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Re: Morgan Stanley
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Dear Mr. Williams:

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

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

Sincerely,

Gregory S. Belliston
Special Counsel
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February 17,2011

Response of the Office of Chief Counsel
Division of Corporation Finance

Re: Morgan Stanley
Incoming letter dated January 7,2011

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

There appears to be some basis for your view that Morgan Stanley may exclude
the proposal under rule 14a-8(i)(7), as relating to Morgan Stanley's ordinary business
operations. We note that the proposal relates to the manner in which Morgan Stanley
manages risk. Accordingly, we will not recommend enforcement action to the
Commission if Morgan Stanley omits the proposal from its proxy materials in reliance on
rule 14a-8(i)(7). 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 ofCorporation Finance believes that its responsibility with respect to . 
.matters arising unaer Rule 14a~8 [17 CFR 240.14a-8]~as with other matters under. the. proxy 
IUles, is to aid those who must comply with the rule by offering j,nformal advice and suggestions 

..	 and to determine, initiaily, whether or not it may be appropriate in a particular matter to 
recommend enforcement action to the Commission. In connection with a shareholder proposal 
under Rule 14a-8, the Division's staff conSiders the infomiation furnished to it by the Company 
iil support of its intention to exclude the proposals fro~ the Company's proxy materials, as well 
as any information furnished by the propon,ent or the proponerit's.reptesentative. 

Although Rule 14a-8(k) does not require any comtnUnications from shareholders to the 
Cominission's 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 w(mld beviolativ~ ofthe statute orruIe involved. The receipt by the staff 
ofsuch inform~tion,however;should not be constiued as changing the staff's informal 
procedures and pJ."oiy review into a formal or adversary procedure: . 

It is important to·note that the staffs andConinrission's no-action responses to 
· Rule 14a-8G) submissions reflect only informalviews. The determinations' reached in these no
.action letters do not and cannot adjudicate the merits ofa company's position with respect to the 
proposaL Only·a: court such as a U.S. District Court can decide whether a company is obligated .. 

· to include shareholde·r proposals in its proxy materials. Accordinglyadiscretionar}r 
determination notto recommend or take Commission enfotcenient·action, does not preclude a 
.proponent; or any shareholder of a company, from pursuing any·rights he or she may have against· 
the company in court, should the management omit the proposal.from the company's proxy 
material. 
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January 7, 2011 

Office of Chief Counsel 
Division of Corporation Finance 
Securities and Exchange Commission 
100 F Street, NE 
Washington, D.C. 20549 
via email: shareholderproposals@sec.gov 

Ladies and Gentlemen: 

On behalf of Morgan Stanley, a Delaware corporation (the "Company"), and in 
accordance with Rule l4a-8G) under the Securities Exchange Act of 1934, as amended (the" '34 
Act"), we are filing this letter with respect to the shareholder proposal and supporting statements 
(the "Proposal") submitted by the Missionary Oblates of Mary Immaculate, the Marianists 
Province of the United States and the Libra Fund, L.P. (collectively, the "Proponents") on 
December 10,2010, December 13,2010 and December 13,2010, respectively, for inclusion in 
the proxy materials Morgan Stanley intends to distribute in connection with its 2011 Annual 
Meeting of Shareholders (the "2011 Proxy Materials"). The Proposal and respective 
correspondence are attached hereto as Exhibit A. 

We hereby request confirmation that the Staff of the Division of Corporation Finance (the 
"Staff') will not recommend any enforcement action if, in reliance on Rule l4a-8, Morgan 
Stanley omits the Proposal from the 2011 Proxy Materials. In accordance with Rule l4a-8G), 
this letter is being filed with the Securities and Exchange Commission (the "Commission") not 
less than 80 days before Morgan Stanley plans to file its definitive proxy statement. 

. Pursuant to Staff Legal Bulletin No. l4D (CF), Shareholder Proposals (November 7, 
2008), question C, we have submitted this letter and any related correspondence via email to 
shareholderproposals@sec.gov. Also, in accordance with Rule l4a-8G), a copy of this 
submission is being sent simultaneously to the Proponents as notification ofthe Company's 
intention to omit the Proposal from its 2011 Proxy Materials. This letter constitutes the 
Company's statement of the reasons it deems the omission of the Proposal to be proper. 
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THE PROPOSAL 

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

REASONS FOR EXCLUSION OF PROPOSAL 

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

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

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

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

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

1.	 The Company may omit the Proposal pursuant to Rule 14a-8(i)(10) because it has 
been substantially implemented. 

The Proposal directs the Board to report to shareholders on "the risk management 
structure, staffing and reporting lines of the institution and how it is integrated into their business 
model and across all operations of the company's business lines." The Company's public filings 
already provide extensive information of the very type requested by the Proposal. Accordingly, 
the Company believes that the Proposal may be excluded pursuant to Rule 14a-8(i)(l0). 

Rule 14a-8(i)(l0) permits the Company to exclude a proposal if "the company has 
already substantially implemented the proposal." The Commission has stated that the 
predecessor to Rule 14a-8(i)(l0) "was designed to avoid the possibility of shareholders having to 
consider matters which have already been favorably acted upon by management." Exchange Act 
Release No. 12598 (July 7, 1976). It is settled that a company need not comply with every detail 
of a proposal in order to exclude it under Rule 14a-8(i)(l0); differences between a company's 
actions and the proposal are permitted so long as such actions satisfactorily address the 
proposal's underlying concerns. See, e.g., Masco Corporation (March 29, 1999) (permitting 
exclusion of proposal because the company had "substantially implemented" the proposal by 
adopting a version of it with slight modifications and a clarification as to one of its terms). 
Proposals have been considered "substantially implemented" where a company has implemented 
part but not all of a multifaceted proposal. See, e.g., Columbia/HCA Healthcare Corp. (February 
18, 1998) (permitting exclusion ofproposal 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-8(i)(10), which confirmed that a proposal need not be "fully
 
effected" by the company in order to be excluded as substantially implemented. See
 
Amendments to Rules on Shareholders Proposals, SEC Release No. 40018 (May 21, 1988) at
 
n.30 and accompanying text. When a company can demonstrate that it has already taken actions 
to address most elements of a shareholder proposal, the Staffhas concurred that the proposal has 
been "substantiallyimplemented" and may be excluded. The Staffhas maintained that "a 
determination that the [c]ompany has substantially implemented the proposal depends upon 
whether [the company's] particular policies, practices, and procedures compare favorably with 
the guidelines of the proposal." Symantec Corporation (June 3, 2010) (quoting Texaco, Inc. 
(March 28, 1991)); see also The Procter & Gamble Company (August 4,2010); and Wal-Mart 
Stores, Inc. (March 30, 2010). Therefore, substantial implementation is evaluated according to 
whether the actions of the company satisfactorily address the "essential objective" of the 
proposal. See, e.g., Anheuser-Busch Cos., Inc. (January 17,2007); ConAgra Foods, Inc. (July 3, 
2006); Johnson & Johnson (February 17,2006); and Exxon Mobil Corporation (March 18,2004); 
see also Wal-Mart Stores, Inc. (March 30, 2010); Caterpillar, Inc. (March 11,2008); and The 
Dow Chemical Co. (March 5, 2008). 

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

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

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

Shareholders are informed as to the philosophy and goals ofthe Company which underlie 
the risk management structure: "[t]he cornerstone of the Company's risk management 
philosophy is the execution of risk-adjusted returns through prudent risk-taking that protects the 
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Company's capital base and franchise. The Company's risk management philosophy is based on 
the following principles: comprehensiveness, independence, accountability, defined risk 
tolerance and transparency. Given the importance of effective risk management to the 
Company's reputation, senior management requires thorough and frequent communication and 
appropriate escalation of risk matters." 2010 Annual Report at 89. 

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

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

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

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

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

The Company, through its public disclosure, describes the extensive staffthat it employs 
and the resources it devotes to identifY and manage risk: 

The Board has oversight for the Company's enterprise risk management 
framework and is responsible for helping to ensure that the Company's risks are 
managed in a sound manner.... Effective January 1,2010, the Board established 
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another standing committee, the Risk Committee, which is comprised solely of 
non-management directors, to assist the Board in the oversight of (i) the 
Company's risk governance structure, (ii) the Company's risk management and 
risk assessment guidelines and policies regarding market, credit and liquidity and 
funding risk, (iii) the Company's risk tolerance and (iv) the performance of the 
Chief Risk Officer. The Audit Committee continues to review the major' 
operational, franchise, reputational, legal and compliance risk exposures of the 
Company and the steps management has taken to monitor and control such 
exposure. The Risk Committee, Audit Committee and Chief Risk Officer report 
to the full Board on a regular basis. 

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

The Chief Risk Officer, a member of the FRC who reports to the Chief Executive 
Officer, oversees compliance with Company risk limits; approves certain' 
excessions of Company risk 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 Company's operational and 
control environment and conducts audits designed to cover all major risk 
categories. 

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

Id. at 90; see also 2010 Proxy at 12-13 and 14-15. In addition to the reporting described above, 
the ChiefRisk Officer also reports to the Risk Committee as described in the Risk Committee 
Charter available at: http://www.morganstanley.com/about/companv/governance/rcchart.htm!. 
The Risk Committee in turn is responsible for evaluating the performance ofthe ChiefRisk 
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Officer. 2010 Proxy at 13. The disclosure above also clearly sets out the reporting lines ofthe 
risk management staff and the responsibilities assigned to each division of the risk management 
staff. In addition, as further described below under "Integration," the Company has also 
disclosed that each of its business segments has designated officers, committees and groups to 
manage, monitor and report on risks related to the relevant business segment. Id at 90. 

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

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

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

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

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

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

2010 Proxy at 17. 

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

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

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

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

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

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

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

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

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

In StaffLegal Bulletin No. 14E (CF) (October 27, 2009) ("SLB 14E"), the Staff stated 
that, in connection with the application of Rule 14a-8(i)(7) to proposals related to risk, it would 
no longer focus on whether a proposal relates to the company engaging in an evaluation of risk, 
and instead would "consider whether the underlying subject matter ofthe risk evaluation 
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involves a matter ofordinary business to the company." SLB 14E provides that proposals 
related to risk are not excludable ifthe underlying subject matter transcends the day-to-day 
business of the company and raises policy issues so significant that it would be appropriate for 
stockholder vote, as long as a sufficient nexus exists between the nature ofthe proposal and the 
company. 

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

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

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

For the reasons stated above, the Company believes that the Proposal directs a review of 
activities central to the ordinary operations of the Company, and, therefore, is excludable under 
Rule 14a-8(i)(7). 
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4.	 The Company may omit the Proposal pursuant to Rule 14a-8(i)(1) because it deals 
with a matter that is not a proper subject for action by stockholders under Delaware 
law. 

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

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

The proposal is not precatory and is not cast as a recommendation that the board of 
directors take any specified action. Accordingly, the Proposal is not proper for shareholder 
action under Delaware law. Attached as Exhibit E is an opinion of Richards, Layton & Finger, 
P.A., Delaware counsel to the Company, to this effect. The Staff has consistently permitted the 
exclusion of stockholder proposals mandating or directing a company's board of directors to take 
certain action inconsistent with the discretionary authority provided to the board of directors 
under state law pursuant to Rule 14a-8(i)(l). See Bank ofAmerica (February 24, 2010); MGM 
Mirage (February 6, 2008); Cisco Systems, Inc. (July 29,2005); Constellation Energy Group, Inc. 
(March 2, 2004); Philips Petroleum Company (March 13,2002); Ford Motor Co. (March 19, 
2001); American National Bankshares, Inc. (February 26, 2001); and AMERCO (July 21, 2000). 
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CONCLUSION 

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

Attachment 

cc w/ att:	 Martin Cohen, Corporate Secretary, Morgan 
Stanley 

Jeanne Greeley O'Regan, Assistant Secretary, 
Morgan Stanley 

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

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

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

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

(NY) 14017/106fPROXYINo Action Letter - Risk Report Proposal.doc 



Exhibit A 



Restore Confidence in the Financial System 
2011- Morgan Stanley 

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was 
eliminated in 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: "Under these proposals, investors would 
have better information about a company's financing activities during the course of a reporting period 
not just a period-end snapshot: and "With this Information, investors would be better able to evaluate the 
company's ongoing liquidity and leverage risks." (Opening Statement, SEC Open Meeting, September 17, 
2010); 

WHEREAS data compiled by Bloomberg states that: "For more than a decade, banks and insurance 
companies convinced governments and nonprofits (e.g.• Bay Area Toll Authority in Oakland, CA, Cornell 
University, NY) that financial engineering would lower interest rates on bonds sold for public projects such 
as roads, bridges and schools.U 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 a complete meltdown of the fina,ncial system; 

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

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

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

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

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



~(;v-L /;>..)13/ 10

Missionary Oblates of Mary Immaculate
Justice & Peace / Integrity of Creation Office, United States Province

December 10, 2010

Mr. James Gonnan
ChiefExecutive Officer
Morgan Stanley Group
1585 Broadway
New York, NY 10036

Dear Mr. Gorman,

The Missionary Oblates ofMary Immaculate are a religious order in the Roman Catholic
tradition with over 4,000 members and missionaries in more than 65 countries throughout
the world. We are members of the Interfaith Center on Corporate Responsibility a
coalition of 275 faith-based institutions committed to socially responsible investments.
We arc the beneficial owners of 2000 shares ofMorgan 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 ofpeople across the world are still struggling as"a
result of the meltdown of September 2008. Millions have lost their homes and many
others are underwater. Millions have lost jobs and still looking for new ones. Thousands
have seen their plans for retirement evaporate before their eyes. Furthermore we continue
to remain concerned about the long tenn impact of the crisis 011 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, ~nd therefore 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 a number
of major domestic and international financial institutions, including Morgan Stanley,
made use ofvarious facilities that were made available by the Federal Reserve. We
believe that the work ofrefonn and regulatory enhancement, which was mandated by
Dodd-Frank legislation and other international bodies, by itself will not restore the trust
lhat has been destroyed. We believe that all stakeholders have a role to play in this
process, and that there are additional measures around transparency and accountability
that our company can contribute to this crucial confidence restoration enterprise.

39] Michigan Avenue, NE • Washington, DC 20017 • Tel: 202-529-4505 • Fax: 202-529-4572
Website: www.omiusajpic.org



It is with this in mind that rwrite at this time to inform you ofour intention Lo lile the 
enclosed stockholder resolution for consideration lind action by the stockholders at the 
annual meeting. I hereby.submit it for inclusion in the proxy statement in accordance 
with Rule 14-a-8 of the General Rules and Regulations of the Securities Exchange Act of 
1934. 1will 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. Seamus P. Finn. OMI 
Director 
Justice. Peace and Integrity of Creation Office 
Missionary Oblates of Mary Immaculate 



Restore Confidence in the Financial System 
2011- Morgan Stanley 

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was 
eliminated In 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: "Under these proposals, investors would 
have better information about a company's financing activities dUring the course 'of a reporting period 
not just a period-end snapshot," and "With this information. investors would be better able to evaluate the 
company's origoing liquidity and leverage risks." (Opening Statement, SEC Open Meeting, September 17, 
2010); 

WHEREAS data compiled by Bloomberg states that: "For more than a decade, banks and insurance 
companies convinced governments and nonprofits (e.g .• Bay Area Toll Authority in Oakland, CA, Comell 
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 [these entities] 
more tt.Jan $4 billion; 

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

Whereas our company according to the Financial Times tapped the Federal Reserves' Primary Dealer 
Credit Facility 212 times between March :W08 and March 2009, and according to Fox Business News, 
accessed the Federal Reserve Term Securities Lending Facility .34 times during the crisis; 

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

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

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 accomplishp.d alone 
by the Dodd~Frank financial reform legislation unless it is accompanied by greater transparency and 
accountability across the sector Clnd especially by the systemically significant financial institutions. 

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



·~ M&T Investment Group 
M&T Bank, MD1·MP33, 1800Wa,hlngton Blvd, P.O. Box 1596, Baltimore, MD 2120~·1696 

4106452719 1l..."",866 8480383 r... 410 645 2762 

December 8, 2010 

~ev. Seamus P. Finn 
Missionary Oblates of Mary Immaculate 
Justice and Peace Office - United States Province 
391 Michigan Avenue, NE 
Washington, DC 20017-1516 

Dear Father Finn: 

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

PI~s~ don't hesitate to call me with any questions. 

VOlJIltulyyours. . ~ 

rL~ 
AssIstant VIce PresIdent - Custody Administration 
M&TBank 



1221 Avenue of the Americas 
New York. NY 10020 

Morgan StanLey 

Direct Dial: (211) 762-7325 
Facsimile No: (212) 507-0010 
Email: .f5lc:ob.T\lle..(wl/lo/.gaIL~tanle.·. cum 

VIA EMAIL AND OVERNIGHT MAIL 

December 17, 2010 

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

Re: Morgan Stanley Stockholder Proposal 

Dear Reverend Finn: 

On December 13,2010, we received the Missionary Oblates of Mary Immaculate's ("aMI") letter 
dated December 10, 2010 submitting a proposal forinciusion in Morgan Stanley's 2011 proxy statement. 

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



Rev. Seamus P. FinD, OMI 
December 15,2010 
Page 20£2 

In order to meet the eligibility requirements for submitting a shareholder proposal, you must 
provide the requested information to us no later than 14 calendar days from the date you receive this letter. 
If you provide us with documentation correcting 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. 

sincereIY' 4.~ 

J	 bE. Tyler 
istant Secretary ~ 

cc:	 Ms. Farha-Joyce Haboucha 
Mr. Myles McCabe 

Enclosure 



MISSIONARY OBLATES 12-21-1B 1B:4Ba Pg: 1/2

Justice -and Peacefln_egrity of Creation
Missionary Oblates of Mary, Immaculate, United States Province

Web Address: omiusajpic.org

FAX. TRANSMITTAL COVER SHEET

TO: 'Jacob E. Tyler

FAX NUMBER: '212-507-0010

RE: Attached letter

DATE: December 21, 2010

SENDER: Rev. Seamus Finn, OMI

NUMBER OF PAGES TO FOLLOW TIDS COVER SHEET: 1

Dear Mr. Tyler:

I received your letter and packet ofinfonnation of December 17, 2010.

In response to that, please find attached a new letter ofverlfication ofownership of shares ofMorgan Stanley by
the Missionary Oblates ofMary Immaculate that we hope is more in line with what is needed.

In addition. please be assured that we plan to hold Our shares at least until the annual meeting.

Ple-ase get back to me if anything else is required.

Six..cerely,

StamllS P. Finn, OMI
Director
Jus.o-tlce, Peace and Integrity ofCreation Office
Missionary Oblates ofMary Immaculate

Washington, DC, Office: Seamus Finn, OMI, Director
391 MIChigan Avenue, NE Washington, DC 20017 Tel: 202-529-4505 Fax: 202-529-4512 E-mail: seamus@omiusa.org,

I
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.~M&TInvestm~ Group
MaT Bank. M01·MP33, 18OOWashington Blvd, P.O. Box 1596, Ballimorv, Mo 2120.3-1696
41i1~2719 ~8ee8480383 fM4105452762 •

December ;U, 201Q

Rev. Seamus P. Finn
Missionary Oblates ofMary hnmaculate
jUstice and Peace Office - United States Province
391 Michigan Avenue, NE
Washington, DC 20017-1516

,

Dear FatherFinn:

As of December 10,2010, lhe United States Province of Missionary Obllltts of Mary
Immaculate owns 2,000 shar~ of Morgan Stanley and has owned these shares continuously for
at least one year. These shares are held in nominee name in the M & T Banks' account at the
Depository Trust Company

P]eas~ don't hesitate to call me with any questions.

VelY truly yours.

S emadette Greaver
Assistant VicePresident
cUstody. Administration



The Marianists 

December 13, 2010 

Sent via FedEx 

Mr. James Gorman
 
Chief Executive Officer
 
Morgnn Stanley Group
 
1585 Broadwny
 
New York, NY 10036
 

Dear Mr. Gorman, 

1am writing yOLl 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 
omitting proprietary information) by December 1, 2011, the risk mnnagemcnt structure, 
staffing and reporting lines of the institution and how it is integrated into their business 
model and Clcross all the operations of the company's business lines. 

