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The Issuers, as defined below, have prepared this base prospectus supplement (the "Base Prospectus
Supplement "), which constitutes a supplementary prospectus for the purposes of 87G of the Financial
Services and Markets Act 2000 ("FSMA") and has been approved by the Financial Services Authority
in its capacity as United Kingdom competent authority as a prospectus supplement for the purposes of
Directive 2003/71/EC (the "Prospectus Directive"), to supplement and be read in conjunction with the
base prospectus dated 22 June 2007 as supplemented by a base prospectus supplement dated 11 October
2007, a base prospectus supplement dated 19 November 2007 and a base prospectus supplement dated
20 December 2007 prepared by the Issuers (the "Base Prospectus") (and any documents incorporated
by reference therein and any supplements thereto) and used in connection with the program (the
"Program") under which Morgan Stanley ("Morgan Stanley"), Morgan Stanley (Jersey) Limited and
Morgan Stanley B.V. (together the "Issuers") may offer from time to time Notes (the "Notes").

Defined terms used in the Base Prospectus shall have the same meaning when used in this Base
Prospectus Supplement.

On 28 January 2008, Morgan Stanley filed a Form 10-K with the Securities and Exchange Commission
providing updated financial information with relation to Morgan Stanley, the text of which is set out in
the Appendix to this Base Prospectus Supplement. Copies of such Form 10-K will be made available
for inspection at the offices of the parties at whose offices documents are to be available for inspection
as identified in "General Information" in the base prospectus dated 22 June 2007. The exhibit to the
Form 10-K forms part of this Base Prospectus Supplement.

To the extent that there is any inconsistency between any statement in this Base Prospectus Supplement
and any other statement in or incorporated by reference in the Base Prospectus, the statements in this
Base Prospectus Supplement will prevail.

If documents which are attached to this Base Prospectus Supplement themselves incorporate any
information or other documents therein, either expressly or implicitly, such information or other
documents will not form part of this Base Prospectus Supplement for the purposes of the Prospectus
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Directive except where such information or other documents are specifically incorporated by reference
or attached to the Base Prospectus Supplement.

Save as disclosed in this Base Prospectus Supplement, no significant new factor, material mistake or
inaccuracy relating to information included in the Base Prospectus has arisen since 20 December 2007.

Each Issuer accepts responsibility for the information contained in this document. To the best of the
knowledge and belief of the Issuers (who have taken all reasonable care to ensure that such is the case),
the information contained in this document is in accordance with the facts and does not omit anything
likely to affect the import of such information.

This Base Prospectus Supplement is available for viewing, and copies may be obtained from, the offices
of the Issuers and the Paying Agents.

THE NOTES HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE UNITED
STATES SECURITIES ACT OF 1933, AS AMENDED (THE "SECURITIES ACT"), OR THE
SECURITIES LAWS OF ANY STATE IN THE UNITED STATES, AND ARE SUBJECT TO
U.S. TAX LAW REQUIREMENTS. THE NOTES MAY NOT BE OFFERED, SOLD OR
DELIVERED AT ANY TIME, DIRECTLY OR INDIRECTLY, WITHIN THE UNITED
STATES OR TO OR FOR THE ACCOUNT OF U.S. PERSONS (AS DEFINED IN EITHER
REGULATION S UNDER THE SECURITIES ACT OR THE UNITED STATES INTERNAL
REVENUE CODE OF 1986, AS AMENDED).

Investors should be aware of their rights under Section 87Q(4) of FSMA.

Neither the Issuers nor Morgan Stanley & Co. International plc, as distribution agent for the
Notes, has taken or will take any action in any country or jurisdiction that would permit a public
offering of the Notes or possession or distribution of any offering material in relation to a public
offering in any country or jurisdiction where action for that purpose is required. Each investor
must comply with all applicable laws and regulations in each country or jurisdiction in or from
which the investor purchases, offers, sells or delivers the Notes or has in the investor’s possession
or distributes this Base Prospectus Supplement, the Base Prospectus or any accompanying Final
Terms.

MORGAN STANLEY

9 April 2008
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Forward-Looking Statements

We have included or incorporated by reference into this report, and from time to time may make in our public filings, press
releases or other public statements, certain statements, including (without limitation) those under “Legal Proceedings” in Part
I, Item 3, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Part II, Item 7 and
“Quantitative and Qualitative Disclosures about Market Risk” in Part II, [tem 7A, that may constitute “forward-looking
statements” within the meaning of the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. In
addition, our management may make forward-looking statements to analysts, investors, representatives of the media and
others. These forward-looking statements are not historical facts and represent only Morgan Stanley’s beliefs regarding future
events, many of which, by their nature, are inherently uncertain and beyond our control.

The nature of Morgan Stanley’s business makes predicting the future trends of our revenues, expenses and net income
difficult. The risks and uncertainties involved in our businesses could affect the matters referred to in such statements and it
is possible that our actual results may differ from the anticipated results indicated in these forward looking statements.
Important factors that could cause actual results to differ from those in the forward-looking statements include (without
limitation):

+ the credit ratings assigned to Morgan Stanley;
« the effect of political and economic conditions and geopolitical events;

+ the effect of market conditions, including in the global equity and credit markets and with respect to corporate,
commercial and residential lending;

+ the availability and cost of capital;

+ the level and volatility of equity prices, commodity prices and interest rates, currency values and other market
indices;
* the actions and initiatives of current and potential competitors;

+ the impact of current, pending and future legislation, regulation and regulatory and legal actions in the U.S. and
worldwide;

* our reputation;
* investor sentiment;
+ the potential effects of technological changes; and

+ other risks and uncertainties detailed under “Competition” and “Regulation” in Part I, Item 1, “Risk Factors” in Part
I, Item 1A, and elsewhere throughout this report.

Accordingly, you are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date
on which they are made. Morgan Stanley undertakes no obligation to update publicly or revise any forward-looking
statements to reflect the impact of circumstances or events that arise after the dates they are made, whether as a result of new
information, future events or otherwise except as required by applicable law. You should, however, consult further
disclosures Morgan Stanley may make in future filings of its Annual Reports on Form 10-K, Quarterly Reports on Form 10-
Q and Current Reports on Form 8-K and any amendments thereto or in future press releases or other public statements.



Part1
Item 1. Business.

Overview.

Morgan Stanley is a global financial services firm that, through its subsidiaries and affiliates, provides its products and
services to a large and diversified group of clients and customers, including corporations, governments, financial institutions
and individuals. Morgan Stanley was originally incorporated under the laws of the State of Delaware in 1981, and its
predecessor companies date back to 1924. Morgan Stanley conducts its business from its headquarters in and around New
York City, its regional offices and branches throughout the U.S. and its principal offices in London, Tokyo, Hong Kong and
other world financial centers. At November 30, 2007, Morgan Stanley had 48,256 employees worldwide. Unless the context

otherwise requires, the terms “Morgan Stanley,” the “Company,” “we,” “us” and “our” mean Morgan Stanley and its
consolidated subsidiaries.

Financial information concerning Morgan Stanley, our business segments and geographic regions for each of the fiscal years
ended November 30, 2007, November 30, 2006 and November 30, 2005 is included in the consolidated financial statements
and the notes thereto in “Financial Statements and Supplementary Data” in Part II, Item 8.

Available Information.

Morgan Stanley files annual, quarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission (the “SEC”). You may read and copy any document we file with the SEC at the SEC’s public
reference room at 100 F Street, NE, Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for information on the
public reference room. The SEC maintains an internet site that contains annual, quarterly and current reports, proxy and
information statements and other information that issuers (including Morgan Stanley) file electronically with the SEC.
Morgan Stanley’s electronic SEC filings are available to the public at the SEC’s internet site, www.sec.gov.

Morgan Stanley’s internet site is www.morganstanley.com. You can access Morgan Stanley’s Investor Relations webpage at
www.morganstanley.com/about/ir. Morgan Stanley makes available free of charge, on or through our Investor Relations
webpage, its proxy statements, Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-
K and any amendments to those reports filed or furnished pursuant to the Securities Exchange Act of 1934, as amended (the
“Exchange Act”), as soon as reasonably practicable after such material is electronically filed with, or furnished to, the SEC.
Morgan Stanley also makes available, through its Investor Relations webpage, via a link to the SEC’s internet site, statements
of beneficial ownership of Morgan Stanley’s equity securities filed by its directors, officers, 10% or greater shareholders and
others under Section 16 of the Exchange Act.

Morgan Stanley has a Corporate Governance webpage. You can access information about Morgan Stanley’s corporate
governance at www.morganstanley.com/about/company/governance. Morgan Stanley posts the following on its Corporate
Governance webpage:

+ Composite Certificate of Incorporation;
* Bylaws;

* Charters for our Audit Committee, Compensation, Management Development and Succession Committee and
Nominating and Governance Committee;

* Corporate Governance Policies;

* Policy Regarding Communication with the Board of Directors;

* Policy Regarding Director Candidates Recommended by Shareholders;
+ Policy Regarding Corporate Political Contributions;

+ Policy Regarding Shareholder Rights Plan;

* Code of Ethics and Business Conduct; and

+ Integrity Hotline.
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Morgan Stanley’s Code of Ethics and Business Conduct applies to all directors, officers and employees, including its Chief
Executive Officer, its Chief Financial Officer and its Controller and Principal Accounting Officer. Morgan Stanley will post
any amendments to the Code of Ethics and Business Conduct and any waivers that are required to be disclosed by the rules of
either the SEC or the New York Stock Exchange, Inc. (“NYSE”) on its internet site. You can request a copy of these
documents, excluding exhibits, at no cost, by contacting Investor Relations, 1585 Broadway, New York, NY 10036 (212-
761-4000). The information on Morgan Stanley’s internet site is not incorporated by reference into this report.

Business Segments.

Morgan Stanley is a global financial services firm that maintains significant market positions in each of its business
segments—Institutional Securities, Global Wealth Management Group and Asset Management. A summary of the activities
of each of the business segments follows.

Institutional Securities includes capital raising; financial advisory services, including advice on mergers and acquisitions,
restructurings, real estate and project finance; corporate lending; sales, trading, financing and market-making activities in
equity and fixed income securities and related products, including foreign exchange and commodities; benchmark indices and
risk management analytics; research; and investment activities.

Global Wealth Management Group provides brokerage and investment advisory services covering various investment
alternatives; financial and wealth planning services; annuity and other insurance products; credit and other lending products;
cash management services; retirement services; and trust and fiduciary services.

Asset Management provides global asset management products and services in equity, fixed income, alternative investments,
which includes hedge funds and fund of funds, and merchant banking, which includes real estate, private equity and
infrastructure, to institutional and retail clients through proprietary and third-party retail distribution channels, intermediaries
and Morgan Stanley’s institutional distribution channel. Asset Management also engages in investment activities.

On June 30, 2007, the Company completed the spin-off of Discover Financial Services (the “Discover Spin-oftf™).

Institutional Securities.

Morgan Stanley provides financial advisory and capital-raising services to a diverse group of corporate and other institutional
clients globally, primarily through wholly owned subsidiaries that include Morgan Stanley & Co. Incorporated (“MS&Co.”),
Morgan Stanley & Co. International plc, Morgan Stanley Japan Securities Co., Ltd. and Morgan Stanley Asia Limited. These
and other subsidiaries also conduct sales and trading activities worldwide, as principal and agent, and provide related
financing services on behalf of institutional investors.

Investment Banking.

Capital Raising. Morgan Stanley manages and participates in public offerings and private placements of debt, equity and
other securities worldwide. Morgan Stanley is a leading underwriter of common stock, preferred stock and other equity-
related securities, including convertible securities and American Depositary Receipts (“ADRs”). Morgan Stanley is a leading
underwriter of fixed income securities, including investment grade debt, non-investment grade instruments, mortgage-related
and other asset-backed securities, tax-exempt securities and commercial paper and other short-term securities.

Financial Advisory Services. Morgan Stanley provides corporate and other institutional clients globally with advisory
services on key strategic matters, such as mergers and acquisitions, divestitures, corporate defense strategies, joint ventures,
privatizations, recapitalizations, spin-offs, corporate restructurings, shareholder relations, tender offers, exchange offers and
leveraged buyouts. Morgan Stanley also provides advice concerning rights offerings, dividend policy, valuations, foreign
exchange exposure, financial risk management strategies and financial planning. In addition, Morgan Stanley furnishes
advice and services regarding project financings and provides advisory services in connection with the purchase, sale, leasing
and financing of real estate.

Corporate Lending. Morgan Stanley provides to selected corporate clients through subsidiaries (including Morgan Stanley
Bank) loans or lending commitments, including bridge financing. These loans and commitments have varying terms, may be
senior or subordinated and/or secured or unsecured, are generally contingent upon representations, warranties and contractual
conditions applicable to the borrower and may be syndicated, hedged or traded by Morgan Stanley.* The borrowers may be
rated investment grade or non-investment grade.

Sales and Trading Activities.**
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Morgan Stanley conducts sales, trading, financing and market-making activities on securities and futures exchanges and in
over-the-counter (“OTC”) markets around the world. Morgan Stanley’s Institutional Securities business includes Equity and
Proprietary Trading; Interest Rates, Credit and Currencies; Commodities and Clients and Services.

Equity and Proprietary Trading. Morgan Stanley acts as principal (including as a market maker) and agent in executing
transactions globally in equity and equity-related products, including common stock, ADRs, global depositary receipts and
exchange-traded funds.

Morgan Stanley’s equity derivatives sales, trading and market-making activities cover equity-related products globally,
including equity swaps, options, warrants and futures overlying individual securities, indices and baskets of securities and
other equity-related products. Morgan Stanley also issues and makes a principal market in equity-linked products to
institutional and individual investors, including principal-protected securities.

Morgan Stanley has several dedicated trading groups which engage in proprietary trading and investing activities utilizing
multiple strategies across various cash and derivative asset classes including, among others, equity securities, quantitative and
program driven strategies, commodities, currencies, interest rates, emerging markets, bonds, loans, corporate credit, as well
as mortgage-related and other asset-backed securities.

Interest Rates, Credit and Currencies. Morgan Stanley trades, makes markets and takes long and short proprietary
positions in fixed income securities and related products globally, including, among other products, investment and non-
investment grade corporate debt, distressed debt, bank loans, U.S. and other sovereign securities, emerging market bonds and
loans, convertible bonds, collateralized debt obligations and securities issued by structured investment vehicles, mortgage-
related and other asset-backed securities and real estate loan products, municipal securities, preferred stock and commercial
paper, money market and other short-term securities. Morgan Stanley is a primary dealer of U.S. government securities and a
member of the selling groups

* Revenues and expenses associated with the trading of syndicated loans are included in “Sales and Trading Activities.”
**  The description set forth under “Sales and Trading Activities” reflects organizational changes implemented since December 2007. See also “Risk Management”
in Part II, Item 7A for a description of Morgan Stanley’s trading risk management structure, policies and procedures.

that distribute various U.S. agency and other debt securities. Morgan Stanley is a primary dealer or market-maker of
government securities in numerous European, Asian and emerging market countries.

Morgan Stanley trades, makes markets and takes long and short proprietary positions in listed futures and OTC swaps,
forwards, options and other derivatives referencing, among other things, interest rates, currencies, investment grade and non-
investment grade corporate credits, loans, bonds, U.S. and other sovereign securities, emerging market bonds and loans,
credit indexes, asset-backed security indexes, property indexes, mortgage-related and other asset-backed securities and real
estate loan products.

Morgan Stanley is a market-maker in foreign currencies. Most of Morgan Stanley’s foreign exchange business relates to
major foreign currencies such as Yen, Euro, Sterling, Swiss francs and Canadian dollars. Morgan Stanley trades on a
principal basis in the spot, forward, option and futures markets and takes proprietary positions in such currencies.

Through the use of repurchase and reverse repurchase agreements, Morgan Stanley acts as an intermediary between
borrowers and lenders of short-term funds and provides funding for various inventory positions. Morgan Stanley also
provides financing to customers for commercial and residential real estate loan products and other securitizable asset classes.

Morgan Stanley advises on investment and liability strategies and assists corporations in their debt repurchases and tax
planning. Morgan Stanley structures debt securities and derivatives with risk/return factors designed to suit client objectives,
including using repackaged asset and other structured vehicles through which clients can restructure asset portfolios to
provide liquidity or reconfigure risk profiles.

Commodities. Morgan Stanley trades as principal and maintains long and short proprietary trading positions in the spot,
forward and futures markets in several commodities, including metals (base and precious), agricultural products, crude oil, oil
products, natural gas, electric power, emission credits, coal, freight, liquefied natural gas (“LNG”) and related products and
indices. Morgan Stanley is a market-maker in exchange-traded options and futures and OTC options and swaps on
commodities, and offers counterparties hedging programs relating to production, consumption, reserve/inventory
management and structured transactions, including energy-contract securitizations. Morgan Stanley is an electricity power
marketer in the U.S. and owns five electricity generating facilities in the U.S. and Europe.
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Morgan Stanley owns TransMontaigne Inc. and its subsidiaries, a group of companies operating in the refined petroleum
products marketing and distribution business, and the Heidmar Group of companies, which provide international marine
transportation and U.S. marine logistics services.

Clients and Services. Morgan Stanley provides financing services, including prime brokerage, which offers, among other
services, consolidated clearance, settlement, custody, financing and portfolio reporting services to clients trading multiple
asset classes. Morgan Stanley also engages in principal securities lending with clients, institutional lenders and other broker-
dealers. In addition, Morgan Stanley’s institutional distribution and sales activities are overseen and coordinated through
Clients and Services.

Other Activities.

Benchmark Indices and Risk Management Analytics. As of November 30, 2007, Morgan Stanley’s majority-owned
subsidiary, MSCI Inc. (“MSCI™), calculates and distributes over 100,000 international and U.S. equity benchmark indices
(including the MSCI World and EAF E' Indices) covering 56 countries, and has a historical database spannmg over 35 years
that includes fundamental and valuation data on thousands of equity securities in developed and emerging market countries.
MSCI also calculates and distributes over 200 hedge fund indices. MSCI’s subsidiary, Barra, Inc., is a leading provider of
risk analytic tools and services to investors to help them analyze, measure and manage portfolio and firm-wide investment
risk. The initial public offering of shares of MSCI began trading on the New York Stock Exchange on November 15, 2007.
After this offering, Morgan Stanley continues to own in excess of 80 percent of MSCI.

Research. Morgan Stanley’s global research department (“Research™) consists of economists, strategists and industry
analysts. Research engages in equity and fixed income research activities and produces reports and studies on the U.S. and
global economy, financial markets, portfolio strategy, technical market analyses, individual companies and industry
developments. Research examines worldwide trends covering numerous industries and individual companies, the majority of
which are located outside of the U.S. Research provides analysis and forecasts relating to economic and monetary
developments that affect matters such as interest rates, foreign currencies, securities, derivatives and economic trends.
Research provides analytical support and publishes reports on asset-backed securities and the markets in which such
securities are traded. Research reports and data are disseminated to investors through third party distributors, proprietary
internet sites such as Client Link and Morgan Stanley’s sales forces.

Investments. Morgan Stanley from time to time makes investments that represent business facilitation or principal
investing activities. Business facilitation investments are strategic investments undertaken by Morgan Stanley to facilitate
core business activities. Principal investing activities are capital commitments provided to public and private companies,
funds and other entities generally for proprietary purposes to maximize total returns to Morgan Stanley. Morgan Stanley
expects to make additional principal investments over time. These principal investment activities are conducted within the
investment banking and sales and trading areas in Institutional Securities.

Morgan Stanley sponsors and manages investment vehicles and separate accounts for clients seeking exposure to private
equity, real estate-related and other alternative investments. Morgan Stanley may also invest in and provide capital to such
investment vehicles. See also “Asset Management.”

Operations and Information Technology.

Morgan Stanley’s Operations and Information Technology departments provide the process and technology platform that
supports Institutional Securities sales and trading activity, including post-execution trade processing and related internal
controls over activity from trade entry through settlement and custody, such as asset servicing. This is done for proprietary
and customer transactions in listed and OTC transactions in commodities, equity and fixed income securities, including both
primary and secondary trading, as well as listed, OTC and structured derivatives in markets around the world. This activity is
undertaken through Morgan Stanley’s own facilities, through membership in various clearing and settlement organizations,
and through agreements with unaffiliated third parties.

Global Wealth Management Group.

Morgan Stanley’s Global Wealth Management Group provides comprehensive financial services to clients through a network
of approximately 8,400 global representatives in approximately 500 locations globally, including over 450 U.S. locations at
fiscal year end. As of November 30, 2007, Morgan Stanley had $758 billion in client assets. On April 1, 2007, Morgan
Stanley merged its primary broker-dealer for Global Wealth Management Group, Morgan Stanley DW Inc., into MS&Co.
Upon completion of the merger, MS&Co. became Morgan Stanley’s principal U.S. broker-dealer.

Clients.
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Global Wealth Management Group professionals serve individual investors and small-to-medium size businesses and
institutions with an emphasis on ultra high net worth, high net worth and affluent investors. In the U.S., products and services
are delivered through three principal channels. Specialized private wealth management investment representative teams
located in dedicated offices provide sophisticated investment solutions and services for ultra high net worth individuals,
families and foundations. Financial advisors located in branches across the U.S. provide solutions designed to accommodate
individual investment objectives, risk tolerance and liquidity needs for ultra high net worth, high net worth and affluent
investors. Call centers are available to meet the needs of emerging affluent clients. Outside the U.S., Morgan Stanley offers
financial services to clients in Europe, the Middle East, Asia and Latin America.

Products and Services.

Morgan Stanley’s Global Wealth Management Group provides clients with a comprehensive array of financial solutions,
including Morgan Stanley’s products and services, and products and services from third party providers, such as insurance
companies and mutual fund families. Morgan Stanley offers brokerage and investment advisory services covering various
investment alternatives, including equities, options, futures, foreign currencies, precious metals, fixed income securities,
mutual funds, structured products, alternative investments, unit investment trusts, managed futures, separately managed
accounts and mutual fund asset allocation programs. Morgan Stanley also offers financial and wealth planning services,
including education savings programs, as well as annuity and other insurance products. In addition, Morgan Stanley offers
several cash management services, including cash sweeps, debit cards and checkwriting, as well as lending products,
including securities based lending and a mortgage referral program, which provides residential mortgages and home equity
lines of credit originated through Morgan Stanley’s affiliated entities. Morgan Stanley’s BusinesScape®" program offers cash
management and commercial credit solutions to qualified small and medium businesses in the U.S. Morgan Stanley provides
individual and corporate retirement solutions, including IRAs and 401(k) plans and U.S. stock plan services to corporate
executives and businesses. Morgan Stanley also offers trust and fiduciary services to individual and corporate clients.

Morgan Stanley’s Global Wealth Management Group offers its clients a Variety of ways to establish a relationship and
conduct business, including brokerage accounts with transaction-based pricing and investment adV1sory accounts with asset-
based fee pricing. The Active Assets Account  offers clients brokerage and cash management services in one account. Clients
can also choose a fee-based, separately managed account managed by affiliated or unaffiliated professional asset managers.

Operations and Information Technology.

Morgan Stanley’s Operations and Information Technology departments provide the process and technology platform that
supports the activities of Morgan Stanley’s Global Wealth Management Group from trade capture through clearance,
settlement and custody, including asset servicing as well as bank deposit and loan processing through Morgan Stanley’s
affiliated banks. These activities are undertaken through Morgan Stanley’s own facilities, through memberships in various
clearing and settlement organizations, and through agreements with unaffiliated third parties.

Asset Management.

Morgan Stanley Investment Management is one of the largest global asset management organizations of any full-service
securities firm and offers individual and institutional clients a diverse array of equity, fixed income and alternative
investments and merchant banking strategies. Morgan Stanley had $597 billion of assets under management or supervision as
of November 30, 2007. Morgan Stanley’s asset management activities are principally conducted under the Morgan Stanley
and Van Kampen brands. Portfolio managers located in the U.S., Europe, Japan, Singapore and India manage investment
products ranging from money market funds to equity, taxable and tax-exempt fixed income funds and alternative investment
and merchant banking products in developed and emerging markets. Morgan Stanley offers clients various investment styles,
such as value, growth, core, fixed income and asset allocation; global investments; active and passive management; and
diversified and concentrated portfolios.

Morgan Stanley offers a range of alternative investment and merchant banking products for institutional investors and high
net worth individuals. Morgan Stanley’s alternative investments platform includes hedge funds, funds of hedge funds, funds
of private equity funds and portable alpha overlays, including FrontPoint Partners LLC, a leading provider of absolute return
strategies with approximately $8.5 billion in assets under management, and minority stakes in Lansdowne Partners and
Avenue Capital Group. Morgan Stanley’s Merchant Banking Division, formed in 2007, includes Morgan Stanley’s real estate
investing business, private equity funds and infrastructure investing group. Morgan Stanley typically acts as general partner
of, and investment adviser to, its alternative investment and merchant banking funds and typically commits to invest a
minority of the capital of such funds with subscribing investors contributing the majority.

Institutional Investors.
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Morgan Stanley provides asset management products and services to institutional investors worldwide, including pension
plans, corporations, private funds, non-profit organizations, foundations, endowments, governmental agencies, insurance
companies and banks. Products and services are available to institutional investors primarily through separate accounts, U.S.
mutual funds and other pooled vehicles. Morgan Stanley Investment Management also sub-advises funds for various
unaffiliated financial institutions and intermediaries. A global sales force and a team dedicated to covering the investment
consultant industry serve institutional investors.

Individual Investors.

Morgan Stanley offers open-end and alternative investment funds and separately managed accounts to individual investors
through affiliated and unaffiliated broker-dealers, banks, insurance companies and financial planners. Closed-end funds
managed by Morgan Stanley or Van Kampen are available to individual investors through affiliated and unaffiliated broker-
dealers. A small number of unaffiliated broker-dealers account for a substantial portion of Van Kampen open-end fund sales.
Morgan Stanley also sells Van Kampen funds through numerous retirement plan platforms. Internationally, Morgan Stanley
distributes traditional investment products to individuals outside the U.S. through non-proprietary distributors, and alternative
investment products are distributed through affiliated broker-dealers.

Operations and Information Technology.

Morgan Stanley’s Operations and Information Technology departments provide or oversee the process and technology
platform required to support its asset management business. Support activities include transfer agency, mutual fund
accounting and administration, transaction processing and certain fiduciary services, on behalf of institutional, retail and
intermediary clients. These activities are undertaken through Morgan Stanley’s own facilities, through membership in various
clearing and settlement organizations, and through agreements with unaffiliated third parties.

Competition.

All aspects of Morgan Stanley’s businesses are highly competitive and Morgan Stanley expects them to remain so. Morgan
Stanley competes in the U.S. and globally for clients, market share and human talent in all aspects of its business segments.
Morgan Stanley’s competitive position depends on its reputation and the quality of its products, services and advice. Morgan
Stanley’s ability to sustain or improve its competitive position also depends substantially on its ability to continue to attract
and retain qualified employees while managing compensation and other costs. Morgan Stanley competes with commercial
banks, insurance companies, sponsors of mutual funds, hedge funds, energy companies and other companies offering
financial services in the U.S., globally and through the internet.

Institutional Securities and Global Wealth Management Group.

Morgan Stanley’s competitive position depends on innovation, execution capability and relative pricing. Morgan Stanley
competes directly in the U.S. and globally with other securities and financial services firms and broker-dealers, and with
others on a regional or product basis.

Morgan Stanley’s ability to access capital at competitive rates (which is generally dependent on Morgan Stanley’s credit
ratings) and to commit capital efficiently, particularly in its capital-intensive underwriting and sales, trading, financing and
market-making activities, also affects its competitive position. Corporate clients continue to request that Morgan Stanley
provide loans or lending commitments in connection with certain investment banking activities.

Over time, certain sectors of the financial services industry have become more concentrated, as financial institutions involved
in a broad range of financial services industries have been acquired by or merged into other firms. This convergence could
result in Morgan Stanley’s competitors gaining greater capital and other resources, such as the ability to offer a broader range
of products and services and geographic diversity. It is possible that competition may become even more intense as Morgan
Stanley continues to compete with financial institutions that may be larger, or better capitalized, or may have a stronger local
presence and longer operating history in certain areas. Many of these firms have greater capital than Morgan Stanley and
have the ability to offer a wide range of products and services that may enhance their competitive position and could result in
pricing pressure in our businesses. The complementary trends in the financial services industry of consolidation and
globalization present, among other things, technological, risk management, regulatory and other infrastructure challenges that
require effective resource allocation in order for Morgan Stanley to remain competitive.

Morgan Stanley has experienced intense price competition in some of its businesses in recent years. In particular, the ability
to execute securities trades electronically on exchanges and through other automated trading markets has increased the
pressure on trading commissions. The trend toward direct access to automated, electronic stock markets will likely continue.
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It is possible that Morgan Stanley will experience competitive pressures in these and other areas in the future as some of its
competitors may seek to obtain market share by reducing prices.

