to-market derivative counterpany exposure is aIsO

managed separately from VaR The credit spread risk sensitivity of this exposure corresponds to an increase in

value of approximately $8 million and $6 million for each i-I basis point widening in the Company credit

spread level at September 302010 and June 30 2010 respectively

The counterparty portlolio which reflects adjustments net of hedges relating to counterparty credit riik and

ether market risks was reclassified from Non-Trading VaR into Trading VaR as of January 2010 This

reclassification reflects regulatory considerations surrounding the Companys conversion to financial holding

company and the trading book nature of the Companys 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 data VaR should

not be viewed as predictive of the Companys future revenues or financial performance or of its ability
to

monitor and manage risk There can be no assurance that the Company actual losses on particular day will not

exceed the VaR amounts indicated below or that such losses will not occur more than five times in 100 trading

days VaR does not predict the magnitude of losses which should they occur may be significantly greater than

the VaR amount
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Table below presents 95%/one-day VaR for each of the Companys primary market risk exposures and on an

aggregate basis at September 30 2010 and June 30 2010 The average high and low figures for the quarters

ended September 302010 and June 30 2010 are also included

95% Oac-lay VaR Tar the 115% One-1ay VaR for the

Table 95% Total VaR Quarter Ended plembcr 3U 2010 Quarter Ended Junc 30 201

Period Peiiod

rhnnry Market Risk Category End Averuga High Law End Average High Low

dollars in mifliens

Interest rate and credit spread $130 $137 147 $128 $145 $132 $145 $119

Equity price 39 28 52 19 26 29 34 24

Foreignexchangerate 24 18 36 19 26 45 10

commodity price 28 32 36 27 29 29 33 26

Less Dwersiuicauon benefitl 73 73 19 50 73 77 111 48

Total Trading VaR $148 $142 152 $133 $146 $139 $146 $131

Total Non-Trading VaR $113 $103 116 83 82 67 88 57

Aggregate VaR $208 $189 $217 $169 $176 $U14 $3 $146

Divenlitcatian benefit equals the dilfmence between Total VaR and the sum the Valts or the four primary risk tegoaies Thu

benefit artaes became Ihe simutulid one day louses or esh of ttw faa pnnauy nuirket rair vategoras error on dttfercni daya uralar

diversification benefits also arc taken into aerouni within each macgory

The Companys average Trading VaR for the quarter ended September 30 2010 was $142 million compared

with 5139 million for the quarter ended June 30 2010 increases in interest rate and credit risk were offset by

reduced 010 and emerging market foreign currency risk

The Companys average Non-Trading Yak for the quarter ended September 30 2010 was $103 million

compared with $67 million for the quarter ended June 30 2010 The increase in Non-Trading VaR was due

primarily to increased exposure to Invesco driven by price rally in the stock as well as increased interest rate

sensitivity of deposits in the declining rate environment

The Companys average Aggregate Yak for the quarter ended September 30 2010 was $189 million compared

with $164 million for the quarter ended June 30 2010 The increase in Aggregate VaR 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 Iiims because of differences in the breadth of products included

in each firm VaR model in the statistical assumptions made when simulating changes tat market factors and in

the methods used to approximate portfolio revaluations under the simulated market conditions These differences

can result in materially different VaR estimates fr 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 result

VaR statistics are more reliable and relevant when used as indicators of trends In risk taking rather than as basis

for inferring differences in risk taking across firms
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Table below presents the VaR statistics that would result if the Company were ro adopt alternative parameters

for its calculations such as the reported confidence level 95% versus 99% for the VaR statistIc or shorter

historical time series four years versus one year for market data upon which it bases its simulations

Thble 295% nd 99% Ayerege 95% Average Otse-Thty YaK 99% Average One-Day VaR

Trading VaR with Four.Year One for the Quarter Ended for the Quarter Ended

Year Historical Time Scrie September 3G 2011 September30 2010

Pour-Year OneYear Four.Year OnaXear

Primary Morket Risk Category Parlor History Parlor History Factor flistory Factor History

dollars In mittions

Interest rate and credit spread $137 85 278 $146

Equity price 25 23 40 35

Foreign exchange rate 18 18 30 27

Commodity price 32 22 53 34

Less Dwersification benefit1 73
Total Trading VaR $142 $98 $Z2 $155

Diversification benefit equals the difference between Total VaR and the sum of the Welts for the rour risk categories This benefit arises

because the timulatcd
one-day

tosses for each of the four
primary market risk cateorics occur on different days similar diversification

benefits also are taken into aceomtt within each category
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Distribution of VaR Statistics and Net Revenues for the quarter ended September 302010

As shown in Table above the Companys average 95%/one-day Trading VaR for the quarter ended

September 30 2010 was $142 million The histogram below presents the distribution of the Companys daily

95%/one day trading VaR for the quarter ended September 30 2010 The most frequently occurring value was

between $138 million and $141 million while for approximately 59% of trading days during the quarter VaR

ranged between $132 million and $141 mtllion

Quarter Ended September 30 2010

DaIly 95%/ One-day Trading VaR

dollars in milllons

nfl ri

134 Morgan Stan ley



One method of evaluating the reasonableness of the Companys VaR model as measure of the Companys

potential volatility of net revenue is to compare the VaR with actual trading revenue Assuming no intra day

trading for 95%/one-day VaR the expected number of times that trading losses should exceed VaR during the

year is 13 and in general if trading Tosses were to exceed VaR more than 21 times in year theaccumey of the

VaR model could be questioned Accordingly the Company evaluates the reasonableness of its VaR model by

comparing the potential declines in portfolio values generated by the model with actual trading results For days

where losses exceed the 95% or 99% VaR statistic the Company examines the drivers of trading losses to

evaluate the VaR models accuracy relative to realized trading results

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 quarter at the 5% confidence level The Company bases its VaR calculations on the long term or

unconditional distribution with four years of observations and therefore evaluates its risk from longer-term

perspective The Company is evaluating enhancements to its VaR model to make it more responsive to more

recent market conditions while maintaining longer-term perspective

The histogram below shows the distribution of daily net trading revenue for the quarter ended September 30

2010 for the Company 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 to the trading businesses During the quarter ended

September 30 2010 the Company experienced net trading losses on 10 days

Quarter Ended September 30 2O1

Daily Net Trading Revenue

dollars In millions

is

16

14

12

10
Ia

r-r __________

CM 1- CM CM

Loss N- GaIn
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Credit Risk

For further discussion of the Companys credit risks see Quantitative and Qualitative Disclosures about