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

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

We truly hope that the company will be willing to dialogue with the filers about this 
propm;al. Please note that the contact person for this resolution/proposal will be: Rev. 
Scnmus P. Finn, OMI, Director Justice, Pean' and Integrity of Creation Office, Missionary 
Oblates of Mary Immaculate, scamus(fPomiu5a.or~ . 

4425 West Pine Boulevard 51. Louis. Missouri 63108·2301 3 J4.533. J207 314.533.0778 fox 



Sincerely, 

~1rW~ 
Myles McCabe 
Director of Peace and Justice 
Marianist Province of the US 

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



Restore Confidence in the Financial System 
2011- Morgan Stanley 

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

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

WHEREAS data complied by Bloomberg states that: "For more than a decade, banks and insurance 
companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in Oakland, CA, Cornell 
University, NY) that financial engineering would lower Interest rates on bonds sold for public projects such 
as roads, bridges and schools: The Bloomberg article 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 a complete meltdown of the financial system; 

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

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

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

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

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



1221 Avenue of the: Americas 
New York. NY 10020 

Morgan Stanley 

Direct Dial: (211) 761·7325 
Facsimile No: (212) 507-0010 
Email: Jacob~T!"el'(il'/IlQrg(/nsIQlllev.colll 

VIA FACSIMILE AND OVERNIGHT MAIL 

December 17,2010
 
Mr. Myles McCabe
 
Director of Peace and Justice
 
Marianist Province of the United S.tates
 
4425 West Pine Boulevard
 
Sl. Louis, MO 63108-2301
 

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 a proposal for inclusion in Morgan Stanley's 2011 
proxy statement. 

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

In order to meet the eligibility requirements for submitting a shareholder proposal, you must 
provide the requested infonnation 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 detennine whether it is appropriate for inclusion in our proxy statement. 

Ja	 bE y5¥
A	 istant Secretary 

cc:	 Ms. Farha-Joyce Haboucha 
Rev. Seamus P. Finn 

Enclosure 
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The Marianists 

December 22,2010 

Sent via 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, 

/ly<t'l.- /h, U-

Myles McCabe 
Director of Peace and Justice 
Marianist Province of the U.S, 

4425 West Pine 8ouievord St. louis, Missouri 63108·2301 314.533.1207 314.533.0778 fox 
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December 14, 2010 

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

Re: Filing of Stockholder Resolution by Marianist Province of the United States 

Dear Mr. Mack 

This letter shall serve as verification that the Marianist Province of the US, St 
Louis own at least $2,000 worth of stock in Morgan Stanley. The shares are held in 
the account of the Marianist Province of the United States at Marshall & "sley Trust 
Company N.A.The shares have been held by the Marianist Province of the United 
States for at least one year and it is our understanding the Marianist Province of the 
United States intends to hold the shares until the 2011 Annual Meeting. 

Sincerely, 
f) 

\..J /'\f "f ,_·...JIJ~ .' ,rJ I.~ ·~·r>.• LC(.,_,y·.··>.".·'\
l.,.~}",.-(,{. t Ll'<J ~7\.. \- "". , '-

Brande L. Anderson, CTFA 
Vice President 

.- .. -- - .. - - -- - - ..__ ...---- --_._ .. - .. ~-
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~, 1nc.lln~mber nN~!PC I1"dl!l~I~mng III ~~p,1 otr~1!\ 21~: E. l.nboo::!!wt•. Mlrllaul.!'e. WI 532011, No: d: SldI TlJI! ~nmp.1i1Y ;,nd T,phn, llr.ida I'< Hab.,hl.lll 
Inl!'Jm~nl o:OdU(11 Mr' ~llil!£.!nlur..d!NO ~n.~~.rdnleeJ ~l)'.1 o\r 'J~i~ 

Pr~u<h dlld w:,iecI drr pro1~d by M&I M313hlll ('111:('" I:dnk: r~MI r;.",~ F". i,\pmhr" Irlie. 



10 Rockefoller PlazaROCKEFELLER IASSET 3rd Floor
FIN A N C I A L MANAGEMENT New York. NY 10020 

2125495100 p 

www.rockefellerfinancial.com 

December 13,2010 

Mr. James Gorman 
Chief Executive Officer 
Morgan Stanley Group 
1585 Broadway 
New York, NY 10036 

Dear Mr. Gorman, 

Libra Fund, L.P. (the "Fund" or "we") i~ a socially responsive private investment limited partnership that is 
the beneficial owner of36,020 shares of Morgan Stanley common stock as of December 13.2010. We arc 
presenting this resolution with Rev. Seamus P. Finn, Missionary Oblates of Mary Immaculate, as primary 
filer. In brief, the proposal requests the Board of Directors of Morgan Stanley to report to shareholders (al 
reasonable cost and omitting proprietary information) by December I, 20 II. the risk management structure, 
staffing and reporting lines oftpe institution and how il is integrated into its business model and across all 
the operations of the Company's business lines. 

We believe that the work of reform and regulatory enhancement, which was mandated by Dodd-Frank 
legislation and other international bodies, by itseJfwill not in and of itself restore investor tnlst. We believe 
that all stakeholders have a role 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 lor inclusion in the 201 I proxy statement in accordance with Rule 140-& 
orthe General Rules and Regulations of the Securities Exchange Act of 1934. The Fund has continuously 
held Morgan Stanley shares totllling at ICClst $2,000 in market value for at lellst one year prior to the date of 
this lIIing. Proof of ownership will be forthcoming from the Fund's custodian. It is the Fund's intention to 
maintain ownership ofshan.'S in the Company through the date of the 20 II annual meeting. 

Please direct any correspondence 10 the primary filer of this resolution, Rev. Seamus P. Finn, Director, 
Missionary Oblates of Mary Immaculate by email at seamlls@omiusn.org or by phone at 202-269-6715. 
You may also conlact the undersigned Director of Socia fly Responsive Investments, by email at 
jhabouchaailrockco.com or by phone at 212-549-5220 if you have questions or comments regarding the 
proposal. 

Thank you in advance for your time and attention. I look torward 10 working with you or members of your 
team regarding the issues raised in this proposal. 

Sincerely, 

f~.-:1=.~::-I~·:·~·'~~:18~ 
r, Socially Respon~estmenls 

Enel.
 
ce: Rev. camus P. Finn, 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 a 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: ·Under these proposals, investors would 
have better information about a company's financing activities during the course of a reporting period 
not just a period-end snapshot: and "With this information, investors would be better able to evaluate the 
company's ongoing liquidity and leverage risks." (Opening Statement. SEC Open Meeting, September 17, 
2010); 

WHEREAS data compiled by Bloomberg states that: "For more than a decade, banks and insurance 
companies convinced governments and nonprofits (e.g.• Bay Area Toll Authority in Oakland, CA, Cornell 
University, NY) that financial engineering would lower interest rates on bonds sold for public projects such 
as roads, bridges and schools." The Bloomberg article said, "That failed promise has cost [lhese 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 a complete meltdown of the financial system; 

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

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

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

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 a single institution can engender. Continuous reporting on the 
monitoring, testing and strenuous evaluation of these instruments for soundness, suitability, integrity and 
safety is needed and can be advanced through the adoption of this resolution. 



1221 Avenue ofthe Americas 
New York. NY 10020 

Morgan Stanley 
Direct Dial: (111) 762-7315 
Facsimile No: (2/2) 507-00/0 
Email: Jacob.Tvler@mo/:gf1.lIstanlell.com 

VIA EMAIL AND OVERNIGHT MAIL 

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

Re: Morgan Stanley Stockholder Proposal 

Dear Ms. Haboucha: 

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

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

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

l?t~~ 
Assistant Secretary 

cc:	 Rev. Seamus P. Finn 
Mr. Myles McCabe 

Enclosure 



Wealth Managtll Services 
1200 Crown Colony Drive - CCl-2 
Oulney, MA 02169 

STATE STREET. 

December 13,2010 

Mr. James Gorman 
Morgan Stanley 
1585 Broadway 
New York, NY 10036 

Re: Morgan Stanley 

Dear Mr. Gorman: 

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

The Fund has continuously owned shares of Morgan Stanley common stock totaling at 
least $2.000 in market value for at least one year prior to and through December 13, 
2010. 

Sincerely, 

!z/[ C:':'~v6' J.) 'kC(c.0--
Mary Buckley 
Assistant Vice President 
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Liquidity and Capital Resources. 

The Company's senior management establishes the liquidity and capital policies of the Company. Through 
various risk and control committees, the Company's senior management reviews business perfonnance relative 
to these policies, monitors the availability of alternative sources of financing, and oversees the liquidity and 
interest rate and currency sensitivity of the Company's asset and liability position. The Company's Treasury 
Department, Firm Risk Committee ("FRC"), Asset and Liability Management Committee ("ALCO") and other 
control groups assist in evaluating, monitoring and controlling the impact that the Company's business activities 
have on its consolidated statement~ of tinancial condition, liquidity and capital structure. 

The Balance Sheet. 

The Company actively monitors and evaluates the composition and size of its balance sheet. A substantial 
portion of the Company's total assets consists of 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 Company's total assets increased to 
$771,462 million at December 31,2009 from $676.764 million at December 31. 2008. 

Cash used for operating activities primarily related to financial instruments owned-U.S. government and 
agency securities, securities borrowed, Federal funds 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 owned-derivative and other contracts. 

Within the sales and trading related assets and liabilities are transactions attributable to securities financing 
activities. As of December 31,2009, securities financing assets and liabilities were $376 billion and $316 billion, 
respectively. As of December 31, 2008, securities tinancing 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 receivables/payables und related segregated customer cash. 

Securities finuncing assets and liabilities also include matched book transactions with minimal market, credit 
and/or liquidity risk. Matched book transactions accommodate customers, as well as obtain securities for the 
settlement and financing of inventory positions. The customer receivable portion of the securities financing 
transactions includes customer margin loans. collateralized by customer owned securities, and cuslomer cush, 
which is segregated according to regulatory requirements. The customer payable portion of the securities 
financing transactions primarily includes customer payables to the Company's prime brokerage clients. The 
Company's risk exposure on these transactions is mitigated by collateral maintenance policies that limit the 
Company's credit exposure to customers. Included within securities financing assets was $14 billion and $5 
billion as uf December 31, 2009 and December 31, 2008, respectively. recorded in accordance with accounting 
guidance for the transfer of financilll assets that represented equal and offsetting assets and liabilities for fully 
collateralized non-cash loan transactions. 

The Company uses the Tier I leverage ratio, risk based capital ratios (see "Regulatory Requirements" herein), 
Tier I common ratio and the balance sheet leverage ratio us indi'cators of capital adequacy when viewed in the 
context of the Company's overall liquidity and capital policies. 

Morgan Stanley 74 



The following table sets forth the Company's total lIssets and leverage ratios liS of December 31, 2009 lind

December 31, 2008 and average balances during 2009:

Total assets ...••..•.•......•••..••........................

Common equity ..•......•.......•...•.•.•..............•..

Preferred equity •.•..........•..•.•.......•................

Morgan Stanley shareholders' equity •...•....••...............

Junior subordinated debentures issued to capital tmsts .

Subtotal •.•.•...••••.•..••••...••..•••..•...•.......•

Less: Goodwill and net intangible assets(2) ....•........•.......

Tangible Morgan Stanley shareholders' equity ................•..

Common equity ...•.....••................................

Less: Goodwill and net intangible assets(2) ..........••.........

Tangible common equity(3) ••.••..•........•....••...........

Leverage ratio(4) .•..••.••......•...••..•..................

Tier 1 common ratio(5) ....................................•

Average
Dnllmceut Dulunce(1)

December 31. Decembcr 31,
2009 2008 2009

(dollors In millions, except rolio dalu)

$771,462 $676,764 $741,546

$ 37,091 $ 29.585 $ 34,068

9,597 19,168 13,991

46,688 48,753 48,059

10,594 10.312 10,576

57,282 59,065 58,635

(7,612) (2,978) (5,947)

$ 49,670 $ 56.087 $ 52,688

$ 37,091 $ 29,585 $ 34,068

(7,612) (2,978) (5,947)

$ 29,479 $ 26.607 $ 28,121

15.5x 12.lx 14.lx

8.2% N/A N/A

N/A-The Compan)' began calculating i1s risk weigbted assets under Basel I us of March 31.2009.
(I) The Company calculates its avcragc balances based upon weekly amonnlS, except where weekly balances are unavailable. the month-end

balances are used.
(2) Goodwill and nel inlangible lIssets exclude mortgage servicing rights of $123 million (net of disallowablc mortgage servicing righL' in

2(09) and SIK4 million as of Decemher 31. 2009 and Decemher 31. 200K. respectively. In 20ll9. amounts included only the Company's
share of MSSB's goodwill and intangible assets.

(3) Tangible common equity equals common equity less goodwill and net intangible assets as delined above. The Company views t:Ulgihlc
common equity as a useful measure to investors because it is a commonly Ulilized melrie and rellects the common cquity deployed in the
Company's businesses.

(4) Level'Uge ratio equals total asseL, divided by tangible Morgan Stanley shareholders' eqnity.
(5) The Tier I common ratio equals Tier I common eqnity divided by RWAs. The Company defines Tier I common equhy as Tier I capil,,1

less qualifying perpetual prefillTed slock. qualifying trusl preferred securities and qualifying restricted core capital clements. "djusled for
the ponion of goodwill and non-servicing assels associated with MSSB's non-controlling interests (i.e., Chi's share of MSSB's goodwill
and intangibles). The Company views its deli nil ion of the Tier I common equity as a useful measure for investors as it reflecls the actuIII
ownership sirueture and economics of the joint venlure. This definilion of Tier I common equity differs from the Tier I common capillli
me:lsnre that was used by the federal bank regulatory agencies in the Supervisory Capital Assessmelll Program ("SCAP") conducted
during thc I)criod February through April 2009. In SCAP, TicI' I common c:lpital was defined as Tier I capital less oon-common
elements, including qualifying perpelual preferred stock, qualifying minority interest in subsidiaries, and qualifying trust preferred
securities. Accordingly, the SCAP mellsure would not be adjusted for the $4.5 billion portion or goodwill and non.servicing intangible
assets associated with MSSB's non-controlling interests as though the Company had already lIcquired the remaining 49% interest in
MSSB owned by Citi. For a discussion of RWAs and Tier I capital, see "Regulatory Reqniremenls" herein.

Balance Sheet and Funding Activity in 2009.

During 2009, the Company issued notes with a 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 transactions to obtain floating interest rules based primarily on short-term

London Interbank Offered Rates ("USOR") trading levels. The weighted average maturity of the Company's

long-term borrowings. based upon stated maturity dates. was approximately 5.6 years as of December 3I. 2009.

Subsequent to December 31. 2009 and through January 31.2010, the Company's long-term borrowings (net of

repayments) decreased by approximately $0.6 billion.
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As of December 31, 2009, the llggregate outstanding principal amount of the Company's senior indebtedness (as 
defined in the Company's senior debt indentures) was approximately $179 billion (including guaranteed 
obligations of the indebtedness of subsidiaries) compared with $172 billion as of December 31, 2008. The 
increase in the amount of senior indebtedness was primarily due to new issuances, partially offset by a decrease 
in commercial paper and other short-term borrowings. 

Equity Capital-Related Transactions. 

In June 2009, the Company repurchased the 10,000,000 shares of Series D Prefen'ed Stock issued to the U.S. 
Treasury under the CPP at the liquidation preference umount plus accrued and unpaid dividends, for an aggregate 
repurchase price of $10,086 million. 

In August 20()9, under the terms of the CPP securities purchase agreement, the Company repurchased the Warrant 
from the U.S. Treasury for $950 million. The Wan'ant wus previously issued to the U.S. Treusury for the purchase 
of 65,245,759 shares of the Company's common stock at un exercise price of $22.99'per share. The repayment of 
the Series D Preferred Stock in the amount of $10.0 billion, completed in June 2009, and the Wurrant repurchase iii 
the amount of $950 million reduced the Company's total equity by $10,950 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 640,909 shares of the Company's Series C 
Preferred Stock. 

See Note 13 to the consolidated financial statements for further discussion of these trJnsactions. 

Equity Capital Management Policies. 

The Company's senior management views equity capital as an important source of financial strength. The 
Company actively manages its consolidated equity capital position based upon, umong other things, business 
opportunities, capital availability and nItes of retuO! together with internal capital policies, regulatory 
requirements and rating agency guidelines 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 a 
consolidated basis, at least equal to the sum of it~ opemting subsidiaries' equity. 

As of December 31, 2009, the Company's equity capital (which includes shareholders' equity and junior 
subordinated debentures issued to capital tntsts) was $57,282 million, a decrease of $1,783 million from 
December 31, 2008, primarily due to the repayment of the Series 0 Preferred Stock and the Warrant repurchase, 
partially offset by the Company's common stock offerings. 

As of December 3I. 2009. the Company had approximately $ 1.6 billion remalOlOg 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 cupital needs 
liS well as equity-bused compensation and benefit plan requirements. Share repurchases by the Company ure 
subject to regulatory approval. During 2009. the Company did not repurchase common stock as part of its capitul 
mamlgement shure repurchase program (see also "Market for Registmnt's Common Equity. Related Stockholder 
Matters and Issuer Purchases of Equity Securities" in PlU1 II, Item 5). 

The Board determines the declaration and payment of dividends on a quarterly basis. In January 2010, the 
Company announced that its Board declared a quarterly dividend per common share of $0.05 (see Note 27 to the 
consolidated financial statements). The Company also announced that its Board declared a qual1erly dividend of 
$255.56 per share of Series A Floating Rate Non-Cumulative Preferred Stock (represented by depositary shares, 
each representing 1/1,000th interest in a share of preferred stock and each having a dividend of $0.25556); a 
quarterly dividend of $25.00 per share of Series B Preferred Stock and a quarterly dividend of $25.00 per share 
of Series C Preferred Stock. 
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Economic Capital.

TIle Company's economic capital framework estimates the amount of equity capital required to support the
businesses over a wide range of market environments while simultaneously satisfying regulatory, rating agency
and investor requirements. The framework continued to evolve over time in response to changes in the business
and regulatory environment and to incorporate enhancements in modeling techniques.

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 intended to align equity capital with
the risks in each business in order to allow senior management to evaluate returns on a risk-adjusted basis (such
as return 011 equity and shareholder value added).

Economic capital is based on regulatory capital plus additional capital for stress losses. The Company assesse.~

stress loss capital across various dimensions of market, credit, business and operational risks. Economic capital
requirements are met by regulatory Tier I capital. For a further discussion of the Company's Tier I capital, see
"Regulatory Requirements" herein. The difference between the Company's Tier I capital and aggregate
economic capital requirements denotes the Company's unallocated capital position.

The Company uses economic capital to allocate Tier I capital and common equity to its business segments. The
following table presents the Company's allocated average Tier I capital and uveruge common equity for 2009
and fiscal 2008:

2009 l"iscal 2008

Institutional Securities, .
Global Wealth Management Group .
Asset Management .
Unallocuted capital , .

Total from continuing operations .
Discontinued operations .

Total .

Avcragc
Ticr 1

Capilal

$23.6
2.7
2.5

18.3

47.1
0.7

$47.8

Average Average
Common Tier 1

Eqully Copilld

(dollars in billions)

$18.1 $25.8
4.6 1.7
2.2 3.0
8.1 6.6-- --

33.0 37.1
1.1 0.8-- --

$34.1 $37.9

Average
Commuo

Equity

$22.9
1.5
3.0
4.9

32.3
1.3

$33.6

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

TIle Comp.my generally uses avaihtble unallocated capital for prospective regulatory requirements, organic
growth, acquisitions and other capital needs while maintaining adequate capital ratios. For a discussion of risk
based capital ratios. see "Regulatory Requirements" herein.

Liquidity and Funding Management Policies.