Asset Management.

Competition in the asset management industry is affected by several factors, including Morgan Stanley’s reputation,
investment objectives, quality of investment professionals, performance of investment products relative to peers and an
appropriate benchmark index, advertising and sales promotion efforts, fee levels, the effectiveness of and access to
distribution channels, and the types and quality of products offered. Morgan Stanley’s alternative investment products, such
as private equity funds, real estate and hedge funds, compete with similar products offered by both alternative and traditional
asset managers.

Regulation.

Most aspects of Morgan Stanley’s business are subject to stringent regulation by U.S. federal and state regulatory agencies
and securities exchanges and by non-U.S. government agencies or regulatory bodies and securities exchanges. Aspects of
Morgan Stanley’s public disclosure, corporate governance principles, internal control environment and the roles of auditors
and counsel are subject to the Sarbanes-Oxley Act of 2002 and related regulations and rules of the SEC and the NYSE.

New laws or regulations or changes to existing laws and regulations (including changes in the interpretation or enforcement
thereof) either in the U.S. or elsewhere could materially adversely affect Morgan Stanley’s financial condition or results of
operations. As a global financial institution, to the extent that different regulatory regimes impose inconsistent or iterative
requirements on the conduct of its business, Morgan Stanley faces complexity and additional costs in its compliance efforts.

Consolidated Supervision and Revised Capital Standards.

Effective December 1, 2005, Morgan Stanley became a consolidated supervised entity (“CSE”) as defined by the SEC. As
such, Morgan Stanley is subject to group-wide supervision and examination by the SEC and to minimum capital
requirements on a consolidated basis. Morgan Stanley’s European regulated entities implemented Basel II capital standards
on January 1, 2008. Morgan Stanley continues to work with its regulators on the implementation of the CSE rules and Basel
II capital standards.

Anti-Money Laundering.

Morgan Stanley’s Anti-Money Laundering (“AML”) program is coordinated on an enterprise-wide basis. In the U.S., for
example, the USA PATRIOT Act of 2001 (the “USA PATRIOT Act”) imposes significant obligations on financial
institutions to detect and deter money laundering and terrorist financing activity, including requiring banks, broker-dealers
and mutual funds to identify and verify customers that maintain accounts. The USA PATRIOT Act also mandates that certain
types of financial institutions monitor and report suspicious activity to appropriate law enforcement or regulatory authorities.
An institution subject to the USA PATRIOT Act also must designate an AML compliance officer, provide employees with
training on money laundering prevention, and undergo an annual, independent audit to assess the effectiveness of its AML
program. Outside the U.S., applicable laws and regulations similarly subject designated types of financial institutions to AML
requirements. Morgan Stanley has implemented policies, procedures and internal controls that are designed to comply with
these AML requirements.

Protection of Client Information.

Many aspects of Morgan Stanley’s business are subject to increasingly comprehensive legal requirements concerning the use
and protection of certain client information, including those adopted pursuant to the Gramm-Leach-Bliley Act of 1999 and
the Fair and Accurate Credit Transactions Act of 2003 in the U.S., the European Union Data Protection Directive in the EU
and various laws in Asia, including the Japanese Personal Information (Protection) Law, the Hong Kong Personal Data
(Protection) Ordinance and the Australian Privacy Act. Morgan Stanley has adopted measures in response to such
requirements.

Institutional Securities and Global Wealth Management Group.

Broker-Dealer Regulation. MS&Co. is registered as a broker-dealer with the SEC and in all 50 states, the District of
Columbia, Puerto Rico and the U.S. Virgin Islands, and is a member of self-regulatory organizations, including the Financial
Industry Regulatory Authority (“FINRA”) and securities exchanges, including the NYSE. Broker-dealers are subject to laws
and regulations covering all aspects of the securities business, including sales and trading practices, securities offerings,
publication of research reports, use of customers’ funds and securities, capital structure, record-keeping and retention and the
conduct of their directors, officers, representatives and other associated persons. Broker-dealers are also regulated by
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securities administrators in those states where they do business. Violations of the laws and regulations governing a broker-
dealer’s actions could result in censures, fines, the issuance of cease-and-desist orders, revocation of licenses or registrations,
the suspension or expulsion from the securities industry of such broker-dealer or its officers or employees, or other similar
consequences by both federal and state securities administrators.

Margin lending by broker-dealers is regulated by the Federal Reserve Board’s restrictions on lending in connection with
customer and proprietary purchases and short sales of securities, as well as securities borrowing and lending activities.
Broker-dealers are also required by the National Association of Securities Dealers, Inc. and NYSE rules to impose
maintenance requirements on the value of securities contained in margin accounts. In many cases, Morgan Stanley’s broker-
dealer subsidiaries’ margin policies are more stringent than these rules.

Morgan Stanley conducts some of its government securities activities through Morgan Stanley Market Products Inc., a
FINRA member registered as a government securities broker-dealer with the SEC and in certain states. The Department of
Treasury has promulgated regulations concerning, among other things, capital adequacy, custody and use of government
securities and transfers and control of government securities subject to repurchase transactions. The rules of the Municipal
Securities Rulemaking Board, which are enforced by FINRA, govern the municipal securities activities of Morgan Stanley.

As registered U.S. broker-dealers, certain subsidiaries of Morgan Stanley, including MS&Co., are subject to the SEC’s net
capital rule and the net capital requirements of various securities exchanges. Many non-U.S. securities exchanges and
regulatory authorities either have imposed or are proposing rules relating to capital requirements applicable to Morgan
Stanley’s non-U.S. broker-dealer subsidiaries. These rules, which specify minimum capital requirements, are generally
designed to measure general financial integrity and liquidity and require that at least a minimum amount of net assets be kept
in relatively liquid form. See also “Consolidated Supervision and Revised Capital Standards” above and Note 16 in “Notes to
Consolidated Financial Statements” in Part II, Item 8. Rules of FINRA and other self-regulatory organizations also impose
limitations and requirements on the transfer of member organizations’ assets.

Compliance with the capital requirements may limit Morgan Stanley’s operations requiring the intensive use of capital. Such
requirements restrict Morgan Stanley’s ability to withdraw capital from its broker-dealer subsidiaries, which in turn may limit
its ability to pay dividends, repay debt or redeem or purchase shares of its own outstanding stock. Any change in such rules
or the imposition of new rules affecting the scope, coverage, calculation or amount of capital requirements, or a significant
operating loss or any unusually large charge against capital, could adversely affect Morgan Stanley’s ability to pay dividends
or to expand or maintain present business levels. In addition, such rules may require Morgan Stanley to make substantial
capital infusions into one or more of its broker-dealer subsidiaries in order for such subsidiaries to comply with such rules,
either in the form of cash or subordinated loans made in accordance with the requirements of the SEC’s net capital rule.

Regulation of Certain Commodities Activities. The commodities activities in the Institutional Securities business segment
are subject to extensive and evolving energy, commodities, environmental, health and safety, and other governmental laws
and regulations in the U.S. and abroad. Intensified scrutiny of certain energy markets by U.S. federal, state and local
authorities in the U.S. and abroad and the public has resulted in increased regulatory and legal enforcement and remedial
proceedings involving energy companies, including those engaged in power generation and liquid hydrocarbons trading. The
EU has increased its focus on the energy markets, which has resulted in increased regulation of companies participating in the
energy markets, including those engaged in power generation and liquid hydrocarbons trading.

Terminal facilities and other assets relating to Morgan Stanley’s commodities activities are also subject to environmental
laws both in the U.S. and abroad. In addition, pipeline, transport and terminal operations are subject to state laws in
connection with the cleanup of hazardous substances that may have been released at properties currently or previously owned
or operated by us or locations to which we have sent wastes for disposal.

Additional Regulation of U.S. Entities. As a registered futures commission merchant, MS&Co. is subject to the net capital
requirements of, and its activities are regulated by, the Commodity Futures Trading Commission (the “CFTC”) and various
commodity exchanges. Certain subsidiaries of Morgan Stanley are registered with the CFTC as commodity trading advisors
and/or commodity pool operators. Morgan Stanley’s futures and options-on-futures businesses are also regulated by the
National Futures Association (the “NFA”), a registered futures association, of which MS&Co. and certain of its affiliates are
members. Violations of the rules of the CFTC, the NFA or the commodity exchanges could result in remedial actions
including fines, registration restrictions or terminations, trading prohibitions or revocations of commodity exchange
memberships.

Morgan Stanley Bank, through which Morgan Stanley conducts certain financing and lending activities, is an industrial bank
chartered under the laws of the State of Utah. It has deposits that are eligible for insurance by the Federal Deposit Insurance
Corporation (“FDIC”) in accordance with FDIC rules and is subject to comprehensive regulation and periodic examination
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by the Utah Department of Financial Institutions and the FDIC. Morgan Stanley Bank is not considered a “bank” under the
Bank Holding Company Act of 1956, as amended (the “BHCA”).

Morgan Stanley Trust National Association, a wholly owned subsidiary, is a federally chartered national bank whose
activities are limited to fiduciary activities, primarily personal trust services. It is subject to comprehensive regulation and
periodic examination by the Office of the Comptroller of the Currency. Morgan Stanley Trust National Association is not
FDIC-insured and is not considered a “bank” for purposes of the BHCA.

Morgan Stanley Trust, a wholly owned subsidiary which conducts certain transfer agency, sub-accounting and other
activities, is a federally chartered savings bank whose activities are subject to comprehensive regulation and periodic
examination by the Office of Thrift Supervision (“OTS”). As a result of its ownership of Morgan Stanley Trust, Morgan
Stanley is registered with the OTS as a unitary savings and loan holding company (“SLHC”) and subject to regulation and
examination by the OTS as a SLHC. Subsidiaries of Morgan Stanley, including Morgan Stanley Trust, are registered transfer
agents subject to regulation and examination by the SEC. Morgan Stanley Trust has deposits that are eligible for insurance by
the FDIC.

Non-U.S. Regulation. Morgan Stanley’s businesses are also regulated extensively by non-U.S. regulators, including
governments, securities exchanges, commodity exchanges, self-regulatory organizations, central banks and regulatory bodies,
especially in those jurisdictions in which Morgan Stanley maintains an office. As Morgan Stanley continues to expand its
business internationally, including in Europe, Latin America, Asia and the Middle East, it will become subject to regulation
in the jurisdictions in which it conducts business. Certain Morgan Stanley subsidiaries are regulated as broker-dealers under
the laws of the jurisdictions in which they operate. Subsidiaries engaged in banking and trust activities outside the U.S. are
regulated by various government agencies in the particular jurisdiction where they are chartered, incorporated and/or conduct
their business activity. For instance, the Financial Services Authority and several U.K. securities and futures exchanges,
including the London Stock Exchange and Euronext.liffe regulate the Company’s activities in the U.K.; the Deutsche Borse
AG and the Bundesanstalt fiir Finanzdienstleistungsaufsicht (the Federal Financial Supervisory Authority) regulate its
activities in the Federal Republic of Germany; the Swiss Federal Banking Commission regulates its activities in Switzerland,;
the Comision Nacional del Mercado del Valores (C.N.M.V.) regulates its activities in Spain; the Financial Services Agency,
the Bank of Japan, the Japanese Securities Dealers Association and several Japanese securities and futures exchanges,
including the Tokyo Stock Exchange, the Osaka Securities Exchange and the Tokyo International Financial Futures
Exchange, regulate its activities in Japan; the Hong Kong Securities and Futures Commission, the Hong Kong Exchanges and
Clearing Limited regulate its operations in Hong Kong; and the Monetary Authority of Singapore and the Singapore
Exchange Limited regulate its business in Singapore.

Research. Both U.S. and non-U.S. regulators continue to focus on research conflicts of interest. Research-related
regulations have been implemented in many jurisdictions and are proposed or under consideration in other jurisdictions. New
and revised requirements resulting from these regulations and the global research settlement with U.S. Federal and state
regulators (to which Morgan Stanley is a party) have necessitated the development or enhancement of corresponding policies
and procedures.

Asset Management.

The majority of subsidiaries related to Morgan Stanley’s asset management activities and others, including MS&Co., are
registered as investment advisers with the SEC, and, in certain states, some employees or representatives of subsidiaries are
registered as investment adviser representatives. Many aspects of Morgan Stanley’s asset management activities are subject
to federal and state laws and regulations primarily intended to benefit the investor or client. These laws and regulations
generally grant supervisory agencies and bodies broad administrative powers, including the power to limit or restrict Morgan
Stanley from carrying on its asset management activities in the event that it fails to comply with such laws and regulations.
Sanctions that may be imposed for such failure include the suspension of individual employees, limitations on Morgan
Stanley engaging in various asset management activities for specified periods of time, the revocation of registrations, other
censures and fines.

Morgan Stanley’s Asset Management business is also regulated outside the U.S. For example, the Financial Services
Authority regulates Morgan Stanley’s business in the U.K.; the Financial Services Agency regulates Morgan Stanley’s
business in Japan; the Securities and Exchange Board of India regulates Morgan Stanley’s business in India; and the
Monetary Authority of Singapore regulates Morgan Stanley’s business in Singapore.

Executive Officers of Morgan Stanley.

The executive officers of Morgan Stanley and their ages and titles as of January 28, 2008 are set forth below. Business
experience for the past five years is provided in accordance with SEC rules.
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John J. Mack (63). Chairman of the Board of Directors and Chief Executive Officer (since June 2005). Chairman of
Pequot Capital Management (June 2005). Co-Chief Executive Officer of Credit Suisse Group (January 2003 to June 2004).
President, Chief Executive Officer and Director of Credit Suisse First Boston (July 2001 to June 2004). President and Chief
Operating Officer of Morgan Stanley (May 1997 to March 2001).

Walid Chammah (53). Co-President (since December 2007). Chairman and Chief Executive Officer of Morgan Stanley
International (since July 2007). Head of Investment Banking (August 2005 to July 2007) and Head of Global Capital Markets
(July 2002 to August 2005).

James Gorman (49). Co-President (since December 2007). Co-Head of Strategic Planning (since October 2007) and
President and Chief Operating Officer of the Global Wealth Management Group (since February 2006). Head of Corporate
Acquisitions Strategy & Research at Merrill Lynch & Co., Inc. (“Merrill Lynch”) (July 2005 to August 2005) and President
of the Global Private Client business at Merrill Lynch (December 2002 to July 2005).

Colm Kelleher (50). Executive Vice President and Chief Financial Officer and Co-Head of Strategic Planning (since
October 2007). Head of Global Capital Markets (February 2006 to October 2007). Co-Head of Fixed Income Europe (May
2004 to February 2006). Head of Fixed Income Sales Europe (December 2000 to May 2004).

Gary G. Lynch (57). Executive Vice President and Chief Legal Officer (since October 2005). Global General Counsel
(October 2001 to October 2005) of Credit Suisse First Boston. Executive Vice Chairman (July 2004 to October 2005) and
Vice Chairman (December 2002 to July 2004) of Credit Suisse First Boston and member of the Executive Board (July 2004
to July 2005) of Credit Suisse Group. Partner at the law firm of Davis Polk & Wardwell (September 1989 to October 2001).

Thomas R. Nides (46). Executive Vice President, Chief Administrative Officer and Secretary (since September 2005).
Worldwide President and Chief Executive Officer of Burson-Marsteller (November 2004 to August 2005). Chief
Administrative Officer of Credit Suisse First Boston (June 2001 to June 2004).
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Item 1A. Risk Factors.
Liquidity Risk.

Liquidity and funding risk refers to the risk that Morgan Stanley will be unable to finance its operations due to a loss of
access to the capital markets or difficulty in liquidating its assets. Liquidity and funding risk also encompasses the ability of
Morgan Stanley to meet its financial obligations without experiencing significant business disruption or reputational damage
that may threaten its viability as a going concern. For more information on how we monitor and manage liquidity and
funding risk, see “Management’s Discussion and Analysis of Results of Operations—Liquidity and Capital Resources” in
Part II, Item 7 below.

Liquidity is essential to our businesses and we rely on external sources to finance a significant portion of our operations.

Liquidity is essential to our businesses. Our liquidity could be substantially negatively affected by an inability to raise
funding in the long-term or short-term debt capital markets or the equity capital markets or an inability to access the secured
lending markets. Factors that we cannot control, such as disruption of the financial markets or negative views about the
financial services industry generally, could impair our ability to raise funding. In addition, our ability to raise funding could
be impaired if lenders develop a negative perception of our long-term or short-term financial prospects. Such negative
perceptions could be developed if we incur large trading losses, we are downgraded or put on negative watch by the rating
agencies, we suffer a decline in the level of our business activity, regulatory authorities take significant action against us, or
we discover serious employee misconduct or illegal activity, among other reasons. If we are unable to raise funding using the
methods described above, we would likely need to liquidate unencumbered assets, such as our investment and trading
portfolios, to meet maturing liabilities. We may be unable to sell some of our assets, or we may have to sell assets at a
discount from market value, either of which could adversely affect our results of operations.

Our borrowing costs and access to the debt capital markets depend significantly on our credit ratings.

The cost and availability of unsecured financing generally are dependent on our short-term and long-term credit ratings.
Factors that are significant to the determination of our credit ratings or otherwise affect our ability to raise short-term and
long-term financing include the level and volatility of our earnings; our relative competitive position in the markets in which
we operate; our geographic and product diversification; our ability to retain key personnel; our risk profile; our risk
management policies; our cash liquidity; our capital adequacy; our corporate lending credit risk; and legal and regulatory
developments. A deterioration in any of these factors or combination of these factors may lead rating agencies to downgrade
our credit ratings, thereby increasing our cost of obtaining unsecured funding.

Our debt ratings also can have a significant impact on certain trading revenues, particularly in those businesses where longer
term counterparty performance is critical, such as OTC derivative transactions, including credit derivatives and interest rate
swaps. In connection with certain OTC trading agreements and certain other agreements associated with the Institutional
Securities business segment, we may be required to provide additional collateral to certain counterparties in the event of a
credit ratings downgrade.

We are a holding company and depend on payments from our subsidiaries.

We depend on dividends, distributions and other payments from our subsidiaries to fund dividend payments and to fund all
payments on our obligations, including debt obligations. Regulatory and other legal restrictions may limit our ability to
transfer funds freely, either to or from our subsidiaries. In particular, many of our subsidiaries, including our broker-dealer
subsidiaries, are subject to laws and regulations that authorize regulatory bodies to block or reduce the flow of funds to the
parent holding company, or that prohibit such transfers altogether in certain circumstances. These laws and regulations may
hinder our ability to access funds that we may need to make payments on our obligations.

If our liquidity and funding policies are not adequate, we may be unable to access sufficient financing.

Our liquidity and funding policies have been designed to ensure that we maintain sufficient liquid financial resources to
continue to conduct our business for an extended period in a stressed liquidity environment. If our liquidity and funding
policies are not adequate or we do not adhere to the policies, we may be unable to access sufficient financing to service our
financial obligations when they come due, which could have a material adverse franchise or business impact.

Market Risk.

Market risk refers to the risk that a change in the level of one or more market prices of commodities or securities, rates,
indices, implied volatilities (the price volatility of the underlying instrument imputed from option prices), correlations or
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other market factors, such as liquidity, will result in losses for a position or portfolio. For more information on how we
monitor and manage market risk, see “Market Risk™ in Part II, [tem 7A herein.

Our results of operations may be materially affected by market fluctuations and by economic and other factors.

The amount, duration and range of our market risk exposures have been increasing over the past several years, and may
continue to do so. Our results of operations may be materially affected by market fluctuations due to economic and other
factors. Results of operations in the past have been, and in the future may continue to be, materially affected by many factors
of a global nature, including political, economic and market conditions; the availability and cost of capital; the liquidity of
global markets; the level and volatility of equity prices, commodity prices and interest rates; currency values and other
market indices; technological changes and events; the availability and cost of credit; inflation; natural disasters; acts of war or
terrorism; investor sentiment and confidence in the financial markets; or a combination of these or other factors. In addition,
legislative, legal and regulatory developments related to our businesses potentially could increase costs, thereby affecting
results of operations. These factors also may have an impact on our ability to achieve our strategic objectives.

The results of our Institutional Securities business segment, particularly results relating to our involvement in primary and
secondary markets for all types of financial products, are subject to substantial fluctuations due to a variety of factors, such as
those enumerated above that we cannot control or predict with great certainty. These fluctuations impact results by causing
variations in new business flows and in the fair value of securities and other financial products. Fluctuations also occur due to
the level of global market activity, which, among other things, affects the size, number and timing of investment banking
client assignments and transactions and the realization of returns from our principal investments. During periods of
unfavorable market or economic conditions, the level of individual investor participation in the global markets may also
decrease, which would negatively impact the results of our Global Wealth Management Group business segment. In addition,
fluctuations in global market activity could impact the flow of investment capital into or from assets under management or
supervision and the way customers allocate capital among money market, equity, fixed income or other investment
alternatives, which could negatively impact our Asset Management business segment.

We may experience further writedowns of our financial instruments and other losses related to volatile and illiquid market
conditions.

The Company recorded $9.4 billion in mortgage-related writedowns in the fourth quarter of fiscal 2007, including $7.8
billion relating to our U.S. subprime trading positions and $1.6 billion relating to other mortgage-related products, such as
commercial mortgage-backed securities, ALT-A and other loans, conduit and non-performing loans and European non-
conforming loans, and an impairment charge related to mortgage-related securities portfolios in our domestic subsidiary
banks. We continue to have exposure to these markets and products and as market conditions continue to evolve the fair
value of these mortgage-related instruments could further deteriorate. In addition, recent market volatility has made it
extremely difficult to value certain of our securities. Subsequent valuations, in light of factors then prevailing, may result in
significant changes in the values of these securities in future periods. In addition, at the time of any sales and settlements of
these securities, the price we ultimately realize will depend on the demand and liquidity in the market at that time and may be
materially lower than their current fair value. Any of these factors could require us to take further writedowns in the value of
our securities portfolio, which may have an adverse effect on our results of operations in future periods.

The results for fiscal 2007 included other losses primarily related to the illiquid market conditions that existed during the
second half of fiscal 2007. These included losses reflecting mark-to-market valuations associated with loans and loan
commitments largely related to acquisition financing to non-investment grade companies. The Company’s leveraged finance
business originates and distributes loans and commitments, and intends to distribute its current positions; however, this may
take longer than in the past and is dependent on liquidity reentering the market and additional writedowns of these loans and
commitments may occur. The valuation of these commitments could change in future periods depending on, among other
things, the extent that they are renegotiated or repriced or the associated acquisition transaction does not occur.

Other areas of our business which to date have not been adversely affected by the illiquidity in our mortgage and lending
businesses could be adversely affected if the current conditions in the credit market spread to other sectors.

Holding large and concentrated positions may expose us to losses.

Concentration of risk may reduce revenues or result in losses in our market-making, proprietary trading, investing, block
trading, underwriting and lending businesses in the event of unfavorable market movements. We commit substantial amounts
of capital to these businesses, which often results in us taking large positions in the securities of, or make large loans to, a
particular issuer or issuers in a particular industry, country or region. Moreover, the trend in all major capital markets is
towards larger and more frequent commitments of capital in many of these activities, and we expect this trend to continue.
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Markets may experience periods of high volatility accompanied by reduced liquidity.

Financial markets are susceptible to severe events evidenced by rapid depreciation in asset values accompanied by a
reduction in asset liquidity, such as the asset price deterioration in the U.S. subprime residential mortgage market. Under
these extreme conditions, hedging and other risk management strategies may not be as effective at mitigating trading losses
as they would be under more normal market conditions. Moreover, under these conditions market participants are particularly
exposed to trading strategies employed by many market participants simultaneously and on a large scale, such as crowded
trades. Morgan Stanley’s risk management and monitoring processes seek to quantify and mitigate risk to more extreme
market moves. Severe market events have historically been difficult to predict, however, and Morgan Stanley could realize
significant losses if unprecedented extreme market events were to occur, as illustrated by recent results in our subprime
mortgage-related proprietary trading.

We may incur significant losses in the real estate sector.

We finance and acquire principal positions in a number of real estate and real estate-related products for our own account, for
investment vehicles managed by affiliates in which we also may have a significant investment, for separate accounts
managed by affiliates and for major participants in the commercial and residential real estate markets, and originate loans
secured by commercial and residential properties. We also securitize and trade in a wide range of commercial and residential
real estate and real estate-related whole loans, mortgages and other real estate and commercial assets and products, including
residential and commercial mortgage-backed securities. These businesses could be adversely affected by a downturn in the
real estate sector.

Credit Risk.

Credit risk refers to the risk of loss arising from borrower or counterparty default when a borrower, counterparty or obligor
does not meet its obligations. For more information on how we monitor and manage credit risk, see “Credit Risk” in Part II,
Item 7A herein.

We are exposed to the risk that third parties that are indebted to us will not perform their obligations.

We incur significant, “single-name” credit risk exposure through the Institutional Securities business segment. This risk may
arise, for example, from entering into swap or other derivative contracts under which counterparties have long-term
obligations to make payments to us and by extending credit to our clients through various credit arrangements. We incur
“individual consumer” credit risk in the Global Wealth Management Group business segment through margin and non-
purpose loans to individual investors, which are collateralized by securities.

The amount, duration and range of our credit exposures have been increasing over the past several years, and may continue to
do so. In recent years, we have significantly expanded our use of swaps and other derivatives and we may continue to do so.
Corporate clients are increasingly seeking loans or lending commitments from us in connection with investment banking and
other assignments. In addition, we have experienced, due to competitive factors, increased pressure to assume longer-term
credit risk, to provide swaps and lending commitments to counterparties and borrowers with lower credit quality, to extend
credit against less liquid collateral and to price derivatives instruments more aggressively based on the credit risks that we
take. As a clearing member firm, we finance our customer positions and we could be held responsible for the defaults or
misconduct of our customers. Although we regularly review our credit exposures, default risk may arise from events or
circumstances that are difficult to detect or foresee.

Defaults by another larger financial institution could adversely affect financial markets generally.

The commercial soundness of many financial institutions may be closely interrelated as a result of credit, trading, clearing or
other relationships between the institutions. As a result, concerns about, or a default or threatened default by, one institution
could lead to significant market-wide liquidity problems, losses or defaults by other institutions. This is sometimes referred to
as “systemic risk” and may adversely affect financial intermediaries, such as clearing agencies, clearing houses, banks,
securities firms and exchanges, with which we interact on a daily basis, and therefore could adversely affect Morgan Stanley.

Operational Risk.

Operational risk refers to the risk of financial or other loss, or potential damage to a firm’s reputation, arising from
inadequate or failed internal processes, people, resources, systems or from external events (e.g., external or internal fraud,
legal and compliance risks, damage to physical assets, etc.). Morgan Stanley may incur operational risk across its full scope
of business activities, including revenue-generating activities (e.g., sales and trading) and support functions (e.g., information
technology and facilities management). As such, Morgan Stanley may incur operational risk in each of its businesses, as well
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as within the control groups. For more information on how we monitor and manage operational risk, see “Operational Risk”
in Part II, Item 7A herein.

We are subject to operational risk and an operational event could adversely affect our businesses.

Our businesses are highly dependent on our ability to process, on a daily basis, a large number of transactions across
numerous and diverse markets in many currencies. In general, the transactions we process are increasingly complex. We
perform the functions required to operate our different businesses either by ourselves or through agreements with third
parties. We rely on the ability of our employees, our internal systems and systems at technology centers operated by third
parties to process a high volume of transactions. We also face the risk of operational failure or termination of any of the
clearing agents, exchanges, clearing houses or other financial intermediaries we use to facilitate our securities transactions. In
the event of a breakdown or improper operation of our or third party’s systems or improper action by third parties or
employees, we could suffer financial loss, an impairment to our liquidity, a disruption of our businesses, regulatory sanctions
or damage to our reputation.

Despite the business contingency plans we have in place, our ability to conduct business may be adversely affected by a
disruption in the infrastructure that supports our business and the communities where we are located. This may include a
disruption involving physical site access, terrorist activities, disease pandemics, electrical, communications or other services
used by Morgan Stanley, its employees or third parties with whom we conduct business.

Legal Risk.

Legal risk refers to the risk of non-compliance with applicable legal and regulatory requirements and standards. Legal risk
also includes contractual and commercial risk such as the risk that a counterparty’s performance obligations will be
unenforceable. For more information on how we monitor and manage legal risk, see “Legal Risk” in Part II, Item 7A herein.

The financial services industry faces substantial litigation and regulatory risks, and we may face damage to our reputation
and legal liability.

We have been named, from time to time, as a defendant in various legal actions, including arbitrations, class actions, and
other litigation, arising in connection with our activities as a global diversified financial services institution. Certain of the
actual or threatened legal actions include claims for substantial compensatory and/or punitive damages or claims for
indeterminate amounts of damages. In some cases, the issuers that would otherwise be the primary defendants in such cases
are bankrupt or in financial distress.