Matket RiskCredit Risk in Part II item 7A of the Form 10-K

Credit ExposureCorporate Lendisg In connection with certain of its Institutional Securities business

activities the Company provides loans or lending commitments including bridge financing to selected clients

Such loans and lending conintitments can generally be classified as either relationship-driven or event

driven

Relationship-driven loans and lending commitments are generally made to expand business relationships with

select clients The commitments associated with relationship-driven activities may not be indicative of the

Companys actual firnding requiremeists as the commitment may expire unused or the borrower may not fully

utilize the commitment The borrowers of relationship-dnven lending transactions may be mvestrnent grade or

non investment grade The Company may hedge its exposures in connection with relationship driven

transactions

Event-driven loans and lending commitments refer to activities associated with particular event or

transaction such as to support client merger acquisition or recaptuulization transactions The commitments

associated with these event-di-iven activities may not be indicative of the Companys actual funding

requirements since funding is contingent upon proposed transaction being completed In addition the borrower

may not fully utilize the commitment or the Companys portion of the commitment may be reduced through the

syndication process The borrowers 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

transactions through various means including syndication distribution andfor hedging

The following table presents information about the Companys corporate funded loans and lending commitments

.it September 30 2010 The total corporate lending exposure column iacludcs both lending commitments and

funded loans Fair value of corporate lending exposure represents the fair value of loans that have been drawn by

the borrower and lending con itmCnt$ that were outstanding at September 30 2010 Lending commitments

represent legally binding obligations to provide funding to clients at September 30 2010 for both relationship-

driven and event-driven lending transactions As discussed above these loans and lending 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 Company

At September 30 2010 the aggregate amount of investment grade loans was $4.6 billion and the aggregate

amount ot non-investment grade loans was $6 billion At September 30 2010 the aggregate amount of lending

commitments outstanding was $60.4 billion 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 notional amount of $21.3 billion related to the total corporate lending

exposure of $7 L7 billion at September 302010
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The table below shows the Companys credIt exposure from its corporate lending positions and lending

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

Cerporate Lending Commitments and Funded Louns at September 302010

Corporate

toM in

T0l4 Corporate Lending Corporate
curs

Lending Exposure in Lending

Credit Ralingi Less than 1.3 3-5 Over Expoeure2 Fair ValueS Commiinurnls4

dollars in inftlkms

AAA 404 344 50 798 798

AA 4439 6855 293 70 11057 112 10945

3552 13291 777 15420 1618 14002

BBS 3710 17251 3668 190 24819 2827 21992

investment grade 12305 34.941 4788 260 52294 4557 47737

Non-investment grade... 2078 5897 7422 3823 19420 6807 12613

Total $14383 $40838 $12410 $4083 $71714 $11364 $60350

Obliger credit raltngt are delemuned by the Company Crathi Rmk Managua at Departmeal

Total corporate lending exposure represents
the Companys potential

loss assuming the fair value of funded loans and lending

commitments Was ZCtO

13 The Company corporate lending exposure c.imed at fair value .nludes $11 billion of funded loans and SO billion of lending

commitments recorded in Fli dat inatnimenis owned and Financial instruments cold not yet purchased respectively in the condensed

consolidated slatomerts of financanl condition September30 2010 The Company corporate tendui exposure earned at amortized

cost includes $150 million of fimcled loans recorded in Loans in the constetsacsl consolidated Statetnents of financial condition

Amounts represent the notional amount of wiftrndcd lending commitments Less the amount of commitments reflected in the Companys

ondcnsed consoisdated statements of fin.moal eondrtson ror ndscations led by the Company lcnthng commitments accepted by the

borrower but not yet closed are net of Cisc amounts agreed to by eounterparics that will participate in the
syndication

Für sydieations

that the Company psu-iteipates in sad dues not lead lending commitments accepted by the borrower but not yet closed include only the

amount that the Company expects ii will be allocated from the tend ayndlestc bank

Event-driven Loans and Lending Commitments 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 billion composed of funded loans of $1 billion and lending commstments of $4

button Included in the $53 billion of event drsven exposure at September30 2030 were $40 billion of loans

and lending commitments to non-investluent grade borrowers that were closed

Activky associated with the corporate event-driven lending exposure during the nine months ended

September30 2010 was as follows dollars in millions

Event-driven lending exposures at December 312009 5621

Closed commitments 3294

Net reductions primarily through disu-ibutions 3554
Mark-to-market adjustments 66
Event-driven lending exposures at September 30 2010 ................... 5295
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Credit ExposureDerivatiises The table below presents summary by counterparty credit rating arid

remaining contract maturity of the fair value of OTC derivatives in gain position at September 30 2010 Fair

value is presented in the final column net of collateral received principally cash anti US government and

agency securities

OTC Derivative ProductsFinancial Instruments Owned at September30 20101

Cross

Maturity

and Cash Nat Exposure Net Exposure
rs cmrii t.c ii

Credit Rstlng2 Lass than i3 3.5 Over Nettlng3 Collateral Cotisueral

dollars in millions

AAA 796 1716$ 2251 $12021 7661 9123 $8772
AA 5452 6773 5845 19799 29723 8146 7107

9497 10081 6270 33563 42345 17066 14908

BBB 2838 4334 2417 10525 12111 8003 6510

Non-investmentgrnde 854 643 947 4751 4451 744 113

Total $21437 $26547 $18730 $80659 $96291 $51082 $43410

Fair values shown represent the Companys net exposure to counierptulies related to the Companys OTC lerisalise products The table

does not int1udt listed derivatives and the e1Tt of any related hedges utilizedhy the Company The table nlso exdudes fair values

ctsssponthng to other credit exposures such as those
.lnsmg from the Company lending activities

Obliger credit ratings are dotennined by the Companys Credit Risk Management Department

Amounts represent
the

netting
of receivable balances with

payable balances for the same rounterpaeiy across maturity categories

Receivable and payable bilanccs wills the same coualerpsrty in the same
maturity category

.lre netted witlus such maturity category

where appropriate Cash collateral received is netted on countesparly basis provided legal right of offset exists

The following table summarizes the fair va1ue of the Company OTC denvattve products recorded tn Financial

instruments owned and Financial instruments sold not yet purchased by product category and maturity at