The primary goal of the Company's liquidity management and funding activities is to ensure adequate funding
over a wide range of market environments. Given the mix of the Company's business activities, funding
requirements are fulfilled through a diversified range of secured and unsecured financing.
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The Company's liquidity and funding risk management policies are designed to mitigate the potential risk that 
the Company may be unable to access adequate financing to service its financial obligations without material 
franchise or business impact. The key objectives of the liquidity and funding risk management framework are to 
support the successful execution of the Company's business strategies while ensuring sufficient liquidity through 
the business cycle and during periods 9f stressed market conditions. 

Liquidity Management Policies. 

The principal elements of the Company's liquidity management framework are the Contingency Funding Plan 
("CFP") and liquidity reserves. Comprehensive financing guidelines (secured funding, long-term funding strategy, 
surplus capacity, diversification and staggered maturities) support the Company's targelliquidity protile. 

Contillgency FUlldillg Plan. The CFP is the Company's primary liquidity risk managemelll tool. The CFP 
models a potential, prolonged liquidity contraction over a one-year time period and sets forth a course of action 
to effectively manage a 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 Company's CFP model incorporates scenarios with a wide mnge of potential cash outtlows during a range of 
liquidity stress events, including, but not limited to, the following: (i) repayment of all unsecured debt maturing 
within one year and no incremental unsecured debt issuance: (ii) maturity roll-off of outstanding letters of credit 
with no further issuance and replacement with cash collateral; (iii) return of unsecured securities borrowed and 
any cash raised against these securities; (iv) additional collateml that would be required by counterparties in the 
event of a multi-notch long-ternl credit ratings downgrade; (v) higher haircuts on or lower availability of secured 
funding; (vi) client cash withdrawals; (vii) drawdowns on unfunded commitments provided to third parties; and 
(viii) discretionary unsecured debt buybacks. 

The CFP is produced on a parent and major subsidiary level to capture specific cash requirements and cash 
availability at various legal entities. The CFP assumes that the pment company does not have access to cash that 
may be held at certain subsidiaries due to regulatory, legal or tax constmints. 

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 and consists of overnight cash deposits and unencumbered U.S. and Eliropean 
government bonds, agencies and agency pass-throughs. The Company believes that diversifying the form in 
which its liquidity reserves (c,lsh and securities) are maintained enhances its ability to quickly and efficiently 
source funding in a stressed environment. The Company's funding requirements and target liquidity reserves 
may vary based on changes to the level and composition of its balance sheet, timing of specific 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 was 
$163 billion. 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 covemml~ in connection with 
offerings by Morgan Stanley Capital Trust VII and Morgan Stanley Capital Trust VIII (the "Capital Securities"). 
Under the terms of the replacement capital covenants, the Company has agreed, for the benefit of certain 
specified holders of debt, to limitations on its ability to redeem or repurchase any of the Capillli Securities for 
specified periods of time. For a complete description of the Capitul Securities and the terms of the replacement 
capital covenunts, see the Company's Current Reports on Form 8-K dated October 12,2006 and April 26, 2007. 
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Funding Management Policies. 

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

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

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

TIle Company's goal is to achieve an optimal mix of secured and unsecured funding through appropriate use of 
collateralized borrowings. The Institutional Securities business segment emphasizes the use of collaternlized 
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 part of this effort, the Institutional Securities business segment 
continually seeks to expand its global secured borrowing capacity. 

In addition, the Company, through several of its subsidiaries, maintains committed credit facilities to s~pport 

various businesses, including the collateralized commercial and residential mortgage whole loan, derivative 
contracts, warehouse lending, emerging market loan. structured product, corporate 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 a number of lending facilities. The Primary Dealer Credit Facility 
(UPDCP') 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 a regular basis that was available at auction on pre-announced dates. The PDCF and 
TSLF expired on February J, 2010. 

Ullsecured Finallcing. 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 a combination of short-ternl funding, floating rate long-term debt or fixed mte 
long-ternl debt swapped to a floating rate and deposits. The Company uses derivative products (primarily interest 
rate, 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). . 

Temporal)' Liquidity Guarantee Program (UTLGP"). 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 TLGP provides a guarantee, through the earlier of 
maturity or June 30, 2012. of certain senior unsecured debt issued by participating Eligible Entities (including the 
Company) between October 14,2008 and June 3D, 2009. Effective March 23, 2009, the FmC 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 I, 2009 to December 31, 2012. TIle maximum amount of FDIC-guaranteed debt a participating 
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Eligible Entity (including the Compllny) may have outstanding is 125% of the entity's senior unsecured debt that
was outstanding as of September 30, 2008 that was scheduled to mature on or before June 3D, 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 3 1,2009.

At 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 long-term 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 TLGP as of December 31, 2008 was 2.28% and 3.70%,
respectively. The weighted average rate at which the Company issued long-term debt under TLGP in the first
quarter of 2009, including TLGP fees was 2.80%. The Company did not issue any commercial paper under the
program in the tirst quarter of 2009. The Company is unable to determine the benetit to operating resulls. if any,
of issuing debt under the TLGP as there are no appropriate benchmarks due to the disruption in the debt capital
markets at that time. There have been no issuances under the TLGP since March 31, 2009. See Note 9 to the
consolidated financial statements for further information on commercial paper and long-term borrowings.

Sllort-Term Borrowi"gs. The Company's unsecured short-term borrowings may consist of commercial paper,
bank loans, bank notes and structured notes with maturities of 12 months or less at issuance.

The table below summarizes the Company's short-term unsecured borrowings:

Al
December 31,

2009

Al
December 31,

2008

Commercial paper .
Other short-term borrowings .

Total .

(dollllrs in millions)

$ 783 $ 7,388
1,595 2,714--- ---

$2,378 $10,102

Commercial Paper Funding Faci/ity. During 2009, the Company had the ability to access the Commercial
Paper Funding Fucility (UCPFP') which provided a liquidity backstop to U.S. issuers of commercial paper
through a special purpose vehicle that purchased three-month unsecured and asset-backed commercial paper
directly from eligible issuers. The CPFF program expired on February 1,2010. As of December 31, 2009, the
Company had no commerciul paper outstanding under the CPFF progrum. As of December 31, 2008, the
Company hud $4.3 billion outstanding under the CPFF program.

Deposits. The Company's 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:

Savings and demand deposits .
Time deposits(2) , .

Total .

Al Al
December 3J, December 31,

2009(J) 2008(l )

(dollors in millinns)

$57,114 $41,226
~ 10,129

$62,2 I5 $51,355

(I) To!:.1 deposits in~lIred by Ihe FDIC at December 31. 2009 and December 31. 2008 were $46 billion and $47 billion, respct:lively.
(2) Cenain lime deposit llceounLs are carried al fair value under the fuir value option (see Nole 4 10 Ihe cnnsolidated financial slalcments).
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On November 12, 2009, the FDIC Board of Directors adopted a 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 20 I0, 2011 and 2012 (the prepayment period) on December 30, 2009, at the
same time that institutions pay tlleir regular quarterly deposit insurance assessments for the third quarter of 2009.
The prepaid assessment is recorded as a prepaid expense (asset) as of December 3D, 2009. As of December 31,
2009,and each quarter thereafter, the Company will record an expense (charge to earnings) for its regular
quarterly assessment for the quarter and an offsetting credit to the prepaid assessment until the asset is exhausted.

On October 3, 2008, under me Emergency Economic Stabili7..ation Act of 2008, me FDIC temporarily raised the
basic limit on federal deposit insurance coverage from $100,000 to $250,000 per depositor. This increased
coverage lasts through December 31,2013 and is in effect for the Company's two U.S. depository institutions.

Additionally, under the Final Rule extending the Transaction Account Guarantee Program, me 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.

Lollg-Term Borrow;"gs. The Company uses u variety of long-term debt funding sources to generate liquidity.
tuking into considenltion me results uf me CFP requirements. In addition, mc issuance of long-tcrm debt allows the
Comp.my to reduce reliance on short-term credit sensitive insmmlents (e.g.. commercial paper and other unsecured
short-term borruwings). Financing transactions are generally structured to ensure staggered mmurities. thereby
mitigating refinancing risk, and to maximize investor diversification through sales to global institutional and retail
clients. Availabi lity and cost of financing to the Company can vary depending on market conditions. the volume of
certain trading and lending uctivities. the Company's credit Mings and the overall availability of credit.

During 2009. the Company's long-term financing strategy wus driven, in part, by its continued focus on
improving its balance sheet strength (evaluated through enhanced capital and liquidity positions). As a result. for
2009, a principul amount of llpproximately $44 billion of unsecured debt W'L~ issued. including $30 billion of
publicly issued senior unsecured notes not guarunteed by the FDIC.

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

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

Due in 2010 .
Due in 2011 , .
Due in 2012 .
Due in 2013 .
Due in 2014 .
Thereaftcr .

Total .

At
Non-U.S. December 31,

U.S. Dollar Dollar 2009

$ 19,973 $ 6.115 $ 26,088
17,386 9,424 26,810
21,815 16,224 38,039
3.378 21,642 25,020

10.657 6,209 16,866
39.181 21,370 60.551

$112,390 $80,984 $193,374

See Note 9 to the consolidated finunciul statements for further informution on long-term bon·owings.

Credit Ratings.

The Compuny relies on external sources to finance a significant portion of its day-to-day operations. The cost and
availability of financing generally are dependent on the Company's short-term and long-term credit I"lItings. In
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llddition, the Company's debt ratings can have 1I significant impact on certain trading revenues, particularly in
those businesses where longer teml counterparty perfonnance is critical, such as aTC derivative transactions,
including credit derivatives and interest rate swaps. Factors that are important to the determination of the
Company's credit ratings include the level and quality of earnings, capital adequacy. liquidity, risk appetite and
management, asset quality, business mix and perceived levels of govemment support.

In connection with certain aTC 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 a credit rating downgrade. As of
December 31, 2009, the amount of additional collateral or termination paymems that could be culled by
counterparties under the terms of such agreemems in the event of a one-notch downgrade of the Company's long
term credit rating was approxi1llately $ I,405 million. A total of approximately $2,523 million in collateral or
temlination payments could be called in the event of a two-notch downgrade. A tOlal of approximately $3,417
million in collateral or termination payments could be called in the event of a three-notch downgrade.

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

Company

Short-Term Long-Term Raling
Debt Debt Outlook

Morgan Siuntey !lank, N.A.

Short-Term Long-Term Ruling
Debt Debt Outlook

Dominion Bond Rating Service Limited ..
Fitch Ratings .
Moody's Investors Service .
Rating and Investment Infonnation. Inc. ..
Standard & Poor's .

R-I (middle)
FI
P-I
a-I
A-I

A (high)
A

A2
A+
A

Negative
Stable

Negative
Negative
Negative

FI
P-I

A-I

A+
AI

A+

Stable
Negative

Negative

Off-Balance Shcct Arrangcmcnts with Unconsolidated Entities.

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

/llstifutioual Securities Activities. The Company utilize~ SPE~ primarily in connection with securitization
activities. The Company engages in securitization activities related to commercial and residential mortgage
loans, U.S. agency collateralized mortgage obligations. corporate bonds and loans, municipal bonds and other
types of financial assets. The Company may retain interests in the securitized financial assets as one or more
tranches of the securitization. These retained interests are included in the consolidated statements of financial
condition at fair value. Any changes in the fair value of such retained interests are recognized in the consolidated
slatemell\s 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
securitization transactions. For further information about the Company's securitization activities, see Notes 2 and
6 to the consolidated financial statements.

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

Gllara"tees. Accounting guidance for guarantees requires the Company to disclose information about its
obligations under certain guarantee arrangements. The FASB defines guarantees as contracts and indemnification
agreements that contingently require a guarantor to make payments to the guaranteed party based on changes in
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an underlying measure (such as un interest or foreign exchange rate, a security or commodity price, an index. or
the occurrence or non-occurrence of a specified event) related to an asset, liability or equity security of a
guaranteed party. The FASB also detines guanmtees as contracts that contingently require the guarantor to make
payments to the guaranteed party based on another entity's failure to perform under an agreement as well as
indirect guarantees of the indebtedness of others.

The table below summarizes certain information regarding the Company's obligations under guarantee
arrangements as of December 31, 2009:

1.126 4,886 10,128 976 5.324
775 775 45 126

307 143 4,852 24 6,264
42.380 42,380 81

101 131 482 95195 55

982 3,134

4,402

160
637,688

Less thun I

Muximum l'otcntiull'uyuutINotiunul Currying
-----~--~-~--'---------Amuunt

Vcun> tu Mulurlty (Assct)/ CollutcrnJl
1·3 3·5 OvcrS Totul Uubillty~

(dollurs in millions)

$261,354 $768,194 $850,116 $567,361 $2,447,025 $43,621 $
51 24 1,089 1,164 1,118
74 337 668 1,239 (335)

340,280 142.700 232,210 1.352,878 70,314

Credit derivative contracts( I) ., .
Other credit contracts .
Credit-linked notes ,
Non-credit derivative contructs( I)(2)
Standby letters of credit and other

financial guurantees issued(3)(4} .
Market value guarantees .
Liquidity facilities .
Whole loan sales guarantees .
General partner guarantees .

Typc of Guuruntcc

(I) Carrying amounts of derivative (ontracts arc shown on a gross b,L~is prior to (ash collateml or counterparty nclling. I'or further
information on derivativc contra"s, scc Note 1010 Ihe consolidatcd linuncial statemcnts.

(2) Amounts include a guarantce to invcstors in undivided participating interests in claims thc Company made against a derivative
countcrparty that filed for bankruplcy protection. To the extent, in the IUlurc, any portion of the claims is disallowed or reduced by the
bankruptcy court in excess of a certain amount. then the Company must refund a purtion of th~ purchase price plus inlerest. I'or further
information, see Notc J610 (he consolidated linaneiul slatements.

(3) ApproxinlOllely $2.0 billion of stundby IeIlers of credit are also rel1eeled in Ihe "Commilm~nts" table in primary and sccondary lending
commitmenIS. Standby lellers of credit ore recordcd al fair value within Financial instrumcnls owned or I'inaneial instruments sold. nOI
yel purchased in the consolidaled statemcnts of linaneial coodilion.

(4) Amounts include guarantees issucd by consolidalcd real estale funds sponsored by the Company uf :Ipproximalely S2.0 billion. These
guur:lI1tees relate to oblig,uiolls of the fund's invcstce cnlities. including guarantees related 10 capilal cxpenditures and principal and
interest debt payments. AccnJed losses under thesc guarantees of approximately $1.1 billion lire renected as a rcduclion of the carrying
vulue of the related fund investments, which nre renected in Finuncial instruments owned-investmeillS on lhc consolidated statement of
limlllci:11 condition.
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The table below summarizes certain information regarding the Company's obligations under guarantee
arrangements as of December 31, 2008:

Collaterul/
Recourse

Carrying
Amount
(Asset)1
L1abilit)'Total1-3 .3·S

Yeurs to Maturity

Maximum Potential PayouUNotional

684,432 385.734 195,419 274,652 1,540.237 145.609

779 1,964 1,817 4,418 8,978 78 4,787
645 645 36 134

3,152 698 188 376 4,414 25 3,741
42,045 42,045

54 198 33 150 435 29

1.747 1.747 40

OverS

(dollars In millions)

$225,742 $778,266 $1,593,218 $989,207 $3.586,433 $427,338 $
53 43 188 3,014 3,298 3,379

207 486 326 640 1,659 (242)

Less than 1

Credit derivative contracts(1) .
Other credit contracts .
Credit-linked notes .
Non-credit derivative

contracts( I) .
Standby letters of credit and other

financial guarantees issued .
Market value guarantees .
Liquidity facilities .
Whole loan sales guarantees .
General partner guarantees .
Auction rate security

guarantees .

Type of Guurllntee

(I) Carrying amounts of derivative contracts arc shown on a gross basis prior to c;lSh collateral or counlerparty netling. For further
information on derivative COlllraCIS. see NOle 10 to the consolidated financial statements.

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 guarantees generally are entity or product specific and are required by investors or
tmding counterparties. The activities of the subsidiaries covered by these guarantees (including any related debt
or tfading obligations) are included in the Company's consolidated financial statements.

See Note II 10 the consolidated financial statements for information on tnlsl preferred securities, indemnities.
exchange/clearinghouse member guarantees, general partner guarantees, secufitized asset guanmtees and olher
guarantees.
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Commitments and Contractual Obligations.

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

Lcss
thun 1

Ycurs to Molurity

1·3 3-5 Oycr 5--- ---(dollurs in millions)

Totulal
Dcccmbcr 31,

201>9

Letters of credit and other financial guarantees obtained to
satisfy collateral requirements ....................... $ 1,043 $ I $ I $ 52 $ 1,097

Investment activities ................................. 1,013 883 199 83 2,178
Primary lending commitments-investment grade( I )(2) .... 10,146 26.378 4,033 154 40,711
Primary lending commitments-non-investment grade( I) ... 344 4,193 2,515 124 7,176
Secondary lending commitments( I) .................... 18 107 121 97 343
Commitments for secured lending transactions ............ 683 1,415 114 2,212
Forward starting reverse repurchase agreements(3) ........ 30.IM 101 30,205
Commercial and residential mortgage-related

commitments( 1) .................................. 1,485 1,485
Other commitments(4) ............................... 289 I 150 440--- --- ---

Total ......................................... $45,125 $33,079 $7,133 $510 $85,847
--- --- --- -- ---

(I) These commilments are recorded a.l fair value wilhin Financial instruments l)wned and Financial instrumt:l1Is suld. not yct purchas.:d in
the consolidnted slalemenls or financial condilion (see Note 4 to the consolidated linaneial stalemel1ls).

(2) This amoum includes commitments 10 asset-backed commercial Ilaper eonduilS of $276 million as 01· D~ectnhcr 31. 2111l9. 01 which
$268 million have maturities of Icss Ihan ooe year aod $8 million of which havc maturities of one to three years.

(3) TIle Company cnters into forward slarting securilies pnrchased under IIgreemenls to resell (agreements thaI huve a lrude dale as of or
prior [0 Deeemher 31. 2009 and seUle subsequent 10 period·end). These agreements primarily settle within three business days and ll~ or
December 31, 21109, $26.6 billion of the $)0.2 billion settled within three business days.

(4) Amount includes a $200 million lending facility to a real eslate fund sponsored by Ihe Company.

For further description of these commitments, see Note II to the consolidated financial statements and
"Quantitative and Qualitative Disclosures about Market Risk-Credit Risk" in Part II, Item 7A.

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

AII)~embcr 31, 2(01)

Long-term borrowings( I) .
Contractual interest payments(2) .
Operating leases-office facilities(3) .
Operating leases-equipment(3) .
Purchase obligations(4) .
Pension and postretirement plans-expected

contribution(5) : .

Total(6) .

(I) See Note 9 to the consolidated financial statements.
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Poymcllts Duc in:

211111 21111-20]2 2013·21114 Thereafter Total

(dollurs In millions)

$26,088 $64.849 $41,886 $60,551 $193,374
6,344 10,071 7,279 18,015 41,709

683 1,242 906 2,701 5,532
514 279 109 136 1,038
408 271 119 98 896

275 275---
$34,312 $76,712 $50,299 $81,501 $242,824

--- =

Morgan Stanley



(2)	 Amounls represenl cslimaled fulurc cOlllraclual inlerest payments relaled l\l unsecured long-IeI'm borrowings and secured long-Ieml 
financings ba.~ed on applicable inleresl mles as of December 31. 2009. Ineludcs stated coupon mle... if any. on siructured or indes-linkcd 
nOles. 

(3)	 Sec Note J I 10 Ihe con..olidaled Iin,mtial SlalcmenlS. 
(4)	 Purcha.~e obligalions for goods and selVice.. include paymenls for. among olher Ihing... consuhing, oUl,ourcing, advertising. sponsorship, 

compUler and lelecommunicalions maintcnanee agreemcnls. and cerlain license agreemellls relaled to MSSB. Purchase obligations as of 
December 31, 20()9 rellecllhe minimum conlrnelual obhgatilln under legally enforceable comracts with conlraelterras Ihat arc bolh fixed 
and delerminable. These amounlS exclude ohligations for goods and selVice.~ lhal already have heen incurred and arc ren.cled on lhe 
Company's consolidated SlalenlCnl of Iiuaneial condiliun. 