We are also involved, from time to time, in other reviews, investigations and proceedings (both formal and informal) by
governmental and self-regulatory agencies regarding our business, including, among other things, accounting and operational
matters, certain of which may result in adverse judgments, settlements, fines, penalties, injunctions or other relief. The
number of these investigations and proceedings has increased in recent years with regard to many firms in the financial
services industry, including us. Like any large corporation, we are also subject to risk from potential employee misconduct,
including non-compliance with policies and improper use or disclosure of confidential information. Substantial legal liability
or significant regulatory action against us could materially adversely affect our business, financial condition or results of
operations or cause us significant reputational harm, which could seriously harm our business. For more information
regarding legal proceedings in which we are involved see “Legal Proceedings” in Part I, Item 3 herein.

We are subject to extensive regulation in the jurisdictions in which we conduct our businesses.

We are subject to extensive regulation globally and face the risk of significant intervention by regulatory authorities in the
jurisdictions in which we conduct our businesses. Among other things, we could be fined, prohibited from engaging in some
of our business activities or subject to limitations or conditions on our business activities. Significant regulatory action
against us could have material adverse financial effects, cause significant reputational harm to us, or harm our business
prospects. New laws or regulations or changes in the enforcement of existing laws or regulations applicable to our clients
may also adversely affect our business. For more information regarding the regulatory environment in which we operate, see
“Regulation” in Part I, Item 1 herein.

Our commodities activities subject us to extensive regulation, potential catastrophic events and environmental risks and
regulation that may expose us to significant costs and liabilities.

In connection with the commodities activities in our Institutional Securities business segment, we engage in the production,
storage, transportation, marketing and trading of several commodities, including metals (base and precious), agricultural
products, crude oil, oil products, natural gas, electric power, emission credits, coal, freight, LNG and related products and
indices. In addition, we own five electricity generating facilities in the U.S. and Europe; TransMontaigne Inc. and its
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subsidiaries, a group of companies operating in the refined petroleum products marketing and distribution business; and the
Heidmar Group of companies, which provide international marine transportation and U.S. marine logistics services. As a
result of these activities, we are subject to extensive and evolving energy, commodities, environmental, health and safety, and
other governmental laws and regulations. For example, liability may be incurred without regard to fault under certain
environmental laws and regulations for the remediation of contaminated areas. Our commodities business also exposes us to
the risk of unforeseen and catastrophic events, including natural disasters, leaks, spills, explosions, release of toxic
substances, fires, accidents on land and at sea, wars, and terrorist attacks that could result in personal injuries, loss of life,
property damage, and suspension of operations.

Although we have attempted to mitigate our pollution and other environmental risks by, among other measures, adopting
appropriate policies and procedures for power plant operations, monitoring the quality of petroleum storage facilities and
transport vessels and implementing emergency response programs, these actions may not prove adequate to address every
contingency. In addition, insurance covering some of these risks may not be available, and the proceeds, if any, from
insurance recovery may not be adequate to cover liabilities with respect to particular incidents. As a result, our financial
condition and results of operations may be adversely affected by these events.

We also expect the other laws and regulations affecting our commodities business to increase in both scope and complexity.
During the past several years, intensified scrutiny of certain energy markets by federal, state and local authorities in the U.S.
and abroad and the public has resulted in increased regulatory and legal enforcement, litigation and remedial proceedings
involving companies engaged in the activities in which we are engaged. For example, the EU has increased its focus on the
energy markets which has resulted in increased regulation of companies participating in the energy markets, including those
engaged in power generation and liquid hydrocarbons trading. We may incur substantial costs in complying with current or
future laws and regulations and our overall businesses and reputation may be adversely affected by the current legal
environment. In addition, failure to comply with these laws and regulations may result in substantial civil and criminal fines
and penalties.

Potential conflicts of interest are increasing and a failure to appropriately deal with conflicts of interest could adversely
affect our businesses.

Our reputation is one of our most important assets. As we have expanded the scope of our businesses and our client base, we
increasingly have to address potential conflicts of interest, including those relating to our proprietary activities. For example,
conflicts may arise between our position as a financial advisor in a merger transaction and a principal investment we hold in
one of the parties to the transaction. In addition, hedge funds and private equity funds are an increasingly important portion of
our client base, and also compete with us in a number of our businesses. We have procedures and controls that are designed
to address various conflicts of interest. However, identifying and managing potential conflicts of interest can be complex and
difficult and our reputation could be damaged if we fail, or appear to fail, to deal appropriately with conflicts of interest. In
addition, the SEC and other federal and state regulators have increased their scrutiny of potential conflicts of interest. It is
possible that potential or perceived conflicts could give rise to litigation or enforcement actions, which may lead to our
clients being less willing to enter into transactions in which such a conflict may occur, which will adversely affect our
businesses.

Competitive Environment.

We face strong competition from other financial services firms, which could lead to pricing pressures that could
materially adversely affect our revenue and profitability.

The financial services industry and all of our businesses are intensely competitive, and we expect them to remain so. We
compete with commercial banks, insurance companies, sponsors of mutual funds, hedge funds, energy companies and other
companies offering financial services in the U.S., globally and through the internet. We compete on the basis of several
factors, including transaction execution, capital or access to capital, products and services, innovation, reputation and price.
Over time, certain sectors of the financial services industry have become considerably more concentrated, as financial
institutions involved in a broad range of financial services have been acquired by or merged into other firms. This
convergence could result in our competitors gaining greater capital and other resources, such as a broader range of products
and services and geographic diversity. We may experience pricing pressures as a result of these factors and as some of our
competitors seek to increase market share by reducing prices. For more information regarding the competitive environment in
which we operate, see “Competition” in Part I, Item 1 herein.

Our ability to retain and attract qualified employees is critical to the success of our business and the failure to do so may
materially adversely affect our performance.
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Our people are our most important resource and competition for qualified employees is intense. In order to attract and retain
qualified employees, we must compensate such employees at market levels. Typically, those levels have caused employee
compensation to be our greatest expense as compensation is highly variable and changes with performance. If we are unable
to continue to attract and retain qualified employees, or do so at rates necessary to maintain our competitive position, or if
compensation costs required to attract and retain employees become more expensive, our performance, including our
competitive position, could be materially adversely affected.

Automated trading markets may adversely affect our business and may increase competition.

We have experienced intense price competition in some of our businesses in recent years. In particular, the ability to execute
securities trades electronically on exchanges and through other automated trading markets has increased the pressure on
trading commissions. The trend toward direct access to automated, electronic stock markets will likely continue. It is possible
that we will experience competitive pressures in these and other areas in the future as some of our competitors may seek to
obtain market share by reducing prices.

International Risk.

We are subject to numerous political, economic, legal, operational, franchise and other risks as a result of our
international operations which could adversely impact our businesses in many ways.

We are subject to political, economic, legal, operational, franchise and other risks that are inherent in operating in many
countries, including risks of possible nationalization, expropriation, price controls, capital controls, exchange controls and
other restrictive governmental actions, as well as the outbreak of hostilities or political and governmental instability. In many
countries, the laws and regulations applicable to the securities and financial services industries are uncertain and evolving,
and it may be difficult for us to determine the exact requirements of local laws in every market. Our inability to remain in
compliance with local laws in a particular market could have a significant and negative effect not only on our business in that
market but also on our reputation generally. We are also subject to the enhanced risk that transactions we structure might not
be legally enforceable in all cases.

We have expanded, and continue to look at opportunities to expand, in the emerging markets. Various emerging market
countries have experienced severe economic and financial disruptions, including significant devaluations of their currencies,
capital and currency exchange controls, high rates of inflation and low or negative growth rates in their economies. Crime
and corruption, as well as issues of security and personal safety, also exist in certain of these countries. These conditions
could adversely impact our businesses and increase volatility in financial markets generally.

The emergence of a pandemic or other widespread health emergency, or concerns over the possibility of such an emergency,
could create economic and financial disruptions in emerging markets and other areas throughout the world, and could lead to
operational difficulties (including travel limitations) that could impair our ability to manage our businesses around the world.

Acquisition Risk.
We may be unable to fully capture the expected value from acquisitions, joint ventures and minority stakes.

We expect to grow in part through acquisitions, joint ventures and minority stakes. To the extent we make acquisitions or
enter into combinations or joint ventures, we face numerous risks and uncertainties combining or integrating the relevant
businesses and systems, including the need to combine accounting and data processing systems and management controls and
to integrate relationships with clients and business partners. In the case of joint ventures and minority stakes, we are subject
to additional risks and uncertainties in that we may be dependent upon, and subject to liability, losses or reputational damage
relating to, systems, controls and personnel that are not under our control. In addition, conflicts or disagreements between us
and our joint venture partners may negatively impact the benefits to be achieved by the joint venture. There is no assurance
that our recent acquisitions or any business we acquire in the future will be successfully integrated and result in all of the
positive benefits anticipated. If we are not able to integrate successfully our past and future acquisitions, there is a risk that
our results of operations may be materially and adversely affected.

Risk Management.

Our hedging strategies and other risk management techniques may not be fully effective in mitigating our risk exposure in
all market environments or against all types of risk.

We have devoted significant resources to develop our risk management policies and procedures and expect to continue to do
so in the future. Nonetheless, our hedging strategies and other risk management techniques may not be fully effective in
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mitigating our risk exposure in all market environments or against all types of risk, including risks that are unidentified or
unanticipated. Some of our methods of managing risk are based upon our use of observed historical market behavior. As a
result, these methods may not predict future risk exposures, which could be significantly greater than the historical measures
indicate (e.g., recent events in the U.S. subprime residential mortgage market). Management of operational, legal and
regulatory risks requires, among other things, policies and procedures to record properly and verify a large number of
transactions and events, and these policies and procedures may not be fully effective. For more information on how we
monitor and manage market and certain other risks, see “Risk Management—Market Risk™ in Part II, Item 7A herein.

Item 1B. Unresolved Staff Comments.

Morgan Stanley, like other well-known seasoned issuers, from time to time receives written comments from the staff of the
SEC regarding its periodic or current reports under the Exchange Act. There are no comments that remain unresolved that
Morgan Stanley received not less than 180 days before the end of its fiscal year to which this report relates that Morgan
Stanley believes are material.
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Item 2. Properties.

Morgan Stanley has offices, operations and processing centers and warehouse facilities located throughout the U.S., and
certain subsidiaries maintain offices and other facilities in international locations. Morgan Stanley’s properties that are not
owned are leased on terms and for durations that are reflective of commercial standards in the communities where these
properties are located. Morgan Stanley believes the facilities it owns or occupies are adequate for the purposes for which they
are currently used and are well maintained. Our principal offices consist of the following properties:

Approximate Square Footage
Owned/ Lease Expiration as of November 30, 2007*

Location Leased

U.S. Locations

1585 Broadway Owned N/A 894,390 square feet

INew York, New York

(Global Headquarters and Institutional Securities
Headquarters)
522 Fifth Avenue Owned N/A 581,242 square feet
New York, New York
(Asset Management Headgquarters)

2000 Westchester Avenue Owned N/A 590,303 square feet

Purchase, New York

(Global Wealth Management Group
Headquarters)

INew York, New York Leased 2008 —2018 2,238,726 square feet
(Several locations)

One Pierrepont Plaza Leased 2013 456,686 square feet
Brooklyn, New York

Jersey City, New Jersey Leased 2008 —2012 499,350 square feet
(Several locations)

International Locations

25 Cabot Square, Canary Wharf Owned** N/A 450,150 square feet
(London Headquarters)

Canary Wharf Leased 2013 -2038 957,378 square feet
(Several locations)
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Approximate Square Footage

Owned/ Lease Expiration as of November 30, 2007*
Location Leased
1 Austin Road Leased 2019 356,630 square feet
Kowloon Station, West Kowloon
(Hong Kong Headquarters)
Sapporo’s Yebisu Garden Place, Leased Option to cancel in 2008, 396,314 square feet

Ebisu, Shibuya-ku
(Tokyo Headquarters)

or at any time thereafter

*

**  Morgan Stanley holds the freehold interest in the land and building.
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Item 3. Legal Proceedings.

In addition to the matters described below, in the normal course of business, Morgan Stanley has been named, from time to
time, as a defendant in various legal actions, including arbitrations, class actions and other litigation, arising in connection
with its activities as a global diversified financial services institution. Certain of the actual or threatened legal actions include
claims for substantial compensatory and/or punitive damages or claims for indeterminate amounts of damages. In some cases,
the issuers that would otherwise be the primary defendants in such cases are bankrupt or in financial distress.

Morgan Stanley is also involved, from time to time, in other reviews, investigations and proceedings (both formal and
informal) by governmental and self-regulatory agencies regarding Morgan Stanley’s business, including, among other
matters, accounting and operational matters, certain of which may result in adverse judgments, settlements, fines, penalties,
injunctions or other relief.

Morgan Stanley contests liability and/or the amount of damages as appropriate in each pending matter. In view of the
inherent difficulty of predicting the outcome of such matters, particularly in cases where claimants seek substantial or
indeterminate damages or where investigations and proceedings are in the early stages, Morgan Stanley cannot predict with
certainty the loss or range of loss, if any, related to such matters, how or if such matters will be resolved, when they will
ultimately be resolved, or what the eventual settlement, fine, penalty or other relief, if any, might be. Subject to the foregoing,
Morgan Stanley believes, based on current knowledge and after consultation with counsel, that the outcome of such pending
matters will not have a material adverse effect on the consolidated financial condition of Morgan Stanley, although the
outcome of such matters could be material to Morgan Stanley’s operating results and cash flows for a particular future period,
depending on, among other things, the level of Morgan Stanley’s revenues or income for such period.

Coleman Litigation.

In May 2003, Coleman (Parent) Holdings Inc. (“CPH”) filed a complaint against Morgan Stanley in the Circuit Court of the
Fifteenth Judicial Circuit for Palm Beach County, Florida relating to the 1998 merger between The Coleman Company, Inc.
and Sunbeam, Inc. (“Sunbeam”). The complaint, as amended, alleged that CPH was induced to agree to the transaction with
Sunbeam based on certain financial misrepresentations, and it asserted claims against Morgan Stanley for aiding and abetting
fraud, conspiracy and punitive damages. Shortly before trial, which commenced in April 2005, the trial court granted, in part,
a motion for entry of a default judgment against Morgan Stanley and ordered that portions of CPH’s complaint, including
those setting forth CPH’s primary allegations against Morgan Stanley, be read to the jury and deemed established for all
purposes in the action. In May 2005, the jury returned a verdict in favor of CPH and awarded CPH $604 million in
compensatory damages and $850 million in punitive damages. In June 2005, the trial court issued a final judgment in favor of
CPH in the amount of $1,578 million, which included prejudgment interest and excluded certain payments received by CPH
in settlement of related claims against others.

In March 2007, the District Court of Appeal for the Fourth District of Florida (the “Court of Appeal”) issued an

opinion reversing the trial court’s award for compensatory and punitive damages and remanding the matter to the trial court
for entry of judgment for Morgan Stanley. In June 2007, the Court of Appeal’s opinion became final when the Court of
Appeal issued an order denying CPH’s motions for rehearing, rehearing en banc and for certification of certain questions for
review by the Florida Supreme Court (“the Supreme Court”). On December 12, 2007, the Supreme Court denied CPH’s
request for review of the Court of Appeal’s decision, directing judgment in favor of Morgan Stanley.

IPO Fee Litigation.

Starting in late 1998, purported class actions, later captioned In re Public Offering Fee Antitrust Litigation (the “purchaser
actions”) and In re Issuer Plaintiff Initial Public Offering Fee Antitrust Litigation (the “issuer actions”), were initiated in the
U.S. District Court for the Southern District of New York (the “SDNY”) against Morgan Stanley and numerous other
underwriters. The consolidated proceedings, one on behalf of purchasers and the other on behalf of issuers of certain shares in
initial public offerings (“IPOs”), allege that defendants conspired to fix the underwriters’ spread at 7% in IPOs of U.S.
companies in the $20 million to $80 million range in violation of Section 1 of the Sherman Act. The complaints seek treble
damages and injunctive relief. Plaintiffs’ claims for damages in the purchaser actions have been dismissed, but the claims for
injunctive relief remain and plaintiffs’ claims in the issuer actions for damages and injunctive relief remain. Plaintiffs moved
for class certification in both actions, and defendants opposed that motion in May 2005. In October 2005, plaintiffs moved
for summary judgment, which defendants opposed. In May 2006, plaintiffs filed a petition pursuant to Federal Rule of Civil
Procedure 23(f) for leave to appeal the SDNY’s denial of class certification and in September 2007, the U.S. Court of
Appeals for the Second Circuit (the “Second Circuit”) reversed the SDNY’s decision and remanded the case back to the
district court for further consideration of class certification issues. On remand, plaintiffs filed a motion for class certification
on October 17, 2007.
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IPO Allocation Matters.

Beginning in March 2001, numerous purported class actions, now captioned /n re Initial Public Offering Securities
Litigation, were filed in the SDNY against certain issuers of IPO securities, certain individual officers of those issuers,
Morgan Stanley and other underwriters of those IPOs, purportedly on behalf of purchasers of stock in the IPOs or the
aftermarket. These complaints allege that defendants required customers who wanted allocations of “hot” IPO securities to
pay undisclosed and excessive underwriters’ compensation in the form of increased brokerage commissions and to buy shares
of securities offered in the IPOs after the IPOs were completed at escalating price levels higher than the IPO price (a practice
plaintiffs refer to as “laddering”), and claim violations of the federal securities laws, including Sections 11 and 12(a)(2) of the
Securities Act of 1933 (the “Securities Act”) and Section 10(b) of the Exchange Act. Some of the complaints also allege that
continuous “buy” recommendations by the defendants’ research analysts improperly increased or sustained the prices at
which the securities traded after the IPOs. In February 2003, the underwriter defendants’ joint motion to dismiss was denied,
except as to certain specified offerings. In December 2006, the Second Circuit reversed the SDNY’s grant of class
certification, and ruled that these cases could not be certified for class treatment. In August 2007, plaintiffs filed second
consolidated amended class action complaints, which purport to amend the allegations in light of the Second Circuit’s
reversal of the SDNY’s decision approving the cases to proceed as class actions. Plaintiffs again seek certification of classes.

In October 2007, numerous derivative actions, purportedly brought on behalf of certain issuers of IPO securities, were filed
in the U.S. District Court for the Western District of Washington against Morgan Stanley and other underwriters of those
IPOs. The actions seek to recover “short swing” profits allegedly generated in violation of Section 16(b) of the Exchange
Act.

Late Trading and Market Timing.

Starting in July 2003, Morgan Stanley received subpoenas and requests for information from various regulatory and
governmental agencies, including the SEC, the NYSE and various states, in connection with industry-wide investigations of
broker-dealers and mutual fund complexes relating to possible late trading and market timing of mutual funds. In December
2007, Morgan Stanley settled all claims with the SEC concerning late trading and market timing of mutual funds in the retail
system over the period from January 2002 to August 2003. Under the terms of the settlement, Morgan Stanley will, among
other things, be censured and pay a monetary fine.

Subprime-related Matters.

Morgan Stanley is responding to subpoenas and requests for information from certain regulatory and governmental entities
concerning the origination, purchase, securitization and servicing of subprime and non-subprime residential mortgages and
related issues. Morgan Stanley has also been named as a defendant in various civil litigation matters related to the subprime
and non-subprime residential mortgage business, including purported class actions related to Morgan Stanley’s role as an
underwriter of certain preferred stock offerings for New Century Financial Corp. and Countrywide Financial Corp. and
certain offerings of mortgage pass through certificates for a subsidiary of Countrywide Financial Corp., and other related
matters.

A shareholder derivative lawsuit was filed in the SDNY during November 2007 asserting claims related in large part to losses
caused by certain subprime-related trading positions and related matters, but no complaint has been served. In December
2007, several purported class action complaints were filed in SDNY asserting claims on behalf of participants in Morgan
Stanley’s 401(k) plan and employee stock ownership plan against Morgan Stanley and other parties, including certain present
and former directors and officers, under the Employee Retirement Income Security Act of 1974. The complaints relate in
large part to subprime-related losses, and allege, among other things, that Morgan Stanley stock was not a prudent investment
and that risks associated with Morgan Stanley stock and Morgan Stanley’s financial condition were not adequately disclosed.

The following matters were terminated during the quarter ended November 30, 2007:
Global Wealth Management Group Employment Matters.

Wage and Hour Matters. Complaints raising allegations of unpaid overtime and unlawful wage deductions were filed
against Morgan Stanley in New Jersey, New York, Connecticut, Texas, Florida, Illinois, California and Ohio seeking
damages on behalf of certain current and former employees. In October 2006, Morgan Stanley reached agreement to resolve
these claims on behalf of the individual claimants as well as other potential class members nationwide. In November 2006,
for purposes of executing the settlement, a consolidated amended complaint captioned Steinberg, et al. v. Morgan Stanley
was filed in the U.S. District Court for the Southern District of California (“SDC”). In December 2006, the Judicial Panel on
Multi-District Litigation issued an order centralizing the various matters pending across the country in the SDC.
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Gender Matters. In June 2006, Morgan Stanley was named in two purported class actions alleging gender discrimination
under state and federal law. On October 24, 2007, the U.S. District Court for the District of Columbia granted final approval
to the settlement reached in Joanne Augst-Johnson v. Morgan Stanley. The approved settlement resolved all of the class-wide
and individual plaintiffs’ claims and included, among other things, a payment to the settlement fund and certain
programmatic relief. All similar class wide claims raised in the second purported gender class action captioned Daisy Jaffe et
al. v. Morgan Stanley were subsumed by the Augst-Johnson settlement.

Item 4. Submission of Matters to a Vote of Security Holders.

There were no matters submitted to a vote of security holders during the fourth quarter of our fiscal year ended November 30,
2007.
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Part I1

Item S. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities.

Morgan Stanley’s common stock trades on the NYSE under the symbol “MS.” At January 23, 2008, Morgan Stanley had
approximately 94,469 holders of record; however, Morgan Stanley believes the number of beneficial owners of common
stock exceeds this number.

The table below sets forth, for each of the last eight fiscal quarters, the low and high sales prices per share of Morgan
Stanley’s common stock as reported by Bloomberg Financial Markets and the amount of any cash dividends declared per
share of Morgan Stanley’s common stock.

Low High
Sale Price Sale Price Dividends

Fiscal 2007:

Fourth Quarter .............................................................................................. $ 47.56 $ 69.87 $ 0.27

Third Quarter* .............................................................................................. $ 5490 $ 90.95 $ 0.27

Second Quarter ............................................................................................. $ 70.30 $ 87.44 $ 0.27

First Quarter ................................................................................................. $ 73.04 $ 84.66 $ 0.27
Fiscal 2006:

Fourth Quarter .............................................................................................. $ 65.26 $ 80.00 $ 0.27

Third Quarter ................................................................................................ $ 5452 $ 69.50 $ 0.27

Second Quarter ............................................................................................. $ 57.58 $ 66.00 $ 0.27

First Quarter ................................................................................................. $ 5580 $ 62.15 $ 0.27

* On June 30, 2007, Morgan Stanley completed the Discover Spin-off. Prior to the Discover Spin-off, the Low Sale Price and the High Sale Price for the Third
Quarter were $82.73 and $90.95, respectively.

The table below sets forth the information with respect to purchases made by or on behalf of Morgan Stanley of its common
stock during the fourth quarter of our fiscal year ended November 30, 2007.

Issuer Purchases of Equity Securities
(dollars in millions, except per share amounts)

Approximate Dollar

Total Number of Value of Shares
Total Average Shares Purchased that May Yet Be
Number of Price As Part of Publicly Purchased Under
Shares Paid Per Announced Plans the Plans or
Purchased Share or Programs (C) Programs
Period
Month #1 (September 1, 2007—September 30, 2007)
Share Repurchase Program (A).......cccceeveeeveeennnen.
P gram (A) — N/A — s 2,787
Employee Transactions (B)........ccccoovveevuviecveeennnn.
ploy (B) 2348230 $ 62.89 N/A N/A

Month #2 (October 1, 2007—October 31, 2007)
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Approximate Dollar

Total Number of Value of Shares
Total Average Shares Purchased that May Yet Be
Number of Price As Part of Publicly Purchased Under
Shares Paid Per Announced Plans the Plans or
Purchased Share or Programs (C) Programs
Period
Share Repurchase Program (A) ............................. 2,830,092 $ 63.32 2,830,092 $ 2,608
Employee Transactions (B).........ccccceveeneenenenne. 29705 $ 6634 N/A N/A
Month #3 (November 1, 2007—November 30, 2007)
Share Repurchase Program (A) ............................. 6,364,081 $ 52.93 6,364,081 $ 2’271
Employee Transactions (B).......c.ccocevvevinieneiennne 98,592 $ 53.65 N/A N/A
Total
Share Repurchase Program (A).......ccccoeeveveneennen. 9,194173 $ 56.13 9,194,173 $ 2271
Employee Transactions (B).........ccccceevverieeniennnnnne. 2476527 $ 6256 N/A N/A

(A) On December 19, 2006, Morgan Stanley announced that its Board of Directors authorized the repurchase of up to $6 billion of Morgan Stanley’s outstanding

(B)

©

stock under a new share repurchase program (the “Share Repurchase Program”). The Share Repurchase Program is a program for capital management purposes
that considers, among other things, business segment capital needs, as well as equity-based compensation and benefit plan requirements. The Share Repurchase
Program has no set expiration or termination date.

Includes: (1) shares delivered or attested to in satisfaction of the exercise price and/or tax withholding obligations by holders of employee stock options (granted
under employee stock compensation plans) who exercised options; (2) restricted shares withheld (under the terms of grants under employee stock compensation
plans) to offset tax withholding obligations that occur upon vesting and release of restricted shares; and (3) shares withheld (under the terms of grants under
employee stock compensation plans) to offset tax withholding obligations that occur upon the delivery of outstanding shares underlying restricted stock units.
Morgan Stanley’s employee stock compensation plans provide that the value of the shares delivered or attested, or withheld, shall be valued using the fair market
value of Morgan Stanley common stock on the date the relevant transaction occurs, using a valuation methodology established by Morgan Stanley.

Share purchases under publicly announced programs are made pursuant to open-market purchases, Rule 10b5-1 plans or privately negotiated transactions
(including with employee benefit plans) as market conditions warrant and at prices Morgan Stanley deems appropriate.

* % %

Stock performance graph. The following graph compares the cumulative total shareholder return (rounded to the nearest
whole dollar) of our common stock, the S&P 500 Stock Index (“S&P 5007) and the S&P 500 Diversified Financials Index
(“S5DIVF”) for our last five fiscal years. The graph assumes a $100 investment at the closing price on November 30, 2002
and reinvestment of dividends on the respective dividend payment dates without commissions. Historical prices are adjusted
to reflect the Discover Spin-off completed on June 30, 2007. This graph does not forecast future performance of our common
stock.
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Item 6. Selected Financial Data.
MORGAN STANLEY
SELECTED FINANCIAL DATA

(dollars in millions, except share and per share data)

Fiscal Year

2007 2006 2005 2004 2003
Income Statement Data:
Revenues:
Investment banking ...........cccceeveerieiiererneeeee e $ 6368 § 4755 S 3.843 S 3341 $ 2.440
Principal transactions:
Tradlng ...................................................................... 3,206 1 1,805 7’377 5’512 6,262
InVeStmentS ................................................................ 3,262 1’807 1’128 721 170
COIMUMISSIONS «..vvvveiieeeeeeeieeeeeeeeeeeereeeeeeeseerareeeeeeesesnarereeess 4,682 3’770 3’331 3’235 2,861
Asset management, distribution and administration fees .... 6.519 5238 4915 4.436 3784
Interest and divVIdendS.........oeeeeeevieeeiieeeieeeeeeeeeeeeeeeeeeeeee 60,083 42,776 25,987 16,719 13,685
Other .................................................................................... 1’208 585 496 332 245
TOtal TEVEINUES. ...t 85,328 70,736 47’077 34,296 29’447
Interest eXpense ................................................................... 57’302 40,897 23,552 13’977 1 1,826
INEt TEVENUES ...vvvvvvvvvririiireeereiereeereearaearereraneeeeeaeranaaan—.. 28,026 29,839 23’525 20’319 17,621
Non-interest expenses:
Compensation and beneﬁts ................................................. 1 6,552 13,986 10,749 9’320 7,892
OBNET et e et e e e e s e e eaaeeeeas 8,033 6,750 6,71 1 5,482 4,659
September 11" related insurance recoveries, net................. L o (251) L o
Total non-interest EXPEnSes ........ccveevercververreerveenennes 24,585 20,736 17.209 14,802 12,551
Income from continuing operations before losses from
unconsolidated investees, income taxes, dividends on
preferred securities subject to mandatory redemption and
cumulative effect of accounting change, net...........ccccoeeuvenen. 3 441 9.103 6.316 5517 5.070
Losses from unconsolidated investees ...........coeeeveeeeeeecieeecieennnennn 47 40 311 308 279
Provision for iNCOME taXES ......ccvevveecveeieriierieeieeie e seeseeesseenens 831 2728 1.473 1.384 1305
Dividends on preferred securities subject to mandatory
TEAEMPLION ..ottt ae e L - L 45 154
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Income from continuing operations before cumulative effect of

accounting change, Net.........c.ecveeveveeriereenieeie e

Discontinued operations:

Net gain from discontinued operations...............cceeverveennne

Provision for inCOme taxesS.......cc.oeeeevveeeeeveeeeeereeeeereeeeennen

Net gain on discontinued operations..........................