September 30 2010 including on net basis where applicable reflecting the fair value at related non cash

collateral for financial insiruments owned

OTC Derivative ProductsFinancial Instruments Owned at September 30 2010

Cross

MaturlLy

Ytri to
and Cash Net Exposure Net Exposure

ur
Collateral Post.Casb Post

Prueltiet Type Less tiran Over Nettln1I Collateral Collttttrrd

dollars in millions

Interest rate arid currency swaps

interest rate options credit

derivatives and other fixed income

securities contracts 9892 $19332 $16809 $78131 $87087 $37077 $32750

Foreign exchange forward contracts and

options 6470 695 183 55 2775 4628 3797

Equtly securities contracts including

equity swaps warrants and

options 1880 1401 201 1110 2199 2393 1237

Commodity forwards options and

swaps 3195 5119 1537 1363 4230 6984 5626

Total $21437 $26547 $18730 $80659 $96291 $51082 $43410

Amounts represent the netting or receivable balances with payable balances for the sante counletpariy across maturity arid product

categories Receivable and payable balances with the same crersterpurty in the same inaltirity category arc netted within the maturity

category where appropriate Cash collateral reCeived is netted on countsrpaeiy baste provided lcal right oloffaci mcliii
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OTC Derivative FroductsFintrneial Instruments Sold Not Yet Purchased at September 3020101

Cross

Moturity

Years to Maturity

Produet Type Less than 1-3 3-5 Oer$ Nettlng2 Total

dottars In millions

Interest rate and currency swaps interest rate

options credit derivatives and other fixed

income securities contracts ......... 6535 $14.749 $15229 $48142 $55.430 $29225

Foreign exchange forward contracts and

options 6966 639 231 68 2870 5084

Equity securities contracts including equity

swaps warrants and options 4088 3080 1.413 1298 4701 5178

Commodity forwards options and swaps 3613 4807 1425 1.039 4702 6182

Total $21202 $23275 $18348 $50547 $67703 $45669

Since these amounts ate billies of the Company they do not result in credit exposwes

Amounts repsttsent the netting of receivable balances with payable bakesces for the same countnurry across nisiurity and product

categories Receivable tend payable balances with ihe annie counierparty
in the same maturity egoty sic netted withtn the masurity

category wh5tc nppsopnate Ceh ullateral paid an ted ona eouniecpecty basis ptovided legal right ororfsetesists

The Companys derivatives both listed and OTC on net of counterparty and cash collateral basis at

September30 2010 and December 31 2009 are summ.tnzed an the table below showing the fur value of the

related assets and liabilities by product category

At September30 2010 At December 312009

Preduet Type Assets Labthtiea Assets LabblIes

daltarsin tnlilions

Interest rate and currency swaps interest rate options credit

derivatives and other fixed income securities contracts $37344 $29611 $33301 $20911

Foreign eschringe forward contracts and options 4628 5084 3022 2824

Equity securities contracts including equity swaps warrants and

options 7631 12578 3619 7371

Commodity forwards options and swaps 7451 715 133 103

Total $57054 $54988 $49081 $38209

Each category of derivative products in the above tables includes variety of instruments which cars differ

substantially in their characteristics Instruments in each category can be denominated in dollars or in one or

more non-U.S currencies

The Company determines the fair values recorded in the above tables using various pricing models For

discussion of fair value as it affects the condensed consolidated financial statements see Managements
Discussion and Analysis of Financial Condition and Results of OperationsCritical Accounting Policies in

Part hem herein and Notes and to the condensed consolidated financial statements

Credit Derivatives credit derivative is contract between seller guarantor and buyer beneficiary of

protection against the risk of credit event occumng on set of debt obligations tssued by specified reference

entity The beneficiary pays penodic premium typically quarterly over the life of the contract and is protected

for the period if credit event occurs the guarantor is required to make payment to the beneficiary based on the

terni of the credit derivative contract Credit events include bankruptcy dissolution or insolvency of the

referenced entity failure to pay obligation acceleration repudiation and payment moratorium Debt

restrueturings are also considered credit event in some cases in certain transactions referenced to portfolio of

reforenced entities or asset-backed securities deductibles arid caps may limit the guarantors obligations
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The Company trades in variety Or derivatives and may either purchase or write protection on single name or

portfolio of referenced entities The Company is an active market maker in the credit derivatives markets As

market-maker the Company works to earn bid-offer spread on client flow business and manage any residual

credit or correlation risk on portfolio 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 majority of the

Companys counterparties are banks broker-dealers insurance and other financial institutions and Monoline

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 Companys exposure to Monolines see Overview of the Quarter and Nine Months ended

September 30 2010 Financial ResultsMonoline 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 temsinate 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 adjustments as

appropriate

The following table summarizes the key characteristics of the Company credit derivative portfolio by

counterparty at September 302010 The Ihir values shown are before the application of any counterparty or cash

collateral netting

At Septeintiar 302510

Fair Valuest Notionats

Receivable Payable lleiieticiary Guarantor

dollars in millions

Banks and securities fires $108191 97046 $2171405 $2135739

Insurance and other financial institutions 11313 8781 249357 253.066

Monolines 2280 25794

Non-financial entities 197 108 6543 6170

Total ............... $121981 $105935 $2453099 $2394975

Amounis shown arc presented berore the tspptieiiion of any eoiiaierpasty or cash eollaierat netitng The Companys credit default swaps

nrc elassined in both Level and Level of the fair valise hiemrelsy Approximately
15% of receivable fair values and 11% or payable

rair values represent Level amounts

Countty Exposure At September 30 2010 primarily based on the domicile of the counterparty

approximately 6% of the Company credit exposure or credit exposure arising from corporate loans and

lending commitments as discussed above and current exposure arising from the Companys OTC derivative

contracts was to emerging markets and no one emerging market country accounted for more than approximately