(5)	 Sec Nole 19l1J Ihe consolidmed Iinancial slalemenls. 
(6)	 Amonnl.. esclude unrecognized las bcnefils, a.~ Ihe liming and amoum of I'ulure cash paymems arc nOI dClerminable al Ihis lime (sec 

NOlc 20 to Ihe consolidated financial Slalemenls for further information). 

Regulatory Requirements. 

In Seplember 2008, the Company became a tinancial holding company under the Bank Holding Company Act 
subject to the regulation and oversight of the Fed. The Fed establishes capital requirements for the Company, 
including well-capitalized standards. and evaluates the Company's compliance with such capital requirements 
(see "Supervision and Regulation-Financial Holding Company" in Part 1, Item I). The Office of the 
Comptroller of the Currency and the Office of Thrift Supervision establish similar capital requirements and 
standards for the Company's national banks and federal savings bank, respectively. 

The Company calculates its capital ratios and RWAs in accordance with the capital adequacy standards for 
financial holding companies adopted by the Fed. These standards are based upon a framework described in the 
"International Convergence of Capital Measurement and Capital Standards," July 1988, as amended, also 
referred to as Basel I. In December 2007, the U.S. banking regulators published a 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 a result of becoming a financial holding company. 

As of December 31, 2009, the Company was in compliance with Basel I capital requirements with ratios of 
Tier I capital to RW As of 15.3% and total capital to RWAs of 16.4% (6% and 10% being well-capitalized for 
regulutory purposes, respectively). In addition, financial holding companies are also subject to a Tier I leverage 
ratio as defined by the Fed. The Company calculated its Tier 1 leverage ratio as Tier I capital divided by adjusted 
average total assets (which reflects adjustments for disallowed goodwill. certain intangible assets and deferred 
tax assets). The adjusted average towl assets are derived lIsing weekly balances for the calendar quarter. This 
ratio as of December 31, 2009 was 5.8%. 
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The following table reconciles the Company's total shareholders' equity to Tier I and Total Cupit,lllIs defined by
the regulations issued by the Fed and presents the Company's consolidated capital mtios at December 31, 2009
(dollars in millions):

"I Dl'CcmlIer 31, 2009

(dollnrs In millions)

Allowable capital
Tier I capital:
Common shareholders' equity .
Qualifying preferred stock .
Qualifying mandatorily convertible trust preferred securities .
Qualifying restricted core capital element~ .
Less: Goodwill .
Less: Non-servicing intangible assets .
Less: Net deferred tax assets ; .
Less: Debt valuation adjustment' .
Other deductions .

Total Tier I capital .

Tier 2 capital:
Other components of allowable capital:
Qualifying subordinated debt .
Other qualifying amounts .

Total Tier 2 capital .

Total allowable capital .. , .

Total risk-weighted assets .

Capital ratios
Total capital ratio .

Tier I capital ratio .

$ 37,091
9,597
5,730

10,867
(7,162)
(4,931)
(3,242)

(554)
(726)

46,670

3,127
158

3,285

$ 49,955

$305,000

16.4%

15.3%

Total allowable capital is composed of Tier I and Tier 2 capital. Tier I capital consists predominately of
common shareholders' equity as well as qualifying preferred stock, trust preferred securities numdatorily
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 assets (recoverable in excess of one year) and OVA. OVA
represents the cumulative change in fair value of certain of the Company's borrowings (for which the fair value
option was elected) that was attributable to changes in the Company's own instrument-specific credit spreads and
is included in retained earnings. For a further discussion of fair value, see Note 4 to the consolidated financial
sllltements. Tier 2 capital consists principally of qualifying subordinated debt.

As of December 31, 2009, the Company calculated its RWAs in accordance with the regulatory capital
requirements of the Fed, which is consistent with guidelines described under Basel I. RWAs reflect both on and
off-balance sheet risk of the Company. The risk capital calculations will evolve over time as the Company
enhllnces 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 chunges in market
prices and other factors. For a further discussion of the Company's market risks and Value-at-Risk ("VaR")
model, see "Quantitative and Qualitative Disclosures about Market Risk-Risk Management" in Part II, Item 7A
herein. Market RWAs incorporate three components: systematic risk, specitic risk, and incremental default risk
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("lOR"). Systematic and specitic risk charges are computed using either a Standardized Approach (applying n 
fixed percentage to the fair value of the assets) or the Company's VaR model. Capital charges related to IDR are 
calculated using an IDR model that estimates the loss due to sudden default events aftecting traded financial 
instruments at a 99.9% conlidence level. The Company received permission from the Fed for the use of its 
market risk models through calendar year 2009 while undergoing the Fed's review. Based on the tinal outcome 
of that review. the capital ratios may be lower or higher in 20 ID. 

Credit RWAs reflect capital charges attributable to the risk of loss arising from a borrower or counterparty failing 
to meet its financial obligmions. For a further discussion of the Company's credit risks, see "Quantitative and 
Qualitative Disclosures about Market Risk-eredit Risk" in Part II, Item 7A, herein. Credit RWAs are 
determined using Basel I regulatory capital guidelines for U.S. banking organizations issued by the Fed. 

Effects of Inflation and Changes in Foreign Exchange Rates. 

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

A significant portion of the Company's business is conducted in currencies other than the U.S. dollar, and 
changes in foreign exchange rates relative to the U.S. dollar can therefore affect the value of non-U.S. dollar net 
assets, revenues and expenses. Potential exposures as a result of these fluctuations in currencies are closely 
monitored, and, where cost-justified, strategies are adopted thm are designed to reduce the impact of these 
fluctuations on the Company's financial perfonnance. These strategies may include the financing of non-U.S. 
dollar assets with direct or swap-based borrowings in the same currency and the use of currency forward 
contracts or the spot market in various hedging transactions related to net assets, revenues, expenses or cash 
tlows. 
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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 Company's business and activities. 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 
segment~ and support functions as well as at the holding company level. The Company's 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 Company's portfolio of business activities helps reduce the impact 
Ihat volatility in any particular area or related areas may have on its net revenues as a whole. The Company seeks 
to identify. assess, monitor and manage. in accordance with defined policies and procedures, the following 
principal risks involved in the Company's business activities: market. credit. capital and liquidity. operational 
and compliance and legal risk. Capital and liquidity risk is discussed in "Management's Discussion and Analysis 
of Financial Condition and Results of Operations-Liquidity and Capital Resources" in Part II. Item 7. The 
Company's 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 Company's risk management philosophy is the execution of risk-adjusted returns through 
prudent risk-taking that protects the Company's capital base and franchise. The Company's risk management 
philosophy is based on the following principles: comprehensiveness, independence, accountability, defined risk 
tolerance and tnlOsparency. Given the importance of effective risk management to the Company's reputation.. 
senior management requires thorough and frequent communication and appropriate escalation of risk matters. 

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

The nature of the Company's risks, coupled with this risk management philosophy, informs the Company's risk 
governance structure. The Company's risk governance structure includes the Board; the Audit Committee and the 
Risk Committee of the Board; the FRC; senior manugemenl oversight. including the Chief Executive Officer, the 
Chief Risk Ofticer. the Chief Financial Officer. the Chief Legal Officer and the Chief Compliance Ofticer; the 
11Ilernal 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, Ihe Legal and Compliance Division. the 
Tax Department and the Financial Control Group), and various other. risk control managers. committees and 
groups located within and across the Company's business segments. 

The Board has oversight for the Company's enterprise risk management framework and is responsible for 
helping to ensure that the Company's risks are managed in a sound manner. Historically. the Board had 
authorized the Audit Committee, which is comprised solely of independent directors, to oversee risk 
management. Effective January 1,2010, the Board established another standing committee, the Risk Committee, 
which is comprised solely of non-management directors, to assist the Board in the oversight of (i) the Company's 
risk govj:mance structure, (ii) the Company's risk munagement lind risk assessment guidelines and policies 
regarding market. credit and liquidity and funding risk, (iii) the Company's risk tolerance and (iv) the 
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performance of the Chief Risk Officer. The Audit Committee continues to review the mlljor operational. 
franchise, reputational, legal and compliance risk exposures of the Company and the steps mllnugement has taken 
to monitor and control such exposure. The Risk Committee, Audit Committee and Chief Risk Officer report to 
the full Board on a regular basis. 

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

The Chief Risk Officer, a member of the PRC 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, liS 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 Depllrtment examines the 
Company's operational and control environment and conducts audits designed to cover ull major risk categories. 

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

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

Each of the Company's business segments also has designated operations officers, committees and groups to 
manuge lind monitor specific risks and report to the business segment risk committee. The Company control 
groups work with business segment control groups (including the Operations Division and Information 
Technology Division) to review the risk monitoring and risk management policies and procedures relating to. 
among other things, the business segment's market, credit und operational risk profile, sales practices, reputation, 
legal enforceabi lity, and operational lllld 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 u thorough review. 

The following is a discussion of the Company's risk management policies and procedures for its principal risks 
(other than capital and liquidity risk). The discussion focuses on the Company's securities activities (primarily its 
institutional trading activities) and corporate lending and related activities. The Company believes that these 
activities generate a substantial portion of its principal risks. This discussion and the estimated amounts of the 
Company's market risk exposure generated by the Company's statistical analyses are forward-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 a change in the level of one or more market prices. rates, indices, implied 
volatilities (the price volatility of the underlying instrument imputed from option prices), correlations or other 
market factors, such as market liquidity, will result in losses for a position or-portfolio. Generally, the Company 
incurs market risk as a result of trading and client facilitation activities, principally within the Institutional 
Securities business where the substantial majority of the Company's 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 Company's culture. The various business units and 
trading desks are responsible for ensuring that market risk exposures are well-managed lmd prudent. The control 
groups help ensure that these risks are measured and closely monitored and are made transpurent to senior 
management. The Murket Risk Department is responsible for ensuring transparency of material murket risks. 
monitoring compliance with estublished limits, and escaluting risk concentrations to appropriate senior 
management. To execute these responsibilities, the Market Risk Depurtment monitors the Company's risk 
against limits on aggregate risk exposures, performs a variety of risk analyses. routinely reports risk summaries, 
and maintains the Company's VaR system. Limits are designed to control price and market liquidity risk. Market 
risk is monitored through various measures: statistically (using VaR and reluted analytical mea~ures); by 
measures of position sensitivity; und 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 summarized in reports produced by the Market Risk Department that are circulated to and discussed with 
senior management, the Risk Committee and the Board. 

Risk and Capital Management [nitiatives. 

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 downturn (see "Executive Summary-Global 
Market and Economic Conditions in Fiscal 2009" Part II. Item 7, herein). The Company expanded and improved 
its risk measuremenl processes, including stress tests and scenario analysis, and refined its market risk limit 
framework. In conjunction with these risk measurement enhancements, a proprietary methodology called Stress 
VaR ("S-VaR") was developed to comprehensively measure the Company's market und credit risks. S-VaR 
simulates many stress scenarios based on more than 25 years of historical data and attempts to capture the 
different liquidities of various types of general and specific risks. as well as event and default risks particulurly 
relevant for credit portfolios. S-VaR. while still evolving, is becoming an important metric for the Compllny's 
risk appetite assessment and its capital allocation framework. 

Sales and Tradillg alld Related Activities. 

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

The Company is exposed to interest rate und credit spread risk as a result of its market-making activities and other 
trading in interest rate sensitive financial instruments (e.g., risk arising from changes in the level or implied 
volatility of interest !"dtes, the timing of mortgage prepayments, the shape of the yield curve and credit spreads). The 
activities from which those exposures arise und the markets in which the Company is active include, but are 1I0t 
limited to, the following: emerging market corporate and government debt, non-investment gnlde und 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 a result of making markets in equity 
securities und 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 funds. 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 a result of making markets in 
foreign currencies and foreign currency derivatives, from maintaining foreign exchange positions and from holding 
non-U.S. dollar-denominated financial instruments. The Company is exposed to commodity price and implied 
volatility risk as a result of market-making activities and maintaining positions in physical commodities (such as 
crude and refined oil products. natural gas, elecnicity, and precious and base metals) and reluted derivatives. 
Commodity exposures are subject to periods of high price volatility as a result of changes in supply and demand. 
These changes can be caused by weather conditions: physical production, transportation and storage issues; or 
geopolitical and other events that affect the available supply and level of demand for these commodities. 

The Company manages its trading positions by employing a variety of risk mitigation strategies. These strategies 
include diversification of risk exposures and hedging. Hedging activities consist of the purchase or sale of 
positions in related securities and financial instruments, including a variety of derivative products (e.g., futures, 
forwards, swaps and options). Hedging activities may not always provide effective mitigation against trading 
losses due to differences in the tenns, specific characteristics or other basis risks that may exist between the 
hedge instrument and the risk exposure that is being hedged. The Company manages the market risk associated 
with its trading activities on a Company-wide basis, on a worldwide trading division level and on an individual 
product basis. The Company manages and monitors its market risk exposures in such a way as to maintain a 
portfolio that the Company believes is well-diversitied in the aggregate with respect to market risk factors and 
that reflects the Company's aggregate risk tolerance as established by the Company's 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, tis appropriate, products and 
regions. Tmding division risk manilgers, desk risk inanagers, traders and the Market Risk Department monitor 
market risk measures against limits in accordance with policies set by senior management. 

The Market Risk Department independently reviews the Company's trading portfolios on a regular basis from a 
market risk perspective utilizing VaR and other quantitative and qualitative risk measures and analyses. The 
Company's 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 a period of time in the event of default of a 
referenced asset, assuming zero recovery, is one key risk measure the Company employs to standardize the 
aggregation of market risk exposures across 'cash and derivative products. Stress testing, which meilsures the 
impact on the value of existing portfolios of specified changes in market factors for certain products, is 
performed periodically 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 Methot/%gy, Assllmptiom alit/ Limitatiolls. The Company estimates VilR using a model based on 
historical simulation for major market risk factors and Monte Carlo simulation for name-specific risk in certain 
equity and fixed income exposures. Historical simulation involves constructing a distribution of hypothetical 
daily changes in the 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 ("murket risk factors"); and infomlation on the sensitivity 
of the portfolio values to these market risk factor changes. The Company's VaR model uses four years of 
historical data to characterize potential changes in market risk factors. The Company's 95%/one-day VaR 
corresponds to the unrealized loss in portfolio value that, based on historically observed market risk factor 
movements, would have been exceeded with a frequency of 5%, or five times in every 100 trading days, if the 
portfolio were held constant for one day. 

The Company's VaR model generally takes into account linear and non-linear exposures to price risk, interest 
rate risk and credit spread risk and linear exposures to implied volatility risks. Market risks that are incorporated 
in the VaR model include equity and commodity prices, interest rates, credit spreads, foreign exchange rates and 
associated implied volatilities. The VaR model also captures certain correlation risks associated with portfolio 
credit derivatives, as well as certain basis risks between corpomte debt and related credit derivatives. As a 
supplement to the use of historical simulation for major market risk factors, the Company's VaR model use~ 

Monte Carlo simulation to capture name-specific risk in equities und credit products (i.e., corporate bonds, loans 
and credit derivatives). 

The Company's VaR models evolve over time in response to changes in the composition of trading portfolios 
and to improvements in modeling techniques and systems capabilities. The Company is committed to continuous 
review and enhancement of VaR methodologies and assumptions in 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 \faR model's ability to more accurately estimate 
risks to specific asset classes or industry sectors. 

Among their benefits, VaR models permit estimation of a portfolio's aggregate market risk exposure, 
incorporating a range of varied market risks: reflect risk reduction due to portfolio diversification or hedging 
activities; and can cover a wide range of portfolio assets. However, VaR risk measures should be interpreted 
carefully in light of the methodology's limitations, which include the following: past chunges in market risk 
factors may not always yield accurllle predictions of the distributions and correlations of future market 
movements; changes in portfolio value in response to market movements (especially for complex derivative 
portfolios) may differ from the responses calculated by a VaR model; VaR using a one-day time horizon does not 
flllly capture the market risk of positions that cannot be liquidated or hedged within one day; the historical 
market risk factor data used for VaR 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 VaR; and 
published VaR results retlect past tmding positions while future risk depends on future positions. VaR is most 
appropriate as a risk measure for trading positions in liquid financial markets and will understate the risk 
associated with severe events, such as periods of extreme illiquidity. The Company is aware of these and other 
limitations and, therefore, uses VaR 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. 

VaH for 2009. The table below presents the Company's Trading, Non-trading and Aggregate VaR for each of 
the Company's primary market risk exposures as of December 31. 2009. December 31,2008 and November 3D, 
2008, incorpomting substantially all financial instruments generating market risk that are managed by the 
Company's trading businesses. This measure of VaR incorporates 1110st of the Company's trading-related market 
risks. However, a small proportion of trading positions generating market risk 'is not included in VaR, and the 
modeling of the risk characteristics of some positions relies upon approximations that. under certain 
circumstances, could produce signiticantly different VaR results from those produced using more precise 
measures. 

Aggregate VuR also incorporates certain non-trading risks, including (a) the interest rate risk generated by 
funding liabilities related to institutional truding positions, (b) public company equity positions recorded as 
investments by the Company and (c) 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 retlected in the VaR results presented
below. Aggregate VaR also excludes the credit spread risk generated by the Company's funding liabilities and
the interest rate risk associated with approximately $7.7 billion of certain funding liabilities primarily related to
fixed and other non-trading asset~ as of December 31, 2009 and December 31, 2008. The credit spread risk
sensitivity of the Company's mark-to-market funding liabilities corresponded to an increase in value of
approximately $11 million for epch +1 basis point (or 1I100th of a percentage point) widening in the Company's
credit spread level as of boih December 31. 2009 and December 31, 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 Company's future revenues or tinancial performance or of its ability to
monitor and manage risk. There can be no assurance that the Company's actual losses on a particular day will not
exceed the VaR amounts indicated below or that such losses will not occur more than tive 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.

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

Tuble 1: 95% 'fotal YaR

I'rlmury Murke. Risk Culegory

9S%/One.Duy VuR for lhe
One Month Ended

95%/One·Day YaR for 2009 9570fOne-Day VaH for Fiscal 2008 December 31,2008

Dec. 31, No,'. 30, Dec. 31,
~ Averuge IIIgh~~~~~~ AveraJ(e IIlgh~

ldollars in millions)

----

5102 5129 S 58----
$165 $206 SI19

==
S 73 $ 81 $ 67

==

SI21 $ 95
27 14
16 II
37 24

(80) (42)--
$121 $102

5143 $152 $131

5107
18
13
31

(56)

5113

SI09
15
II
36

(54)

5117

5 68

$144

SlOt $42
53 17
40 12
44 22

(124) {I 5)

SII4 S7ll

5 96 $29

5143 $825115

5 69
35
25
35

(66)

$ 98

$ 53

S 911
23
14
23

(54)

5104

5135

S 67

SI22 $ 89
36 14
47 7
38 18

(94) (31)--
5149 S 97----

5105
21
20
24

(51)

SII9

Total Non-Irading VaR SIOO

TOlal Trading and Non-trading VaR . . . . .. 5187

Interesl rate and credit spread SI09
E'luily price . . . . . . . . . . . . . . . . . . . . • . . . . 23
Foreign exchange mle ; . . . . 25
Commodily price . . . . . . . . . . . . . . . . . . . . . 24
Less Diversifiealion benclilll) (46)

TOlalTr~dingVaR S135

(I) Diversification benefit equals the difference belween Tolal VaR and Ihe SUIll of the VuRs for lhe four risk c:llegorics. This benefit arises
because (he simuluted one-day losses for eaeh of lhe four primary market risk categories occur on different duys; similar diversifiealion
benefils also :Ire laken inl0 ueeount within each Calegory.

The Company's Trading VlIR lit 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,
respectively. Aggregate VaR at December 31,2009 was $187 million compared with $144 million and $135
million at December 31,2008 and November 30,2008, respectively.

Average Trading VuR for 2009 increased to $119 million from $ J 13 million for the one month ended December
31, 2008 and $98 million for tiscal 2008. Average Non-trading V"R for 2009 increased to $102 million from $73
million for the one month ended December 31, 2008 and $53 million tor tiscal 2008. Average Total VaR tor
2009 increased to $165 million from $143 million for the one month ended December 31, 2008 ilOd $115 million
for tiscal 2008.