Cumulative effect of accounting change, net............c.ccovcvereennenn.

NEL INCOME....ceviiieiiiiiienie sttt
Preferred stock dividend requirements .............ccceeeeveeeereenreennenns

Earnings applicable to common shareholders(1).......c..cccceceeeennene

Fiscal Year

2007

2006 2005 2004

2003

2,563

6,335 4,532 3,760

3,332

1,024

378

1,666 559 1,129

529 201 403

696

241

646

1,137 358 726

_ 49 —

455

§ 3,209

$ 7472 § 4939 $§ 4,486

3,787

$ 68

$ 9 s — 8 —

§ 3,141

$ 7453 § 4939 $§ 4,486

3,787

Fiscal Year

2007

2006

2005

2004

2003

Per Share Data:

Earnings per basic
common share:

Income from
continuing

operations ......... $ 249 $

Gain on
discontinued
operations ......... 0.64

Cumulative effect
of accounting
change, net........

6.25

1.13

432 §$ 348  $

0.33 0.67

0.05 —

3.10

0.42

Earnings per
basic
common

share........ $ 313 $

7.38

470 § 415  §

3.52

Earnings per diluted
common share:

Income from
continuing $ 237 $

5.99
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operations .........

Gain on
discontinued
operations .........

Cumulative effect
of accounting
change, net........

Earnings per
diluted
common

Balance Sheet and
Other Operating
Data:

Total assets ..........cc.........
Consumer loans, net........
Total capital(2)................

Long-term
borrowings(2).............

Shareholders’ equity .......

Return on average
common
shareholders’ equity ...

Average common and
equivalent shares(1) ...

Fiscal Year

2007 2006 2005 2004 2003

0.61 1.08 0.33 0.66 0.41

— — 0.05 — —
2.98 7.07 4.57 406 § 3.45
28.56 32.67 27.59 2595 % 22.93
1.08 1.08 1.08 1.00 § 0.92
1,045,409 1,121,192 898,835 747,578  § 603,022
— 22,915 21,966 19,166 18,362
191,085 162,134 125,891 110,793 82,769
159,816 126,770 96,709 82,587 57,902
31,269 35,364 29,182 28,206 24,867

8.9% 23.5% 17.3% 16.8% 16.5%

1,001,878,651

1,010,254,255

(1)  Amounts shown are used to calculate earnings per basic common share.
(2) These amounts exclude the current portion of long-term borrowings and include Capital Units and junior subordinated debt issued to capital trusts.

1,049,896,047

1,080,121,708

1,076,754,740

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations.
Introduction.

Morgan Stanley (the “Company”) is a global financial services firm that maintains significant market positions in each of its
business segments—Institutional Securities, Global Wealth Management Group and Asset Management. The Company,
through its subsidiaries and affiliates, provides a wide variety of products and services to a large and diversified group of
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clients and customers, including corporations, governments, financial institutions and individuals. A summary of the
activities of each of the segments follows.

Institutional Securities includes capital raising; financial advisory services, including advice on mergers and
acquisitions, restructurings, real estate and project finance; corporate lending; sales, trading, financing and market-
making activities in equity and fixed income securities and related products, including foreign exchange and
commodities; benchmark indices and risk management analytics; research; and investment activities.

Global Wealth Management Group provides brokerage and investment advisory services covering various investment
alternatives; financial and wealth planning services; annuity and other insurance products; credit and other lending
products; cash management services; retirement services; and trust and fiduciary services.

Asset Management provides global asset management products and services in equity, fixed income, alternative
investments, which includes hedge funds and fund of funds, and merchant banking, which includes real estate, private
equity and infrastructure, to institutional and retail clients through proprietary and third-party retail distribution
channels, intermediaries and the Company’s institutional distribution channel. Asset Management also engages in
investment activities.

The Company’s results of operations for the 12 months ended November 30, 2007 (“fiscal 2007”’), November 30, 2006
(“fiscal 2006”") and November 30, 2005 (“fiscal 2005”") are discussed below.

Discontinued Operations.

On June 30, 2007, the Company completed the spin-off (the “Discover Spin-off”’) of Discover Financial Services (“DFS”) to
its shareholders. DFS’ results are included within discontinued operations for all periods presented through the date of the
Discover Spin-off. The results of Quilter Holdings Ltd. (“Quilter”), Global Wealth Management Group’s former mass
affluent business in the U.K., are reported as discontinued operations for all periods presented through its sale on

February 28, 2007. The results of the Company’s aircraft leasing business, which was sold on March 24, 2006, are also
reported as discontinued operations through its date of sale. See Note 22 to the consolidated financial statements.
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Results of Operations.
Executive Summary.

Financial Information.

Net revenues (dollars in millions):
InStitutional SECUTTHIES ... .ccverueeuieieieierierie ettt
Global Wealth Management GIOUD .........ccceveeriieeieeienieneenieene e eeeseeeneeenns
ASSEt MANAZEIMENL .....oueiiiiiiieiieieeie ettt ettt st sttt saeeseeens

Intersegment ElIMINations.........c.cccevereririnireeienienencnenceeeeeeeese e

Consolidated NEL TEVENUES ........ocvviiiieeieeeeeeeeeeee e

Income before taxes (dollars in millions)(1):

INSttUtioNAl SECUIIICS......veivvevieiieii et eie ettt re b eee e e e seeenns
Global Wealth Management GIOUD .........ccceveeriierieeieeiieniesieenee e see e neeens
ASSEt MANAZEIMENL .....cueiiiiiiieiieieeie ettt sttt et saeeneeens
Intersegment EIIMINAtions...........ccevveeierierienieiieie e
Consolidated income before taxes ..........ecvvecveeverieeneeneenieeie e
Consolidated net income (dollars in millions) ........................c.oooiiiiiiiiii,
Earnings applicable to common shareholders (dollars in millions)(2)..............

Earnings per basic common share:
Income from continuing OPErations ...........ccecceevveecveereeiieseereesseeeeseesseesseenns
Gain on discontinued OPETAtIONS ..........ccceerierureriierieeieeieseerie et

Cumulative effect of accounting change, net ...........ccocceveverieienenencsee

Earnings per basic common Share .............ccceeeeereereereenenieeeeseeeene

Earnings per diluted common share:
Income from continuing OPErations ...........cceeeeeueereeeiereeseeseeeneeeeeeeeseeeneeens
Gain on discontinued OPETAtiONS ...........cccevveerreerrierieereeieseesieenreeeeeeeseeeseeenns

Cumulative effect of accounting change, net ..........cccoeeeieerieneeierieneeee,

Earnings per diluted common Share...........ccccoeeeneninencnienecncnenenne.

Fiscal Year

2007 2006 2005
16,149 $ 21,110 $ 15497
6,625 5,512 5,047
5,493 3,453 3,219
(241) (236) (238)
28,026 $ 29,839 $ 23,525
817 $ 7,721 $ 4,609
1,155 508 591
1,467 851 1,030
2 23 86
3441 $ 9103 $ 6316
3209 $ 7472 S 4939
3,141 $ 7453 $ 4939
249 $ 625 $ 432
0.64 1.13 0.33
— — 0.05
313§ 738 S 470
237 $ 599 $ 419
0.61 1.08 0.33
— — 0.05
208 $ 707 $ 457



Fiscal Year

2007 2006 2005
Regional net revenues (dollars in millions)(3):
PN 80 1C) o (o7 TR $ 12’150 $ 18,803 15’375
Europe, Middle East and Africa......c..coceeverirereeiencnencnincnceecenn 10.008 7762 5711
F N3 PR 5,868 3’274 2,439
Consolidated NEt TEVEINUES ......ccveeeueeeeeeeeeeeeeeeeeee e eeee e $ 28,026 $ 29,839 23,525
Statistical Data.
Book value per common share(4) ...............coccooiiiiiiiiiiinieieeeeeeeen $§ 2856 $ 32.67 2759
Average common equity (dollars in billions)(5):
InStitutional SECUTTIES.....c.vvieieereeeeeeieeeeeee et et $ 239 $ 18.0 14.6
Global Wealth Management GIroup .........cecceeeeeeeereeneenieeieeieeeseeeens 1.7 3.0 34
AsSet MaNageMENt ........cooueiniiiiiiiieieitenieeeeieete ettt 35 24 1.8
Unallocated capital...........ccooieiieiieiiieceeee e 29 3] 29
Total from continuing OPerations ...........cccceceeveerverererereeeeneennen 32.0 26.5 227
Discontinued OPErations .........c.cecvecueruerrererieeereeeerentente e seeeeeeneenenne 32 52 58
0] 71 RS $ 35.2 $ 31.7 28.5
Fiscal Year
Statistical Data (Continued).
2007 2006 2005
Return on average common equity(5):
Consolidated. .......coeviriiriiiiieieee e 9% 239 17%
Institutional SECUTItIes. ......ccueiieiiereeie e 4% 30% 249%
Global Wealth Management GIroup .........ccccecerererereeceieienieneneneas 41% 11% 11%
Asset Management .........ccc.cocvereeniieniieiiniinieneeneese ettt 26% 21% 36%
Effective income tax rate from continuing operations............................. 24.5% 30.1% 24.5%
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Statistical Data (Continued).

Fiscal Year

2007 2006 2005
Worldwide employees (excluding DFS employees of 13,186 in 2006 and
13,495 ln 2005) .............................................................................................. 48,256 43’124 39’723
Consolidated assets under management or supervision by asset class
(dollars in billions):
Equlty ........................................................................................................ $ 355 307 272
FIXEA INCOIMIE ..t 127 111 105
Money IATKEL oo 108 89 83
Alternatlves(6) ........................................................................................... 109 61 43
SUDLOLAL. ..ottt e e e e eee e e e e e e seeseaaes 699 568 503
TN ETUSES e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eeeeeeeenens 15 14 12
Other(7) ..................................................................................................... 61 63 48
Total assets under management or supervision(8)...........cceeeevueeneene 775 645 563
Share of minority interest assets(9).........cceevverrveviiecreriienieneeieeeeees 7 4 o
Total ................................................................................................. $ 782 649 563
Institutional Securities (dollars in billions):
Mergers and acquisitions completed transactions(10):
Global market VOIUME ........coevuieiiiiiiniincnienecceeeceee e $  1.280.6 730.5 5007
Market SRHATE.......cceeiuieiieiieeee e 35 4% 25.4% 24.3%
RANK L. 1 3 3
Mergers and acquisitions announced transactions(10):
Global market VOIUIMIE ..ottt eeenees $ 1’3394 973.9 726.0
MATKEL SRATE ... .eeeeiiiiieeieeeeeee ettt e e e e eaaa e e e e e eeaas 31.8% 28.9% 29.5%
RANK e ) 2 2
Global equity and equity-related issues(10):
Global market VOIUME.........c.oeoiiiieiiiieeee e $ 64.7 572 45.9
MaArKet ShAre........ccceoveriiriiiiree e 7.4% 8.0% 8.7%
RANK ..o 5 4 3
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Statistical Data (Continued).

Global debt issues(10):

Global market VOIUIME ..........ooovouviiiiiiie e

Global initial public offerings(10):

Global Market VOIUIMIE .........oooiieiiiiiiiee et

Market SNATE.........oooovviiieeeieeeeee e

Statistical Data (Continued).

Global Wealth Management Group:

Global representatives........c.ecveeveeriieieeiesieneesieeie e seeseeesseenns
Annualized net revenue per global representative (dollars in thousands)(12)
Client assets by segment (dollars in billions):

$10 mMillion OF MOTE.....cocvvviveivcieiiiciirreee e,

$1 million — $10 MITION c...eveeeeeeeeeeeeeeeeeeeeeeeeeeee e

Subtotal $1 mMillion OF MOTE ........cocvviieviieiieeieeeee e
$100,000 — $1 MIlHON ...veovveeieiiiicieciceeceeceeeeeeee

Less than $100,000.........c.cccoceevreerneinnrecineerenereenne

Client assets excluding corporate and other accounts

Corporate and other accounts...........ceeeevevereeeceerveneennenne
Total client assetsS........ccevevverierreerriereeeeseeseeaeenes

Fee-based assets as a percentage of total client assets(13)
Client assets per global representative (dollars in millions)(14)

Bank deposits (dollars in billions)(15).......cccceeveervrieiieniene

Fiscal Year

2007 2006 2005

3612 § 4099 § 3472
5.4% 5.8% 5.7%

6 6 5

241 § 226 § 14.7

7.8% 8.4% 8.9%
3 2 2
5% 37% 30%

Fiscal Year

2007 2006 2005

8,429 7,944 9,434

$ 811§ 651 § 502

$ 247§ 199 § 156

275 243 215
522 442 371
179 177 177
23 27 32
724 646 580
34 30 29

$ 758 § 676 $ 609

27% 29% 27%
$ 9 § 8 8 65

$ 262 $§ 133 § 17



Pre-tax profit Mmargin(11) ......ooeeooririniii e 17% 9% 12%

Asset Management:

Assets under management or supervision (dollars in billions)(16)........cccceceeereenennene $ 597§ 496 $ 443
Percent of fund assets in top half of Lipper rankings(17) .......cccccevvevenenenierveneeneennenn 499 40% 61%
Pre-tax profit Mmargin(11) .....cooeeoieririniiie e 27% 25% 329,

(1)  Amounts represent income from continuing operations before losses from unconsolidated investees, income taxes and cumulative effect of accounting change,
net.

(2) Earnings applicable to common shareholders are used to calculate earnings per share information. Fiscal 2007 and fiscal 2006 include a preferred stock dividend
of $68 million and $19 million, respectively.

(3) Reflects the regional view of the Company’s consolidated net revenues, on a managed basis, based on the following methodology:

Institutional Securities: investment banking—client location, equity capital markets—client location, debt capital markets—revenue recording location, sales and
trading—trading desk location. Global Wealth Management Group: global representative location. Asset Management: client location, except for the merchant
banking business, which is based on asset location.

(4) Book value per common share equals common shareholders’ equity of $30,169 million at November 30, 2007, $34,264 million at November 30, 2006 and
$29,182 million at November 30, 2005, divided by common shares outstanding of 1,056 million at November 30, 2007, 1,049 million at November 30, 2006 and
1,058 million at November 30, 2005.

(5) The computation of average common equity for each business segment is based upon an economic capital model that estimates the amount of equity capital
required to support the businesses and their risk-generating activities through the business cycle while simultaneously satisfying regulatory, rating agency and
investor minimum requirements. The economic capital model will evolve over time in response to changes in the business and regulatory environment and to
improvements in modeling techniques in order to reflect the capital required to support business activities. The effective tax rates used in the computation of
segment return on average common equity were determined on a separate entity basis.

(6) Amounts reported for Alternatives reflect the Company’s invested equity in those funds and include a range of alternative investment products such as real estate
funds, hedge funds, private equity funds, funds of hedge funds and funds of private equity funds.

(7)  Amounts include assets under management or supervision associated with the Global Wealth Management Group business segment.

(8) Revenues and expenses associated with these assets are included in the Company’s Asset Management, Global Wealth Management Group and Institutional
Securities business segments.

(9) Amounts represent Asset Management’s proportional share of assets managed by entities in which it owns a minority interest.

(10) Source: Thomson Financial, data as of January 8, 2008—The data for fiscal 2007, fiscal 2006 and fiscal 2005 are for the periods from January 1 to December 31,
2007, January 1 to December 31, 2006 and January 1 to December 31, 2005, respectively, as Thomson Financial presents these data on a calendar-year basis.

(11) Percentages represent income from continuing operations before losses from unconsolidated investees, income taxes and cumulative effect of accounting change,
net, as a percentage of net revenues.

(12) Annualized net revenue per global representative amounts equal Global Wealth Management Group’s net revenues divided by the quarterly average global
representative headcount for the periods presented.

(13) The decline in fee-based assets as a percent of total client assets largely reflected the termination on October 1, 2007 of the Company’s fee-based (fee in lieu of
commission) brokerage program pursuant to a court decision vacating a Securities and Exchange Commission (“SEC”) rule that permitted fee-based brokerage.
Client assets that were in the fee-based program primarily moved to commission-based brokerage accounts, or at the election of some clients, into other fee-
based advisory programs, including Morgan Stanley Advisory, a new nondiscretionary account launched in August 2007.

(14) Client assets per global representative equal total period-end client assets divided by period-end global representative headcount.

(15) Bank deposits are held at certain of the Company’s Federal Deposit Insurance Corporation (the “FDIC”) insured depository institutions for the benefit of retail
clients through their accounts.

(16) Amounts include Asset Management’s proportional share of assets managed by entities in which it owns a minority interest.

(17) Source: Lipper, one-year performance excluding money market funds as of November 30, 2007, November 30, 2006 and November 30, 2005, respectively.
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Fiscal 2007 Performance.

Company Results. The Company recorded net income of $3,209 million in fiscal 2007, a 57% decrease from $7,472
million in the prior year. Net revenues (total revenues less interest expense) declined 6% to $28,026 million in fiscal 2007.
During the fourth quarter of fiscal 2007, the Company recorded $9.4 billion in mortgage-related writedowns resulting from
an unfavorable subprime mortgage-related trading strategy and the continued deterioration and lack of market liquidity for
subprime and other mortgage-related instruments. Included in the $9.4 billion were writedowns of $7.8 billion related to U.S.
subprime trading positions, principally super senior derivative positions in collateralized debt obligations (“CDOs”). These
derivative positions were entered into primarily by the Company’s proprietary trading group. The remaining writedowns of
$1.6 billion related to other mortgage-related instruments, which included $1.2 billion relating to commercial mortgage-
backed securities (“CMBS”), ALT-A (a residential mortgage loan categorization that falls between prime and subprime) and
other loans, conduit and non-performing loans, European non-conforming loans and an impairment charge of $437 million
related to mortgage-related securities portfolios in the Company’s domestic subsidiary banks. The results for fiscal 2007 also
included losses of approximately $700 million that reflected mark-to-market valuations associated with loans and loan
commitments largely related to acquisition financing to non-investment grade companies (see “Impact of Credit Market
Events” herein).

Non-interest expenses increased 19% to $24,585 million from the prior year primarily due to higher compensation costs.
Diluted earnings per share were $2.98 compared with $7.07 a year ago. Compensation and benefits expense increased 18%,
primarily reflecting higher incentive-based compensation accruals due to higher net revenues in certain of the Company’s
businesses. Diluted earnings per share from continuing operations were $2.37 compared with $5.99 last year. The return on
average common equity in fiscal 2007 was 8.9% compared with 23.5% in the prior year. The return on average common
equity from continuing operations for fiscal 2007 was 7.8% compared with 23.8% last year.

Results for fiscal 2007 also included a gain of $168 million ($109 million after-tax) in discontinued operations related to the
sale of Quilter on February 28, 2007. Results for fiscal 2006 included a loss of $125 million ($75 million after-tax) related to
the sale of the Company’s aircraft leasing business (see Note 22 to the consolidated financial statements). In addition, pre-tax
results for fiscal 2007 included the $360 million reversal of the Coleman litigation reserve (see “Other Matters—Coleman
Litigation” herein). Results for fiscal 2006 included non-cash incremental compensation expenses of approximately $260
million for stock-based awards granted to retirement-eligible employees (see Note 2 to the consolidated financial statements).

The Company’s effective income tax rate from continuing operations was 24.5% in fiscal 2007 compared with 30.1% in
fiscal 2006. The decrease primarily reflected lower earnings that increased the effect of permanent differences. Fiscal 2006’s
income tax provision included an income tax benefit of $242 million resulting from the resolution of a federal tax audit.
Excluding the benefits from the federal tax audit, the Company’s effective income tax rate from continuing operations in
fiscal 2006 would have been 32.8%.

At fiscal year-end, the Company had 48,256 employees worldwide compared with 43,124 (excluding DFS employees) at the
prior year-end.

Subsequent to the 2007 fiscal year-end, in December 2007, the Company sold equity units (the “Equity Units”) to a wholly
owned subsidiary of the China Investment Corporation Ltd. (“CIC”) for approximately $5,579 million (see “Liquidity and
Capital Resources—China Investment Corporation Investment” herein).

Institutional Securities. Institutional Securities recorded income from continuing operations before losses from
unconsolidated investees and income taxes of $817 million, an 89% decrease from a year ago. Net revenues declined 24% to
$16,149 million as record results in equity sales and trading, advisory and underwriting were more than offset by lower
results in fixed income sales and trading. Non-interest expenses increased 15% to $15,332 million, reflecting higher
compensation costs and non-compensation expenses. Non-compensation expenses increased 24% as higher costs associated
with higher levels of business activity, business investment and operating expenses associated with TransMontaigne Inc.
(“TransMontaigne”), the Heidmar Group of companies (“Heidmar”) and Saxon Capital, Inc. (“Saxon”) were partially offset
by the reversal of the Coleman Litigation reserve.

Investment banking revenues rose 31% from last year to $5,538 million. Underwriting revenues rose 21% from last year to
$2,997 million. Advisory fees from merger, acquisition and restructuring transactions were $2,541 million, an increase of
45% from fiscal 2006.

Fixed income sales and trading revenues were $650 million, down 93% from a year ago. The decrease was driven by
significant losses in credit products and lower results in commodities, partially offset by record results in interest rate and
currency products. The decline in credit product revenues primarily reflected the mortgage-related writedowns (see “Impact
of Credit Market Events” herein). Commodity revenues decreased primarily due to lower trading results from oil liquids,
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electricity and natural gas products. Fiscal 2006 also benefited from revenue recognized on structured transactions. Interest
rate and currency product revenues benefited from stronger revenues in interest rate, emerging markets and foreign exchange
products.

Equity sales and trading revenues increased 38% to a record $8,658 million. Record international results contributed to
record revenues from derivative products and prime brokerage and strong results in cash products.

Sales and trading revenues also benefited in fiscal 2007 from the widening of the Company’s credit spreads on financial
instruments that are accounted for at fair value.

In fiscal 2007, other sales and trading losses of approximately $1,242 million reflected loans and loan commitments largely
related to event-driven lending to non-investment grade companies and the impairment charge related to mortgage-related
securities portfolios in the Company’s domestic subsidiary banks (see “Impact of Credit Market Events—Subsidiary Banks”
herein).

Principal transaction net investment revenues increased 35% to $1,459 million in fiscal 2007. Fiscal 2007’s results primarily
related to realized and unrealized net gains associated with certain of the Company’s investments and higher revenues from
the Company’s investments in passive limited partnership interests associated with the Company’s real estate funds. The
increase also reflected higher revenues primarily related to the appreciation of investments related to certain employee
deferred compensation plans.

Global Wealth Management Group. Global Wealth Management Group recorded income from continuing operations
before income taxes of $1,155 million, up 127% from the prior year. Net revenues were $6,625 million, a 20% increase over
a year ago, primarily reflecting higher revenues from increased underwriting activity, higher asset management revenues
reflecting growth in fee-based products and higher net interest revenue from growth in the bank deposit program. Total non-
interest expenses were $5,470 million, a 9% increase from a year ago. Compensation and benefits expense increased 15%,
primarily reflecting higher incentive-based compensation accruals due to higher net revenues. Non-compensation costs
decreased 2%, primarily reflecting lower charges for legal and regulatory matters and continued cost discipline across the
business. Total client assets increased to $758 billion, up 12% from the prior fiscal year-end. In addition, client assets in fee-
based accounts increased 3% from a year ago to $201 billion and decreased as a percentage of total client assets to 27% from
last year’s 29%. The decline in fee-based assets as a percent of total client assets largely reflected the termination on
October 1, 2007 of the Company’s fee-based (fee in lieu of commission) brokerage program pursuant to a court decision
vacating an SEC rule that permitted fee-based brokerage. At fiscal year-end, the number of global representatives was 8,429,
an increase of 485 from a year ago.

Asset Management. Asset Management recorded income before income taxes of $1,467 million, a 72% increase from last
year. Net revenues of $5,493 million increased 59% from the prior year, reflecting significantly higher investment revenues,
primarily in the merchant banking business, which includes the real estate, private equity and infrastructure businesses. The
increase primarily reflected higher revenues associated with the appreciation of investments related to employee deferred
compensation and co-investment plans. The increase was also due to higher asset management, distribution and
administration fees primarily due to an increase in assets under management, a more favorable asset mix and higher
performance fees due to growth in the alternatives business, including FrontPoint Partners (‘“FrontPoint™), which was
acquired in December 2006. Principal transaction net investment gains for the year were $1,774 million compared with $669
million a year ago. Non-interest expenses increased 55% from the prior year to $4,026 million. Compensation and benefits
expense increased, primarily due to expenses associated with certain deferred compensation plans, higher levels of business
investment and higher incentive-based compensation accruals associated with increased net revenues. Non-compensation
expenses increased primarily due to increased business activity, including activity from FrontPoint. Assets under
management or supervision within Asset Management of $597 billion were up $101 billion, or 20%, from last year, primarily
due to market appreciation and positive net customer inflows.

Global Market and Economic Conditions in Fiscal 2007.

In the U.S., the moderate pace of economic growth that occurred during the first half of fiscal 2007 slowed during the second
half of fiscal 2007, primarily reflecting the significant and broad-based illiquidity in the residential real estate and credit
markets. Concerns about the impact of subprime loans caused the subprime-related and broader credit markets to deteriorate
considerably over the course of the third and fourth quarters of fiscal 2007, with increased volatility, significant spread
widening and lower levels of liquidity and price transparency for certain products. The U.S. unemployment rate at the end of
fiscal 2007 increased to 4.7% from 4.5% at the end of fiscal 2006. Conditions in the U.S. equity markets were also volatile,
and major equity market indices rose during the first half of fiscal 2007 while declining during the second half of fiscal 2007,
primarily as a result of mixed corporate earnings and the developments in the credit markets. The Federal Reserve Board (the
“Fed”) left rates unchanged during the first half of the year. In the third quarter, the Fed lowered the discount rate by 0.50%,
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and in the fourth quarter, the Fed lowered both the benchmark interest rate and discount rate by an aggregate of 0.75%. The
Fed acted in order to provide additional liquidity and stability to the financial markets and to contain the negative economic
impact related to the residential real estate and credit markets. The Fed had not changed the benchmark interest rate since
June 2006. In December 2007, the Fed lowered both the benchmark interest rate and the discount rate by 0.25% and the U.S.
unemployment rate increased to 5.0%. In January, the Fed lowered both the benchmark interest rate and the discount rate by
0.75%.

In Europe, economic growth continued to be strong, reflecting momentum in domestic demand and exports. Corporate
business surveys indicated, however, that growth in Europe may be slowing. Major equity market indices in Europe increased
during fiscal 2007, primarily due to strong corporate earnings, merger and acquisition activity and generally favorable
economic conditions, which more than offset the difficult conditions in the credit markets in the second half of fiscal 2007.
The European Central Bank raised the benchmark interest rate by an aggregate of 0.75% in fiscal 2007. The Bank of England
raised the benchmark interest rate by an aggregate of 0.75% in fiscal 2007 but subsequently reduced the benchmark interest
rate by 0.25% in December 2007.

In Japan, moderate economic growth continued to be driven by exports and domestic demand. The level of unemployment
also remained relatively low. Japanese equity market indices decreased during fiscal 2007 primarily due to tighter global
credit conditions. The Bank of Japan raised the benchmark interest rate from 0.25% to 0.50% during fiscal 2007. Economies
elsewhere in Asia expanded, particularly in China, which benefited from strength in exports, domestic demand for capital
projects and continued globalization. In China, equity market indices rose during fiscal 2007. The People’s Bank of China
raised the benchmark lending rate by an aggregate of 1.17% in fiscal 2007.

Business Segments.

The remainder of “Results of Operations™ is presented on a business segment basis before discontinued operations.
Substantially all of the Company’s operating revenues and operating expenses can be directly attributed to its business
segments. Certain revenues and expenses have been allocated to each business segment, generally in proportion to its
respective revenues or other relevant measures.