1% of the Companys credit exposure

The Company defines emerging markets to include generally alt countries where the economic legal and

political systems are transitional and in the process of developing into more transparent and accountable systems

that are consistent with advanced countries
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The bllowing tables show the Companys percentage of credit exposure from its primary corporate loans and

tending commitments and OTC derivative products by country at September 302010

Corporate Lending

Country Expovurel

United States 62%

United Kingdom 10

Germany
Netherlands

Canada

France

Luxembourg

Switzerland

Cayman Islands

United Arab Emirates

Other

Total 100%

Credit
exposure

amounts use based on the domicile or the counterpany

OTC Derivative

Country PiodttetsIZ

United States 34%

Cayman Islands 10

Italy 10

United Kingdom

Germany

Prance

Japan

Spain

Jersey

Luxembourg

Chile

Canada

Other 18

Total

Cmdt exposure amounts are based on the domicile of the counterpany

Credit exposure amounts do not sefleet the offsetting benefit or financial inatnirnents thst the Company utilizes to hedge credit exposure

arising from OTC derivative products

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

.tnsrng from corporate loans and lending commitments as dtscussed above and current exposure artstng from the

Companys OTC derivative conwacts
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The following table shows the Companys percentage of credit exposure from its primary corporate loans and

lending commitments and OTC dthvative products by industry at September 30 2010

Corporate Lending

Industry Exposure

Utilities 12%

Financial institutions1

Energy 10

Pharmaceutical and healthcare

Media

Technology

Chemicals metals mining and other materials

Telecommunications services

Food beverage and tobacco

Insurance

Capital goods

Banks and securities firms

Realesiate

Other 16

Total 100%

Percentage senects credit
exposures

front
special purpose entity vehicles other diversified nnaneisl service entities mutual and pension

runes exchanges and clearing houses and private equity sod real estate funds

OTC Derivative

Industry Products

Financial institutions1 28%

Banks and securities firms 14

Sovereign governments 13

Utilities

Insurance

Regional governments

Energy

Pharmaceutical and healthcare

Chemicals metals mining and other materials

Other 14

Total

Pereentags reflects credit exposures from spt.eml purpnse enttty vehicles other dsvererflcd financial scrvsce entities mutual dad
pension

funds exchanges
and

clearing houses and private equity and real estate funds
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Morgan Stan tey

Notice of 2010 Annual Meeting of Shareholders

2000 Westchester Avenue

Purchase New York

May 182010 9tOt n.m local time

April 122010

Fellow shareholder

cordially invite you to attend Morgan Stanleys 2010 annual meeting of shareholder to

elect members of the Board of Directors

ratify the appointment of Deloine Touche LLP as independent auditor

consider non-binding advisory vote to Approve executive compensation

approve the amendment of the 2007 Equity Incentive Compensation Plan

consider five shareholder proposals and

transact such other business as may properly come before the meeting

Our Board of Directors recommends that you vote FOR the election of directors the ratification of the

appointment of the audttor the approval of the compensation of executives as duc1osed in this proxy statement

and the amendment of the 2007 Equity Incentive Compensation Plan and AGAiNST the shareholder

pruposals

We enclose our letter to shareholders our proxy statement our annual report on Form 10-K and proxy card

Please submit your proxy Thank you for your support of Morgan Stanley

Very truly yours

John Muck James Gorman

Chairman President and CIikf recntive Officer



Corporate Governance

Corporate oyeraance Documents Morgan Stanley has corporate governance webpage at the Company

Information link under the About Morgan Stanley link at www.morganstanley.com www.mocganstanley.com/

about/company/govemancetindeLhtrnt

Our Corporate Governance Policies including our Director Jndependence Standards Code of Ethics and

Business Conduct Board Committee charters Policy Regarding Communication by Shareholders and Other

Interested Parties with the Board of Directors Policy Regarding Director Candidates Recommended by

Shareholders Policy Regarding Corporate Political Conenbutions Policy Regarding Shareholder Rights Plan

information regarding the Integrity Hottine and the Equity Ownership Commitment are available at our corporate

governance webpage at www.inorganstan1ey.com/abouilcompanylgovernanceiindex.html and are available to

any shareholder who requests them by wntrng to Morgan Stanley Suite 1585 Broadway New York

New York 10036

Shareholders and other interested parties may contact any of our Companys directors the Lead Director

committee of the Board the Boards non-employee directors as group or the Board generally by writing to

them at Morgan Stanley Suite 1585 Broadway New York New York 10036 Shareholder and interested

party communications received in this manner will be handled in accordance with the procedures approved by

the Company independent directors The Board Policy Regarding Communication by Shareholders and Other

Interested Parties with the onrd of Directors is available at our corporate governance webpuge at

www.morganseaniey.corn/about/oompanyfgovernancc/index.htmL

Director Independence The Board has determined that Messrs Bostock Bowles Davies Fiance Kidder

Nicotaisen Noski Ms Olayen Messrs Phillips and Sexton and Dr Tyson are independent in accordance with

the Director Independence Standards established under our Corporate Governance Policies To assist the Board

with its determination the standards follow NYSE rules and establish guidelines is to emptoment and

commercial relationships that affect independence and categories of relationships that are not deemed material

lbr purposes of director independence Eleven II of fourteen 14 of our current directors are independent All

members of the Audit Committee the Compensation Management Development and Succession Committee and

the Nominating and Governance Committee satisfy the standards of Independence applicable to members ot such

committees All members of the Risk Committee axe non-employee directors and majority of the Risk

Committee members
satisfy

the independence requirements of the Company and the NYSE In addttion the

Board has determined that all members of the Audit Committee Messrs Davies Fiance Nicolaisen Noski and

Sexton are audit committee financial experts 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 last three years between Morgan Stanley and

entities where the directors are employees or executive officers or their immediate family members are executive

officers that did not exceed certain amount of such other entitys 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 unaffiliated third parties between Morgan Stanley and

entities where the directors or their immediate family members own equity of 5% or more ot that entity Mr
Ilostock and Ms Olayan Morgan Stanleys contributions to charitable organizations where the directors or their

immediate family members serve as officers directors or trustees that did not exceed certain amount of the

organizations annual charitable receipts in the preceding year Messrs Bostock l3owles Davies and Kidder

Ms Olayan Mr Phillips and Dr Tyson and the directors utilization of Morgan Stanley products and services

in the ordinary course of business on terms and conditions substantially similar to those provided to unaffiliated

third parties Messrs Bostock Fiance Kidder Noski PhiUip and Sexton and Dr Tyson

In determining Mr Bostocks independence the Board also considered the employment of Mr Bostocks

on in-law by the Company Asset Management segment see also Other MettersCertain Transacrion

herein This year the Board considered among other things that Mr Bostocks son-ia-law has never been
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member of the Companys senior management and was awarded compensation in line with his position at

Morgan Stanley and in comparison with market standards and that Mr Busrock has no influence over the Asset