The VaR increases tor 2009 were primarily driven by increased exposure to interest rate and credit sensitive
products across the trading and non-trading portfolios. The trading portfolio .lIso experienced increases due to
increased equity and foreign currency exposure. Additionally. the Company's VaR for 2009 was affected by
higher market volatilities overthe period, as explained below.
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VaR Statistics ullder Varyillg Assumptiolls.

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

Table 2 presents the VaR statistics that would result if the Compuny were to adopt alternative parameters for its
calculations, such as the reported contidence level (95% versus 99%) for the VaR statistic or a shorter historical
time series (four-year versus one-year) for market data upon which it bases its simulations. 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-year VaR to decline relative to the four-year VaR in the
coming months, as the highly volatile period in the fourth quarter of 2008 will remain in the four-year VaR, but
will no longer be a factor in the one-year VaR.

Tllble 2: Average 95% and 99% Trading VaR
with I~our-Year/One'Year Historical Time Series

Primary Murkct Risk Category

Interest rate and credit spread .
Equity price .
Foreign exchange rate .
Commodity price .
Less: Diversification benefit(l) .

Trading VaR .

.'our·Ycur
"'uctor History

$105
21
20
24

(51)

$119

One-Ycur .'our·Ycar
!'actor History "'actor History'

(dollars In millions)

$134 $218
26 31
35 41
30 43

(63) (97)

$162 $236

Onc·Year
Fuetor History

$ 248
38
62
62

(138)

$272

(I) Diversification benefit equals the dirtcrence belween Tutal VaR :tnd Ihe sum oflhe VaRs for Ihe four risk categories. This benefit arises
because the simulated one-day losses for each of the four primary market risk categories occur on dilTerent days; similar diversilieation
benclits :1150 are taken inlo account within each catcgory.
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Distributioll of VaR Statistics alld Net Revellues for 2009.

As shown in Table I, the COillpany's average 95%/one-day Trading VaR for 2009 was $119 million. The
histogram below presents the distribution of the Company's 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% lOne-Day Trading VaR
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As shown in Table I, the Company's average 95%/one-day Trading VaR for the one month ended December 31,
2008 was $113 million. The histogram below presents the distribution of the Compitny's duily 95%/one-day
Trading VaR for the one month ended December 31.2008. The most frequently occulTing value was between
$115 million and $118 million, while for approximately 70% of trading days during the month VaR ranged
between $109 million and $118 million.

One Month Ended December 31, 2008
Daily 95% lOne-Day Trading VaR

(dollars in millions)
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One method of evaluating the reasonableness of the Company's VaR model as a measure of the Company's
potential volatility of net revenue is to compare the VaR with actual trading revenue. Assuming no intra-day
trading, for a 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 losses were to exceed VaR more than 21 times in a year, the accuracy of the
VaR model could be questioned. Accordingly, the Company evaluates the reasonableness of its VaR model by
comparing the potential declines in 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 model's accuracy relative to realized trading results.

The Company incurred daily trading losses in excess of the 95%/one-day Tmding VaR on one day during 2009
and three days during the month ended December 31, 2008. The Company bases its VaR calculations 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 a longer-term perspective.
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The histograms below show the distribution of daily net trading revenue during 2009 and the one month ended
December 31, 2008, respectively, for theCompany's trading businesses (including net interest and non-agency
commissions but excluding certain non-trading revenues such a~ primary, fee-based and prime brokerage revenue
credited to the trading businesses). During 2009 and the one month ended December 31, 2008, the Company
experienced net trading losses on 38 days and 14 days, respectively. The loss days observed during December
2008 were driven predominately by increased levels of volatility realized in the market.

Year Ended December 31, 2009
Daily Net Trading Revenue

(excluding primary revenue)
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One Month Ended December 31, 2008
Dally Net Trading Revenue

(excluding primary revenue)
(dollars in millions)
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Credit Risk.

Credit risk refers to the risk of loss arising when a bOlTower. 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 a lesser extent through its
lending activities in its Global Wealth Management Group. This type of risk requires credit analysis of specific
counterpal1ies, 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 coll:nemlized by securities and through single-family residential prime mortgage loans in
jumbo or home equity lines of credit (UHELOC") form.

The Company IllIs 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
Company's risk tolerance. The Credit Limits Framework includes single name limits and portfolio concentration
limits by countly. 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 und credit sensitive, higher risk transactions.
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Illstillltiollal Securities AClivities.
 

Corporate Lending. In connection with cenuin of its Institutional Securities business activities, the Company
 
provides loans or lending commitments (including bridge financing) to selected clients. Such loans and lending
 
commitments can generally be c1assilied 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 
Company's actual funding requirements, as the commitment may expire unused or the borrower may not fully 
utilize the commitment. The borrowers of "relationship-driven" lending transactions may be investment grade or 
non-investment grade. The Company may hedge its exposures in connection with "relationship-driven" 
transactions. 

"Event-driven" loans and lending commitments refer to acllvlllCS llssociated with a panicular event or 
transaction, such as to support client merger. acquisition or recapitalization transactions. The commitments 
associated with these "event-driven" activities may not be indicative of the Company's actual funding 
requirements since funding is contingent upon a proposed transaction being completed. In llddition, the borrower 
may not fully utilize the commitment or the Compllny's portion of the commitment may be reduced through the 
syndication process. The borrower's ability to draw on the commitment is also subject to certain terms llnd 
conditions, among other factors. The borrowers of "event-driven" lending trllnsactions 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 and/or hedging. 

SecIlritized Prodllcts. While new activity has been reduced from historical levels. the Company may extend 
short or long-term funding to clients through (oans and lending commitments thllt are secured by assets of the 
borrower and generally provide for over-collateralization, including commercilll real estate. 10llns secured by 
loan pools, corporate and operating compllny loans, and secured lines of revolving credit. Credit risk with respect 
to these loans and lending commitments arises from the failure of a borrower to perform according to the terms 
of the loan agreement or a decline in actual or underlying collateral value. 

Derivative COl/tracts. In the normal course of business. the Company enters into a variety of derivative 
contracts related to financial instruments and commodities. The Company uses these instruments for trading and 
hedging purposes, as well as for asset and liability management. These instruments generally represent future 
commitments to swap interest payment streams. exchange currencies, or purchllse or sell commodities and other 
tinancial instruments on specific terms at specitied future dates. Many of these products have maturities that do 
not extend beyond one year, although swaps, options and equity warrants typically have longer maturities. 

The Company incurs credit risk as a dealer in OTC derivatives. Credit risk with respect to derivative instruments 
arises from the failure of a counterparty to perform according to the terms of the contract. The Company's 
exposure to credit risk at any point in time is represented by the fair value of the derivative contracts reported as 
assets. The fair value of derivatives represents the amount at which the derivative could be exchanged in an 
orderly transaction between mllrket participants and is further described in Note 2 to the consolidated financial 
statements. Future changes in interest rates, foreign currency exchange rates. or the fair values of the financial 
instruments, commodities or indices underlying these contrncts ultimately may result in cash settlements 
exceeding fair value amounts recognized in the consolidated statements of financial condition. 

Otller. In addition to the activities noted above, there are other credit risks managed by Credit Risk 
Management and various business areas within Institutional Securities. The Company incurs credit risk through 
margin and collateral transactions with clearing houses, clearing agencies. exchanges. banks, securities firms and 
other financial counterparties. Certain risk management activities as they pertain to establishing appropriate 
collateral amounts for the Company's prime brokerage and securitized product businesses are primarily 
monitored within those respective areas in that they determine the appropriate collateral level for each strategy or 
position. In addition, a 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. 
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Analyzing Credit Risk. Credit risk management takes place at the tnmsaction, counterparty and portfolio levels. 
In order to protect the Company from losses resulting from these activities, Credit Risk Management analyzes all 
material lending and derivative transactions and ensures that the creditworthiness of the Company's 
counterparties and borrowers is reviewed regularly and that credit exposure is actively monitored and managed. 
Credit Risk Management assigns obligor credit ratings to the Company's counterparties and borrowers. These 
credit ratings are intended to assess a counterparty's probability of default and are derived lIsing methodologies 
generally consistent with those employed by external rating agencies. Credit ratings of "BB+" or below are 
considered non-investment grade. Additionally, Credit Risk Management evaluates the relative position of the 
Company's particular obligation in the borrower's capital structure and relative recovery prospects, as well as 
collateral (if applicable) and other structural elements of the particular transaction. 

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

Credit Exposllre-Corporate Lending. The following tables present information about the Company's 
corporate funded loans and lending commitments as of December 31, 2009 and December 31, 2008. The "total 
corporate lending exposure" column includes both lending commitments and funded loans. Fair value of 
corporate lending exposure represents the fair value of loans that have been drawn by the borrower and lending 
commitments that were outstanding as of December 31, 2009 and December 31. 2008. Lending commitments 
represent legally binding obligations to provide funding to clients as of December 31, 2009 and December 31, 
2008 for buth "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, warmnties and contractual conditions applicable to the borrower. and 
may be syndicated, traded or hedged by the Company. 

As of December 31, 2009 and 'December 31, 2008, the aggregate amount of investment grade loans was $6.5 
billion and $7.4 billion, respectively, and the aggregate amount of non-investment grade loans was $9.5 billion 
and $9.4 billion, respectively. As of December 31, 2009 and December 31,2008, the aggregate amount of 
lending commitments outstanding was $47.9 billion and $43.9 billion, respectively. In connection with these 
corporate lending activities (which include corporate funded loans and lending commitments). the Company had 
hedges (which include "single nllme," "sector" and "index" hedges) with a notional amount of $25.8 billion and 
$35.7 billion related to the total corporate lending exposure of $64.0 billion and $60.7 billion as of December 31, 
2009 lind December 31,2008, respectively. 
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The tables below show the Company's credit exposure from its corpomte lending positIOns and lending

commitments as of December 31. 2009 and December 31. 2008. Since commitment" associ'lted with these

business activities may expire unused. they do not necessarily renectthe actual future cash funding requirements:

Corporate Lending Commitments and Funded Loans at December 3J, 2009

$ 775
7,690

12,671
19.575

CorporUle
I.ending

ClInllnilmenl~(4j

80
1.918
4.548

$

CnqlOrate
tending

t:xposurc ul
Fuir Vnlue(3j

548
164

$
275

1,129
3,496

233 $
4,354
9,796

16,191

542 $
3,141
3.116
4,272

Yenrs 10 MlIlurlty ToM Corporate
I.ending

tcss Ihan I __10_3_~~ Expllsure(2)

(dullllrs in millions)

$ 775
7,770

14,589
24,123

Credit Ruting(l)

AAA $
AA .
A .
BBB .

Investment

grade .....•...

Non-investment grade .

Total .

11,071

749

$11,820

30,574 4.900 712------
6,525 6.097 3,322---------

$37,099 $10.997 $4,034------------------

47.257

16.693

$63.950

6.546

9,517

$16,063

40.711

7,176

$47,887

(I) Obligor eredil ralings are determined by Credit Risk Managemelll using melhodulogies generally consislenl wilh Ihose employed by
extemal r..ting agencies.

(1) Tola! corporale lending exposure represents Ihe Company's pOlential loss assuming Ihe fair value of fnnded loans and lending
eommilmenls were zero.

(3) The Company's corporale lending exposure carried al fair vallie includes S15.6 billion of funded lo:ms and SOA billion of lending
eommilmenls recorded in Rn:mcial inSlruments owned und Financi:d inslnllnenls sold, nol yct purchased. respecli~ely, in Ihe
consolid:lled slatemelllS of financial condition as of December 31, 2009. The Company's corporate lending exposure carricd al amol1iled
cost inclndes $850 million of funded loans recorded in Receivablcs·-other loans in the consolidated sl;ltemel1lS of linandal condition.

(41 hmounts rcprescnI lh~ notional amount of unfunded lending eommitmenls less the amounl of eommilments renccled in the Company's
consolidated slatemcnts of Iinunci:t!. condition.

Corporate Lending Commitments and Funded Loans at December 3J, 2008

Corporate

Years to Mutnrlty Totul Corporate Lending Corporate
Lending Exposure at Lending

Credit Rnting(1) Less tholl1 1-3 3-5 O"er5 Exposllrc(2) Fair Vnluc(3) Commitmenls(4)---------(dollars in millions)

AAA .................... $ 842 $ 114 $ 1.374 $ $ 2.330 $ 67 $ 2.263
"AA ...................... 2.685 718 3,321 73 6.797 33 6.764
A ....................... 4.899 5.321 5.892 69 16.181 2.291 13.890
BBS ..................... 2.745 7.722 8,299 255 19.021 5.037 13.984--------- --- ---

Investment grade ... 11,171 13.875 18.886 397 44,329 7,428 36.901--------- ---
NOll-investment grade ....... 1.144 3,433 5.30 I 6.516 16.394 9.389 7.005------

Total ............. $12,315 $17.308 $24.187 $6.913. $60,723 $16.817 $43,906
--- --- --- ---

(I) Obligor en·di. ratings arc determined by Credil Risk Management usi'ng methodologies generally consistent with chose employed by
exlenml rolling agencies.

(2) TOlnl corporale lending exposure represents the Company's pOlential loss a.~suming the fair value of funded loans and lending
commilments \Yere zero.

(3) The Company's eorpor..te lending exposure at fair value includes $19.9 billion of funded loans :md $3.1 billion of lending eommilmenl~

recorded in Financial instrumenls owned and Finuncial instruments sold, nOl yet purchased. respcclively. in the consolid:lled sUllements
of financial condilion as of December 31. 2008.

(4) Amoullls represenllhe notional amounl of unfunded lending eomniilments less the amount of commitments reneeted in the Company's
consolidated slatements of linuncinl eondilion.
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..Evenf-driven" Loalls and Lending Commifmellfs as ofDecember 3/, 2009 and December 3/, 2008.

Included in the total 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 biIlion and lending commitments uf $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 amountc; 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 December 31, 2008 .
Closed commitments .
Withdrawn commitments .
Net reductions. primarily through distributions .
Mark-to-market adjustments , .

"Event-driven" lending exposures at December 31,2009 ...........•.........................

$ 9.327
3,259
(267)

(6,708)
10

$ 5.621

Credit Exposure-Derivatives. The tables below present a summary by counterparty credit rating and
remaining contract maturity of the fair value of GTC derivatives in a gain position as of December 31. 2009 and
December 31, 2008. FlIir value is presented in the tin'll column net of collateral received (principally cash and
U.S. govemment and agency securities):

OTC Derivative Products-Finnnciallnstrumellts Owned at December 31, 2009(1)

Cross·Maturity

Years to Maturity and Net Exposure Net Exposure
Cosh Collateral Post·Cash Post.

Credit Raliug(2) Lt'Ss than 1 1·3 3·S OverS Neltlng(3) Collateral Collateral---
(dollars in millions)

AAA .............. $ 852 $ 2,026 $ 3,876 $ 9.331 $ (6,616) $ 9,469 $ 9,082
AA ............... 6,469 7,855 6,600 15.071 (25,576) 10,419 8,614
A ................. 8,018 10,712 7,990 22,739 (38,971) 10,488 9,252
BBB .............. 3,032 4,193 2,947 7,524 (8,971 ) 8,725 5,902
Non-investment

grade ............ 2,773 3,331 2,113 4,431 (4,534) 8,114 6,525

Total .......... $21,144 $28,117 $23,526 $59,096 $(84,668) $47,215 $39,375
--- --- ---

(I) Fair v:llues shown represenllhe Company's nel exposure 10 eounlerparlies rel:lled 10 lhe Company's OTe derivalive produels. The lable
docs nol include Iisled derivatives and the cffecl of any related hedges utilized by lhe Company. The luble also excludes I'air values
corresponding to other credil exposures. such as those arising from the Company's lending aelivities.

(2) Obligor credit ratings arc determined by Credil Risk Management using methodologies generally consislent wilh those employed by
eXlernal ruting agencies.

(3) AmounlS represent Ihe netting or'receivable balances wilh payahle balances for Ihe same eoulllerparty across malurily categories.
Receivable and puyable b:llanees Wilh the .~:Ilne counlCrparly in the same m:llllrily category arc neued within such maturily category.
where appropriate. Cash L'OlIaternl receivL't! is ncued on u eounterparly basis. provided legal right of offset exists.
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OTC Derivative Products-Financial Instruments Owned at December 31, 2008(1)

Cross-Maturlly

Yenrs to Mllturity lind Net Exposurc Net Exposurc
Cash Collllteral Post-Cash I'ost-

Crcdit RlIting(2) Lcss thlln ) )-3 3-S OverS Netting(3) Collaterlll Collllterlli

(dollllrs In millions)

AAA .............. $ 1,928 $ 3,588 $ 6,235 $16,623 $ (11,060) $17,314 $15,849
AA ............... 10,447 13,133 16,589 40,423 (63.498) 17,094 15,018
A ................. 7,150 7,514 7,805 21,752 (31,025) 13,196 12,034
BBB .............. 4,666 7,414 4,980 8,614 (6,571 ) 19,103 14,101
NOll-investment

grade ............ 8,219 8,163 5,416 7,341 (12,597) 16.542 12,131

Total .......... $32,410 $39,812 $41,025 $94,753 $(124,751) $83,249 $69,133
--- --- --- --- --- ---

(I) Fair values shown represenlthe Company's net exposure to counterparties related to the Company's OTC derivative products. The lable
docs not include Iistcd derivatives and the effeel of any related hedges utilized by the Company. The tuble also excludes fair values
corresponding 10 olher credit exposures. such as those arising from the Company's lending activilies.

(2) Obligor credil ralings :Ire determined by Credit Risk ManagcffiCnt using Illclhodologil's gcnerally consistent with those employed by
eXlernal raling agencies.

(3) AmoullIs represent the nelting of receivable balances with payable balances for the same cllunterparty acmss malurity categories.
Receivable and payable balances Wilh the same counlerparty in the same mllturity category arc nelled wilhin such maturiry category.
where appropriate. Cash collateral received is neued 011 a counterparty basis. provided legal right of offset exists.

The following tables summarize the fair values of the Company's OTe derivative products recorded in Financial

instnlments owned and Financial instnlments sold, not yet purchased by product category and maturity as of

December 31, 2009, including on a net basis, where applicable, reflecting the fair value of related non-cash

collateral for financial instnlments owned:

OTC Derivative Products-Financial Instruments Owned at December 31, 2009

Product Type

Cross-Moturity
lIlld

Yeurs to Maturity Cosh Collllterul
Less than 1~~~ Nclting(1)

(dollars in millions)

Net Exposure Net Exposure
Post-Cash Post- .
Collatcral Collateral

$11.958 $19,556 $20,564 $57,240

3,340 6,622 2,320 1,119---------
$21,144 $28,117 $23,526 $59,096------------ --- --- ---

Interest rate. and currency

swaps, interest rate options,

credit derivatives and other

fixed income securities

contracts ..............•.

Foreign exchange forward

contracts and options .

Equity securities contracts

(including equity swaps,

warrants and options) •.....

Commodity forwards, options

and swaps .............•.

Total ..•.....•.•....•.

3.859

1,987

916

1.023

201

441

40

697

$(76,255)

(1,994)

(2,065)

(4,354)

$(84,668)

$33,063

3,022

2.083

9,047

$47,215

$29,444

2,699

1,109

6,123

$39,375

( I) Amounts represent the nelling of receivable balances with payable balances for the same counterparty across maturity .md producl
categories. Receivable and payable balances with Ihe same counlcrparty in the same maturity category :tIC nelled wilhin Ihe maturily
~'Illegory. where :Ippropriale. Cash collalcml received is nelted 011 a counlcrparlY basis. provided legal right of offset exists.
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OTe Derivative Products-Financial Instruments Sold, Not Yet Purchased at December 31, 2009(1)

Product Type

Interest rate and currency swaps, interest rate
options, credit derivatives and other fixed
income securities contracts .

Foreign exchange torward contracts and
options .

Equity securities contracts (including equity
swaps, warrants and options) .

Commodity forwards, options and swaps .

Total .