As aresult of treating certain intersegment transactions as transactions with external parties, the Company includes an
Intersegment Eliminations category to reconcile the segment results to the Company’s consolidated results. Income before
taxes in Intersegment Eliminations represents the effect of timing differences associated with the revenue and expense
recognition of commissions paid by Asset Management to Global Wealth Management Group associated with sales of certain
products and the related compensation costs paid to Global Wealth Management Group’s global representatives. Income
before income taxes recorded in Intersegment Eliminations was $2 million, $23 million and $86 million in fiscal 2007, fiscal
2006 and fiscal 2005, respectively. Included in the results of Intersegment Eliminations for fiscal 2007 is a $25 million
advisory fee related to the Discover Spin-off that was eliminated in consolidation. In addition, the results in Institutional
Securities for fiscal 2006 included a $30 million advisory fee related to the Company’s sale of the aircraft leasing business
that was eliminated in consolidation.
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INSTITUTIONAL SECURITIES
INCOME STATEMENT INFORMATION

Fiscal Fiscal Fiscal
2007 2006 2005

(dollars in millions)

Revenues:

INvestment BanKing ...........ccceevverieriieiiiieniesie ettt se e ae e saeesee e $ 5538 $ 4228 $ 3394

Principal transactions:

Trading ................................................................................................. 2’740 1 1,326 6,915
INVEStMENTS ..ccooiiiiiiiiiiii 1.459 1.081 593
COMIMUISSIONS ...ttt ettt ettt e bttt et sb e st e s b e e beetesmeeseeesbeeneeenee 3,262 2,606 2,160
Asset management, distribution and administration fees ...........cccccoecveciennnnns 103 73 20
Interest and dividends...........cooiiiieiiiiiie e 59.131 42.106 25439
OBRET ettt e e et e e e e s e e et e e e e e seee e eeeeeeseseeaaaaees 983 444 334
Total D (7 8 L L 73,216 61,864 38,855
INEETESt EXPEIISE ..eonvviiniiieiiieiieeete ettt ettt et et e e enaeeenaee 57.067 40,754 23,358
NEETEVEINUES ... et e e e e e e e e e e e e aaanaes 16,149 21’1 10 15’497
Total NON-INEETESt EXPEISES -...veuvererrieteeiieieieriesteeeeeteeseesteeentestesteebeeaeeseeeeneesseseeenes 15.332 13.389 10.888
Income from continuing operations before losses from unconsolidated investees,
income taxes and cumulative effect of accounting change, net ..............c.cc....... 817 7721 4.609
Losses from unconsolidated INVESLEES ........cc.everueriririeienieieneseeieeeeitete e 47 40 311
Income tax (benefit) ProVISION........cccuerierieerieeieeieniete e eee et e e ee e seee e e (170) 2212 852

Income from continuing operations before cumulative effect of accounting
ChANEE, NEL .....ieiieiieiece et $ 940 $ 5469 S  3.446

Investment Banking. Investment banking revenues are derived from the underwriting of securities offerings and fees from
advisory services. Investment banking revenues were as follows:
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Fiscal Fiscal Fiscal
2007 2006 2005

(dollars in millions)

Advisory fees from merger, acquisition and restructuring transactions......................... $ 2541 $ 1,753 $ 15395
Equity underwriting FEVENUES .........cecueeeerrieriieteeieeieeee e seee et eneeenteseee e sseeseeeeenees 1,570 1,059 905
Fixed income underwriting rEVENUES..........couerueruerterereieeeeeeiesee et seeeteeseeneeee e seeseeeees 1427 1,416 1,094

Total investment banking reVENUES ..........ccoceereerierieriieieeieeie e $ 5538 $ 4228 $ 3394

Investment banking revenues increased 31% in fiscal 2007 and reached record levels. The increase was due to higher
revenues from merger, acquisition and restructuring activities and equity underwriting transactions. In fiscal 2006,
investment banking revenues increased 25%, primarily reflecting higher revenues from merger, acquisition and restructuring
activities and fixed income and equity underwriting transactions.

In fiscal 2007, advisory fees from merger, acquisition and restructuring transactions increased 45% to a record

$2,541 million. Advisory fees in fiscal 2007 reflected a strong volume of transaction activity, particularly during the first half
of fiscal 2007. In fiscal 2006, advisory fees from merger, acquisition and restructuring transactions increased 26% to

$1,753 million, primarily reflecting a strong volume of transaction activity.

Equity underwriting revenues increased 48% to a record $1,570 million in fiscal 2007. Equity underwriting revenues
increased 17% to $1,059 million in fiscal 2006. Both periods reflected higher global industry-wide equity and equity-related
activity. Fiscal 2006 reflected a strong volume of initial public offerings.

Fixed income underwriting revenues increased 1% to $1,427 in fiscal 2007 and increased 29% to $1,416 million in fiscal
2006. Fiscal 2007 revenues reflected strong revenues from underwriting investment grade corporate products, as corporate
issuers sought longer-term financings due to market turmoil in the fixed income credit markets. The increase in fiscal 2006
was primarily due to an increase in underwriting revenues from non-investment grade and investment grade products as the
level of issuer refinancings rose due to record levels of maturing debt. Acquisition-related financing resulting from a strong
market for merger and acquisition activity contributed to the increase in both fiscal 2007 and fiscal 2006.

At the end of fiscal 2007, the backlog of merger, acquisition and restructuring transactions and equity underwriting
transactions remained relatively strong despite current market conditions. The backlog of fixed income underwriting
transactions was lower for non-investment grade products while the backlog of fixed income underwriting transactions was
higher for investment-grade products, as compared with the end of fiscal 2006. The backlog of merger, acquisition and
restructuring transactions and equity and fixed income underwriting transactions is subject to the risk that transactions may
not be completed due to challenging or unforeseen economic and market conditions, adverse developments regarding one of
the parties to the transaction, a failure to obtain required regulatory approval or a decision on the part of the parties involved
not to pursue a transaction.

Sales and Trading Revenues. Sales and trading revenues are composed of principal transaction trading revenues,
commissions and net interest revenues (expenses). In assessing the profitability of its sales and trading activities, the
Company views principal trading, commissions and net interest revenues in the aggregate. In addition, decisions relating to
principal transactions are based on an overall review of aggregate revenues and costs associated with each transaction or
series of transactions. This review includes, among other things, an assessment of the potential gain or loss associated with a
transaction, including any associated commissions, dividends, the interest income or expense associated with financing or
hedging the Company’s positions, and other related expenses.

The components of the Company’s sales and trading revenues are described below:

Principal Transactions—Trading. Principal transaction trading revenues include revenues from customers’ purchases and
sales of financial instruments in which the Company acts as principal and gains and losses on the Company’s positions. The
Company also engages in proprietary trading activities for its own account.

Commissions. Commission revenues primarily arise from agency transactions in listed and over-the-counter (“OTC”)
equity securities and options.
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Net Interest. Interest and dividend revenues and interest expense are a function of the level and mix of total assets and
liabilities, including financial instruments owned and financial instruments sold, not yet purchased, reverse repurchase and
repurchase agreements, trading strategies, customer activity in the Company’s prime brokerage business, and the prevailing
level, term structure and volatility of interest rates. Reverse repurchase and repurchase agreements and securities borrowed
and securities loaned transactions may be entered into with different customers using the same underlying securities, thereby
generating a spread between the interest revenue on the reverse repurchase agreements or securities borrowed transactions
and the interest expense on the repurchase agreements or securities loaned transactions.

Total sales and trading revenues decreased 47% in fiscal 2007 and increased 37% in fiscal 2006. The decrease in fiscal 2007
reflected lower fixed income revenues and other sales and trading losses, partially offset by higher equity sales and trading
revenues. Sales and trading revenues were adversely affected by the difficult market conditions that existed during the second
half of fiscal 2007. The credit markets deteriorated considerably over the course of the latter half of the year with increased
volatility, significant spread widening, lower levels of liquidity and reduced price transparency. These factors affected the
subprime mortgage markets, including the market for collateralized debt obligations, and other structured credit product
markets, leveraged lending markets and the effectiveness of hedging strategies. This credit environment adversely

impacted the Company’s credit sales and trading and corporate lending activities. In addition, such conditions contributed to
increased volatility and systematic risk reduction in the equity markets, which adversely affected the Company’s quantitative
trading strategies.

Sales and trading revenues included the following:

Fiscal Fiscal Fiscal
2007(1) 2006(1) 2005(1)

(dollars in millions)

Equ1ty ........................................................................................................................ $ 8,658 $ 6,281 $ 4,810

FIXEA INCOIMIE .oooiiiiiiiiiieee ettt e et e e e e e e e e e e e e s snsanaeeeeas 650 9291 6.571

(014 1=) PRSP (1 ’242) (288) (225)
Total sales and trading TEVENUES ...........cccuereeriereerienerieiieieie e $ 8066 $ 15284 S 11.156

(1)  Amounts include Principal transactions-trading, Commissions and Net interest revenues. Equity and fixed income sales and trading revenues include certain
funding costs that were not previously allocated to those businesses. Other sales and trading net revenues primarily include net losses from loans and closed
pipeline commitments related to investment banking, corporate lending and other corporate activities. All prior-year amounts have been reclassified to conform
to the current year’s presentation.

Equity sales and trading revenues increased 38% to a record $8,658 million in fiscal 2007, benefiting from record
international revenues. The increase was driven by record revenues from derivative products and prime brokerage and higher
revenues from equity cash and financing products, partially offset by trading losses in quantitative strategies resulting from
unfavorable positioning. Revenues from derivative products benefited from strong customer flows. Prime brokerage
generated record revenues, reflecting continued growth in global client asset balances. Higher revenues from financing
products were primarily due to higher commission revenues driven by strong market volumes. Equity sales and trading
revenues also benefited from the widening of the Company’s credit spreads on financial instruments that are accounted for at
fair value, including, but not limited to, those for which the fair value option was elected pursuant to the Statement of
Financial Accounting Standards (“SFAS”) No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities”
(“SFAS No. 159”) on December 1, 2006 (see Note 3 to the consolidated financial statements). Revenues increased by
approximately $390 million due to the widening of the Company’s credit spreads during the year resulting from the decrease
in the fair value of certain of the Company’s long-term and short-term borrowings, such as structured notes, for which the fair
value option was elected.

Equity sales and trading revenues increased 31% to a then record $6,281 million in fiscal 2006. The increase was broad based
and included higher revenues from derivatives and equity cash products, financing products, prime brokerage and principal
trading strategies. Derivative revenues increased due to strong customer flows, although volatility in the global equity
markets continued to be generally low. Revenues from equity cash products reflected higher market volumes, particularly in
Europe and Asia. Financing product revenues also benefited from increased client activity. Prime brokerage generated record
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revenues, reflecting continued growth in global client asset balances. Global equity markets generally trended higher and
created favorable opportunities for principal trading strategies. Although commission revenues increased, revenues continued
to be affected by intense competition, particularly in the U.S., and a continued shift toward electronic trading.

Fixed income sales and trading revenues decreased 93% to $650 million in fiscal 2007. Fiscal 2007 results reflected
significant losses in credit products and lower results in commodities, partially offset by record results in interest rate and
currency products. Credit product revenues decreased $9.4 billion, primarily reflecting mortgage-related writedowns of $7.8
billion, reflecting the deterioration in value of U.S. subprime trading positions, principally super senior derivative positions in
CDOs entered into primarily by the Company’s proprietary trading group. Spread widening, lower liquidity and higher
volatility resulted in lower origination, securitization and trading results across most credit product groups and also adversely
affected the performance of the Company’s hedging strategies. The Company’s residential and commercial mortgage loan
activities contributed to the significant decline in credit product revenues, reflecting the difficult market conditions referred to
above, as well as continued concerns in the subprime mortgage loan sector. See “Impact of Credit Market Events” herein,
detailing the Company’s direct U.S. subprime mortgage-related exposures at November 30, 2007.

Interest rate and currency product revenues increased 63% in fiscal 2007, reflecting higher revenues from interest rate,
emerging markets and foreign exchange products. Commodity revenues decreased 33%, primarily due to lower trading
results from oil liquids, electricity and natural gas products and lower revenues recognized on structured transactions. Fixed
income sales and trading revenues also benefited from the widening of the Company’s credit spreads on financial instruments
that are accounted for at fair value, including, but not limited to, those for which the fair value option was elected (see Note 3
to the consolidated financial statements). The decrease in the fair value of certain of the Company’s long-term and short-term
borrowings, such as structured notes, for which the fair value option was elected, which was attributable to the widening of
the Company’s credit spreads during the year, increased revenues by approximately $450 million (see Note 3 to the
consolidated financial statements). Fixed income sales and trading revenues also benefited from gains on interest rate
derivatives.

Fixed income sales and trading revenues increased 41% to a record $9,291 million in fiscal 2006. The increase was driven by
record results from commodities, credit products, and interest rate and currency products. Commodities revenues increased
112% due to strong results from electricity, natural gas products and oil liquids. Credit product revenues increased 52%,
primarily due to significantly improved corporate credit trading and strength in residential and commercial securitized
products. Interest rate and currency products decreased 1%. Both commodity and interest rate and currency products
benefited from revenues recognized on structured transactions as a result of increased observability of market value in
accordance with Emerging Issues Task Force (“EITF”) Issue No. 02-3, “Issues Involved in Accounting for Derivative
Contracts Held for Trading Purposes and Contracts Involved in Energy Trading and Risk Management Activities” (“EITF
Issue No. 02-3”). With the adoption of SFAS No. 157, “Fair Value Measurements” (“SFAS No. 157””) on December 1, 2006,
the Company no longer applies the revenue recognition criteria of EITF Issue No. 02-3 (see Note 2 to the consolidated
financial statements).

In addition to the equity and fixed income sales and trading revenues discussed above, sales and trading revenues include the
net revenues from the Company’s corporate lending activities. In fiscal 2007, other sales and trading losses of approximately
$1.2 billion primarily reflected approximately $700 million of mark-to-market valuations associated with loans and
commitments largely related to acquisition financing to non-investment grade companies and the impairment charge related
to securities in the Company’s domestic subsidiary banks (see “Impact of Credit Market Events—Subsidiary Banks” herein).
The losses included markdowns of leveraged loan commitments associated with acquisition financing transactions that were
accepted by the borrower but not yet closed. These losses were primarily related to the illiquid market conditions that existed
during third quarter of fiscal 2007. The valuation of these commitments could change in future periods depending on, among
other things, the extent that they are renegotiated or repriced or if the associated acquisition transaction does not occur. In
addition, the Company’s leveraged finance business originates and distributes loans and commitments and intends to
distribute its current positions; however, this could take longer than in the past and is dependent on liquidity re-entering the
market. Subsequent to November 30, 2007, there has been further widening in credit spreads for non-investment grade loans
that, if sustained, will result in additional writedowns for these loans and commitments. The fair value measurement of loan
commitments takes into account certain fee income that is attributable to the contingent commitment contract. For further
information about the Company’s corporate lending activities, see Item 7A, “Quantitative and Qualitative Disclosures about
Market Risk—Credit Risk.” In fiscal 2006, revenues from corporate lending activities decreased by approximately $50
million from fiscal 2005, reflecting the impact of mark-to-market valuations on a higher level of new loans made during the
year.

Principal Transactions-Investments. The Company’s investments generally are held for appreciation and to facilitate other
business activities. It is not possible to determine when the Company will realize the value of such investments since, among
other factors, such investments generally are subject to significant sales restrictions. Moreover, estimates of the fair value of
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the investments may involve significant judgment and may fluctuate significantly over time in light of business, market,
economic and financial conditions generally or in relation to specific transactions.

Principal transaction net investment revenues aggregating $1,459 million were recognized in fiscal 2007 as compared with
$1,081 million in fiscal 2006 and $593 million in fiscal 2005. The increase in fiscal 2007 was primarily related to realized
and unrealized net gains associated with certain of the Company’s investments, including Grifols S.A. and Bovespa Holdings
S.A., and higher revenues from the Company’s investments in passive limited partnership interests associated with the
Company’s real estate funds. The increase in fiscal 2007 also reflected higher revenues primarily due to the appreciation of
investments related to certain employee deferred compensation plans. The increase in fiscal 2006 was primarily related to net
gains associated with the Company’s investments.

Other. Other revenues consist primarily of revenues from providing benchmark indices and risk management analytics
associated with MSCI Inc. (see Note 23 to the consolidated financial statements). Other revenues also include revenues
related to the operation of pipelines, terminals and barges and the distribution of refined petroleum products associated with
TransMontaigne, the marine transportation and logistics services associated with Heidmar, revenues associated with Saxon, a
servicer and originator of residential mortgages (see Note 23 to the consolidated financial statements) and a commodities-
related strategic investment.

Other revenues increased 121% in fiscal 2007 and 33% in fiscal 2006. The increase in both fiscal 2007 and fiscal 2006 was
primarily attributable to revenues related to the operation of pipelines, terminals and barges and the distribution of refined
petroleum products associated with TransMontaigne and higher sales of benchmark indices and risk management analytic
products. The increase in fiscal 2007 was also due to higher revenues associated with Saxon and from the sale of a
commodities-related strategic investment.

Non-Interest Expenses. Non-interest expenses increased 15% in fiscal 2007. Compensation and benefits expense increased
10%, primarily reflecting higher incentive-based compensation accruals for certain businesses. The increase also reflected
higher costs associated with certain employee deferred compensation plans, partially offset by Institutional Securities’ share
($190 million) of the incremental compensation expense related to equity awards to retirement-eligible employees in the first
quarter of fiscal 2006 (see Note 2 to the consolidated financial statements). Excluding compensation and benefits expense,
non-interest expenses increased 24%, reflecting increased levels of business activity and expenses associated with acquired
businesses. Occupancy and equipment expense increased 33%, primarily due to higher rent and occupancy costs in Europe,
Asia and the U.S. Brokerage, clearing and exchange fees increased 30%, primarily reflecting substantially increased equity
and fixed income trading activity. Marketing and business development expense increased 27%, primarily due to a higher
level of business activity. Professional services expense increased 6%, primarily due to higher legal and consulting costs
related to increased business activity. Other expenses increased 50%, reflecting costs associated with TransMontaigne,
Heidmar and Saxon, partially offset by lower net litigation accruals. Fiscal 2007 results included a reversal of the $360
million legal accrual related to the Company’s favorable outcome from the Coleman litigation. Fiscal 2006 included legal
accruals related to the pending settlement of General American litigation, which was partially offset by a favorable outcome
related to the LVMH litigation.

Non-interest expenses increased 23% in fiscal 2006. Compensation and benefits expense increased 36%, primarily reflecting
higher incentive-based compensation costs resulting from higher net revenues. Fiscal 2006 also included Institutional
Securities’ share ($190 million) of incremental compensation expense related to equity awards to retirement-eligible
employees while fiscal 2005 included Institutional Securities’ share ($193 million) of the costs associated with senior
management changes (see “Other Matters—Senior Management Compensation Charges” herein). Excluding compensation
and benefits expense, non-interest expenses remained relatively unchanged. Occupancy and equipment expense decreased
6%, primarily due to a $71 million charge that was recorded in the first quarter of fiscal 2005 for the correction in the method
of accounting for certain real estate leases (see Note 26 to the consolidated financial statements). Brokerage, clearing and
exchange fees increased 32%, primarily reflecting increased equity and fixed income trading activity. Professional services
expense increased 18%, primarily due to higher legal and consulting costs, reflecting increased levels of business activity.
Other expenses decreased 48% due to lower charges for legal and regulatory matters. Fiscal 2006 reflected a net reduction in
legal accruals of approximately $40 million related to the IPO Allocation Matters litigation, the LVMH litigation and the
settlement of the General American litigation. Other expenses in fiscal 2005 included legal accruals of $360 million related to
the Coleman litigation and approximately $170 million related to the Parmalat settlement and the IPO Allocation Matters
litigation.
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GLOBAL WEALTH MANAGEMENT GROUP
INCOME STATEMENT INFORMATION

Fiscal Fiscal Fiscal
2007 2006 2005

(dollars in millions)

Revenues:

INVeStMENt DANKING .......cccvieiiiiiiieiiereeie ettt ettt ae e enseeeeas $ 625 $ 428 $ 320

Principal transactions:

TTAQING c.evieevieeiecieceee ettt ettt et e e sbeesaesaeesseesseesbeesseessansnens 508 487 467

INVESTMENLS ... 29 57 2

COMIMUSSIONS ...ttt ettt ettt sttt ettt et a et b e bt st en et saesae b e 1433 1,168 1,196

Asset management, distribution and administration fees ............cocceveververeennennen. 3,067 2,757 2,601

Interest and dividends.........c.cceeeeeieriiniininineiecccce e 1221 1,004 650

OFRET ...ttt ettt sttt 163 130 143

TOtAL TEVEIIUCS ...ttt sttt ettt s 7.136 6,031 5379

TNEETEST EXPEIISE ..ennviiiiieiiiieeite ettt ettt ettt st e b e e beeebee e et e eaeee 511 519 332

INEETEVENUES ... 6,625 5512 5,047

Total NON-INLEIEST EXPEIISES .....euvemererierieririeerterteteiesteseetesteeeteseeseeresteseeresaeesuesaeneebeneene 5,470 5,004 4,456
Income from continuing operations before income taxes and cumulative effect

of accounting change, Net...........cccooiiiiiiiiieeeeee e 1,155 508 591

Provision fOr INCOME TAXES ....c.coveveuirieieiirieirienieteenteeete et sttt st 459 167 199

Income from continuing operations before cumulative effect of accounting
ChANEE, NEL ....viiiiiiicie ettt st sre b e esbeesaessaens $ 696 $ 341 $ 392

Investment Banking. Global Wealth Management Group investment banking includes revenues from the distribution of
equity and fixed income securities, including initial public offerings, secondary offerings, closed-end funds and unit trusts.
Revenues also include fees earned from offerings underwritten by the Institutional Securities business segment. Investment
banking revenues increased 46% and 34% in fiscal 2007 and fiscal 2006, respectively. The increase in fiscal 2007 was driven
by strong underwriting activity across equity, fixed income and unit trust products. The increase in fiscal 2006 was primarily
due to higher revenues from equity-related offerings and unit trust products.

Principal Transactions—Trading. Principal transactions include revenues from customers’ purchases and sales of financial
instruments in which the Company acts as principal and gains and losses on the Company’s inventory positions held,
primarily to facilitate customer transactions. Principal transaction trading revenues increased 23% in fiscal 2007 primarily
due to higher revenues from derivative products, municipal and corporate fixed income securities and foreign exchange
products. The increase was also due to higher revenues primarily associated with the appreciation of investments related to
certain employee deferred compensation plans. In fiscal 2006, principal transaction trading revenues increased 4%, primarily
reflecting higher revenue from foreign exchange products, equity linked notes and municipal fixed income securities,
partially offset by lower revenues from corporate and government fixed income products and other securities.
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Principal Transactions—Investments. Principal transaction net investment revenues were $29 million in fiscal 2007
compared with $57 million in fiscal 2006 and $2 million in fiscal 2005. The results in fiscal 2007 reflected lower net gains
from certain of the Company’s investments in exchanges and memberships. The results in fiscal 2006 were primarily related
to realized and unrealized gains on the Company’s investments in Bolsas y Mercados Espafioles and the New York Stock
Exchange.

Commissions. Commission revenues primarily arise from agency transactions in listed and OTC equity securities and sales
of mutual funds, futures, insurance products and options. Commission revenues increased 23% in fiscal 2007 and decreased
2% in fiscal 2006. The increase in fiscal 2007 reflected higher levels of client activity. The decrease in fiscal 2006 largely
reflected lower revenues from equity products, which was related to lower agency activity with customers due, in part, to
growth in other product areas, including investment banking and asset management.

Asset Management, Distribution and Administration Fees. Asset management, distribution and administration fees
include revenues from individual investors electing a fee-based pricing arrangement and fees for investment management,
account services and administration. The Company also receives shareholder servicing fees and fees for services it provides
in distributing certain open-ended mutual funds and other products. Mutual fund distribution fees are based on either the
average daily fund net asset balances or average daily aggregate net fund sales and are affected by changes in the overall
level and mix of assets under management or supervision.

Asset management, distribution and administration fees increased 11% in fiscal 2007 and 6% in fiscal 2006. In both fiscal
years, the increase was driven by higher client asset balances in fee-based accounts. Client assets in fee-based accounts rose
3% to $201 billion at November 30, 2007 and represented 27% of total client assets versus 29% at November 30, 2006. The
decline in fee-based assets as a percent of total client assets largely reflected the termination on October 1, 2007 of the
Company’s fee-based (fee in lieu of commission) brokerage program pursuant to a court decision vacating an SEC rule that
permitted fee-based brokerage. Client assets that were in the fee-based program primarily moved to commission-based
brokerage accounts, or, at the election of some clients, into other fee-based advisory programs, including Morgan Stanley
Advisory, a new nondiscretionary account launched in August 2007. Client assets in fee-based accounts rose 18% to $195
billion at November 30, 2006 and increased as a percentage of total client assets to 29% of total client assets from 27% at
November 30, 2005.

Total client asset balances increased to $758 billion at November 30, 2007 from $676 billion at November 30, 2006 primarily
due to higher client inflows and market appreciation. Client asset balances in households greater than $1 million increased to
$522 billion at November 30, 2007 from $442 billion at November 30, 2006 and $371 billion at November 30, 2005.

Net Interest. Interest and dividend revenues and interest expense are a function of the level and mix of total assets and
liabilities, including customer bank deposits and margin loans and securities borrowed and securities loaned transactions. Net
interest revenues increased 46% and 53% in fiscal 2007 and fiscal 20006, respectively. The increase in both periods was
primarily due to increased customer account balances in the bank deposit program that was launched in November 2005.
Balances in the bank deposit program rose to $26.2 billion at November 30, 2007 from $13.3 billion at November 30, 2006.

Other. Other revenues primarily include customer account service fees and other miscellaneous revenues. Other revenues
increased 25% in fiscal 2007 and decreased 9% in fiscal 2006. In fiscal 2007, the increase primarily reflected higher service
fees and higher other miscellaneous revenues. In fiscal 2006, the decrease primarily reflected lower service fees.

Non-Interest Expenses. Non-interest expenses increased 9% in fiscal 2007, primarily reflecting an increase in
compensation and benefits expense, partially offset by lower non-compensation expenses primarily due to lower charges for
legal and regulatory matters and continued cost discipline across the business. Compensation and benefits expense increased
15%, primarily reflecting higher incentive-based compensation accruals due to higher net revenues and investments in the
business, partially offset by Global Wealth Management Group’s share ($50 million) of the incremental compensation
expense related to equity awards to retirement-eligible employees in the first quarter of fiscal 2006 (see Note 2 to the
consolidated financial statements). Excluding compensation and benefits expense, non-interest expenses decreased 2%.
Occupancy and equipment expense increased 6% primarily due to leasehold improvements and higher rental costs.
Information processing and communications expense decreased 8% primarily due to lower computing costs. Marketing and
business development expense increased 39% primarily due to costs associated with the Company’s advertising campaign.
Other expenses decreased 20%, primarily resulting from a reduction in costs associated with legal and regulatory matters,
which included an insurance reimbursement related to a litigation matter.

Non-interest expenses increased 12% in fiscal 2006. Fiscal 2005 included a reduction in non-interest expenses related to
Global Wealth Management Group’s share ($198 million) of the insurance settlement related to the events of September 11,
2001 (see Note 25 to the consolidated financial statements). Compensation and benefits expense increased 15%, primarily
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reflecting higher incentive-based compensation costs. In addition, fiscal 2006 expenses included Global Wealth Management
Group’s share ($50 million) of the incremental compensation expense related to equity awards to retirement-eligible
employees, including new hires (see Note 2 to the consolidated financial statements), while fiscal 2005 included Global
Wealth Management Group’s share ($48 million) of the costs associated with senior management changes (see “Other
Matters—Senior Management Compensation Charges” herein). Excluding compensation and benefits expense and the
insurance settlement, non-interest expenses decreased 4%. Occupancy and equipment expense decreased 6% primarily due to
a $29 million charge for the correction in the method of accounting for certain real estate leases that was recorded in the first
quarter of fiscal 2005 (see Note 26 to the consolidated financial statements). Professional services expense increased 15%,
largely due to higher sub-advisory fees associated with growth in fee-based assets and higher costs for outside legal counsel.
Other expenses decreased 20%, primarily resulting from lower costs associated with legal and regulatory matters. During
fiscal 2006 and fiscal 2005, the Company recorded legal and regulatory expenses of approximately $105 million and $170
million, respectively, related to ongoing regulatory, employment and branch litigation matters.
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ASSET MANAGEMENT
INCOME STATEMENT INFORMATION

Fiscal Fiscal Fiscal
2007 2006 2005

(dollars in millions)

Revenues:

INVeStMENt DANKING .......cccvieiiiiiiiieiierteie ettt sae e esse s $ 264 $ 138 S 133

Principal transactions:

TTAQING o.evieeiieiiecieceeeee ettt ettt et e st e e aesaeesseeseesseesseessansnens (129) . o
INVESTMENLS ... 1,774 669 533
COMIMUSSIONS ...ttt ettt ettt sttt ettt et a et b e bt st en et saesae b e 23 25 29
Asset management, distribution and administration fees ............cocceveververeennennen. 3,524 2,574 2.462
Interest and dividends.........c.cceeeeeieriiniininineiecccce e 74 48 87
OFRET ...ttt ettt sttt 75 26 26
TOtAL TEVEIIUCS ...ttt sttt ettt s 5,605 3,480 3,270
TNEETEST EXPEIISE ..ennviiiiieiiiieeite ettt ettt ettt st e b e e beeebee e et e eaeee 112 27 51
INEETEVENUES ... 5.493 3.453 3219
Total NON-INLEIEST EXPEIISES .....euvemererierieririeerterteteiesteseetesteeeteseeseeresteseeresaeesuesaeneebeneene 4,026 2,602 2,189

Income before income taxes and cumulative effect of accounting change, net

--------------------------------------------------------------------------------------------------------------- 1’467 85 1 1 ,030
Provision fOr INCOME TAXES ......ccvveriieiieieeierieieeteeteeeesee st et eeeenteenaessaesseesseenseensesnnes 541 340 391
Income before cumulative effect of accounting change, net....................... $ 926 $ SIS 639

Investment Banking. Asset Management generates investment banking revenues primarily from the acquisition of
investments in real estate funds and the underwriting of unit trust products. Investment banking revenues increased 91% in
fiscal 2007 and 4% in fiscal 2006. The increase in fiscal 2007 primarily reflected higher revenues from certain real estate
products. The increase in fiscal 2006 primarily reflected higher revenues from real estate products and higher equity unit trust
sales, partially offset by a lower volume of fixed income unit trust sales.