Management bustnesa other than that possessed by any other Morg in Stanley non-employu. 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 Bostocks independence

In determining Mr Sextons independence the Board also considered the Companys provision of medical

insurance to Mr Sexton for which Mr Sexton pays the lull cost The Board otht.r than Mr Sexton

determined consistent with NYSE rules and based upon the facts and circumstances that the relationship is

immaterial to Mr Sextons independence

Board Leadership Structure and Role in Risk Oversight

Board Leadership Structure The Board is responsible for reviewing the Boards leadership structure The

Board believes that the Company and its shareholders are best served by maintaining the flexibility to have any

individual serve as Chairman of the Board based on what is in the best tnterests ot the Company at given point

in time rather than mandating particular leadership structure In making this decision the Board considers

among other things the composition of the Board the role of the Companys Lead Director the Companys

strong corporate governance practices the Chief Executive Officers 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 Ma result of Mr Macks discussion with the Board about stepping down as Chief

Executive Officer and as part of its ongoing review of the Board leadership structure and succession planning

process the Board in September 2009 determined that the positions of the Chief Executive Officer and Chairman

should be held by two separate individuals The Board elected John Mack the Companys former Chief

Executive Officer as Chainnanof the Board and James German as the Companys Chief Executive Officer

effective January 2010

In addition the Companys Corporate Governance Policies provide for an independent and active Lead Director

with clearly defined leadership authority and responsibilities Our Lead Director Robert Kidder was

appointed by our other independent directors in 2006 and has responsibilities including presiding at all

meetings of the Board at which the Chairman is not present ii having the authority to call and lead sessions

composed only of non-management directors or independent directors iii advising the Chairman of the Boards

informational needs iv approving Board meeting agendas and the schedule of Board meetings and requesting

if necessary the inclusion of additional agenda items and making himself available if requested by major

shareholders for consuhation and direct communication

The Companys Corporate Governance practices and policies ensure substantial independent oversight of

management For instance

The Board has substantial majority of independent and non-management directors Ten out of the

thirteen director nominees are independent as defined by the NYSE
listing

standards and the Companys more

stringent Corporate Governance Policies and eleven out of the thirteen director nominees are non-management

directors All of the Companys directors are elected annually

The Boards key standing committees are composed solely of non-management dIrectors The Audit

Committee the Compensation Management Development and Succession Committee and the Nominatirig

and Governance Committee are each composed solely of independent directors The Risk Committee is

comprised of substantial majority of independent directors and includes only non management directors The

committees provide independent oversight of management

The Boards 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 and 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 Oversigbt The Board has oversight for the Companys enterprise risk management

framework and is responsible for helping to ensure that the Companys risks are managed in sound

manner Historically the Board had authorized the Audit Committee which is comprised solely of independent

directors to oversee risk management Effective Januaxy 2010 the Board established another standing

committee the Risk Committee which is comprised solely of non-management directors to assist the Board in

the oversight of the Companys risk governance structure the Companys risk management and risk

assessment guidehnes and policies regarding market credit and liquidity and funding risk the Companys

risk tolerance including risk tolerance levels and capital targets and limits and iv the perfbrrnance 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 reputaticinal legal
and comphance risk exposures of the

Company and the steps 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 Committee Audit

Committee and Chief Risk Officer report to the entire Board on 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 Companys compensation arrangements encourage unnecessary or excessive risk-taking and whether

risks arising from the Companys compensation arrangements are reasot ably likely to have material advetse

effect on the Company

The Board has also authorized the Firm Risk Committee FRC management committee appointed and chaired

by the Chief Executive Officer thfl moludes the most emor officers of the Company including the Chief Risk

Officer Chief Legal Officer and Chief Financial Officer to oversee the Companys global risk management

structure The FRCs responsibilities include oversight of the Companys risk management principles procedures

and limits and the monitoring of capital levels and material market credit liqtridity 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 Companys risk management is further discussed in Part Item 7A

of the Companys Annual Report on Form 10-K for the year ended December 3120092009 Form 10-K

The Board has determined that its leadership structure is appropriote for the Company Mr Macks prior role as

chief Executive Officer his existing relationship with the Board his understanding of Morgan Stanleys

businesses and hi professional eicperience and leadership skills uniquely position him to serve as Chairman

while the Companys Lead Director Mr Kidder has proven effective at enhancing the overall independent

tbnouoning of the Board The Board believes that the comb nation of the Chairman the Lead Director ind the

Churmen ol the Audit .rnd Risk Comrmtteei provide the appropriate le.idership to help ensure effective risk

oversight by the Board
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Board Meetings and Committees Our Board met 26 times during the December 2008 transition period and

2009 Each director attended at least 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 director was

member The Boards standing committees include the following

Mcettos
InDee2008

Committee Cuent Members Primary ResponsIbIlItIes and

Audit Charles Noeks Chair Oversees the
integrity of the Company

Howard Davcs consolidated financial statements comptl4nce

James Hence Jr.O with
legal and regulatory requirements system

Donald Nicohosen of tnternal controls and certain aspects of risk

Griffith Sexton management including review of major

operational franchise
reputationat legal

and

compliance risk exposures of the Company
Selects determines the compensation of

evaluates and when appropriate replaces the

independent auditor and
pre approves audit and

perminednon-audit services

Oversees the
qualifications

and independence of

the independent auditor and performance of the

Companys internal auditor and independent

auditor

After review recommends to the Board the

acceptance and inclusion of the annual audited

colidatd financial suitrinents in the

Company Annual Report on Form tO

Compensetin Erskine Bowles Chair Annually reviews arid approves the corporate 12

Management Robert Kidder goals and objectives relevant to the

Development and Donald Nicolaisen compensation of the Chief Executive Officer

Succession CMOS 1-lutham Olayun CEO and evaluates his performance in light of

these goals and objeciivcs

Determines the compensation of our executive

officers and other officers as appropnatc

Administers our equity-based compensation

plans

Oversees plans for management development

and succession

Reviews and discusses the Compensation

Discussion and Analysis with management and

recommends to the Board its inclusion in the

proxy statement

Nominatmg tnci Laura Tyson Chair Identifies and recommends candidates for

Governance Roy .1 Ilostot.k election to the Board

Charles PhillipsJr Recommends committee structure and

membership
Establishes procedures for its oversight of the

evaluation of the Board
Recommends director compensation and

benefits

Reviews annually Ihe Companys corporate

governance policies

Reviews and approves related person

transactions in accordance with the Companys
Related Person Transaeiion Policy

Risk Committec Howard .1 Davies Chair Oversees the Companys risk governance N/A

Roy Boatock structure

James Hanee Jr Oversees risk management and risk assessment

Nobuyuki Hirano guidelines and policies regarding market credit

liquidity and funding risk

Oversees risk tolerance including risk tolerance

levels and Capital targets and limits

Ovcrsec the perforln4ncc ot th Chief Risk

Officer
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in addition to Board and conunittee meetings our directors also discharge their duties through among other

things informal group communications and discussions with the Chairman CBO members of senior

management and others as appropriate regarding matters of interest

Mr Hanee joined the Audit Committee effective January 3.2010

21Mr Bowles was appointed as chair of the CMOS Committee to replace Mr Kidder effective January 12010