Cross·Maturily

Years to Muturity and
Cosh Collateral

Ll'SS thun I 1·3 3·5 OverS Nelling(2) Total---------(dollars in millions)

$ 6,054 $11,442 $11,795 $32,133 $(40,743) $20,681

3,665 647 201 72 ( 1,705) 2,880

4,528 2,547 1,253 1,150 (5.860) 3,618
3,727 4,668 1,347 975 (5,336) 5,381---------

$17,974 $19,304 $14,596 $34,330 $(53,644) $32,560--------- ------------
(I) Since these amounts arc liabilities of lhe Company. they do not resolt in credil exposures.
(2) Amounts represent Ihe nelling of receivable balances wilh (Illyahle balances for the Stlme countcrparty a.:ross maturity and product

categories. Reccivable and payable balanccs with the same counterparty in the sallie mamrity category arc nelted wilhin the maturity
category. where appropriate. Cash eollmernl paid is neltcd on a counlerparty basis. provided legal right of offsct exists.

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

OTC Derivative Products-Financial Instruments Owned at December 31, 2011S

(I) AmounlS represenl the netling of receivable balances with payable balances for the s:lme counlerparly aeruss m:llurilY and product
categories. Receivable :md payable balances with the same coulltcrparly in the same maturity category arc lIelted wilhin Ihe maturity
category. where appropriate. Cash collateral received is neUed 011 a coulIlerparty b:,sis. pW\'idcd legal right of offset exisls.
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OTC Derivative Products-Financial Instruments Sold, Not Yet Purchased at December 31,2008(1)

Product Type

Interest rate and currency swaps, interest rate
options, credit derivatives and _other fixed
income securities contracts .

Foreign exchange forward contracts and
options _ .

Equity securities contracts (including equity
swaps. warrants and options) .

Commodity forwards, options and swaps .

Total "., .

Cross-Moturlly

Years to Maturity and
Cosh Collateral

Less than 1 }-3 3·5 OverS Netling(2) Towt---------(dollors in millions)

$ 8,547 $17,356 $24,777 $55,237 $(69.985) $35,932

7,355 1,660 377 159 (3.110) 6,441

2,661 3,446 1,685 1,858 (6.149) 3,501
7,764 10,283 2,321 1,082 (8,302) 13,148---------

$26,327 $32,745 $29,160 $58,336 $(87,546) $59.022
--- --------- ------------

(I) Since these amounls are liabilities of the Company. they do nol result in credit exposures.
(:2) Amounts represent the ncUing of receivable balances wilh payable balances for the same counlerparly across maturity and product

categories. Receivable and payable balances with the same counterpany in the same maturity category are nelled within the malurity
category. where appropriate. Cash collateral paid is neued on a cOllnterpany basis. provided legal right of offset exists.

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

Produd Type

Interest rate and currency swaps, interest rate options, credit
derivatives and other tixed income securities contracts .

Foreign exchange forward contracts and options .
Equity securities contracts (including equity swaps, warrants and

options) , , .
Commodity forwards, options and swaps ., .

Total , , .

At December 31, 2009 At December 31,20011

Assets Uubililics Assets Uubililics

(dollurs In millions)

$33,307 $20,911 $52,391 $36,146
3,022 2,824 7.334 6,425

3,619 7,371 8,738 8,920
9,133 7,103 20.955 17,063

$49,081 $38,209 $89,418 $68,554
--- --- --- ---

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

The Company determines the fair values recorded in the above tables using various pricing models. For a
discussion of fair value as it affects the consolidated tinancial statements, see "Management's Discussion and
Analysis of Financial Condition and Results of Operations-Critical Accounting Policies" in Part 11. Item 7,
herein and Notes I and 4 to the consolidated financial statements.

Credit Derivatives. A credit derivative is a contract between a seller (guarantor) and buyer (beneficiary) of
protection against the risk of a credit event occurring on a set of debt obligations issued by a specified reference
entity. The beneficiary pays a periodic premium (typically quarterly) over the life of the contract and is protected
for the period. If a credit event occurs, the guarantor is required to make payment to the beneficiary based on the
lerms of the credit derivative contract. Credit events include bankruptcy, dissolution or insolvency of the
referenced entity, failure to pay, obligation acceleration. repudiation and payment moratoriuOl. Debt
restructurings are also considered a credit event in some cases. In certain transactions referenced to a portfolio of
referenced entities or asset-backed secul'ities. deductibles and caps may limit the guarantor's obligations.
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The Compl\OY trades in u vuriety of derivatives .\Od may either purchase or write protection 011 a single name or
portfolio of referenced entities. The Company is an active market-muker in the credit derivatives markets. As a
market-maker, the Company works to earn n bid-offer spread on client flow business and manage any residual
credit or correlation risk on a portfolio basis. The Company also trades and takes credit risk in credit default swap
fonn on a proprietary basis. Further, the Company uses credit derivatives to manage ils 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. A majority of the
Company's counterparties are banks, broker-dealers, insurance, and other financial institutions and Monolines.
Contracts with these counterparties do not include mtings-based termination events but do include counterparty
rating downgrades, which may result in additional collateral being required by the Company. For further
information on the Company's exposure to Monolines, see "Certain Factors Affecting Results of Operations
Monoline Insurers" herein. The'master agreements with these Monoline counterparties are generally unsecured,
and the few ratings-based triggers (if any) generally provide the Company the ability 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 adjustments as appropriate.

The following table summarizes the key characteristics of the Company's credit derivalive portfolio by
counterparty as of December 3 I. 2009. The fair values shown are before the application of any counterparty or
cash collateral netting:

At n.e.m~r 31,2009

3,634

$2,447,025$2,515,887

69

$125,234

Fair Vulucs( I) Notiolluls(2)

R.ceivnble Puyuble Belleliciury Guarulltor

(dollnrs In millions)

$115.855' $2,294.658 $2.213,761
9,310 194,353 229,630

22,886
3,990

$125,352
15,422
4,903

387

$146,064

Danks and securities firms .
Insurance and other financial institutions .
Monolines .
Non-financial entilies .

Total .

(I) Amounts shown :Ire prllSemed berore Ihe applicalion of any coullterJlarty or cash collalend nClling, Thc Company's emilI dcrault ~waps
arc c1assificd in both Level 2 :lOd level :I of the rnir value hierurehy. Approximatcly 16% or r~eivable rair values aud II % of payable
lair vnlncs represcllt Level 3 :tmonnls.

(2) As purt of all industry-wide efforl 10 reduce the lolal lIolional :tmouut of nUlslunding nft;;elling credit derivative trades. Ihe Company
parlicipaled in novating credit derault SW:lp eontrucis wilh external cOlllllcrparlies 10 a central clearinghouse during 2009.

Coul/try Exposure. As of December 31, 2009 and December 3 I, 2008. primarily based on the domici Ie of the
counterparty, approximately 5% and 8%, respectively, of the Company's credit exposure (for credit exposure
arising from corporute loans and lending commitments as discussed above and current exposure arising from the
Company's OTC derivative contracts) was to emerging markets, and no one emerging market country accounted
for more than 1% and 2%, respectively; of the Company's 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 ofdeveloping inlo more transparent and accollntable systems
thm are consistent with advanced countries.
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The following tables show the Company's percentage of credit exposure from its primary corporate loans and
lending commitments and OTC derivative products by country as of December 31, 2009 and December 31, 2008:

Corporate Lending Exposure

Country

United States .
United Kingdom .
Germany .
Other .

Total .

Country

United States .
Cilyman Islands .
United Kingdom .
Italy .
Germilny .
France .
Jersey .
Ireland .
Japan , .
Other .

Total .

Al December 31, At December 31,
2UU!) ZUOS

65% 68%
7 7
6 5

22 20

100% 100%
- -

OTC Dcrivntive Products

At December 31, At December 31,
ZOO!) 2008

31% 35%
14 10
8 9
7 6
4 3
3 3
3 3
3 2
2 3

25 26

100% 100%
- -

11Idustry Exposure. The Company also monitors its credit exposure to individual industries for credit exposure
arising from corporate loans aild lending commitments as discussed above and current exposure arising from the
Company's OTC derivative contracts.

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

Corporate Lending Exposure

~
Utilities-related .
Consumer-related entities .
Financial institutions .
Telecommunications .
Media-related entities .
Generill industrials .
Technology-related industries .
Healthcare-related entities .
Energy-related entities .
Other .

Total .

AI December 31, At December 31,
21109 ZOll8

15% 13%
10 10
9 10
8 II
8 7
7 7
6 8
6 5
6 5

25 24-
100% 100%
- -
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~
Financial institutions .
Sovereign entities .
Insurance .
Utilities-related entities .
Energy-related entities .
Tmnsportation-related entities. : .
Other , .

Total .

OTe Deriyotiye Products

At December 31, At December 31,
200!J 2008

41% 38%
19 15
9 13
7 6
3 3
3 II

18 14- -
100% 100%
- -

Global Wealtll Mallagement Group Activities.

Margin Le"di"g. 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 additionul
colluterul, 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 concentrated positions, appropriate liquidity oflhe
underlying collateral or potential hedging strategies to reduce risk. Additionally, transactions relating to
concentrated or restricted positions require a review of any legal impediments to liquidation of the underlying
collateral. Underlying collateral for margin loans is reviewed with respect to the liquidity of the proposed
collateral positions, valuation of securities, historic trading range, volatility analysis and an evaluation of industry
concentrations. At December 31, 2009 and December 31, 2008, there were approximately $5.3 billion and $4.3
billion, respectively, of customer margin loans outstanding.

The Company, through agreements with Citi relating to the formation of MSSB, retains cenuin credit risk for
margin and non-purpme louns that are held at Citigroup Global Markets Inc. in its capacity as deuring broker for
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.

No,,-purpose Securities-Based Lellding. Non-purpose securities-based lending allows clients to borrow money
ugainst the value. of quulifying securities for any suitable purpose other than purchllsing,. trading, or carrying
marketable securities or refinancing margin debt. The Company establishes approved lines and advance rates
lIgainst qualifying securities lll1d monitors limits daily and, pursuant to such guidelines, requires customers to
deposit additional collateral, or reduce debt positions, when necessary. Factors considered in the review of non
purpose securities-based lending lire amount of the loan, the degree of concentrated or restricted positions, and
the overall evaluation of the ponfolio to ensure proper diversification or, in the cllse of concentmted positions,
appropriate liquidity of the underlying collateral or potential hedging strategies. Underlying collateral for non
purpose securities-based loans is reviewed with respect to the liquidity of the proposed collateral positions,
valutllion of securities, historic trading range, volatility analysis and an evaluation of industry concentrutions.

Commercial LeI/ding. The Global Wealth Management Group provides structured credit facilities to high nel
worth individuals and their slllall and medium-size domestic businesses. with a suite of products that includes
working cllpitallines of credit, revolving lines of credit. standby lellers of credit, term loans and commercial real
estate mortgages. Clients ure required to submit a credit application and tinancial st:ltements to a centralized
credit processing platform, and underwriting professionals recommend a lending structure following all
analysis of the borrower, the guarantor, the collateral, cash tlow, liquidity, leverage and credit history. For
standard transactions. credit requests are approved via signllture of independent credit professionals, and where
transactions arc of size and higher complexity. approval is secured through a formal loan committee chaired by
independent credit professionals. The facility is risk rated and upon credit approval and loan closing is closely
monitored through active account management and covenant compliance certificates.
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Consumer Lendi"g Activities. 

With respect to first mortgages and second mortgages, including HELOC ("mortgage lending"), a loan 
evaluation process is adopted within a framework of credit underwriting policies and collateral valuation. The 
Company's underwriting policy is designed to ensure that all borrowers pass an assessment of capacity and 
willingness to pay, which includes an analysis of applicable industry standard credit scoring models (e.g., FICO 
scores), debt ratios and reserves of the borrower. Loan-to-collateral value ratios are determined based on 
independent third-party property appraisal/valuations, and security licn position is cstahlished through titlel 
ownership reports. Historically all mortgages were originated to be sold or securitized. Eligihle l'onfonning loans 
are currently sold to the government-sponsored enterprises while mosl jumbo and HELOC loans will be held for 
investment in the Company's portfolio. 

Operational Risk. 

Operational risk refers to the risk of financial or other loss, or potential damage to a firm's repu!;ltion. resulting 
from inadequate or failed internal processes, people, systems or from external events (e.g., extcrnal or internal 
fraud, legal and compliance risks, damage to physical assets). The Company may incur opcrationa( risk across 
the full scope of its business activities, including revenue generating activities (e.g., sales lind trading) and 
support functions (e.g.. information technology and facilities munagement). Legal and compliance risk is 
included in the scope of operational risk and is discussed below under "Legal Risk." 

The goal of the Company's operational risk management framework is to establish company-wide operational 
risk standards related to risk measurement, monitoring and management. Operational risk policies establish a 
frmnework to reduce the likelihood and/or impact of operational incidenl~ as well as to mitigate legul, regulatory 
and reputational risks. The framework continually responds to changing regulatory and business environment 
landscape. As a foundation for the Basel n Advanced Measurement Approach. an enhanced risk-based capital 
model 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, Jisk and 
control self-assessments, and scenario analysis. 

TIle Operational Risk Oversigh.t Committee, a company-wide commillee, is chaired by the Company's Chief 
Risk Omcer and assists the FRC in executing its responsibilities for oversight of operntiollill risk, including 
evaluating assessments of risk exposure, reviewing the Company's significant operational risk exposures, 
recommending and overseeing company-wide remediation 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 Company's Operational Risk Manager oversees, monitors, measures, analyzes and reports on opemtional 
risk across the Company. The Operational Risk Manager is independent of the business segments and is 
supported by the company-wide Operational Risk Department. The Operational Risk Manager is also responsible 
for facilitating, designing, implementing and monitoring the company-wide operational risk program. The 
Operational Risk Department works with the business segments and control groups to help ensure a trunsparent. 
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 control 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 designed and modified, operational risks are considered. Each business segment has 
a 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 a designated 
operutional risk coordinutor, or equivalent, and a forum for discussing operational risk matters and/or reports 
with senior management. Oversight of operatiomtl risk is provided by business segment and regional risk 
commiHees and the Operutional Risk Oversight Committee. 
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Business Continuity Management is an ongoing program of analysis and planning that helps ensure a recovery 
strategy and required resources for the resumption of critical business functions following a disaster or other 
business interruption. Disaster recovery plans are in place for critical facilities and resources on a company-wide 
basis, and redundancies are built into the systems as deemed appropriate. The key components of the Company's 
disaster recovery plans include: crisis management; business recovery plans; applications/data recovery; work 
area recovery; and other elements addressing management, analysis, training and testing. 

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

The Company utilizes the services of external vendors in connection with the Company's 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 a variety of 
means, including service level and other contractual agreements, service and quality reviews, and ongoing 
monitoring of the vendors' performance. It is anticipated that the use of these services will continue and possibly 
increase in the future. 

Legal Risk. 

Legal risk includes the risk of non-compliunce with applicable legal and regulatory requirements and standards. 
Legal risk also includes contractual und commercial risk such as the risk that .a counterparty's perfornlance 
obligations will be unenforceable. The Company is generally subject to extensive regulation in the different 
jurisdictions in which it conducts its business (see "Business-Supervision and Regulation" in Part I, Item I). 
The Company has established procedures based on legal and regulatory requirements on a worldwide 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 thut are designed to 
require that the Comp:my's policies relating to conduct, ethics and business practices are followed globally. In 
connection with its businesses, the Company has and continuously develops various procedures addressing issues 
such as regulatory capital requirements, sales and trading practices, new products, potential conflicts of interest, 
structured transactions, use and ~afekeeping of customer funds and securities, credit granting, money laundering, 
privacy und recordkeeping. In addition, the Company has established procedures to mitigate the risk that a 
counterparty's performance obligations will be unenforcellble. including consideration of counterparty legal 
authority and cllpacity, adequacy of legal documentation, the permissibility of a transaction under applicable law 
and whether applicable bankruptcy or insolvency laws limit or alter contructual remedies. The legal and 
reguilltory focus on the financial services industry presents a continuing business chllllenge for the Comptmy. 
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Item 3. Quantitative and Qualitative Disclosures about Market Risk. 

Market Risk. 

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

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

Aggregate VaR incorporates certain non-trading risks, including the interest rate risk generated by funding 
liabilities related to institutional trading positions, public company 'equity positions recorded as investments by 
the Company and corporate loan exposures that are 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 credit spread risk generated by the Company's 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 3D, 2010 and June 3D, 2010. The credit spread risk sensitivity of the Company's 
mark-to-market funding liabilities corresponded to an increase in value of approximately $14 million and $1 I 
million for each +1 basis point widening in the Company's credit spread level at September 30, 2010 and 
June 30, 2010, respectively. 

The credit spread risk relating to the Company's mark-to-market derivative counterparty exposure is also 
managed separately from VaR. The credit spread risk sensitivity of this exposure corresponds to an increase in 
value of approximately $8 million and $6 million for each +1 basis point widening in the Company's credit 
spread level at September 3D, 2010 and June 30, 2010, respectively. 

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

Since the VaR statistics reported below are estimates based on historical position and market data, VaR should 
not be viewed as predictive of the Company's future revenues or financial performance or of its ability to 
monitor and manage risk. There can be no assurance that the Company's actual losses on a particular day will not 
exceed the VaR amounts indicated below or that such losses will not occur more 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 I below presents 95%/one-day VaR for each of the Company's primary market risk exposures and on an
aggregate basis at September 30, 2010 and June 30, 2010. The average, high and low tigures for the quarters
ended September 30, 2010 and June 30, 2010 are also included.

95% One-I)ay YaR for the 95% One-Day YaR for the
Tabte 1: 95% Totat VaR Quarter Ended Septcmber 311, 21110 QUllrler End~od June 30, 2010

Period Period
Primary Markel Risk Category End Avcrage IIIgh LolY ~ Average HIgh LolY

(dollors in millions)
Interest rate and credit spread .............. $130 $137 $ 147 $128 $145 $132 $145 $119
Equity price ............................ 39 28 52 19 26 29 34 24
Foreign exchange rate .................... 24 18 36 9 19 26 45 10
Commodity price ........................ 28 32 36 27 29 29 33 26
Less Diversification benefit( I) ............. (73) (73) (119) (50) (73) (77) (III) (48)

Total Trading VaR •••••••• 0 ••••••••••••• $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 $164 $183 $146-- -- -- -- -- -- --
(I) Diversification benefit equ~ls lhe difference between Tolal VaR and lhesum of lhe V~Rs lor lhe lour primary risk categories. This

benefit arises because lhe simulated one-day losses for each uf the fuur primary market risk calegories occur on dilTerenl days; similar
diversification benelils also are laken into accuunl wilhin each cutegury.

The Company's average Trading VaR for the quarter ended September 30, 2010 wus $142 million compared
with $ I39 million for the quarter ended June 30, 20 IO. Increases in interest rate and credit risk were offset by
reduced GI0 and emerging market foreign currency risk.

The Company's average Non-Trading VaR for the quarter ended September 30, 2010 wus $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 a price rally in the stock, as well as increased interest rate
sensitivity of deposits in the declining rate environment.

The Company's average Aggregate VaR for the quarter ended 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 firms because of differences in the breadth of products included
in each firm's VaR model, in the statistical assumptions made when simulating changes in market factors, and in
the methods used to approximate portfolio revaluations under the simulated market conditions. These differences
can result in materially different VaR estimates for similar portfolios. The impact varies depending on the factor
history assumptions, the frequency with which the factor history is updated. and the confidence level. As a result,
VaR statistics are more reliable and relevant when used as indicators of trends in risk taking rather than as a basis
for inferring differences in risk taking across firms.

132 Morgan Stanley



Table 2 below 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% versus 99%) for the VaR statistic or a shorter
historical time series (four years versus one year) for market data upon which it bases its simulations:

$146
35
27
34

(87)

$155

$137
. 28

18
32

(73)

$142

95'1'. Average One·Day VaK 99% Average One.Day VaR
for the Quarter Ended for the Quarter Ended

September 30, 2010 September 30,2010

Four-Year One·Year Four·Year One-Year
Factor History Factor History Fador History Factor History

(dollars in mllUons)

$ 85 $ 278
23 40
18 30
22 53

(50) (129)

$ 98 $ 272

Interest rate and credit spread .
Equity price .
Foreign exchange rate .
Commodity price .
Less Diversification benefit(I) .