Principal Transactions-Trading. In fiscal 2007, the Company recognized losses of $129 million related to structured
investment vehicles. See “Impact of Credit Market Events—Structured Investment Vehicles” herein for further discussion.

Principal Transactions-Investments. Asset Management principal transaction investment revenues consist primarily of
gains and losses on the Company’s investments in alternative investment products.
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Principal transaction net investment gains aggregating $1,774 million were recognized in fiscal 2007 as compared with $669
million in fiscal 2006. The results in both fiscal years were primarily related to investments associated with the Company’s
real estate products and private equity portfolio, including employee deferred compensation plans and co-investment plans.

Real estate and private equity investments generally are held for appreciation. It is not possible to determine when the
Company will realize the value of such investments since, among other factors, such investments generally are subject to
significant sales restrictions. Moreover, estimates of the fair value of the investments involve significant judgment and may
fluctuate significantly over time in light of business, market, economic and financial conditions generally or in relation to
specific transactions.

Asset Management, Distribution and Administration Fees. Asset Management, distribution and administration fees
include revenues generated from the management and supervision of assets, performance- based fees relating to certain
funds, and separately managed accounts and fees relating to the distribution of certain open-ended mutual funds. Asset
Management fees arise from investment management services the Company provides to investment vehicles pursuant to
various contractual arrangements. The Company receives fees primarily based upon mutual fund daily average net assets or
based on monthly or quarterly invested equity for other vehicles. Performance-based fees are earned on certain funds as a
percentage of appreciation earned by those funds and, in certain cases, are based upon the achievement of performance
criteria. These fees are normally earned annually and are recognized on a monthly or quarterly basis.

Asset management, distribution and administration fees increased 37% in fiscal 2007 and 5% in fiscal 2006. The increase in
fiscal 2007 was primarily due to higher fund management and administration fees resulting from an increase in assets and a
more favorable asset mix. The increase was also due to higher performance fees from the alternatives business, including
those associated with FrontPoint, which the Company acquired in December 2006 (see Note 23 to the consolidated financial
statements). The increase in fiscal 2006 was due to higher fund management and administration fees, partially offset by lower
distribution fees. The higher management and administration fees in fiscal 2007 and fiscal 2006 were associated with
increases in average assets under management of 20% and 6%, respectively.

Asset Management’s year-end and average assets under management or supervision were as follows:

At November 30, Average for
Fiscal Fiscal Fiscal
2007 2006 2005 2007 2006 2005

(dollars in billions)

Assets under management or supervision by distribution channel:

Americas Retail Morgan Stanley brand .............cccccevvenvvennnn. $ 645 63 S 63 S 648 64 S 64
Americas Retail Van Kampen brand.........c..coccocvenincenenne. 99 94 88 99 90 84
Americas Intermediary(1) .......coceceverevenineineneineneneeens 68 58 48 65 51 45
U.S. Institutional ........cccocooveininiiineneineeereeeeeeeseeene 128 100 9 116 97 97
NON-ULS. Lot 132 93 69 111 30 64
Total long-term assets under management or
SUPETVISION ..ottt ettt sr e ennene 491 408 364 455 382 354
Institutional money markets/liquidity .........cccccvreververienirennnne 68 49 33 57 39 33
Retail money markets..........ccoeeuevierienieneeeee e 31 35 46 33 40 49
Total money markets ..........cocevvereeeieecienienieeee e 99 84 79 90 79 82
Total assets under management or supervision.............. 590 492 443 545 461 436



At November 30, Average for

Fiscal Fiscal Fiscal
2007 2006 2005 2007 2006 2005

(dollars in billions)

TOtal ............................................................................... $ 597 $ 496 $ 443 $ 551 $ 461 $ 436

Equlty ...................................................................................... $ 265 $ 239 $ 218 $ 256 $ 228 $ 207
FiXed INCOME .......oviiiiiiiiieiieieiees e 102 94 91 97 91 96
Money mMarket .........coooieiiriiiiieeeee e 99 84 79 90 79 82
AIEINAtIVES(3).cuveereeeieeieeiesieere et ete et e e e sreereereseesaeesseenseens 109 61 43 ]7 50 40
Subtotal .......................................................................... 575 478 431 530 448 425
UNIE EIUSES c.eveeeeeieeeetetetee ettt 15 14 12 15 13 11
Total assets under management or supervision.............. 590 492 443 545 461 436
Share of minority interest assets(2).........ccevververrverenenne. 7 4 . 6 _ _
TOtal ............................................................................... $ 597 $ 496 $ 443 $ 551 $ 461 $ 436

(1)  Americas Intermediary channel primarily represents client flows through defined contribution, insurance and bank trust platforms.

(2)  Amounts represent Asset Management’s proportional share of assets managed by entities in which it owns a minority interest.

(3) The alternatives asset class includes a range of investment products, such as real estate funds, hedge funds, private equity funds, funds of hedge funds and funds
of private equity funds.

Activity in Asset Management’s assets under management or supervision during fiscal 2007 and fiscal 2006 were as follows:

Fiscal Fiscal
2007 2006

(dollars in billions)

Balance at beginning of period ................cooooiiiiiiiiiniiii e $ 496 $ 443

Net flows by distribution channel:

Americas Retail Morgan Stanley brand............ccoccovienieiieiiniineneee. 4) 9)
Americas Retail Van Kampen brand .............ccccooeveviiviiciiiviiiiiieeiees o @)
Americas Intermediary(1)......ccoeceeierieniieriee et 4 8
U.S. InStEUtIONAL....c.eeeiiiiiciiriiiciiec et 3 (13)
NON-U.S. s 22 6
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Fiscal Fiscal
2007 2006

(dollars in billions)

Net inflows/(outflows) excluding money markets .............ccc........ 25 (10)

Money market net flows:

INSHIUtIONAL ..o e 15 13
RELATL ... (5) (12)
Total money market net flows..........cceceeiereienininciccceeeee 10 1
Market appreciation/Other ...........coooveiiiiiiieriee e 56 58
TOtal NEE INCIEASE «..cuveuveiiiieiieiieieterte ettt ettt 91 49
ACGUISTEIONS ..eetieiiteieeee ettt ettt ettt et et e et e ee st eeneesae e te et e eneeeneesseennean 7 o
Net increase in share of minority interest assets(2).......ccevvereervercrercvereeneennens 3 4
Balance at end of Period...............ccooiiiiiiiiiiiiiiii e $ 597§ 496

(1)  Americas Intermediary channel primarily represents client flows through defined contribution, insurance and bank trust platforms.
(2) Amount represents Asset Management’s proportional share of assets managed by entities in which it owns a minority interest.

Net inflows (excluding money markets) in fiscal 2007 were primarily associated with positive flows from non-U.S. clients.
Money market net flows for fiscal 2007 were primarily associated with positive flows into institutional liquidity assets,
partially offset by outflows from certain money market funds that were impacted by the growth of Global Wealth
Management Group’s bank deposit program.

Other. Other revenues increased 188% in fiscal 2007 primarily due to revenues associated with Lansdowne Partners
(“Lansdowne”), a London-based investment manager, and Avenue Capital Group (“Avenue”), a New York-based investment
manager, which the Company acquired minority stakes in the fourth quarter of fiscal 2006 (see Note 23 to the consolidated
financial statements). Other revenues remained flat in fiscal 2006.

Non-Interest Expenses. Non-interest expenses increased 55% in fiscal 2007, primarily reflecting an increase in
compensation and benefits expense. Compensation and benefits expense increased 81% in fiscal 2007, primarily reflecting
higher incentive-based compensation accruals due to higher net revenues. The increase in fiscal 2007 was also due to
expenses associated with certain employee deferred compensation plans, partially offset by Asset Management’s share ($20
million) of the incremental compensation expense related to equity awards to retirement-eligible employees that was recorded
in the first quarter of fiscal 2006 (see Note 2 to the consolidated financial statements). Excluding compensation and benefits
expense, non-interest expenses increased 24%. Occupancy and equipment expenses increased 29% primarily due to higher
rental costs associated with business growth. Brokerage, clearing and exchange fees increased 10% primarily due to
increased fee sharing, increased assets under management and higher commission expenses associated with the launching of
new products. These increases were offset by a decrease in the deferred commission amortization. Information processing
and communications expense increased 21% primarily due to higher licensing fees associated with the acquisition of
FrontPoint. Professional services expense increased 47% primarily due to higher sub-advisory fees related to the acquisition
of FrontPoint. Other expenses increased 47% primarily due to an insurance reimbursement received in fiscal 2006 related to
certain legal matters and an increase in other miscellaneous expenses.

Non-interest expenses increased 19% in fiscal 2006. Fiscal 2005 included a reduction in non-interest expenses from Asset
Management’s share ($43 million) of the insurance settlement related to the events of September 11, 2001 (see Note 25 to the
consolidated financial statements). Compensation and benefits expense increased 37% in fiscal 2006, primarily reflecting
higher incentive-based compensation costs as well as the impact of new hires. In addition, fiscal 2006 included Asset
Management’s share ($20 million) of the incremental compensation expense related to equity awards to retirement-eligible
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employees (see Note 2 to the consolidated financial statements), while fiscal 2005 included Asset Management’s share ($41
million) of the costs associated with senior management changes (see “Other Matters—Senior Management Compensation
Charges” herein). Excluding compensation and benefits expense and the insurance settlement, non-interest expenses were
unchanged. Brokerage, clearing and exchange fees decreased 14%, primarily reflecting lower amortization expense
associated with certain open-ended funds. The decrease in amortization expense reflected a lower level of deferred costs in
recent periods due to a decrease in sales of certain open-ended funds. Marketing and business development expense increased
11% primarily due to higher advertising and marketing costs.
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Impact of Credit Market Events.
Overview.

The Company recorded $9.4 billion in mortgage-related writedowns in the fourth quarter of fiscal 2007 resulting from an
unfavorable subprime mortgage-related trading strategy and the continued deterioration and lack of market liquidity for
subprime and other mortgage-related instruments. Included in the $9.4 billion were writedowns of $7.8 billion related to U.S.
subprime trading positions, principally super senior derivative positions in CDOs. These derivative positions were entered
into primarily by the Company’s proprietary trading group (see “U.S. ABS CDO Exposures”™). As the credit markets in
general, and the mortgage markets in particular, declined dramatically in the fourth quarter, increases in the implied
cumulative losses in the subprime mortgage market, coupled with the illiquid nature of the Company’s trading positions, led
to a significant deterioration in value in its subprime-related trading positions. A summary of the Company’s U.S. subprime
trading positions, writedowns and remaining net exposures is further detailed in the table on page 53 and is discussed in
“U.S. Subprime Mortgage-Related Exposures” herein.

The $9.4 billion of fourth quarter writedowns also included an impairment charge of $437 million related to mortgage-related
securities portfolios in the Company’s domestic subsidiary banks (see “Subsidiary Banks” herein) and $1.2 billion related to
CMBS, ALT-A (a residential mortgage loan categorization that falls between prime and subprime) and other loans, conduit
and non-performing loans and European non-conforming loans. The Company continues to have exposure to these markets
and instruments, and, as market conditions continue to evolve, the fair value of these other mortgage-related instruments
could further deteriorate.

The valuation methodology used for these instruments incorporated a variety of inputs, including prices observed from the
execution of a limited number of trades in the marketplace; ABX and similar indices that track the performance of a series of
credit default swaps based on subprime mortgages; and other market information, including data on remittances received and
updated cumulative loss data on the underlying mortgages. For a further discussion of the Company’s risk management
policies and procedures see “Quantitative and Qualitative Disclosures about Market Risk—Risk Management” in Part 11,
Item 7A.

For further discussion regarding the Company’s involvement with other U.S. subprime-related activities, see “Special
Purpose Entities and Variable Interest Entities” and “Other Exposures to Subprime Lenders.”

The results for fiscal 2007 also included losses of approximately $700 million primarily recorded in the third quarter of fiscal
2007 that reflected mark-to-market valuations associated with loans and loan commitments largely related to acquisition
financing to non-investment grade companies. The losses included markdowns of leveraged loan commitments associated
with acquisition financing transactions that were accepted by the borrower but not yet closed. These losses were primarily
related to the illiquid market conditions that existed during the second half of fiscal 2007. The valuation of these
commitments could change in future periods depending on, among other things, the extent that they are renegotiated or
repriced or the associated acquisition transaction does not occur. In addition, the Company’s leveraged finance business
originates and distributes loans and commitments, and intends to distribute its current positions; however, this could take
longer than in the past and is dependent on liquidity re-entering the market. Subsequent to November 30, 2007, there has
been further widening in credit spreads for non-investment grade loans that, if sustained, will result in additional writedowns
for these loans and commitments. For further information about the Company’s corporate lending activities, see Item 7A,
“Quantitative and Qualitative Disclosures about Market Risk—Credit Risk.”

The Company also recognized losses of $129 million in the fourth quarter of fiscal 2007 related to structured investment
vehicles (see “Structured Investment Vehicles” herein).

U.S. Subprime Mortgage-Related Exposures.

The Company’s U.S. subprime mortgage-related trading positions consist of those related to U.S. ABS CDOs and other
mortgage-related exposures arising from investments in subprime loans, from asset-backed securities that, in whole or in part,
are backed by subprime mortgage loans, and from derivatives referencing subprime mortgages or subprime mortgage-backed
securities.

Subprime mortgages are loans secured by real property made to a borrower (or borrowers) with a diminished or impaired
credit rating or with a limited credit history. A borrower’s credit history is reflected in his credit report and routinely
converted into a numerical credit score often referred to as a Fair Isaac Corporation (or “FICO”) score. Generally, a loan
made to a borrower with a low FICO score or other credit score has historically been considered as subprime. Loans to
borrowers with higher FICO scores may be subprime if the loan exhibits other high-risk factors. Such risk factors may
include loans where: (a) the loan has a high loan-to-value ratio or combined loan-to-value ratios; (b) the borrower has
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reduced or limited income documentation; (¢) the borrower has a high debt-to-income ratio; (d) the occupancy type for the
loan is other than the borrower’s primary residence. There are many other risk factors, including borrowers who have
purchased multiple properties or have taken previous equity withdrawal (cash out) refinancings within the last 12 to 24 month
period, non-arm’s length purchase transactions and unsupported or high-risk collateral properties, among others. Subprime
mortgage-related securities are those securities that derive a significant portion of their value from subprime loans.

U.S. ABS CDO Exposures.

The Company purchases interests in and enters into derivatives with ABS CDOs. CDOs provide credit risk exposure to a
portfolio of asset-backed securities (“cash CDOs”) or a reference portfolio of securities (“synthetic CDOs”). The underlying
or reference portfolios consist primarily of residential mortgage-backed securities. The CDOs to which the Company has
exposure are primarily structured and underwritten by third parties, although the Company also structures and underwrites
CDOs, for which it receives structuring and/or distribution fees, and does from time to time retain interests in such CDOs.

The Company’s primary exposure to ABS CDOs is to synthetic CDOs that hold or are referenced to collateral with ratings of
BBB+, BBB or BBB- (“mezzanine CDOs”). The majority of the Company’s writedowns in the fourth quarter related to super
senior credit default swaps referencing such mezzanine CDOs that were entered into primarily by the Company’s proprietary
trading group. Under these credit default swap arrangements, the Company can be required to make payments in the event
that securities in the referenced portfolios default or experience other credit events such as rating agency downgrades. (The
characterization of these credit default swaps as “super senior” derives from their seniority in the capital structure of the
synthetic CDO.) The Company also has exposure to ABS CDOs via other types of credit default swaps, direct investments in
CDO securities, and retained interests in CDOs that the Company has underwritten. In determining the fair value of the
Company’s ABS CDO-related instruments the Company took into consideration prices observed from the execution of a
limited number of transactions and data for relevant benchmark instruments in synthetic subprime markets. Despite the fact
that actual defaults on swap obligations have not yet been realized, the fair value of such positions has experienced
significant declines, as a result of a deterioration of value in the benchmark instruments as well as market developments.
These losses, as well as the Company’s net CDO exposures, are quantified in the U.S. subprime-related exposures table
below.

Other U.S. Subprime Mortgage-Related Exposures.

The Company also has exposure to the U.S. subprime mortgage market via investments in subprime mortgage loans and ABS
that are backed in whole or in part by subprime mortgage loans and via derivatives referencing subprime mortgages or
subprime mortgage-backed securities. With respect to whole loans, the Company purchases pools of mortgage loans from
third-party originators and also originates mortgage loans through its retail, wholesale and conduit channels and typically
disposes of such loans by securitizing them. The Company typically retains certain lower-rated securities of such
securitizations, often referred to as residual tranche securities. The Company’s other subprime mortgage-related trading
exposures are quantified in the table below.

The Company’s interests in U.S. subprime-related exposures are carried at fair value with changes recognized in earnings.

The following table provides a summary of the Company’s direct U.S. subprime trading exposures (excluding amounts
related to mortgage-related securities portfolios in the Company’s domestic subsidiary banks (see “Subsidiary Banks”
herein)) as of and for the fiscal year ended November 30, 2007. The Company utilizes various methods of evaluating risk in
its trading and other portfolios, including monitoring Net Exposure. Net Exposure is defined as potential loss to the Company
over a period of time in an event of 100% default of the referenced loan, assuming zero recovery. The value of these
positions remains subject to mark-to-market volatility. Positive net exposure amounts indicate potential loss (long position) in
a default scenario. Negative net exposure amounts indicate potential gain (short position) in a default scenario. Net Exposure
does not take into consideration the risk of counterparty default. See “Quantitative and Qualitative Disclosures about Market
Risk—Credit Risk” in Part II, Item 7A for a further description of how credit risk is monitored. Actual losses could exceed
the amount of Net Exposure.
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November 30, 2007

Profit
Statement and
of (Loss) Profit and
Financial Three (Loss) Net
Condition Months 12 Months Exposure
11/30/07(1) Ended Ended 11/30/07

(dollars in billions)

Super Senior Derivative Exposure:

MEZZANINE.......c.ervenieiirieieiirteieienteeee ettt sttt $ 87 $ (11) $ 9.3) $ 39
(01D 10 2t |1 F: 3 (<Ta [ (€ ) USSP (0.1) (0.1 (0.1 0.1
Total ABS CDO super senior derivative eXpOSULE ..........cuervereerveereeeeenns $ 88) $ (72) $ 9.4) $ 4.0
Other CDO Exposure:

ABS CDO CDS ..ottt sttt $ 27 8 13§ 23§ (1.5)
ABS CDO DONAS.....cvemreieiinieiirieieinieieienetee ettt 1.1 (0.5) (0.8) 1.1
Total other CDO EXPOSULE.......ccueeriieiieiieieetiesteesteeie e eee e seee e eseeeeeens $ 38 0.8 15 (0.4)
Subtotal ABS CDO-related eXposure(2)........cccvevveecveevenvenieeseeneeeneesnenees $ (5.0) $ (64) $ (7.9) $ 36

U.S. Subprime Mortgage-Related Exposure:

LOANS ... e $ 06 $ (0.1) $ 0.2) $ 0.6
Total 1ate-Of-TtUIN SWAPS.....ceevieriieiieiieieeieseee e ere e seesreesreeseesreens o o 0.1 o
ABS DONAS ...t 27 2.9) (3.8) 27
ABS CDS ..ttt 78 16 50 (5.1)
Subtotal U.S. subprime mortgage-related exXposure...........ccceveeveeereeenennne. $ 1.1 S (14) $ 11 s (1.8)
Total U.S. subprime trading eXpOSULE ..........ceevverreerieereeeieesieseeneeneeeeens $ 61 $ (7.8) $ 6.8) $ 18
(1) Statement of financial condition amounts are presented on a net asset/liability basis and do not take into account any netting of cash collateral against these

(@)

(3)

positions. In addition, these amounts reflect counterparty netting to the extent that there are positions with the same counterparty that are subprime-related; they
do not reflect any counterparty netting to the extent that there are positions with the same counterparty that are not subprime related. The $6.1 billion is reflected
in the Company’s consolidated statement of financial condition as follows: Financial instruments owned of $15.3 billion and Financial instruments sold, not yet
purchased of $9.2 billion.

In determining the fair value of the Company’s ABS super senior CDO-related exposures the Company took into consideration prices observed from the
execution of a limited number of transactions and data for relevant benchmark instruments in synthetic subprime markets. Deterioration of value in the
benchmark instruments as well as market developments have led to significant declines in the estimates of fair value. These declines reflected increased implied
losses across this portfolio. These implied loss levels are consistent with losses in the range between 13% — 20% implied by the ABX indices. These cumulative
loss levels, at a severity rate of 50%, imply defaults in the range of 43% — 50% for 2005 and 2006 outstanding mortgages.

Refers to CDOs where the collateral is comprised entirely of another CDO security.

Subsidiary Banks.

The securities portfolios of Morgan Stanley Bank (Utah) and Morgan Stanley Trust FSB (collectively, the “subsidiary
banks”) include certain subprime-related securities. The portfolios contain no subprime whole loans, subprime residuals or
CDOs.
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At November 30, 2007, the securities portfolios totaled $9.9 billion consisting primarily of AAA-rated ABS and residential
mortgage-backed securities. Of the total amount, $5.5 billion were subprime mortgage-related securities.

The securities in the subsidiary domestic banks’ portfolios were previously classified as securities available for sale in
accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities” (“SFAS No. 115”). In
the fourth quarter of fiscal 2007, the Company determined that it no longer intends to hold these securities until the fair value
of the securities recovers to a level that exceeds their initial cost. Accordingly, the Company recorded an other-than-
temporary impairment charge of $437 million in Principal transactions-trading revenues in the consolidated statement of
income on its portfolio of securities available for sale in the fourth quarter of fiscal 2007 and reclassified the portfolios to
Financial instruments owned in the consolidated statement of financial condition effective November 30, 2007.

Special Purpose Entities and Variable Interest Entities.

The Company’s involvement with special purpose entities (“SPEs”) and variable interest entities (““VIEs”) is discussed in
Note 5 to the consolidated financial statements and “Critical Accounting Policies—Special Purpose Entities” herein. In
relation to subprime loans and subprime-backed securities, the Company’s involvement with SPEs/VIEs consists primarily of
the following:

+ Engaging in securitization activities related to subprime loans and subprime-backed securities;
+ Acting as an underwriter of beneficial interests issued by securitization vehicles;
+ Transferring whole loans into SPEs/VIEs;

* Holding one or more classes of securities issued by such securitization vehicles (including residual tranche
securities) and possibly entering into derivative agreements with such securitization vehicles;

* Purchasing and selling (in both a market-making and a proprietary-trading capacity) subprime-backed securities
issued by SPEs/VIEs, whether such vehicles are sponsored by the Company or not;

+ Entering into derivative transactions with SPEs/VIEs (not sponsored by the Company) that hold subprime-related
assets;

* Providing warehouse financing to CDOs and collateralized loan obligations (“CLOs”);

+ Entering into derivative agreements with non-SPE/VIEs, whose value is derived from securities issued by
SPEs/VIEs;

» Servicing assets held by SPEs/VIEs or holding servicing rights related to assets held by SPEs/VIEs that are serviced
by others under subservicing arrangements;

+ Serving as an asset manager to various investment funds that may invest in securities that are backed, in whole or in
part, by subprime loans.

Other Exposures to Subprime Lenders.

The Company provides warehouse financing to entities collateralized by residential mortgage loans. Under these lines of
credit arrangements, the Company requires those entities to provide collateral in excess of the monies advanced. The
Company values the collateral on a regular basis to ensure that the value of the collateral exceeds the value of the monies
advanced in accordance with the collateral agreements. The Company does not carry amounts lent under such arrangements
at fair value but instead carries such amounts at amortized cost. In addition, the Company does not fair value its commitments
under such arrangements. The Company evaluates its exposure and any potential impairment under such arrangements,
whether funded or committed, in accordance with SFAS No. 5, “Accounting for Contingencies” (“SFAS No. 57).

In addition, the Company had entered into derivative and lending arrangements with a third-party-sponsored commercial
paper conduit that provides warehouse financing to subprime lenders, where such derivative and lending arrangements are
linked to the performance of the conduit’s loans to the subprime lenders. At November 30, 2007, exposure related to these
arrangements was approximately $300 million. These arrangements were satisfactorily settled and terminated in December
2007. The Company had no further subprime-related commitments to the third-party-sponsored commercial paper conduit as
of November 30, 2007. The Company does not sponsor any commercial paper conduits.
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Structured Investment Vehicles.

Structured investment vehicles (“SIVs”) are unconsolidated entities that issue various capital notes and debt instruments to
fund the purchase of assets. While the Company does not sponsor or serve as asset manager to any unconsolidated SIVs, the
Company does serve as investment advisor to certain unconsolidated money market funds (“the Funds”) that have
investments in securities issued by SIVs. In 2007, widespread illiquidity in the commercial paper market led to market value
declines and rating agency downgrades of many securities issued by SIVs, some of which were held by the Funds. As a
result, the Company purchased approximately $900 million of such securities from the Funds during the year at amortized
cost, which resulted in losses to the Company of $129 million. The carrying value of the purchased securities still held by the
Company as of November 30, 2007 was $543 million. Such positions are reflected at fair value, and presented in Financial
instruments owned—Corporate and other debt in the consolidated statement of financial condition. Subsequent to
November 30, 2007, the Company purchased approximately $160 million of additional securities from the Funds and
recorded losses of approximately $40 million on these securities. The Company was not obligated to purchase any of these
securities and has no obligation to purchase any additional securities from the Funds in the future. The Funds continue to
have investment in securities issued by SIVs, with an aggregate face value of $8.2 billion as of November 30, 2007 ($5.4
billion as of January 18, 2008.) These securities have been issued by SIVs that are predominately bank-sponsored, and meet
the requirements and investment criteria to continue to be held by the Funds.

Monoline Insurers.

Monoline insurers (“Monolines”) provide credit enhancement to capital markets transactions. The current credit environment
severely affected the capacity of such financial guarantors. The Company’s exposure to Monolines is limited to bonds that
are insured by Monolines and as counterparties to derivative contracts. The aggregate direct exposure to Monolines at
November 30, 2007 was $3.7 billion primarily including ABS bonds of $1.5 billion in the Subsidiary Banks’ portfolio (see
“Subsidiary Banks”) that are collateralized by first and second lien subprime mortgages enhanced by financial guarantees,
$1.3 billion in insurance municipal bond securities and $800 million in net counterparty exposure.
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Other Matters.