Mr Kidder remains Ott the CMOS Committee

Ms Olayan concluded her service on the Nominating and Governance Conuniuee and joined the CMDS

Committee effective January 12010

4Mr Kidder will join the Nominating and Governance Committee to replace Mr Phillips effective May 18

2010

Board established the Risk committee effective January 2010

Our Board has adopted written charter for each of the Audit Committee CMDS Committee Nominating and

Governance Committee and Ru.k Committee setting forth the roles and responsibilities each committee The

Audit Committee has adopted written charter for its subcommittee the Internal Audit Subcommittee which

assists the Audit Committee in the oversight of the Company internal audit department The charters are

available at our corporate governance website at www.iuorganstanley.com about/company/governunce/

inde.html The reports of the Audit Committee and the CMOS committee appear herein

Non-Management Director Mectiags The Companys Corporate Governance Policies provide that

non-management directors meet in executive sessions and that the Lead Thrector will preside over these

executive sessions If any non-management directors are not independent then the independent directors will

meet in executive session at least once annually and the Lead Director will preside over these executive sessions

Director Attendance at Annual Meetings The Companys Corporate Governance Policies state that directors

are expected to attend annual meetings of shareholders Alt 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

Shareholder Nominations tor Director Candidates The Nominating amid Governance Committee will

consider director candidates recommended by shareholders and evaluates such candidates in the same manner as

other candidates The procedures to submit recommendations are descnbed in the Policy Regarding Director

Candidates Recommended by Shareholders available at our corporate governance webpitge at

www.morganstanley.com/aboutkompany/govemance/index.htmt

Shareholders of record complying with the notice procedures set forth below may make director

recommendations for consideration by the Nominating and Governance Committee Shareholders may make

recommendations at any time but recommendations for consideration as nominees at the annual meeting of

shareholders must be received not less than 120 days before the first anniversary of the date that the proxy

statement was released to shareholders in connection with the previous years annual meeting Therefore to

submit candidate for consideration for nomination by the Nominating and Governance Committee at the 2011

annual meeting of shareholders shareholders must have submitted the recommendation in writing by

December 14 2010 The written notice must demonstrate that it is being subm1tted by shareholder of record of

the Company and include information about each proposed director candidate including name age business

address principal occupation principal qualifications and other relevant biographical information In addition

the shareholder must confirm his or her candidates consent to serve as director Shareholders must send

recommendations to the Nominating and Governance Committee Morgan Stanley Suite 1585 Broadway

New York New York 10036 See Director Selection and Nomination Process above for more information

regarding Board membership criteria

Compensation Governance The CMOS 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 CMOS Committee operates under written charter adopted by
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the Board As noted in the table above the CMDS Comminee is responsible for reviewing and approving

annually all compensation awarded to the Companys 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 equity incentive plans tncludmg

reviewing and approving equity grants to executive officers Information on the CMDS Committees processes

procedures and analysis of NEO compensation for 2OO is addressed in the Compensation Discussion and

Analysis CDA
The CMDS Committee actively engages in its duties and follows procedures intended to ensure excellence in

compensation governance including those 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

directly to the CMDS Committee Chair and regularly meets with the CMDS Committee without management

present In addition the Chair of the CMDS Comxmttee regularly speaks with the CMDS Committee

compensation consultant without management outside of the CMDS Committee meetings

Regularly reviews the competitive environment and the design and structure of the Companys compensation

programs to ensure that they are consistent with and support our compensation objectives

Regularly reviews the Companys achievements with respect to predetermined performance priorities and

strategic goals and evaluates executive performance in light of such achievements

Grants senior executive annual incentive compensation after comprehensive review and evaluation of

Company business unit and individual performance for the fiscal year both on year-over-year basis and as

compared to our key competitors

Oversees plans for management development and succession

Regularly meets throughout the year and regulatly meets in executive session without the presence of

management or its compensation consultant

Receives materials for meetings in advance and the Chair of the CMDS committee participates in premeelings

with management to review the agendas and materials

Regularly reports on its meetipgs to the Board

To perform its duties the CMDS Committee retains the services of qualified and independent compensation

consultant that possesses the necessary skill experience and resources to meet the CMDS Committees needs and

that has no relationship with the Company that would interfere with its ibthty to provide independent advice The

CVIDS Committee has selected Hay Group as its compensation consultant Hay Group has also been retained by

the Nominating and Governance Committee to provide consulting services on Roai-d compensation Other than

the consulting services that it provides to the CMDS and Nominating and Governance Committees Hay Group

currently provides no services to the Company or its executive officers Hay Group assists the CMDS Committee

in collecting and evaluating external market data regarding executive compensation and performance and advises

Ike CMDS Committee on developing trends and best practices in executive compensation and equity and

incentive plan design

The Companys Human Resources Department acts as liaison between the CMDS Committee and Hay Group

and also prepares materials for the CMDS Committees use in making compensation decisions Separately

Human Resources may itself engage third-party compensation consultants to assist in the development of

compensation data to inform and facilitate the CMDS Committees deliberations

The principal compensation plans and arrangements applicable to our NEOs at-c described in the CDA and the

tables in the Executive Compeasation section The CMDS Committee may delegate the administration of these

plans as appropriate including to executive officers of the company and members of the Companys Human
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Resources department The CMDS Committee may also create subcommittees with authority to act on its behalf

Significant delegations made by the CMDS Committee include the following

The CMDS Committee has delegated to the Equity Awards Committee which consists of the CEO the