Total Trading VaR .

Table 2: 95% and 99% Average
Trading VaR with Four-Year lOne
Year Historical Time Series

Primary Markel Risk Category

(I) Diversilication benefit equals the difference belween Tolal VaR and the sum of Ihe VllRs for the four risk calegories. This benefil arises
because Ihe simulated one-day losses for each of lhe four primary markel risk categories occur on different days; similar diversification
benefils also arc laken inlo account wilhin each calegory.
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Distribution ofVaR Statistics and Net Revenues for tile quarter ended September 30,2010.

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

Quarter Ended September 30, 2010
Daily 95% lOne-day Trading VaR

(dollars in millions)
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One method of evaluating the reasonableness of the Company's VaR model as a measure of the Company's
potential volatility of net revenue is to compare the VaR with actual trading revenue. Assuming no intra-day
trading, for a 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 losses were to exceed VaR more than 21 times in a year, the accuracy of the
VaR model could be questioned. Accordingly, the Company evaluates the reasonableness of its VaR model by
comparing the potential declines in 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 model's 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 tern), trading losses are expected to exceed VaR an average of three times
per quarter at the 95% 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 a longer-term
perspective. The Company is evaluating enhancements to its VaR model to make it more responsive to more
recent market conditions, while maintaining a longer-term perspective.

The histogram below shows the distribution of daily net trading revenue for the quarter ended September 3D,
2010 for the Company's trading businesses (these figures include revenue from the counterparty portfolio and
also include net interest and non-agency commissions but exclude certain non-trading revenues such as primary,
fee-based and prime brokerage revenue credited to the trading businesses). During the quarter ended
September 30, 2010, the Company experienced net trading losses on 10 days.

Quarter Ended September 30, 2010
Daily Net Trading Revenue

(dollars In millions)
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Credit Risk. 

For a further discussion of the Company's credit risks, see "Quantitative and Qualit:Jtive Disclosures about 
Market Risk-Credit Risk" in Part II, Item 7A of the Form 10-K. 

Credit Exposure-Corporate Lending. In connection with certain of its Institutional Securities business 
activities, the Company provides loans or lending commitments (including bridge financing) to selected clients. 
Such loans and lending commitments 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 
Company's actual funding requirements, as the commitment may expire unused or the borrower may not fully 
utilize the commitment. The borrowers of "relationship-driven" lending transactions may be investment grade or 
non-investment grade. The Company may hedge its exposures in connection with "relationship-driven" 
transactions. 

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

The following table presents information about the Company's corporate funded loans and lending commitments 
at September 30, 2010. The "total corporate lending exposure" column includes 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 commitments that were outstanding at September 30, 20 IO. 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 of non-investment grade loans was $6.8 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 a notional amount of $21.3 billion related to the total corporate lending 
exposure of $71.7 billion at September 30,2010. 
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The table below shows the Company's credit exposure from its corporate lending posJllOns 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:

Corporate Lending Commitments and Funded Louns at September 30, 2010

Corporllte

Yellrs to MlIlurily ToluJ Corporllle Lending Corporate
Lending Exposure lit Lending

Credil Ruting(l) Less tbun 1 1-3 3·5 OverS Expusurc(2) Fulr Vulue(3) Commitmenls(4)---------(dollurs in millions)

AAA ..................... $ 404 $ 344 $ 50 $ $ 798 $ $ 798
AA ....................... 4,639 6,055 293 70 11,057 112 10,945
A ........ ·................ 3,552 11,291 777 15,620 1,618 14,002
BBB ...................... 3,710 17,251 3,668 190 24,819 2,827 21,992---------

Investment grade ........ 12,305 34,941 4,788 260 52,294 4,557 47,737
Non-investment grade .... 2,078 5,897 7,622 3,823 19,420 6,807 12,613---------

Total ............. $14,383 $40,838 $12,410 $4,083 $71,714 $11,364 $60,350
--- --------- --- --- ------------

(I) Obligor credit ratings are detemlined by Ihe Company's Credit Risk Man;sgement Departmenl.
(2) Total corporate lending exposure represents the Company's potcnlial loss assuming the fair value of funded loans and lending

commilmenls was zero.
(3) The Company's corporate Icnding exposure carried at fair value includes $11.4 billion of funded loans and $0.8 billion of lending

commitments recorded in Financial instruments owned and Financial inslrUmenls sold. not yet purchased. respectively. in the condensed
consolidated statements of financial condition at September 30. 2010. The Company's corpor~te lending exposure carried at amortized
cost includes $750 million of funded loans recorded in Loans in the condensed consolidated stalements of financial condition.

(4) Amounts represent the notional amount of unfunded lending commitments less Ihe amount of commitmenls reflected in the Company's
condensed consolidated statements oJ' financial condition. For syndications Icd by the Company, lending commitments accepted by the
borrower but not yet closed arc net of the amounts agreed to by counlerpartics Ihal will participatc in the syndication. For syndications
that the Company participatcs in and docs not lead. lending commitments ucceplcd by Ihe borrower but nol yel closed include only the
amount Ihal the Company expects it will be allocated frollllhe lead syndicUle bank.

"Evellt-drivell" Loalls and Lending Commitments at September 30, 20/0.

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

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

"Event-driven" lending exposures at December 31, 2009 .
Closed commitments , ...•...........
Net reductions, primarily through distributions .
Mark-to-market adjustments , .

"Event-driven" lending exposures at September 30,2010 .

$ 5,621
3,294

(3,554)

~)

$ 5,295
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Credit Exposllre-Derivatives. The table below presents a summary by counterparty credit rating and
remaining contract maturity of the fair value of OTC derivatives in a gaiIi position at September 30, 2010. Fair
value is presented in the final column net of collateral received (principally cash and U.S. government and
agency securities):

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

$ 9,123 $ 8,772
8,146 7,107

17,066 14,908
8,003 6,510
8,744 6,113

$51,082 $43,410
--- ---

Net Exposure Net Exposure
Post-Cash Post·
Collateral Collateral

Cross
Maturity
and Cash

Years to Maturity Collateral
Lcssthanl~~~ Nettlng(3)

(dollars in millions)

796 $ 1,716 $ 2,251 $12,021 $ (7,661)
5,452 6,773 5,845 19,799 (29,723)
9,497 10,081 6,270 33,563 (42,345)
2,838 4,334 2,417 10,525 (12,111)
2,854 3,643 1,947 4,751 (4,451)---------

$21,437 $26,547 $18,730 $80,659 $(96,291)

AAA $
AA : .
A .
BBB .
Non-investment grade .

Total .

Credit Ratlng(2)

(I) Fair values shown represent the Company's net exposure 10 counterparlies related 10 the Company's OTC derivative produClS. The table
does not include listed derivatives and the effect of any related hedges utilized by the Company. The table also excludes fair values
corresponding to other credii exposures. sueh as those arising from the Company's lending activities.

(2) Obligor credit ratings are determined by the Company's Credit Risk Management Department.
(3) Amounts represent the nelling of receivable balances with payable balances for the same counterparty across maturity categories.

Receivable and payable balances with the same counlerparly in the same maturity category are nelted within such maturity category,
whcre appropriate. Cash collateral received is nelted on a counterparty basis, provided legal right of offset exists.

The following table summarizes the fair values of the Company's OTC derivative products recorded in Financial
instruments owned and Financial instruments sold, not yet purchased by product category and maturity at
September 30, 20 I0, including on a net basis, where applicable, reflecting the fair value of related non-cash
collateral for financial instruments owned:

OTC Derivative Products-Financial Instruments Owned at September 30, 2010

Product Type

Cross
Maturity
and Cash

Years to Maturity Collateral

Less than 1~~~ Nelting(l)

(dollars in millions)

Net Exposure Net Exposure
Post·Cash Post-
Collateral Collaterat

$ 9,892 $19,332 $16,809 $78,131 $(87,087) $37,077 $32,750

6,470 695 183 55 (2,775) 4,628 3,797

1,880 1,401 201 1,110 (2,199) 2,393 1,237

3,195 5,119 1,537 1,363 (4,230) 6,984 5,626--- --- ------
$21,437 $26,547 $18,730 $80,659 $(96,291) $51,082 $43,410

--- ---

Interest rate and currency swaps,
interest rate options, credit
derivatives and other fixed income
securities contracts .

Foreign exchange forward contracts and
options .

Equity securities contracts (including
equity swaps, warrants nnd
options) .

Commodity forwards, options and
swaps .

Total , .

(I) Amounts represenl Ihe nelting of receivable balances with payable balances for the same countcrparty across malurily and product
categories. Receivable and payable balances with the same counterparty in the same maturity calegory are neUed within the maturity
category. where appropriate. Cash collaterJI received is nelled on a countcrparty basis, provided legal righl of offsel cXislS.
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OTC Derivative Products-Financial Instruments Sold, Not Yet Purchased at September 30, 2010(1)

Product Type

Interest rate and currency swaps, interest rate
options, credit derivatives and other fixed
income securities contracts .

Foreign exchange forward contracts and
options ............•.................

Equity securities contracts (including equity
swaps, warrants and options) .

Commodity forwards, options and swaps .

Total : .

Cross-
MaturithYears to Maturity and Cas
Collnteral

Lessthnn 1 1·3 3-5 OverS Netling(2) Total--- ---(dollars In millions)

$ 6,535 $14,749 $15,229 $48,142 $(55,430) $29,225

6,966 639 281 68 (2,870) 5,084

4,088 3,080 1,413 1,298 (4,701) 5,178
3,613 4,807 1,425 1,039 (4,702) 6,182

$21,202 $23,275 $18,348 $50,547 $(67,703) $45,669
--- ---

(I) Since these amounts are liabilities of the Company. they do nol resull in credit exposures.
(2) Amounts represenl the IlClling of receivable balances wilh payable balances for the samc countcrparty across maturilY and product

categories. Receivable and payable balonces with the same counterparty in the some molurity category ore nelled within the maturity
cOlegory. where appropriote. Cash collateral paid is nelled on a counlerparty basis. provided legal right of offsel exists.

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

Product Type

Interest rate and currency swaps. interest rate options, credit
derivatives and other tixed income securities contracts .

Foreign exchange forward contracts and options .
Equity securities contracts (including equity swaps, warrants and

options) .
Commodity forwards, options and swaps .

Total .

At September 30, 2010 At December 31, 2009

Assets Liabilities Assets Liabilities

(dollars in ml11ions)

$37,344 $29,611 $33,307 $20,911
4,628 5,084 3,022 2,824

7,631 12,578 3,619 7,371
7,451 7,715 9,133 7,103

$57,054 $54,988 $49,081 $38,209
--- --- --- ---

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

The Company determines the fair values recorded in the above tables using various pricing models. For a
discussion of fair value as it affects the condensed consolidated financial statements, see "Management's
Discussion and Analysis of Financial Condition and Results of Operations-Critical Accounting Policies" in
Part I, Item 2, herein and Notes 2 and 4 to the condensed consolidated financial statements.

Credit Derivatives. A credit derivative is a contract between a seller (guarantor) and buyer (beneficiary) of
protection against the risk of a credit event occurring on a set of debt obligations issued by a specified reference
entity. The beneficiary pays a periodic premium (typically quarterly) over the life of the contract and is protected
for the period. If a credit event occurs, the guarantor is required to make payment to the beneficiary based on the
temlS 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 a credit event in some cases. In certain transactions referenced to a portfolio of
referenced entities or asset-backed securities, deductibles and caps may limit the guarantor's obligations.
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The Company trades in a variety of derivatives and may either purchase or write protection on a single name or
portfolio of referenced entities. The Company is an active market-maker in the credit derivatives markets. As a
market-maker, the Company works to earn a bid-offer spread on client flow business and manage any residual
credit or correlation risk on a 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. A majority of the
Company's counterparties are banks, broker-dealers, insurance, and other financial institutions and Monolines.
Contracts with these counterparties do not include ratings-based termination events but do include counterparty
rating downgrades, which may result in additional collateral being required by the Company. For further
information on the Company's exposure to Monolines, see "Overview of the Quarter and Nine Months ended
September 30, 2010 Financial Results-Monoline Insurers" herein. The master agreements with these Monoline
counterparties are generally unsecured, and the few ratings-based triggers (if any) generally provide the
Company the ability to terminate only upon significant downgrade. As with all derivative contracts, the Company
considers counterparty credit risk in the valuation of its positions and recognizes credit valuation adjustments as
appropriate.

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

At September 3D, 2010

6,170

$2,394,975$2,453,099

108

$105,935

Fair Valucs(l) Notlonals

Receivable Payable Beneficiary Guarantor

(dollars in millions)

$ 97,046 $2,171,405 $2,135,739
8,781 249,357 253,066

25,794
6,543

$108,191
11,313
2,280

197

$121,981

Banks and securities firms .
Insurance and other financial institutions .
Monolines .
Non-financial entities .

Total .

(I) Amounts shown are presented before the 'application of Dny eounterparty or cash collateral nelling. The Company's credit default swaps
arc classified in both Level 2 and Level 3 of the fair value hierolrchy. Approximately 15% of receivuble fair values and 11% of payable
fair values represent level 3 amounls.

COUI/try Exposure. At September 30, 2010, primarily based on the domicile of the counterparty,
approximately 6% of the Company's credit exposure (for credit exposure arising from corporate loans and
lending commitments as discllssed above and current exposure arising from the Company's OTC derivative
contracts) was to emerging markets. and no one emerging market country accounted for more than approximately
I % of the Company's 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 accountable systems
that are consistent with advanced countries.
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The following tables show the Company's percentage of credit exposure from its primary corporate loans and
lending commitments and OTC derivative products by country at September 30, 2010:

Country

United States .
United Kingdom "
Germany .
Netherlands .
Canada .
France .
Luxembourg ; .
Switzerland , .
Cayman Islands .
United Arab Emirates " .
Other .

Total .

(I) Credit exposure amounls are based on the domicile of Ihe counterparty.

Corporate Lending
.:xposare(l)

62%
10
6
2
2
2
2
2
2
2
8

100%

~
United States .
Cayman Islands .
Italy .
United Kingdom .
Germany .
France .
Japan .
Spain .
Jersey .
Luxembourg " .
Chile .
Canada .
Other .

Total .

OTC Derivative
ProduclsO )(2)

34%
10
10
8
4
4
2
2
2
2
2
2

18

100%

(I) Credit exposure amounls are based on the domicile of the counterparty.
(2) Credit exposure amounts do nol reflcclthe orfsetling benefit of financial instruments thaI the Company utilizes 10 hedge credil exposure

arising from OTe derivative produClS.

Illdustry Exposure. The Company also monitors its credit exposure to individual industries for credit exposure
arising from corporate loans and lending commitments as discussed above and current exposure arising from the
Company's OTC derivative contracts.
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The following table shows the Company's percentage of credit exposure from its primary corporate loans and
lending commitments and OTC derivative products by industry at September 3D, 2010:

Industry

Utilities .
Financial institutions(l) .
Energy .
Pharmaceutical and healthcare .
Media .
Technology .
Chemicals, metals, mining and other materials .
Telecommunications services .
Food, beverage and tobacco .
Insurance .
Capital goods .
Banks and securities firms .
Real estate .
Other .

Total .

Corporate Lending
Exposure

12%
II
10
7
6
6
6
6
5
4
4
4
3

16

100%

(I) Percentage reneets credit exposures from special purpose entity vehicles. other diversified financial service entities. mutual and pension
funds. exchanges and clearing houses. and private equity and real estate funds.

Industry

Financial institutions(l) .
Banks and securities firms .
Sovereign governments .
Utilities .
Insurance .
Regional governments .
Energy .
Pharmaceutical and healthcare .
Chemicals, metals, mining and other materials .
Other .

Total .

OTC Derivative
Products

28%
14
13
8
8
6
3
3
3

14

100%

(I) Percentage rcnecls credit exposures from special purpose entity vehicles. other diversified financial service entities. mutual and pension
funds exchanges and clearing houses. and private equity and real estate funds.
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Morgan Stanley
Notice of 2010 Annual Meeting of Shareholders

2000 Westchester Avenue
Purchase, New York

May 18,2010,9:00 a.m., local time

April 12, 2010

Fellow shareholder:

I cordially invite you to attend Morgan Stanley's 20I0 annual meeting of shareholders to:

elect members of the Board of Directors;

ratify the appointment of Deloitte & Touche LLP as independent auditor;

consider a 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 auditor, the approval of the compensation of executives as disclosed in this proxy statement
and the amendment of the 2007 Equity Incentive Compensation Plan, and "AGAINST" the shareholder
proposals.

We enclose our letter to shareholders, our proxy statement, our ,mnual report on Form IO-K and a proxy card.
Please submit your proxy. Thank you for your support of Morgan Stanley.

Very truly yours,

John J. Mack
Chairman

James P. Gorman
President and Chief Executive Officer



Corporate Governance 
Corporate Governance Documents. Morgan Stanley has a corporate governance webpage at the "Company 
Information" link under the "About Morgan Stanley" link at www.morganstanley.com (www.morganstanley.coml 
aboutlcompany/governancelindex.html). 

Our Corporate Governance Policies (including our Director Independence 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 Contributions, Policy Regarding Shareholder Rights Plan, 
information regarding the Integrity Hotline and the Equity Ownership Commitment are available at our corporate 
governance webpage at www.inorganstanley.com/aboutlcompany/govemance/index.html and are available to 
any shareholder who requests them by writing to Morgan Stanley, Suite 0, 1585 Broadway, New York, 
New York 10036. 

Shareholders and other interested parties may contact any of our Company's directors, the Lead Director, a 
committee of the Board, the Board's non-employee directors as a group or the Board generally, by writing to 
them at Morgan Stanley, Suite D, 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's independent directors. The Board's Policy Regarding Communication by Shareholders and Other 
Interested Parties with the Qoard of Directors is available at our corporate governance webpage at 
www.morganstanley.com/aboutlcompany/governance/index.html. 

Director Independence. The Board has determined that Messrs. Bostock, Bowles, Davies, Hance, Kidder, 
Nicolaisen, Noski, Ms. Olayan, Messrs. Phillips and Sexton and Dr. Tyson are independent in accordance with 
the Director Independence Standards established under our Corporate Governance Policies. To assist the Board 
with its determination~ the standards follow NYSE rules and establish guidelines as to employment and 
commercial relationships that affect independence and categories of relationships that are not deemed material 
for purposes of director independence. Eleven (I I) 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 of such 
committees. All members of the Risk Committee are non-employee directors and a majority of the Risk 
Committee members satisfy the independence requirements of the Company and the NYSE. In addition, the 
Board has determined that all members of the Audit Committee, Messrs. Davies, Hance, 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 a certain amount Cif such other entity's gross revenues in any year (Messrs. Bowles 
and Davies, Ms. Olayan, Mr. Phillips and Dr. Tyson); ordinary course relationships arising from transactions on 
tern1S and conditions substantially similar to those with unaftiliated third parties between Morgan Stanley and 
entities where the directors or their immediate family members own equity of 5% or more of that entity (Mr. 
Bostock and Ms. Olayan); Morgan Stanley's contributions to charitable organizations where the directors or their 
immediate family members serve as ofticers, directors or trustees that did not exceed a cenain amount of the 
organization's annual charitable receipts in the preceding year (Messrs. Bostock, Bowles, Davies and Kidder, 
Ms. OIayan, 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, Hance, Kidder, Noski, Phillips and Sexton and Dr. Tyson). 

In determining Mr. Bostock's independence, the Board also considered the employment of Mr. Bostock's 
son-in-law by the Company's Asset Management segment (see also "Other Mutters-Certain Transactions" 
herein). This year the Board considered, among other things, that Mr. Bostock's son-in-law has never been a 
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member of the Company's senior management and was awarded compensation in line with his position at 
Morgan Stanley and in comparison with market standards and that Mr. Bostock hus no inlluence over the Asset 
Management business other than that possessed by any other Morgun Stanley non-employee director. The Board 
(other than Mr. Bostock) determined consistent with NYSE rules and based upon the facts and circumstances, 
that the relationship is immateril:ll to Mr. Bostock's independence. 