The following matters are discussed in the Company’s notes to the consolidated financial statements. For further information
on these matters, please see the applicable note:

Note

Accounting Developments:

Limited PaArtHErSHIDS .........c.ocoueeeeeeeeieeceeeeeeste sttt et eteseaestae st e seeseenaesaeesstenseenseenseanseenseesaeseenseensesnsennes 2
Accounting for Certain Hybrid Financial INSIFUMENLS .............ccceouereieioerieiieeeieese et b
Accounting for Servicing Of FiANCIAL ASSELS ...........c.ccvueeieeeerieeeiesieeciiecieetesieeseesseesseesessesseesseessesssenns 2
Accounting for Uncertainty in INCOME TAXES ...........ccoocoueeieeeerieiieseeieeeeeesee sttt st s enee e ens 7
Fair Valte MEASUFEMENLS ..........cc.ceueiieieiiesiiieeie ettt ettt st b ettt et sae bttt e e enees 2
EMPIOYee BEREIt PIANS ...........ccueeiueeeieeee ettt e e et s et e st etesaeseesste st eseenseensesnaeesaesseenseensesnsennes 2
FQIT VAIUE OPTION ..ottt ettt ettt e tve e sete et e e s tae e s st e e s sae e sbeeesbeensseesaseesssaessseensseensseensss b
Offsetting of Amounts Related to Certain COMIFACLS ............ccoeoueecveseeeieeiieeieseeseeseesseesseseeseesseenseeseens 2
Investment COMPANY ACCOUNLING ..........cocueeeerieiieeieeeeeeette ettt ettt sate st ettt eaeeeseeaseesbeeseeeeeneeenes 7
Dividends on Share-Based Payment AWAFAS ..............ccocceecuerieereeseeeeeeeieseesieesseessessessessesssesseessesssesnes 2
BuSiness COMDINALIONS ..........cceeiueeiieieeeeet ettt ettt ettt et et s e et e bttt eaeeeneeese e beeseeneeeneeenes D)
INONCONIFOIIING TNIEFOSES ...ttt ettt ettt sttt ettt st e bt e bt et e aesaeesae b
TAX IMIATERTS ...ttt ettt e s et e s et e st e s bt e s bt e e e bt e e sa b e e sbt e e eabeesbteesabeesateesbneesnteesaneenanee 20
Discontinued OPerations...............ccooiiiiiiiiiiiiiiie ettt e e sb e e et e e bt e e bte s be e e it e s beeenaeeeane 22
Business and Other Acquisitions and Dispositions and Sale of Minority Interest................................... 23
Staff Accounting Bulletin INO. 108 ............coooiiiiiiii et s etee s baesbeesbaeennee s 24
InSurance SettIEMENL ..............c.oooiiiiiiiii ettt ettt ettt ettt e e st e eneeeneenean 25
Lease AQJUSTIMENL ............cooiiiiiiiiiiieiieeie ettt ettt e st et e s bt e sttt e st e esateesabeessbeesabeesnseesssaensseesaseensseesnseennses 26

Stock-Based Compensation.

The Company early adopted SFAS No. 123R, “Share-Based Payment” (“SFAS No. 123R”) using the modified prospective
approach as of December 1, 2004. For further information on SFAS No. 123R, see Note 2 to the consolidated financial
statements.

Additionally, based on interpretive guidance related to SFAS No. 123R in the first quarter of fiscal 2006, the Company
changed its accounting policy for expensing the cost of anticipated fiscal 2006 year-end equity awards that were granted to
retirement-eligible employees in the first quarter of fiscal 2007. Effective December 1, 2005, the Company accrues the
estimated cost of these awards over the course of the current fiscal year rather than expensing the awards on the date of grant.

As a result, fiscal 2006 stock-based compensation expense primarily included the following costs:
+ amortization of fiscal 2003 year-end awards;

+ amortization of fiscal 2004 year-end awards;
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» amortization of fiscal 2005 year-end awards to non-retirement eligible employees;

+ the full cost of fiscal 2005 year-end awards to retirement eligible employees (made in December 2005); and

+ the full cost of fiscal 2006 year-end awards to retirement eligible employees (made in December 2006).
Fiscal 2007 stock-based compensation expense primarily included the following costs:

+ amortization of fiscal 2004 year-end awards;

+ amortization of fiscal 2005 year-end awards to non-retirement eligible employees;

» amortization of fiscal 2006 year-end awards to non-retirement eligible employees; and

+ the full cost of fiscal 2007 year-end awards to retirement eligible employees (made in December 2007).

Fiscal 2003 and fiscal 2004 year-end awards are generally amortized over three and four years, while fiscal 2005 and fiscal
2006 year-end awards are generally amortized over two and three years.

Senior Management Compensation Charges.

Compensation and benefits expense in fiscal 2005 included charges for certain members of senior management related to
severance and new hires, which increased non-interest expenses by approximately $282 million. These compensation charges
were allocated to the Company’s business segments as follows: Institutional Securities ($193 million), Global Wealth
Management Group ($48 million) and Asset Management ($41 million).

Coleman Litigation.

In May 2003, Coleman (Parent) Holdings Inc. (“CPH”) filed a complaint against Morgan Stanley in the Circuit Court of the
Fifteenth Judicial Circuit for Palm Beach County, Florida relating to the 1998 merger between The Coleman Company, Inc.
and Sunbeam, Inc. In June 2005, the trial court issued a final judgment in favor of CPH in the amount of $1,578 million,
which included prejudgment interest and excluded certain payments received by CPH in settlement of related claims against
others. In June 2005, Morgan Stanley filed a notice of appeal with the District Court of Appeal for the Fourth District of
Florida (the “Court of Appeal”) and posted a supersedeas bond, which automatically stayed execution of the judgment
pending appeal.

In March 2007, the Court of Appeal issued an opinion reversing the trial court’s award for compensatory and punitive
damages and remanding the matter to the trial court for entry of judgment for Morgan Stanley. In June 2007, the Court of
Appeal’s opinion became final when the Court of Appeal issued an order denying CPH’s motions for rehearing, rehearing en
banc and for certification of certain questions for review by the Florida Supreme Court (the “Supreme Court”). In June 2007,
the trial court issued an order cancelling the supersedeas bond that Morgan Stanley had posted. In July 2007, CPH filed a
petition with the Supreme Court asking that court to review the Court of Appeal’s decision (‘“Petition for Review”). On
December 12, 2007, the Supreme Court issued an order denying CPH’s Petition for Review.

The Company believes, after consultation with outside counsel, that the Supreme Court’s decision to deny the Petition for
Review has effectively ended CPH’s civil claim against the Company. Effective November 30, 2007, the Company reversed
the $360 million reserve previously established for the Coleman litigation under SFAS No. 5.

Defined Benefit Pension and Other Postretirement Plans.

Contributions. The Company made contributions of $131 million and $84 million (excluding $30 million in fiscal 2006
relating to DFS and Quilter) to its U.S. and non-U.S. defined benefit pension plans in fiscal 2007 and fiscal 2006,
respectively. These contributions were funded with cash from operations.

The Company determines the amount of its pension contributions to its funded plans by considering several factors including
the level of plan assets relative to plan liabilities, expected plan liquidity needs and expected future contribution
requirements. The Company’s policy is to fund at least the amounts sufficient to meet minimum funding requirements under
applicable employee benefit and tax regulations (for example in the U.S., the minimum required contribution under the
Employee Retirement Income Security Act of 1974, or “ERISA”). At November 30, 2007, there were no minimum required
ERISA contributions for the Company’s U.S. pension plan that is qualified under Section 401(a) of the Internal Revenue
Code (the “U.S. Qualified Plan”). Liabilities for benefits payable under certain postretirement and unfunded supplementary
plans are accrued by the Company and are funded when paid to the beneficiaries.
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Expense. In accordance with U.S. GAAP, the Company recognizes the compensation cost of an employee’s pension
benefits (including prior-service cost) over the employee’s estimated service period. This process involves making certain
estimates and assumptions, including the discount rate and the expected long-term rate of return on plan assets.

The assumed discount rate, which is intended to reflect the rates at which pension benefits could be effectively settled, is used
to measure the projected and accumulated benefit obligations and to calculate the service cost and interest cost. For fiscal
2007, the assumed discount rate for all U.S. plans was selected by the Company, in consultation with its independent
actuaries, using a pension discount yield curve based on the characteristics of the U.S. Qualified Plan liabilities. The pension
discount yield curve represents spot discount yields based on duration implicit in a representative broad based Aa corporate
bond universe of high-quality fixed income investments. It includes only bonds of reasonable issue size and excludes certain
types of bonds, such as callable bonds. As of November 30, 2007, the Company’s U.S. Qualified Plan represented 82% of the
total liabilities of its U.S. pension and postretirement plans combined. The assumed discount rate for the defined benefit
portion of its U.K. pension plan was selected by the Company using a pension discount yield curve based on the
characteristics of the U.K. defined benefit pension liabilities. As of November 30, 2007, the defined benefit portion of the
Company’s U.K. pension plan represented 59% of the total liabilities of its non-U.S. pension plans combined. For all other
non-U.S. pension plans, the Company set the assumed discount rates based on the nature of liabilities, local economic
environments and available bond indices.

The expected long-term rate of return on assets represents the Company’s best estimate of the long-term return on plan assets
and generally was estimated by adjusting the previous year’s rate by the difference in the weighted average return of the
underlying long-term expected returns on the different asset classes, based on the target asset allocations, taking into
consideration estimated expenses and the benefits of diversification and rebalancing the portfolio. This rate is expected to
remain the same from one year to the next unless there is a significant change in the target asset allocation, the fees and
expenses paid by the plan or market conditions.

As of November 30, 2007, the Company’s U.S. Qualified Plan represented 90% of the total assets of its U.S. and non-U.S.
pension plans combined. The Company, in consultation with its independent investment consultants and actuaries,
determined the expected long-term rate of return on its U.S. Qualified Plan assets would remain at 6.75% for fiscal 2007 (see
Note 19 to the consolidated financial statements). There was no significant change in the fees paid by the plan or the
underlying market outlook since September 2006. To better align the duration of plan assets with the duration of plan
liabilities, in May 2007, the U.S. Qualified Plan’s target asset allocation policy was changed from 45%/55% equity/fixed
income to 30%/70% equity/fixed income. The effects of this change will be reflected in fiscal 2008, and the impact is not
expected to be material to the Company’s consolidated results of operations. The preliminary expected long-term rate of
return on U.S. Qualified Plan assets is 6.50% for fiscal 2008.

The Company’s expected long-term rate of return on assets for its U.S. Qualified Plan was based on the following target asset
allocation:

Target Investment Expected Annual
Mix Return(1)

Domestic equity:

Large capitalization ..........ccceceeieierieninineniereecieie st e 12% 8.1%

Small capitaliZation ...........ccouerieiiriiiriiieeeee e 30 8.4%
International €QUILY ........ccceerieirinieirinctreete et 15% 8.4%
Fixed income:

Long-term government/Corporate..........ooereeuerierierierienenieeeeeeienieneennenne 70% 5.4%

(1)  These returns do not include the impact of diversification on the overall expected portfolio return.
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Each year, the Company compares its initial estimate of the expected long-term rate of return on assets for the U.S. Qualified
Plan (and adjusts, if necessary) with a portfolio return calculator model (the “Portfolio Model”) that produces a range of
expected returns for the portfolio. Return assumptions used are forward-looking gross returns that are not developed solely by
an examination of historical returns. The Portfolio Model begins with the current U.S. Treasury yield curve, recognizing that
expected returns on bonds are heavily influenced by the current level of yields. Corporate bond spreads and equity risk
premiums, based on current market conditions, are then added to develop the return expectations for each asset class. The
resulting expected portfolio investment is then adjusted downward to reflect an assumed load for expenses, which include
investment and transaction fees that typically are paid from plan assets, added to the cost basis or subtracted from sale
proceeds, as well as administrative expenses paid from plan assets.

The Company uses the expected long-term rate of return on plan assets to compute the expected return on assets component
of pension expense. For the U.S. Qualified Plan, expected returns are computed based on a market-related value of assets.
The market-related value of assets is a smoothed actuarial value of assets equal to a moving average of market values in
which investment income is recognized over a five-year period. The market-related value of assets must be no greater than
120% and no less than 80% of the market value of assets. Investment income equal to the expected return on the plan’s assets
as calculated for the prior year’s expense is recognized immediately. Any difference between the actual investment income
(on a market-value basis) and the expected return is recognized over a five-year period in accordance with SFAS No. 87,
“Employers’ Accounting for Pensions” (“SFAS No. 877).

Other assumptions, including mortality rates, long-term salary growth and employee turnover rates, are set by the Company
in consultation with its independent actuaries. These assumptions are tested every year by monitoring gains and losses,
performing assumption studies as needed, and monitoring Company objectives and actuarial trends. These assumptions are
adjusted whenever necessary.

The Company amortizes (as a component of pension expense) unrecognized net gains and losses over the average future
service of active participants (5 to 20 years depending upon the plan) to the extent that the gain/loss exceeds 10% of the
greater of the projected benefit obligation or the market-related value of plan assets. The loss amortization component for the
U.S. and the non-U.S. pension plans was $41 million for fiscal 2007 (28% of pension expense) and $51 million for fiscal
2006 (32% of pension expense).

Impact of SFAS No. 158. In September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements
No. 87, 88, 106, and 132(R)” (“SFAS No. 158”). Among other items, SFAS No. 158 required recognition of the overfunded
or underfunded status of the Company’s defined benefit and postretirement plans as an asset or liability in the consolidated
financial statements for the fiscal year ending November 30, 2007. The Company recorded an after-tax charge of $208
million ($347 million pre-tax) to Shareholders’ equity upon the adoption of this requirement. SFAS No. 158 also requires the
measurement of defined benefit and postretirement plan assets and obligations as of the end of the fiscal year. SFAS

No. 158’s requirement to use the fiscal year-end date as the measurement date is effective for fiscal years ending after
December 15, 2008. The Company expects to early adopt a fiscal year-end measurement date for its fiscal year ending
November 30, 2008 and currently expects to record an after-tax charge of approximately $15 million to Shareholders’ equity
upon adoption.
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Critical Accounting Policies.

The Company’s consolidated financial statements are prepared in accordance with U.S. GAAP, which requires the Company
to make estimates and assumptions (see Note 1 to the consolidated financial statements). The Company believes that of its
accounting policies (see Note 2 to the consolidated financial statements), the following may involve a higher degree of
judgment and complexity.

Fair Value.

Financial Instruments Measured at Fair Value. A significant number of the Company’s financial instruments are carried
at fair value with changes in fair value recognized in earnings each period. The Company makes estimates regarding
valuation of assets and liabilities measured at fair value in preparing the consolidated financial statements. These assets and
liabilities include:

+ Financial instruments owned and Financial instruments sold, not yet purchased;
 Securities received as collateral and Obligation to return securities received as collateral;
+ Certain Commercial paper and other short-term borrowings, primarily structured notes;

» Certain Deposits;

* Other secured financings; and

+ Certain Long-term borrowings, primarily structured debt.

Fair Value Measurement—Definition and Hierarchy. The Company adopted the provisions of SFAS No. 157, effective
December 1, 2006. SFAS No. 157 defines fair value as the price that would be received to sell an asset or paid to transfer a
liability (i.e., the “exit price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Company uses various valuation approaches, including market, income and/or cost approaches.
SFAS No. 157 establishes a hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and
minimizes the use of unobservable inputs by requiring that the observable inputs be used when available. Observable inputs
are inputs that market participants would use in pricing the asset or liability developed based on market data obtained from
sources independent of the Company. Unobservable inputs are inputs that reflect the Company’s assumptions about the
assumptions market participants would use in pricing the asset or liability developed based on the best information available
in the circumstances. The hierarchy is broken down into three levels based on the reliability of inputs as follows:

+ Level 1—Valuations based on quoted prices in active markets for identical assets or liabilities that the Company has
the ability to access. Valuation adjustments and block discounts are not applied to Level 1 instruments. Since
valuations are based on quoted prices that are readily and regularly available in an active market, valuation of these
products does not entail a significant degree of judgment.

Assets and liabilities utilizing Level 1 inputs include exchange-traded equity securities and listed derivatives that are
actively traded, most U.S. Government securities and certain other sovereign government obligations.

* Level 2—Valuations based on quoted prices in markets that are not active or for which all significant inputs are
observable, directly or indirectly.

Assets and liabilities utilizing Level 2 inputs include: exchange-traded equity securities and listed derivatives that
are not actively traded; most OTC derivatives; restricted stock; corporate and municipal bonds; certain corporate
loans and loan commitments; certain high-yield debt; certain residential and commercial mortgage loans; certain
mortgage-backed securities (“MBS”), asset-backed securities (“ABS”), and CDO securities; retained interests in
certain securitization transactions; structured notes; physical commodities; and mortgage servicing rights.

* Level 3—Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Assets and liabilities utilizing Level 3 inputs include: certain corporate loans and loan commitments; certain
commercial whole loans; certain mortgage loans; certain high-yield debt; distressed debt (i.e., securities of issuers
encountering financial difficulties, including bankruptcy or insolvency); certain MBS, ABS and CDO securities;
retained interests in certain securitization transactions; investments in real estate funds; private equity investments;
and complex over-the-counter derivatives (including certain foreign currency options; long-dated commodity
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options and swaps; certain mortgage-related credit default swaps; derivative interests in mortgage-related CDOs;
and basket credit default swaps).

The availability of observable inputs can vary from product to product and is affected by a wide variety of factors, including,
for example, the type of product, whether the product is new and not yet established in the marketplace, and other
characteristics particular to the transaction. To the extent that valuation is based on models or inputs that are less observable
or unobservable in the market, the determination of fair value requires more judgment. Accordingly, the degree of judgment
exercised by the Company in determining fair value is greatest for instruments categorized in Level 3. In certain cases, the
inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, for disclosure
purposes the level in the fair value hierarchy within which the fair value measurement in its entirety falls is determined based
on the lowest level input that is significant to the fair value measurement in its entirety.

Fair value is a market-based measure considered from the perspective of a market participant who holds the asset or owes the
liability rather than an entity-specific measure. Therefore, even when market assumptions are not readily available, the
Company’s own assumptions are set to reflect those that market participants would use in pricing the asset or liability at the
measurement date. The Company uses prices and inputs that are current as of the measurement date, including during periods
of market dislocation. In periods of market dislocation, the observability of prices and inputs may be reduced for many
instruments. This condition could cause an instrument to be reclassified from Level 1 to Level 2 or Level 2 to Level 3. See
Note 3 to the consolidated financial statements for further information about the Company’s financial assets and liabilities
that are accounted for at fair value.

Valuation Techniques. Many cash and OTC contracts have bid and ask prices that can be observed in the marketplace. Bid
prices reflect the highest price that the Company and others are willing to pay for an asset. Ask prices represent the lowest
price that the Company and others are willing to accept for an asset. For financial instruments whose inputs are based on bid-
ask prices, the Company does not require that fair value always be a predetermined point in the bid-ask range. The
Company’s policy is to allow for mid-market pricing and adjusting to the point within the bid-ask range that meets the
Company’s best estimate of fair value. For offsetting positions in the same financial instrument, the same price within the
bid-ask spread is used to measure both the long and short positions.

Fair value for many cash and OTC contracts is derived using pricing models. Pricing models take into account the contract
terms (including maturity) as well as multiple inputs, including, where applicable, commodity prices, equity prices, interest
rate yield curves, credit curves, creditworthiness of the counterparty, option volatility and currency rates. In accordance with
SFAS No. 157, the impact of the Company’s own credit spreads are also considered when measuring the fair value of
liabilities, including OTC derivative contracts. Where appropriate, valuation adjustments are made to account for various
factors, including bid-ask spreads, credit quality and market liquidity. These adjustments are applied on a consistent basis and
are based upon observable inputs where available.

OTC Derivative Contracts. OTC derivative contracts include forward, swap and option contracts related to interest rates,
foreign currencies, credit standing of reference entities, equity prices or commodity prices.

Depending on the product and the terms of the transaction, the fair value of OTC derivative products can be modeled using a
series of techniques, including closed-form analytic formulae, such as the Black-Scholes option- pricing model, and
simulation models or a combination thereof. Many pricing models do not entail material subjectivity because the
methodologies employed do not necessitate significant judgment, and the pricing inputs are observed from actively quoted
markets, as is the case for generic interest rate swap and option contracts. In the case of more established derivative products,
the pricing models used by the Company are widely accepted by the financial services industry. A substantial majority of
OTC derivative products valued by the Company using pricing models fall into this category and are categorized within
Level 2 of the fair value hierarchy.

Other derivative products, typically the newest and most complex products, will require more judgment in the
implementation of the valuation technique applied due to the complexity of the valuation assumptions and the reduced
observability of inputs. This includes certain credit default swaps where direct trading activity or quotes are unobservable.
Derivative interests in mortgage-related CDOs, for which observability of external price data is extremely limited, are valued
based on an evaluation of the market for similar positions as indicated by secondary and primary market activity in the cash
CDO and synthetic CDO market. Each position is evaluated independently taking into consideration the underlying collateral
performance and pricing, behavior of the tranche under various cumulative loss and prepayment scenarios, deal structures
(e.g., non-amortizing reference obligations, call features) and liquidity. While these factors may be supported by historical
and actual external observations, the determination of their value as it relates to specific positions nevertheless requires
significant judgment. Mortgage-related credit default swaps are valued based on data from comparable credit instruments in
the cash market and trades in comparable swaps as benchmarks, as prices and spreads for the specific credits subject to
valuation tend to be of limited observability. For basket credit default swaps and CDO-squared positions, the correlation

70



between reference credits is often a significant input into the pricing model, in addition to several other more observable
inputs such as credit spread, interest and recovery rates. As the correlation input is unobservable for each specific swap, it is
benchmarked to standardized proxy baskets for which external data are available. These instruments involve significant
unobservable inputs and are categorized in Level 3 of the fair value hierarchy.

The Company trades various derivative structures with commodity underlyings. Depending on the type of structure, the
model inputs generally include interest rate yield curves, commodity underlier spread curves, volatility of the underlying
commodities and, in some cases, the correlation between these inputs. The fair value of these products is estimated using
executed trades and broker and consensus data to provide values for the aforementioned inputs. Where these inputs are
unobservable, relationships to observable commodities and data points, based on historic and/or implied observations, are
employed as a technique to estimate the model input values. Commodity derivatives are generally categorized in Level 2 of
the fair value hierarchy; in instances where significant inputs are unobservable, they are categorized in Level 3 of the fair
value hierarchy.

Prior to the adoption of SFAS No. 157, the Company followed the provisions of EITF Issue No. 02-3. Under EITF Issue No.
02-3, recognition of day one profit at inception of an OTC derivative contract was prohibited unless the fair value of the
contact was based on a valuation technique incorporating observable market data. With the adoption of SFAS No. 157, the
Company is no longer applying the revenue recognition criteria of EITF Issue No. 02-3.

Other Sovereign Government Obligations. The fair value of foreign sovereign government obligations is generally based on
quoted prices in active markets. When quoted prices are not available, fair value is determined based on a valuation model
that has as inputs interest rate yield curves, cross-currency basis index spreads, and country credit spreads for structures
similar to the bond in terms of issuer, maturity and seniority. These bonds are generally categorized in Levels 1 or 2 of the
fair value hierarchy.

Municipal Bonds. The fair value of municipal bonds is estimated using recently executed transactions, market price
quotations and pricing models that factor in, where applicable, interest rates, bond or credit default swap spreads and
volatility. These bonds are generally categorized in Level 2 of the fair value hierarchy.

Corporate Bonds. The fair value of corporate bonds is estimated using recently executed transactions, market price
quotations (where observable), bond spreads or credit default swap spreads. The spread data used are for the same maturity as
the bond. If the spread data do not reference the issuer, then data that reference a comparable issuer is used. When observable
price quotations are not available, fair value is determined based on cash flow models with yield curves, bond or single name
credit default swap spreads and recovery rates based on collateral values as key inputs. Corporate bonds are generally
categorized in Level 2 of the fair value hierarchy; in instances where significant inputs are unobservable, they are categorized
in Level 3 of the hierarchy.

Corporate Loans and Loan Commitments. The fair value of corporate loans is estimated using recently executed
transactions, market price quotations (where observable) and market observable credit default swap levels along with
proprietary valuation models and default recovery analysis where such transactions and quotations are unobservable. The fair
value of contingent corporate loan commitments is estimated by using executed transactions on comparable loans and the
anticipated market price based on pricing indications from syndicate banks and customers. The valuation of these
commitments also takes into account certain fee income. While certain corporate loans, closed loan commitments and
revolving loans are Level 2 instruments, certain other corporate loans and contingent corporate loan commitments are
categorized in Level 3 of the fair value hierarchy.

Mortgage Loans. The valuation of mortgage loans depends upon the exit market for the loan. Loans not intended for
securitization are valued based on the analysis of the underlying collateral performance, capital structure and market spreads
for comparable positions as prices and/or spreads for specific credits tend to be unobservable. Where comparables do not
exist, such loans are valued based on origination price and collateral performance (credit events) since origination. These
loans are classified in Levels 2 or 3 of the fair value hierarchy.

The Company also holds certain loan products and mortgage products with the intent to securitize them. When structuring of
the related securitization is substantially complete, such that the value likely to be realized in a current transaction is
consistent with the price that a securitization entity will pay to acquire these products, the Company marks them to the
expected securitized value. Factors affecting the value of loan and mortgage products intended to be securitized include, but
are not limited to, loan type, underlying property type and geographic location, loan interest rate, loan to value ratios, debt
service coverage ratio, updated cumulative loan loss data, prepayment rates, yields, investor demand, any significant market
volatility since the last securitization, and credit enhancement. While these valuation factors may be supported by historical
and actual external observations, the determination of their value as it relates to specific positions may require significant
judgment. These instruments are classified in Levels 2 or 3 of the fair value hierarchy.
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U.S. Agency Securities. U.S. agency securities include To-be-announced (“TBA”) securities and mortgage pass-through
certificates. TBA securities are liquid and have quoted market prices. Fair value of mortgage pass-through certificates is
determined via a simulation model, which considers different rate scenarios and historical activity to calculate a spread to the
comparable TBA security. U.S. agency securities are categorized in Level 2 of the fair value hierarchy.

Commercial Mortgage-Backed Securities and Asset-Backed Securities (“ABS”). CMBS and ABS may be valued based on
external price/spread data. When position-specific external price data are not observable, the valuation is based on prices of
comparable bonds. Included in this category are certain interest-only securities, which, in the absence of market prices, are
valued as a function of observable whole bond prices and cash flow values of principal-only bonds using current market
assumptions at the measurement date. CMBS and ABS are categorized in Level 3 if external prices are unobservable;
otherwise they are categorized in Level 2 of the fair value hierarchy.

Retained Interests in Securitization Transactions. The Company engages in securitization activities related to various types
of loans and bonds. The Company may retain interests in securitized financial assets as one or more tranches of the
securitization. To determine fair values, observable inputs are used if available. Observable inputs, however, may not be
available for certain retained interests so the Company estimates fair value based on the present value of expected future cash
flows using its best estimates of the key assumptions, including forecasted credit losses, prepayment rates, forward yield
curves and discount rates commensurate with the risks involved. When there are no significant unobservable inputs, retained
interests are categorized in Level 2 of the fair value hierarchy. When unobservable inputs are significant to the fair value
measurement, albeit generally supportable by historical and actual benchmark data, retained interests are categorized in Level
3 of the fair value hierarchy.

Investments in Private Equity and Real Estate. The Company’s investments in private equity and real estate take the form
of direct private equity investments and investment in private equity and real estate funds. The transaction price is used as the
best estimate of fair value at inception. When evidence supports a change to the carrying value from the transaction price,
adjustments are made to reflect expected exit values. Ongoing reviews by Company management are based on an assessment
of each underlying investment, incorporating valuations that consider the evaluation of financing and sale transactions with
third parties, expected cash flows and market-based information, including comparable company transactions, performance
multiples and changes in market outlook, among other factors. These nonpublic investments are included in Level 3 of the
fair value hierarchy because they trade infrequently, and, therefore, the fair value is unobservable.

Physical Commodities. The Company trades various physical commodities, including crude oil and refined products,
metals and agricultural products. Fair value for physical commodities is determined using observable inputs, including broker
quotations and published indices. Physical commodities are categorized in Level 2 of the fair value hierarchy.

Deposits. The fair value of certificates of deposit is estimated using third-party quotations. These deposits are categorized
in Level 2 of the fair value hierarchy.

Structured Notes. The Company issues structured notes that have coupons or repayment terms linked to the performance of
debt or equity securities, indices, currencies or commodities. Fair value of structured notes is estimated using valuation
models described in this section for the derivative and debt features of the notes. These models incorporate observable inputs,
including prices that the notes are linked to, interest rate yield curves, option volatility and currency rates. The impact of the
Company’s own credit spreads also is included based on the Company’s observed secondary bond market spreads. Most
structured notes are categorized in Level 2 of the fair value hierarchy.

Reclasses from Level 2 to Level 3. During the fourth quarter of fiscal 2007, the Company reclassified approximately $7.0
billion of funded assets and $279 million of net derivative contracts from Level 2 to Level 3 because certain significant inputs
for the fair value measurement became unobservable. These reclasses were primarily related to the continued market and
liquidity deterioration in the mortgage markets. The most material transfers to Level 3 were in commercial whole loans,
residuals from residential securitizations, interest-only commercial mortgage and agency bonds as well as commercial and
residential credit default swaps.

Fair Value Control Processes. The Company employs control processes to validate the fair value of its financial
instruments, including those derived from pricing models. These control processes are designed to assure that the values used
for financial reporting are based on observable inputs wherever possible. In the event that observable inputs are not available,
the control processes are designed to assure that the valuation approach utilized is appropriate and consistently applied and
that the assumptions are reasonable. These control processes include reviews of the pricing model’s theoretical soundness
and appropriateness by Company personnel with relevant expertise who are independent from the trading desks.
Additionally, groups independent from the trading divisions within the Financial Control, Market Risk and Credit Risk
Departments participate in the review and validation of the fair values generated from pricing models, as appropriate. Where
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a pricing model is used to determine fair value, recently executed comparable transactions and other observable market data
are considered for purposes of validating assumptions underlying the model.