CMOS Committees authority to make special new hire and retention equity awards however this delegation

of authority does not extend to awards La our executive officers and certain other senior executives of the

Company Awards granted by the Equity Awards Committee are subject to share linut imposed by the

CMOS Committee and individual awards are reported 10 the CMOS Committee on regular basis

The CMOS Committee has delegated to the Chief Operating Officer the CMOS Committees authority to

administer the Company cash based nonquabtied deferred compensation plans including the Morgan

Stanley Compensation incentive Plan discussed in the CDA however the CMOS Committee bus sale

authority relating to grants of cash-based nonqualified deferred compensation plan awards to or amendments

to such awards held by executive officers find certain other senior executives material amendments to any

such plans or awards and the decision to implement certain of these plans in the future

Our executive officers do not engage directly with the CMOS Committee in setting the amount or form of

executive officer compensation However as discussed in the CDA as part of the annual performance review

for our executive officers other than the CEO the CMOS Committee considers our CEO assessment of each

executive officers individual performance as well as the performance of the Company and our CEOs

compensation 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 available .ind the CMOS Committee

can evaluate individual and Company performance as described in the CDA Special equity awards are

generally approved on monthly basis however they nay be granted at any time us 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 German would become Chief Executive Officer

effective January 2010 and Mr Mack would continue to serve as Chairm.m of the Board This announcemeal

followed detailed succession planning process which occurred during the prior 18 months and was conducted

by the CMOS Committee with oversight by the entire Board The CMOS Committee in conjunction with the

entire Board established criteria for the next Chief Executive Officer and retained consultant to review

potential outside candidetes and evaluated accomplished internal candidates The Board oversaw thorough

deliberate and successful succession process that led to the election of and seamless transitIon to our new CEO
Mr Gorman proven leader with an established record as strategic

thinker backed by strong operating

business development and execution skills who brings an extensive understanding of Morgan Stanleys

businesses and decades of financial services experience

Consideration of Risk Matters in Determining Compensation The CMOS Committee worked with the

Companys Chief Risk Officer and the CMOS Committees independent consultant to evaluate whether the

Companys compensation arrangements encourage unnecessary or excessive risk-taking and whether risks

arising from the Companys compensation arrangements are reasonably likely to have material adverse effect

on the Company Morgan Stanley is 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 imits marking-to-market positions stress testing and employment of models The Company believes in

pay for performance and as result also evaluates its compensation programs to recognize these risks

Prior to meeting with the CMOS Committee the Chief Risk Officer had series of interactive and detailed

working sessions with representatives from the Firms Human Resources and Legal departments to evaluate each
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compensation program across each of the Companys major areas Institutional Securities Investment

Management Clobal Wealth Management and Conipany/infrustructure These working sessions were intended to

identify whether there were any material risks to the Company arising from such compensation programs

including those programs in wInch our NEOs participate The review covered numerous programs nicluding

equity and cash based deferred compensation programs discretionary bonus programs and performance based

fonnulaic bonus programs The working group reviewed number of factors including the eligibility form of

payment applicable performance measures vesting clawback holdback and cancellation provisions and

governance and oversight aspects of each program

Following this thorough review the ief Risk Officer concluded that Morgan Stanleys current compensation

programs do nor incent employees to take unnecessary or excessive risk and that such programs do not create

risks that are reasonably likely to have material adverse effect on the Company The following are among the

factors considered in making his determination

balance of fixed compensation and discretionary compensation

balance between short-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

our equity retentionpolicy and

risk-mitigating Ibatures of awards such as cancellation holdback and ciawback provisions

The Chief Risk Officer and the Global Head of Human Resources then reviewed these arrangements along with

the analyses and findings of the Chief Risk Officer with the CMOS Committee and its independent

compensation consultant The Chief Risk Officer again met with the Global Head of Human Resources and the

CMOS Committee 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 Chief

Risk Officer will continue to evaluate any new incentive arrangements for the NEOs and materkd arrangements

for other employees and report periodically to the CMOS Committee

Executive Equity Ownership Commitment Executive officers including the Chairman of the Board and the

other members of senior management who are members of the Companys Operating Committee are subject to

an Equity Ownership commitment that requires them to retain at least 75% of common stack 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 white he was on the Operating Committee and while Chairman

This commitment ties portion of their net worth to the Companys stock price and provides conhinuing

incentive for them to work towards superior long term stock price performance None of our executive officers

have prearranged trading plans under SEC Rule 10b5-l
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CHARDS
LAYTON

FINGER

January 2011

Morgan Stanley

1585 Broadway

New York NY 10036

Re Stockholder Proposal Submitted by the Mananist 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 Delaware

corporation the Company in connection with proposal the Proposal submitted by each

of the Marianist Piovince of the United States the Missionary Oblates of Maiy Immaculate and

Libra Fund L.P collectively the Proponents that each of the Proponents intends to present at

the Companys 2011 annual meeting of stockholders the Annual Meeting In this connection

you have requested our opinion as to cei tarn mattei under the Genei al Coiporation Law of the

State of Delaware the General Corporation Lawt

For the purpose of rendering our opinion as expressed herein we have been

fumished and have reviewed the following documents

the Amended and Restated Certificate of incoiporation of the Company
as filed with the Secretary of State of the State of Delaware the Secretary of State on April

2008 the Certificate of Designations of Preferences and Rights of the 10% Series Non-

Cumulative Non-Votmg Perpetual Convertible Preferred Stock $1000 Liquidation Preference

Per Shaie of the Company as flIed with the Secretary of State on October 10 2008 the

Amended Certificate of Designations of Preferences and Rights of the 10% Series Non-

Cumulative Non-Voting Perpetual Convertible Preferred Stock $1000 Liquidation Preference

Per Shaie of the Company as flied with the Secretary of State on Octobei 13 2008 the

Certificate of Designations Of Preferences and Rights of the 10% Series Non-Cumulative Non
Voting Perpetual Convertible Preferred Stock $1000 Liquidation Preference Per Share of the

Company as filed with the Sccretary of State on October 13 2008 the Certificate of

Designations of Fixed Rate Cumulative Perpetual Preferred Stock Series 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 Senes of the Company as filed with the Scciettuy

of State on June 23 2009 collectively the Certificate of Incorporation

ii the Bylaws of the Company as amended and restated on March 2010

the Bylaws and

One Rodney Square 920 North King Street Wilmington DR 1980i Phone 302-651-7700 Fax 302-651-7701
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iii the Proposal and the supporting statement thereto