In determining Mr. Sexton's independence. the Board also considered the Company's provision of medical 
insurance to Mr, Sexton (for which Mr. Sexton pays the full cost). The Bourd (other thun Mr. Sexton) 
determined, consistent with NYSE rules and based upon the facts and circumstunces. thm the relationship is 
immaterial to Mr. Sexton's independence. 

Board Leadership Structure and Role in Risk Oversight. 

Board Leadership Structure. The Board is responsible for reviewing the Board's 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 interests of the Comp,my at a given point 
in time, rather than mandating a particular leadership structure. In making this decision, the Board considers, 
lImong other things, the composition of the Board, the role of the Company's Lead Director, the Company's 
strong corporate governance practices, the Chief Executive Officer's working relationship with the Board, and 
the challenges specific to the Company. Historically, the positions of Chief Executive Officer and Chairman were 
held by the same individual. As a result of Mr. Mack's discussion with the Board about stepping down as Chief 
Executive Officer lind as part of its ongoing review of the Board's leadership stnlcture 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 1. Mack, the Company's fornler Chief 
Executive Officer, as Chairnlan 'of the Board, and James P. Gorman as the Company's Chief Executive Officer, 
effective January 1,2010. 

In addition, the Company's Corporate Governance Policies provide for an independent and active Lead Director 
with clearly defined leadership authority and responsibilities. Our Lead Director, C. Robert Kidder, was 
appointed by our other independent directors in 2006 and hus responsibilities including: (i) 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) udvising the Chairnlan of the Board's 
informational needs; (iv) approving Board meeting agendas und the schedule of Board meetings and requesting, 
if necessary, the inclusion of additional agenda items; and (v) making himself available, if requested by major 
shareholders, for consultation and direct communication. 

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

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

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

•	 The Board's non-management directors meet regularly in executive session. At each regularly scheduled 
Board meeting, the non-management directors meet in an executive session without Messrs. Gorman or Mack 
present 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 Oversight. The Board has oversight for the Company's enterprise risk management 
frnmework and is responsible for helping to ensure that the Company's risks are managed in a sound 
manner. Historically, the Board had authorized the Audit Committee. which is comprised solely of independent 
directors. to oversee risk management. Effective January I. 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 (i) the Company's risk governance structure. (ii) the Company's risk management and risk 
assessment guidelines and policies regarding market, credit and liquidity and funding risk, (iii) the Company's 
risk tolerance. including risk tolerance levels and capital targets and limits, and (iv) the performance of the Chief 
Risk Officer. The Audit Committee retains responsibility for oversight of certain aspects of risk management, 
including review of the major operational. franchise, reput,ational, legal and compliance 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 repon to the entire Board on a regular basis. 

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

The Board has also authorized the Finn Risk Committee (FRC). a management committee appointed and chaired 
by the Chief Executive Officer that includes the most senior officers of the Company, including the Chief Risk 
Officer, Chief Legal Officer and Chief Financial Officer, to oversee the Company's global risk management 
structure. The FRC's responsibilities include oversight of the Company's risk management principles, procedures 
and limits, and the monitoring of capital levels and material market, credit. liquidity and funding, legal, 
operntional, franchise and regulatory risk matters and other risks, as appropriate, and the steps management has 
taken to monitor and manage such risks. The Company's risk management is funher discussed in Pan I, Item 7A 
of the Company's Annual Report on Form IO-K for the year ended December 31, 2009 (2009 Form 10-K). 

***** 

The Board has determined that its leadership structure is appropriate for the Company. Mr. Mack's prior role as 
Chief Executive Officer, his existing relationship with the Board, his understanding of Morgan Stanley's 
businesses. and his professional experience and leadership skills uniquely position him to serve as Chairman 
while the Company's Lead Director, Mr. Kidder, has proven effective at enhancing the overnll independent 
functioning of the Board. The Board believes that the combination of the Chairman, the Lead Director and the 
Chairmen of the Audit und Risk Committees provide the appropriate leadership 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 a
member. The Board's standing committees include the following:

# of Meetings
In DL'C. 2008

Commlltee Cuvent Members Primury Responslblllllcs ood2009·

Audit Chllflcs H. Noski(Chair) • Oversees the integrity of the Company's 16
Howllfd J. Davies consolidated financial statements, compliance
James H. Hance, JrJIl with legal and regulatory requirements, system
Donald T. Nicolaisen of internal controls. and certain aspects of risk
0; Griffith Sexton management, including review of major

operational, franchise, reputational, legal and
compliance risk exposures of the Company.

• Selects, determines the compensation of,
I. evaluates and, when appropriate, replaces the

" independent auditor, and pre-approves audit and~.

permitted non-audit services.

~
• Oversees the qualifications and independence of

the independent auditor and performance of the
Company's internal auditor and independent
auditor.

· After review, recommends 10 the Board the
acceptance and inclusion of the annual audited
consolidated financial statemenls in the
Company's Annual Report on Form IO·K.

Compensation. Erskine B. Bowles (Chair)(2) · Annually reviews andapproves Ihe corporate 12
Management C. Robert Kidder goals and objectives relevant to the
Development and Donald T. Nicolaisen compensation of the Chief Executive Officer
Succession (CMDS) Hutham S. Olayanm (CEO) and evaluates his performance in light of

:., these goals and objectives.

· Determines the compensation of our executive
officers and other officers as appropriate.

• Administers our equity-based !=ompensation
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.

Nominating and Laura D. Tyson (Chair) · Identifies and recommends candidates for 5
Governance RoyJ. Bostock . election to the Board.

Chllfles 13: Phillips, Jr.l') · Recommends committee structure and
membership.

· Establishes procedures for its oversight of the
evaluation of the Board.

• Recommends director compensation and
benefits.

· Reviews annually (he Company's corporate
governanee policies.

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

Risk CommitteelSl Howard J. Davies (Chair) · Oversees the Company's risk governance N/A
Roy J. Bostock structure.
James H. Hance; Jr. • Oversees risk management and risk assessment
Nobuyuki Hir.mo guidelines and policies regarding murket, credit,

liquidily and funding risk.

· Oversees risk tolerunce, including risk tolerance
levels and capilaltargets and limits.

· Oversees the performance of the Chief Risk
Officer.
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• In addition to Board and committee meetings, our directors also discharge their duties through, among other 
things, informal group communications and discussions with the Chairman, CEO, members of senior 
management and others as appropriate regarding matters of interest. 

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

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

(3) Ms. Olayan concluded her service on the Nominating and Governance Committee and joined the CMDS 
Committee, effective January 1,2010. 

(4) Mr. Kidder will join the Nominating and Governance Committee to replace Mr. Phillips, effective May 18, 
2010.
 

(SI The Board established the Risk Committee effective January I, 2010.
 

Our Board has adopted a written charter for each of the Audit Committee, CMDS Committee, Nominating and 
Governance Committee and Risk Committee setting forth the roles and responsibilities of each committee. The 
Audit Committee has adopted a written charter for its subcommittee, the Internal Audit Subcommittee, which 
assists the Audit Committee in the oversight of the Company's internal audit department. The charters are 
available at our corporate governance website at www.morganstanley.com/aboutlcompany/governancel 
index.htm!. The reports of the Audit Committee and the CMDS Committee appear herein. 

Non-Management Director Meetings. The Company's Corporate Governance Policies provide that 
non-management directors meet in executive' sessions and that the Lead Director 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 Company's Corporate Governance Policies state that directors 
are expected to attend annual meetings of shareholders. All of the current directors who were on the Board of 
Directors at the time attended the 2009 annual meeting of shareholders other than Mr. Phillips. 

Shareholder Nominations ror Director Candidates. The Nominating and Governance Committee will 
consider director candidates recommended by shareholders and evaluates such candidates in the same munner as 
other candidates. The procedures to submit recommendations are described in th.e Policy Regarding Director 
Candidates Recommended by Shareholders, available at our corporate governance webpage at 
www.morganstanley.com/aboutlcompany/governance/index.html. 

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 year's annual meeting. Therefore, to 
submit a candidate for consideration for nomination by the Nominating and Governance Committee at the 20 II 
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 submitted by a 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 candidate's consent to serve as a director. Shareholders must send 
recommendations to the Nominating and Governance Committee, Morgan Stanley, Suite D, 1585 Broadway, 
New. York, New York 10036. See "Director Selection and Nomination Process" above for more information 
regarding Board membership criteria. 

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

The CMDS Committee actively engages in its duties and follows procedures intended 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 Committee regularly speaks with the CMDS Committee's 
compensation consultant, without management, outside of the CMDS Committee meetings. 

•	 Regularly reviews the competitive environment and the design and structure of the Company's compensation 
programs to ensure that they are consistent with and support our compensation objectives. 

•	 Regularly reviews the Company's 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 a comprehensive review and evaluation of 
Company, business unit and individual performance for the fiscal year both on a year-over-year basis and as 
compared to our key competitors. 

•	 Oversees plans for management development and succession. 

.Regularly meets throughout the year and regularly 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 premeetings 
with management to review the agendas and materials. 

•	 Regularly reports on its meetiflgs to the Board. 

To perform its duties, the CMDS Committee retains the services of a qualified and independent compensation 
consultant that possesses the necessary skill, experience and resources to meet the CMDS Committee's needs and 
that has no relationship with the Company that would interfere with its ability to provide independent advice. The 
CMDS 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 Board compensation. Other than 
the consulting services that it provides to the CMDS and Nominuting and Governance Commillees, Hay Group 
currently provides no services to the Company or its executive officers. Hay Group assists the CMDS Commillee 
in collecting and evaluating external market data regarding executive compensation and performance and advises 
the CMDS Committee on developing trends and best practices in executive compensation and equity and 
incentive phm design. 

The Company's Human Resources Department acts as a liaison between the CMDS Committee and Hay Group 
and also prepares materials for the CMDS Committee's 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 Committee's deliberations. 

The principal compensation plans and arrangements applicable to our NEOs are described in the CD&A and the 
tables in the "Executive Compel)sation" section. The CMDS Committee may delegate the administration of these 
plans as uppropriate, including to executive omcers of the Company and members of the Company's Human 
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Resources department. The CMOS Committee may also create subcommittees with authority to act on its behalf, 
Significant delegations made by the CMOS Committee include the following: 

•	 The CMOS Committee has delegated to the Equity Awards Committee (which consists of the CEO) the 
CMOS Committee's authority to make special new hire and retention equity awards; however, this delegation 
of authority does not extend to awards to our executive officers and certain other senior executives of the 
Company. Awards granted by the Equity Awards Committee are subject to a share limit imposed by the 
CMOS Committee and individual awards are reported to the CMOS Committee on a regular basis. 

•	 The CMOS Committee has delegated to the Chief Operating Oftker the CMOS Committee's authority to 
administer the Company's cash-based nonqualified deferred compensation plans, including the Morgan 
Stanley Compensation Incentive Plan (discussed in the CO&A); however, the CMOS Committee has sole 
authority relating to grants of cash-based nonqualified deferred compensation plan awards to, or amendments 
to such awards held by, executive officers and certain other senior executives, Olateriul 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 CO&A, as part of the annual performance review 
for our executive officers other than the CEO, the CMOS Committee considers our CEO's assessment of each 
executive officer's individual performance, as well as the performance of the Company and our CEO's 
compensation recommendations for each executive officer, other than himself. 

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

On September 10, 2009, the Company announced that Mr. Gorman would become Chief Executive Officer 
effective January 1,2010 and Mr. Mack would continue to serve as Chairman of the Board. This announcement 
followed a 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 criteQa for the next Chief Executive Officer and retained a consultant to review 
potential outside candidates and evaluated accomplished internal candidates. The Board oversaw a thorough, 
deliberate and successful succession process that led to the election of, and seamless transition to, our new CEO, 
Mr. Gorman, a proven leader with an established record as a strategic thinker backed by strong operating, 
business development and execution skills who brings an extensive understanding of Morgan Stanley's 
businesses and decades of financial services experience. 

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

Prior to meeting with the CMOS Committee, the Chief Risk Officer had a series of interactive and detailed 
working sessions with representatives from the Firm's Human Resources and Legal departments to evaluate each 

17	 Morgan Stanley 



compensation program across each of the Company's major areas - Institutional Securities, Investment 
Management, Global Wealth Management and Company/Infrastntcture. 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 which our NEOs participate. The review covered numerous programs including 
equity- and cash-based deferred compensation programs, discretionary bonus programs and performance-based 
formulaic bonus programs. The working group reviewed a number of 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 Chief Risk Officer concluded that Morgan Stanley's current compensation 
programs do not incent employees to take unnecessary or excessive risk and that such programs do not create 
risks that are reasonably likely to have a material adverse effect on the Company. The following are among the 
factors considered in making his determination: 

• balance of fixed compensation and discretionary compensation; 

• balance between short-term and long-term incentives; 

• mandatory deterrals into both equity-based and cash-based long-term incentive programs; 

• the procedures followed in making compensation decisions; 

• our equity retention policy; and 

• risk-mitigating features of awards, such as cancellation. holdback and c1awback provisions. 

The Chief Risk Ofticer and the Global Head of Human Resources then reviewed these arrangements, along with 
the analyses and findings of the Chief Risk Officer, with the CMDS Committee and its independent 
compensation consultant. The Chief Risk Officer again met with the Global Head of Human Resources and the 
CMDS 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 material arrangements 
for other employees and report periodically to the CMDS 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 Company's Operating Committee are subject to . 
an Equity Ownership Commitment that requires them to retain at least 75% of common stock and equity awards 
(less allowances for the payment of any option exercise price and taxes) made to them while they are on the 
Operating Committee (or for the Chairman, while he was on the Operating Committee and while Chairman). 
This commitment ties a portion of their net worth to the Company's stock price and provides a continuing 
incentive for them to work towards superior long-term stock price perfonnance. None of our executive officers 
have prearranged trading plans under SEC Rule IOb5- I. 
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January 7, 2011

Morgan Stanley
1585 Broadway
New York, NY 10036

Re: Stockholder Proposal Submitted by the Marianist Province of the United States.
the Missionarv Oblates of Mary Immaculate and Libra Fund, L.P.

Ladies and Gentlemen:

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

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

(i) the Amended and Restated Certificate of Incorporation of the Company,
as filed with the Secretary of State of the State of Delaware (the "Secretary of State") on April 9,
2008, the Certificate of Designations of Preferences and Rights of the 10% Series B Non
Cumulative Non-Voting Perpetual Convel1ible Prefened Stock ($1,000 Liquidation Preference
Per Share) of the Company, as filed with the Secretary of State on October 10, 2008, the
Amended Ce11ificate of Designations of Preferences and Rights of the 10% Series B Non
Cumulative Non-Voting Perpetual Convertible Preferred Stock ($1,000 Liquidation Preference
Per Share) of the Company, as filed with the Secretary of State on October 13, 2008, the
Certificate of Designations of Preferences and Rights of the 10% Series C Non-Cumulative Non
Voting Perpetual Convertible Preferred Stock ($1,000 Liquidation Preference Per Share) of the
Company, as filed with the Secretary of State on October 13, 2008, the Celiificate of
Designations of Fixed Rate Cumulative Perpetual Preferred Stock, Series D of the Company, as
filed with the Secretary of State on October 28, 2008, and the Certificate of Elimination of Fixed
Rate Cumulative Perpetual Preferred Stock, Series D of the Company, as filed with the Secretary
of State on June 23, 2009 (collectively, the "Certificate ofIncorporation");

(ii) the Bylaws of the Company, as amended and restated on March 9, 2010
(the "Bylaws"); and
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(iii) the Proposal and the suppOlting statement thereto. 

With respect to the foregoing documents, we have assumed: (a) 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 patties thereto; 
(b) the conformity to authentic originals of all documents submitted to us as certified, 
conformed, photostatic, electronic or other copies; and (c) that the foregoing documents, in the 
forms submitted to us for our review, have not been and will not be altered or amended in any 
respect material to our opinion as expressed herein. For the purpose of rendering our opinion as 
expressed herein, we have not reviewed any document other than the documents set forth above, 
and, except as set forth in this opinion, we assume there exists no provision of any such other 
document that bears upon or is inconsistent with our opinion as expressed herein. We have 
conducted no independent factual investigation of our own, but rather have relied solely upon the 
foregoing documents, the statements and information set forth therein, and the additional matters 
recited or assumed herein, all of which we assume to be true, complete and accurate in all 
material respects. 

The Proposal 

The Proposal reads as follows: 

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

Discussion 

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

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

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

The distinction set forth in the General Corporation Law between the role of 
stockholders and the role of the board of directors is well established. As the Delaware Supreme 
Court has stated, "[a] cardinal precept of the General Corporation Law of the State of Delaware 
is that directors, rather than shareholders, manage the business and affairs of the corporation." 
Aronson v. Lewis, 473 A,2d 805, 811 (Del. 1984). See also CA, Inc. v. AFSCME Employees 
Pension Plan, 953 A,2d. 227, 232 (Del. 2008) Clit is well-established that stockholders of a 
corporation subject to the DOCL may not directly manage the business and affairs of the 
corporation");'Ouickturn Design Sys., Inc. v. Shapiro, 721 A,2d 1281, 1291 (Del. 1998) ClOne of 
the most basic tenets of Delaware corporate law is that the board of directors has the ultimate 
responsibility for managing the business and affairs of a corporation.") (footnote omitted). This 
principle has long been recognized in Delaware. Thus, in Abercrombie v. Davies, 123 A.2d 893, 
898 (Del. Ch. 1956), rev'd on other grounds, 130 A.2d 338 (Del. 1957), the. Court of Chancery 
stated that "there can be no doubt that in certain areas the directors rather than the stockholders 
or others are granted the power by the state to deal with questions of management policy." 
Similarly, in Maldonado v. Flynn, 413 A,2d 1251, 1255 (Del. Ch. 1980), rev'd on other grounds 
sub nom. Zapata Corp. v. Maldonado, 430 A,2d 779 (Del. 1981), the Court of Chancery stated: 

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

The rationale for these statements is as follows: 

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

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

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

So long as the corporate form is used as presently provided by our 
statutes this Court cannot give legal sanction to agreements which 
have the effect of removing from directors in a very substantial 
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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 [a]greement. 
Certainly the stockholders could agree to a course of persuasion 
but they cannot under the present law commit the directors to a 
procedure which might force them to vote contrary to their own 
best judgment. 

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

Abercrombie, 123 A.2d at 899-900 (citations omitted). Moreover, the Delaware Supreme 
Court's decision in Ouicktum supports the conclusion that the Proposal would contravene 
Section 141(a) and therefore not be valid under the General Corporation Law. At issue in 
Ouicktum was the validity of a "Delayed Redemption Provision" of a stockholder rights plan, 
which, under certain circumstances, would prevent a newly elected Quickturn board of directors 
from redeeming, for a period of six months, the rights issued under Quickturn's rights plan. The 
Delaware Supreme Court held that the Delayed Redemption Provision was invalid as a matter of 
law because it impermissibly would deprive a newly elected board of its full statutory authority 
under Section 141(a) 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 a corporation. Section 141 (a) 
requires that any limitation on the board's authority be set out in 
the certificate of incorporation. The Quickturn certificate of 
incorporation contains no provision purporting to limit the 
authority of the board in any way. The Delayed Redemption 
Provision, however, would prevent a newly elected board of 
directors from completely discharging its fundamental 
management duties to the corporation and its stockholders for six 
months.... Therefore, we hold that the Delayed Redemption 
Provisionis invalid under Section 141(a), which confers upon any 
newly elected board of directors full power to manage and direct 
the business and affairs of a Delaware corporation. 

Ouickturn, 721 A.2d at 1291-92 (emphasis in original; footnotes omitted). See also llL at 1292 
("The Delayed Redemption Provision 'tends to limit in a substantial way the freedom of [newly 
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elected] directors' decisions on matters of management policy.' Therefore, 'it violates the duty of 
each [newly elected] director to exercise his own best judgment on matters coming before the 
board.''') (footnotes omitted). 

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

Conclusion 

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

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

The foregoing opinion is rendered solely for your benefit in connection with the 
matters addressed herein. We understand that you may furnish a copy oftrus 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, thisopiruon 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 huly yours, 

WJHIRBC 
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