With respect to the foregoing documents we have assumed the genuineness

of all signatures and the incumbency authority legal right and power and legal capacity 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

the conformity to authentic originals of all documents submitted to us as certified

conformed photostatic electronic or other copies and that the foregoing documents in the

forms submitted to us for our review have not been an4 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

shareholders at reasonable cost and omitting proprietary

information by December 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 companys business lines

Discussion

You have asked our opinion as to whether the Proposal would be proper subject

for action by the stockholders under Delaware law For the reasons set forth below in our

opinion the Proposal is not 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. .ihe

risk management structure staffing and reporting lines... Such 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 proper subject for

stockholder action under Delaware law
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As general matter the directors of Delaware corporation are vested with

substantial discretion and authority to manage the business and affairs of the corporation

Section 141a of the General Corporation Law Del 141a 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 board of

directors except as may be otherwise provided in this chapter or in

its certificate of incorporation

$igmficantty if there is to be any variation from the mandate of Del 141 it can only be

as otherwise provided in this chapter or in its certificate of incorporation ag Lehrman

Cohen 222 2d 800 808 Del 1966 The Certificate of Incorporation does not grant the

stockholders of the Cornpypower 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 flu and exclusive authority to manage the Company

The distinction set forth in the General Corporation Law between the rote of

stockholders and the iole of the board of directors is well established As the Delaware Supreme

Court has stated cardrnal 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 Lewis 473 2d 805 811 Del 1984 also CA Inc AFSCME Employees

Pension Plan 953 A.2d 227 232 DeL 2008 it is weli..established that stockholders of

corporation subject to the DGCL may not directly manage the business and affairs of the

corporation Design Sys. Inc Shapiro 721 A.2d 1281 1291 Dcl 1998 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 corporation footnote omitted This

principle has long been recognized in Delaware Thus in Abererombie Davies 123 A.2d 893

898 Del Ch 1956 revd on other grounds 130 A.2d 338 DeL 1957 theCourt 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 Flyp 413 A2d 1251 1255 Del Cii 1980 revd on other grounds

Zapata Corp Maldonado 430 A2d 779 Dci 1981 the Court of Chancery stated

he board of directors of 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 cf the

corporation
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Id Del 14 See also Revlon Inc MacAndrews Forbes Holdings Inc 506 2d

173 Del 1986 Adams Clearance Corp 121 2d 302 Del 1956 Mayer Adams 141

A2d 458 Del 1958 Lebrman 222 A.2d 800

The rationale for these statements is as follows

Stockholders are the equitable owners of the corporations 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 1iquidaton

Conaistent 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 Manor Healthcare Corp 1985 WL 44684 at Del Ch Nov 21 1985

citations omitted As 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 Getty Oil Co 1983 WL 8936 at l819 Del Ch Sept 19 1983 affd 493 2d

929 Del 1985 Field carlisle Corp 68 A.2d 817 820-21 Del Cli 1949 Clarke Mern1

College Monaghan Land Co 257 2d 234 241 Del Ch 1969 Nor can the board of

directors delegate or abdicate this responsibility in favor of the stockholders themselves

Paramount Commcns Inc Time Inc 571 A.2d 1140 1154 Dcl 1989 Smith Van

Gorkom 488 A.2d 858 873 Del 1985

In exercising their discretion concerning the management of the corporations

affairs directors are not obligated to act in accordance with the desires of the holders of

majority of the corporations shares aramount Comrncns Inc Jjjnc 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

majority of shares 571 2d 1140 Del 1989 For example in Abercrombxe 123 2d

893 the plaintiffs challenged an agreement among certain stockholders and directors which

among other things purported to irrevocably bind directors to vote in 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 very substantial
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way their duty to use their own best judgment on management
matters

Nor is this as defendants urge merely an attempt to do

what the parties could do in the absence of such an

Certainly the stockholders could
agree to course of persuasion

but they cannot under the present law commit the directors to

procedure which might force them to vote contrary to their own
best judgment

am therefore forced to conclude that agreement is

invalid as an unlawfbi attempt by certain stockholders to encroach

upon the statutory powers and duties imposed on directors by the

Delaware corporation law

Abcrcrombie 123 2d at 899-900 citations omitted Moreover the Delaware Supreme

Courts decision Ouicktum supports the conclusion that the Proposal would contravene

Section 141a and therefore not be valid under the General Corporation Law At issue in

Quickturn was the validity of Delayed Redemption Provision of stockholder rights plan

which under certain circumstances would prevent newly elected Quickturn board of directors

from redeeming for period of six months the rights issued under Quickturns rights plan The

Delaware Supreme Court held that the Delayed Redemption Provision was invalid as matter of

law because it impennissibly would deprive newly elected board of its fiji statutory authority

under Section 141a to manage the business and affairs of the corporation

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 corporation Section l41

requires that any limitation on the boards authority be set out in

the certificate of incorporation The Quicktum certificate of

incorporation contains no provision purporting to limit the

authority of the board in any way The Delayed Redemption

Provision however would prevent 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 141a which confers upon any

newly elected board of directors
fjffl power to manage and direct

the business and affairs of Delaware corporation

Quicktum 721 A.2d at 1291-92 emphasis in original footnotes omitted See also at 1292

The Delayed Redemption Provision tends to limit in substantial way the freedom of
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elected directors decisions on matters of management policy Therefore it violates the duty of

each 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 to

compel directors to take action on matters as to which the directors are required to exercise

judgment manner which may in fact be contrary to the directorst own best judgment

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 report
the Companys risk management structure staffing and

reporting lines of the institution and hew it is integrated into the Companys business model

regardless of whether the Board of Directors agrees that the time and expense of such report

would be in the best mterests of the Company and its stockholders Thus because the
Proposal

would have the effect of removing from directors in very substantial way their duty to use

their own best judgment concerning the commitment of the Companys resources Abercrombie

123 A.2d at 899 in our view the Proposal is not proper subject for action by the stockholders

under Delaware law

conclusion

Based upon and subject to the foregoing and subject to the limitations stated

herein it is our opinion that the Proposal is not proper subject far action by the stockholders

under Delaware law

The foregoing opinion is limited to the General Corporation Law We have not

considered and express no opinion on any other Jaws 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 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

c2Zh7 4J
WJH/RBC
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