Consistent with market practice, the Company has individually negotiated agreements with certain counterparties to
exchange collateral (“margining”) based on the level of fair values of the derivative contracts they have executed. Through
this margining process, one party or both parties to a derivative contract provides the other party with information about the
fair value of the derivative contract to calculate the amount of collateral required. This sharing of fair value information
provides additional support of the Company’s recorded fair value for the relevant OTC derivative products. For certain OTC
derivative products, the Company, along with other market participants, contributes derivative pricing information to
aggregation services that synthesize the data and make it accessible to subscribers. This information is then used to evaluate
the fair value of these OTC derivative products.

Legal, Regulatory and Tax Contingencies.

In the normal course of business, the Company has been named, from time to time, as a defendant in various legal actions,
including arbitrations, class actions and other litigation, arising in connection with its activities as a global diversified
financial services institution. Certain of the actual or threatened legal actions include claims for substantial compensatory
and/or punitive damages or claims for indeterminate amounts of damages. In some cases, the issuers that would otherwise be
the primary defendants in such cases are bankrupt or in financial distress.

The Company is also involved, from time to time, in other reviews, investigations and proceedings (both formal and
informal) by governmental and self-regulatory agencies regarding the Company’s business, including, among other matters,
accounting and operational matters, certain of which may result in adverse judgments, settlements, fines, penalties,
injunctions or other relief.

Reserves for litigation and regulatory proceedings are generally determined on a case-by-case basis and represent an estimate
of probable losses after considering, among other factors, the progress of each case, prior experience and the experience of
others in similar cases, and the opinions and views of internal and external legal counsel. Given the inherent difficulty of
predicting the outcome of such matters, particularly in cases where claimants seek substantial or indeterminate damages or
where investigations and proceedings are in the early stages, the Company cannot predict with certainty the loss or range of
loss, if any, related to such matters, how such matters will be resolved, when they will ultimately be resolved or what the
eventual settlement, fine, penalty or other relief, if any, might be.

The Company is subject to the income and indirect tax laws of the U.S., its states and municipalities and those of the foreign
jurisdictions in which the Company has significant business operations. These tax laws are complex and subject to different
interpretations by the taxpayer and the relevant governmental taxing authorities. The Company must make judgments and
interpretations about the application of these inherently complex tax laws when determining the provision for income taxes
and the expense for indirect taxes and must also make estimates about when in the future certain items affect taxable income
in the various tax jurisdictions. Disputes over interpretations of the tax laws may be settled with the taxing authority upon
examination or audit. The Company regularly assesses the likelihood of assessments in each of the taxing jurisdictions
resulting from current and subsequent years’ examinations, and tax reserves are established as appropriate.

The Company establishes reserves for potential losses that may arise out of litigation, regulatory proceedings and tax audits
to the extent that such losses are probable and can be estimated in accordance with SFAS No. 5. Once established, reserves
are adjusted when there is more information available or when an event occurs requiring a change. Significant judgment is
required in making these estimates, and the actual cost of a legal claim, tax assessment or regulatory fine/penalty may
ultimately be materially different from the recorded reserves, if any.

See Notes 2, 15 and 20 to the consolidated financial statements for additional information on legal proceedings and tax
examinations.

Special Purpose Entities.

The Company enters into a variety of transactions with special purpose entities, 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
instruments. In most cases, these SPEs are deemed to be variable interest entities. Unless a VIE is determined to be a
qualifying special purpose entity (“QSPE”), the Company is required under accounting guidance to perform an analysis of
each VIE at the date upon which the Company becomes involved with it to determine whether the Company is the primary
beneficiary of the VIE, in which case the Company must consolidate the VIE. QSPEs are not consolidated.
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In accordance with accounting guidance, the Company reassesses whether it is the primary beneficiary of a VIE upon the
occurrence of certain reconsideration events. If the Company’s initial assessment results in a determination that it is not the
primary beneficiary of a VIE, then the Company reassesses this determination upon the occurrence of:

* Changes to the VIE’s governing documents or contractual arrangements in a manner that reallocates the obligation
to absorb the expected losses or the right to receive the expected residual returns of the VIE between the current
primary beneficiary and the other variable interest holders, including the Company.

* Acquisition by the Company of additional variable interests in the VIE.

If the Company’s initial assessment results in a determination that it is the primary beneficiary, then the Company reassesses
this determination upon the occurrence of:

* Changes to the VIE’s governing documents or contractual arrangements in a manner that reallocates the obligation
to absorb the expected losses or the right to receive the expected residual returns of the VIE between the current
primary beneficiary and the other variable interest holders, including the Company.

* A sale or disposition by the Company of all or part of its variable interests in the VIE to unrelated parties.
* The issuance of new variable interests by the VIE to parties unrelated to the Company.

The determination of whether an SPE meets the accounting requirements of a QSPE requires significant judgment,
particularly in evaluating whether the permitted activities of the SPE are significantly limited and in determining whether
derivatives held by the SPE are passive and nonexcessive. In addition, the analysis involved in determining whether an entity
is a VIE, and in determining the primary beneficiary of a VIE, requires significant judgment (see Note 5 to the consolidated
financial statements).

Certain Factors Affecting Results of Operations.

The Company’s results of operations may be materially affected by market fluctuations and by economic factors. In addition,
results of operations in the past have been, and in the future may continue to be, materially affected by many factors of a
global nature, including political, economic and market conditions; the availability and cost of capital; the level and volatility
of equity prices, commodity prices and interest rates; currency values and other market indices; technological changes and
events; the availability and cost of credit; inflation; and investor sentiment and confidence in the financial markets. In
addition, there continues to be a heightened level of legislative, legal and regulatory developments related to the financial
services industry that potentially could increase costs, thereby affecting future results of operations. Such factors also may
have an impact on the Company’s ability to achieve its strategic objectives on a global basis. For a further discussion of these
and other important factors that could affect the Company’s business, see “Risk Factors” in Part I, Item 1 A.
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Liquidity and Capital Resources.

The Company’s senior management establishes the overall liquidity and capital policies of the Company. Through various
risk and control committees, the Company’s senior management reviews business performance relative to these policies,
monitors the availability of alternative sources of financing, and oversees the liquidity and interest rate and currency
sensitivity of the Company’s asset and liability position. These committees, along with the Company’s Treasury Department
and other control groups, also assist in evaluating, monitoring and controlling the impact that the Company’s business
activities have on its consolidated balance sheet, liquidity and capital structure, thereby helping to ensure that its business
activities are integrated with the Company’s liquidity and capital policies. For a description of the Company’s other principal
risks and how they are monitored and managed, see “Quantitative and Qualitative Disclosures about Market Risk—Risk
Management” in Part II, Item 7A.

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 when they come due without material, adverse
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 ongoing and sufficient liquidity through the
business cycle and during periods of financial distress. The principal elements of the Company’s liquidity management
framework are the Contingency Funding Plan, the Liquidity Reserve and the Cash Capital Policy. Comprehensive financing
guidelines (collateralized funding, long-term funding strategy, surplus capacity, diversification, staggered maturities and
committed credit facilities) support the Company’s target liquidity profile.

The Balance Sheet.

The Company monitors and evaluates the composition and size of its balance sheet. Given the nature of the Company’s
market-making and customer financing activities, the size of the balance sheet fluctuates from time to time. A substantial
portion of the Company’s total assets consists of highly liquid marketable securities and short-term receivables arising
principally from its Institutional Securities sales and trading activities. The highly liquid nature of these assets provides the
Company with flexibility in financing and managing its business.

The Company’s total assets decreased to $1,045,409 million at November 30, 2007 from $1,121,192 million at November 30,
2006. The decrease was primarily due to decreases in securities borrowed, securities purchased under agreements to resell
and the completion of the Discover Spin-off (see Note 22 to the consolidated financial statements), partially offset by an
increase in cash and securities deposited with clearing organizations and securities received as collateral.

Within the sales and trading related assets and liabilities, there are transactions attributable to securities financing activities.
Securities financing assets and liabilities as of November 30, 2007 were $587 billion and $559 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 and related
segregated customer cash.

Securities financing assets and liabilities include matched book transactions with minimal market, credit and/or liquidity risk.
These matched book transactions are to accommodate customers, as well as to obtain securities for the settlement and finance
of inventory positions. The customer receivable/payable portion of the securities financing transactions includes customer
margin loans, collateralized by customer owned securities, and customer cash, which is segregated in order to satisfy
regulatory requirements. The Company’s exposure on these transactions is limited by collateral maintenance policies, which
in turn limits the Company’s credit exposure to customers. Included within securities financing assets was $82 billion that, in
accordance with SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities (“SFAS No. 140”) represented equal and offsetting assets and liabilities for fully collateralized non-cash loan
transactions.

Balance sheet leverage ratios are one indicator of capital adequacy when viewed in the context of a company’s overall
liquidity and capital policies. The Company views the adjusted leverage ratio as a more relevant measure of financial risk
when comparing financial services firms and evaluating leverage trends. The Company has adopted a definition of adjusted
assets that excludes certain self-funded assets considered to have minimal market, credit and/or liquidity risk. These low-risk
assets generally are attributable to the Company’s matched book and securities lending businesses. Adjusted assets are
calculated by reducing gross assets by aggregate resale agreements and securities borrowed less non-derivative short
positions and assets recorded under certain provisions of SFAS No. 140 and FASB Interpretation No. 46 (revised December
2003) “Consolidation of Variable Interest Entities (“FIN 46R”). Gross assets are also reduced by the full amount of cash and
securities deposited with clearing organizations or segregated under federal and other regulations or requirements. The
adjusted leverage ratio reflects the deduction from shareholders’ equity of the amount of equity used to support goodwill and
intangible assets (as the Company does not view this amount of equity as available to support its risk capital needs). In
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addition, the Company views junior subordinated debt issued to capital trusts as a component of its capital base given the
inherent characteristics of the securities. These characteristics include the long-dated nature (e.g., some have final maturity at
issuance of 30 years extendible at the Company’s option by a further 19 years; others have a 60-year final maturity at
issuance), the Company’s ability to defer coupon interest for up to 20 consecutive quarters and the subordinated nature of the
obligations in the capital structure. The Company also receives rating agency equity credit for these securities. Excluding the
$82 billion of assets and liabilities recorded in accordance with SFAS No. 140 would reduce the leverage ratio from 32.6x to
30.0x.

The following table sets forth the Company’s total assets, adjusted assets and leverage ratios as of November 30, 2007 and
November 30, 2006 and for the average month-end balances during fiscal 2007 and fiscal 2006:

Balance at Average Month-End Balance

November 30, November 30,
2007 2006 Fiscal 2007(1) Fiscal 2006(2)

(dollars in millions, except ratio data)

TOtal ASSELS ....eeeenieiirierierieei e $ 1,045409 $ 1,121,192 $ 1,202,065 $ 1,022,269
Less: Securities purchased under agreements to resell .... (126,887) (175,787) (176,973) (183,490)
Securities borrowed ..........ccccovvrieieieieicniiceienen. (239,994) (299,631) (279,729) (274,807)

Add: Financial instruments sold, not yet purchased ........ 134.341 183.119 172.075 157.678
Less: Derivative contracts sold, not yet purchased.......... (71,604) (57,491) (59,869) (47,176)

SUbtotal...c..eeveeeieieiiiee e 741,265 771,402 857,569 674,474

Less: Cash and securities deposited with clearing
organizations or segregated under federal and

other regulations or requirements(3) ................ (61,608) (29,565) (41,357) (41,644)
Assets recorded under certain provisions of

SFAS NO. 140 and FIN 46R ............................ (110’001) (100,236) (132’141) (82’992)

Goodwill and net intangible assets(4)................... (4,071) (3,443) (3,924) (2,894)
Adjusted bR 1 1N $ 565,585 $ 638,158 $ 680,147 $ 546,944
Common equ1ty ............................................................... $ 30,169 $ 34,264 $ 35’235 $ 31’740
Preferred equlty ............................................................... 1’100 1’100 1)100 423
Shareholders’ equ1ty ........................................................ 31,269 35,364 36,335 32,163
Junior subordinated debt issued to capital trusts.............. 4.876 4.884 4.878 3.875
Subtotal ......................................................... 36’145 40,248 41,213 36’038

Less: Goodwill and net intangible assets(4) .................... (4,071) (3,443) (3,924) (2,894)
Tangible shareholders’ equlty .......................................... $ 325074 $ 36,805 $ 37,289 $ 33’144

Leverage rat10(5) ............................................................. 32.6x 30.5% 32.0x 30.8x
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Balance at Average Month-End Balance

November 30, November 30,
2007 2006 Fiscal 2007(1) Fiscal 2006(2)

(dollars in millions, except ratio data)

Adjusted leverage ratio(6) ......cceccveveerieeriierieseeeienreeeeenns 17.6x 17.3x 18.2x 16.5x

(1)  Average balances for fiscal 2007 were calculated based upon month-end balances from November 2006 through November 2007. Average common equity was
adjusted for the Discover Spin-off.

(2) The results for the Company and for the Institutional Securities business segment for the first two quarters of fiscal 2006 were adjusted (see Note 24 to the
consolidated financial statements).

(3) In the second quarter of fiscal 2007, the adjusted assets calculation was revised in order to reduce gross assets by the full amount of cash and securities deposited
with clearing organizations or segregated under federal and other regulations or requirements. All prior periods have been restated to conform with the current
presentation.

(4) Effective December 1, 2006, mortgage servicing rights have been included in net intangible assets. Amounts as of November 30, 2006 have been reclassified to
conform with the current presentation.

(5) Leverage ratio equals total assets divided by tangible shareholders’ equity.

(6) Adjusted leverage ratio equals adjusted assets divided by tangible shareholders’ equity.

Activity in Fiscal 2007.

The Company’s total capital consists of shareholders’ equity, long-term borrowings (debt obligations scheduled to mature in
more than 12 months) and junior subordinated debt issued to capital trusts. At November 30, 2007, total capital was $191,085
million, an increase of $28,951 million from November 30, 2006. The Company redeemed all $66 million of its outstanding
Capital Units on February 28, 2007.

During the 12 months ended November 30, 2007, the Company issued senior notes with a carrying value aggregating $76.1
billion, including non-U.S. dollar currency notes aggregating $35.2 billion. In connection with the note issuances, the
Company has entered into certain transactions to obtain floating interest rates based primarily on short-term London
Interbank Offered Rates (“LIBOR”) trading levels. At November 30, 2007, the aggregate outstanding principal amount of the
Company’s Senior Indebtedness (as defined in the Company’s senior debt indentures) was approximately $207 billion
(including guaranteed obligations of the indebtedness of subsidiaries). The weighted average maturity of the Company’s
long-term borrowings, based upon stated maturity dates, was approximately 5.5 years at November 30, 2007. Subsequent to
fiscal year-end and through December 31, 2007, the Company’s long-term borrowings (net of repayments) increased by
approximately $10 billion. In addition, in December 2007, the Company sold Equity Units to a wholly owned subsidiary of
CIC for approximately $5,579 million. See “China Investment Corporation Investment” herein.
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China Investment Corporation Investment.

In December 2007, the Company sold Equity Units which include contracts to purchase Company common stock (see “Stock
Purchase Contracts” herein) to a wholly owned subsidiary of CIC for approximately $5,579 million. CIC’s ownership in the
Company’s common stock, including the maximum number of shares of common stock to be received by CIC upon
settlement of the stock purchase contracts, will be 9.9% or less of the Company’s total shares outstanding based on the total
shares outstanding on November 30, 2007. CIC will be a passive financial investor and will have no special rights of
ownership nor a role in the management of the Company. A substantial portion of the investment proceeds will be treated as
Tier 1 capital for regulatory capital purposes.

Each stock purchase contract mandatorily settles in Company common stock at prices between $48.0700 and $57.6840. The
maximum number of shares to be issued upon settlement of the stock purchase contracts included in the Equity Units is
approximately 116,063,000. The stock purchase contracts settle for Company common stock on August 17, 2010, subject to
adjustment. Each Equity Unit will pay a fixed annual payment rate of 9% payable quarterly.

As described below, the Equity Units consist of interests in trust preferred securities issued by Morgan Stanley Capital Trust
A (“Series A Trust”), Morgan Stanley Capital Trust B (“Series B Trust”) or Morgan Stanley Capital Trust C (“Series C
Trust”) (each a “Morgan Stanley Trust” and, collectively, the “Trusts”) and stock purchase contracts issued by the Company.
The only assets held by the Series A Trust, Series B Trust and Series C Trust are junior subordinated debentures issued by the
Company.

Equity Units.
Each Equity Unit has a stated amount of $1,000 per unit consisting of:

(i) anundivided beneficial ownership interest in a trust preferred security of Series A Trust, Series B Trust or Series C
Trust with an initial liquidation amount of $1,000; and

(i) a stock purchase contract relating to the common stock, par value of $0.01 per share, of the Company.
Junior Subordinated Debentures Issued to Support Trust Common and Trust Preferred Securities.

In the first quarter of fiscal 2008, the Company issued junior subordinated debt securities due no later than February 17, 2042
for a total of $5,579,173,000 in exchange for $5,579,143,000 in aggregate proceeds from the sale of the trust preferred
securities by the Trusts and $30,000 in trust common securities issued equally by the Trusts. The Company elected to fair
value the junior subordinated debentures pursuant to SFAS No. 159. The common and trust preferred securities of the Trusts,
totaling approximately $5,579 million, represent undivided beneficial ownership interests in the assets of the Trusts, have no
stated maturity and must be redeemed upon the redemption or maturity of the corresponding series of junior subordinated
debt securities—the sole assets of the respective Trusts. The Series A Trust, Series B Trust and Series C Trust will make
quarterly distributions on the trust common and trust preferred securities at an annual rate of 6%.

The trust common securities, which are held by the Company, represent an interest in the Trusts and are recorded as an equity
method investment in the Company’s consolidated statement of financial condition. The Trusts are VIEs in accordance with
FIN 46R and the Company does not consolidate its interests in the Trusts as it is not the primary beneficiary of any of the
Trusts.

The Company has directly guaranteed the repayment of the trust preferred securities to the holders thereof to the extent that
there are funds available in the Trusts. If the Company does not make payments on the junior subordinated debentures owned
by a Morgan Stanley Trust, such Morgan Stanley Trust will not be able to pay any amounts payable in respect of the trust
preferred securities issued by it and will not have funds legally available for that purpose. In that event, holders of such series
of trust preferred securities would not be able to rely upon the guarantee for payment of those amounts. The guarantee will
remain in place until the redemption price of all of the trust preferred securities is paid, the amounts payable with respect to
the trust preferred securities upon liquidation of the Morgan Stanley Trusts are paid or the junior subordinated debentures are
distributed to the holders of all the trust preferred securities. The trust preferred securities held by the Equity Unit holders are
pledged to the Company to collateralize the obligations of the Equity Unit holders under the related stock purchase contracts.
The Equity Unit holders may substitute certain zero-coupon treasury securities in place of the trust preferred securities as
collateral under the stock purchase contracts.

Stock Purchase Contracts.

Each stock purchase contract requires the holder to purchase, and the Company to sell, on the stock purchase date a number
of newly issued or treasury shares of the Company’s common stock, par value $0.01 per share, equal to the settlement rate.
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The settlement rate at the respective stock purchase date will be calculated based on the arithmetic average of the volume-
weighted average prices of the common stock during a specified 20-day period ending three days immediately preceding the
applicable stock purchase date (“applicable market value”). If the applicable market value of the Company’s common stock
is less than the threshold appreciation price of $57.6840 but greater than $48.0700, the reference price, the settlement rate
will be a number of shares of the Company’s common stock equal to $1,000 divided by the applicable market value. If the
applicable market value is less than or equal to the reference price, the settlement rate will be the number of shares of the
Company’s common stock equal to $1,000 divided by the reference price. If the applicable market value is greater than or
equal to the threshold appreciation price, the settlement rate will be the number of shares of the Company’s common stock
equal to $1,000 divided by the threshold appreciation price. Accordingly, upon settlement in the aggregate, the Company will
receive proceeds of approximately $5,579 million and issue up to approximately 116,063,000 shares of its common stock.
The stock purchase contract may be settled early at the option of the holder at any time prior to the second business day
immediately preceding the beginning of the first remarketing period. However, upon early settlement, the holder will receive
the minimum settlement rate, subject to adjustment.

The initial quarterly distributions on the Series A, Series B and Series C trust preferred securities of 6%, combined with the
contract adjustment payments on the stock purchase contracts of 3%, result in the 9% yield on the Equity Units.

If the Company defers any of the contract adjustment payments on the stock purchase contracts, then it will accrue additional
amounts on the deferred amounts at the annual rate of 9% until paid, to the extent permitted by law.

The present value of the future contract adjustment payments due under the stock purchase contracts was approximately $400
million and was recorded in Other liabilities and accrued expenses with a corresponding decrease recorded in Shareholders’
equity in the Company’s consolidated statement of financial condition in the first quarter of fiscal 2008. The other liability
balance related to the stock purchase contracts will accrete over the term of the stock purchase contract using the effective
yield method with a corresponding charge to Interest expense. When the contract adjustment payments are made under the
stock purchase contracts, they will reduce the other liability balance.

Calculation of Impact on Average Diluted Common Shares Outstanding Prior to Settlement of Stock Purchase Contract.

Prior to the issuance of common stock upon settlement of the stock purchase contract, the impact of the Equity Units will be
reflected in the Company’s earnings per diluted common share using the treasury stock method, as defined by SFAS No. 128,
“Earnings Per Share.” Under the treasury stock method, the number of shares of common stock included in the calculation of
earnings per diluted common share will be calculated as the excess, if any, of the number of shares expected to be issued
upon settlement of the stock purchase contract based on the average market price for the last 20 days of the reporting period,
less the number of shares that could be purchased by the Company with the proceeds to be received upon settlement of the
contract at the average closing price for the reporting period.

Dilution of net income per share will occur (i) in reporting periods when the average closing price of common shares is over
$57.6840 per share or (ii) in reporting periods when the average closing price of common shares for a reporting period is
between $48.0700 and $57.6840 and is greater than the average market price for the last 20 days ending three days prior to
the end of such reporting period.

Upon settlement of the Stock Purchase Contract, the amount of common shares issued in settlement of the contract will be
included in the basic and diluted earnings per share calculation of weighted average common shares outstanding for the
reporting period.

Economic Capital.

The Company’s economic capital model estimates the amount of equity capital required to support the businesses and their
risk-generating activities through the business cycle while simultaneously satisfying regulatory, rating agency and investor
minimum requirements. The economic capital model will evolve over time in response to changes in the business and
regulatory environment and to incorporate improvements in modeling techniques in order to reflect the capital required to
support business activities.

Economic capital requirements are allocated to each business segment and are sub-allocated to product lines as appropriate.
Each business segment is capitalized as if each were an independent operating entity. This process is intended to align equity
capital with the risks in each business, provide business managers with tools for measuring and managing risk and associated
cost of required capital, and allow senior management to evaluate risk-adjusted returns (such as return on equity and
shareholder value added) to facilitate resource allocation decisions.

The Company’s methodology is based on a going-concern approach that assigns equity to each business based on regulatory
capital usage plus additional capital for stress losses, including principal investment risk. Regulatory capital, including

79



additional capital assigned for certain goodwill, intangible assets and net deferred tax assets, is a minimum requirement to
ensure the Company’s access to funding and credibility in the market. The Company believes it must be able to sustain stress
losses and maintain capital substantially above regulatory minimums while supporting ongoing business activities. The
difference between the Company’s consolidated book equity and aggregate equity requirements denotes the Company’s
unallocated capital position, which is not currently reflected in business segment performance metrics.

The Company assesses stress loss capital across various dimensions of market, credit, business and operational risks. Market
risk scenarios capture systematic, idiosyncratic and random market risk through the use of internal market stress data. Credit
risk is included in the form of idiosyncratic counterparty default events. Business risk incorporates earnings volatility due to
variability in revenue flows, with estimates on the mix of fixed versus variable expenses at various points in the business
cycle. Operational stress losses primarily reflect legal risk across the Company.

Beginning in fiscal 2007, economic capital requirements are met by regulatory Tier 1 equity (including common
shareholders’ equity, certain preferred stock, eligible hybrid capital instruments and deductions of certain goodwill,
intangible assets and net deferred tax assets), subject to regulatory limits.

The following table presents the Company’s allocated average Tier 1 equity (“economic capital”) for fiscal 2007 and average
common equity for fiscal 2007 and fiscal 2006:

Fiscal Year Ended

2007 2006
Average Average Average
Tier 1 Common Common
Equity Equity Equity

(dollars in billions)

InStitutional SECUTTHES .....cc.eetetiriirtiriirieeieeteteete ettt $ 246 S 239 § 18.0
Global Wealth Management GIoup .........c.cceeeevierieiieerieeie e 15 1.7 3.0
ASSEt MANAZEMENL ......eiiiiieeiiieiiieeiee ettt ettt st e st e s bee et e sbaesabeesbaeearee s 27 35 24
Unallocated capital.........ccccoooiiiiriiiieieeee e 2.9 29 3]

Total from continuing OPErations ...........cccverveevreruervereeseerreesseeneesnennns 31.7 32.0 26.5
Discontinued OPETatiONS...........cceerueeruieriieeeeeeeteenreereereeeresreesteesreesseeseesneees 27 32 52

TOLAL et e e e e s e $ 34.4 $ 352 $ 31.7

The increase in capital allocated to Institutional Securities from the prior-year period reflects the increased market and credit
risk profile as well as capital required for new acquisitions and investments. The Company expects to continue deploying
capital, provided market opportunities continue to warrant such investments. The decrease in the economic capital allocated
to the Global Wealth Management Group was due to the Company’s reassessment of the amount of capital required to
support the market risks and credit risks in this business segment. The incremental equity capital allocated to Asset
Management primarily represents capital required for acquisitions and investments in asset management products.

The Company’s unallocated economic capital was $(2.7) billion at November 30, 2007 due to the loss recorded in the fourth
quarter of fiscal 2007 and increased capital assigned to the Institutional Securities business segment. In December 2007, the
Company entered into an agreement with CIC as a long-term financial investor and issued new capital of approximately
$5,579 million through Equity Units. These Equity Units will help to further bolster the Company’s capital position and
enhance growth opportunities globally while also building on the Company’s deep historic ties and market leadership in
China (see “China Investment Corporation Investment” herein).
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The Company continues to believe that it is adequately capitalized. The Company generally uses available unallocated capital
for organic growth, additional acquisitions, and other capital needs including repurchases of common stock while
maintaining adequate internal capital ratios.

During fiscal 2007, the Company’s shareholders’ equity has been affected by the adoption of SFAS No. 158 (see Note 19 to
the consolidated financial statements), SFAS No. 157 and SFAS No. 159 (see Notes 2 and 3 to the consolidated financial
statements), and the Discover Spin-off (see Note 22 to the consolidated financial statements).

Equity Capital Management Policies. The Company’s senior management views equity capital as an important source of
financial strength and, therefore, pursues a strategy of ensuring that the Company’s equity capital base adequately reflects
and provides protection from the economic risks inherent in its businesses. Capital is required for, among other things, the
Company’s inventories, underwritings, principal investments, bridge loans and other financings, investments in fixed assets
and for future uses. Capital for future uses will be included within unallocated capital until required by the business
segments. The Company also considers return on common equity to be an important measure of its performance, in the
context of both the particular business environment in which the Company is operating and its peer group’s results. In this
regard, the Company actively manages its consolidated equity capital position based upon, among other things, business
opportunities, capital availability and rates of return 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 its
operating subsidiaries’ equity.

At November 30, 2007, the Company’s equity capital (which includes shareholders’ equity and junior subordinated debt
issued to capital trusts) was $36,145 million, a decrease of $4,103 million from November 30, 2006, primarily due to the
Discover Spin-off. The Company returns internally generated equity capital that is in excess of the needs of its businesses to
its shareholders through common stock repurchases and dividends. During fiscal 2007, the Company purchased
approximately $3.8 billion of its common stock (approximately 52 million shares) through open market purchases at an
average cost of $72.65 (see also “Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities” in Part II, Item 5).

In December 2006, the Company announced that its Board of Directors had authorized the repurchase of up to $6 billion of
the Company’s outstanding common stock. This share repurchase authorization replaced the Company’s previous repurchase
authorizations with one repurchase program for capital management purposes that will consider, among other things,
business segment capital needs, as well as equity-based compensation and benefit plan requirements. As of November 30,
2007, the Company had approximately $2.3 billion remaining under its current share repurchase authorization.

The Board of Directors determines the declaration and payment of dividends on a quarterly basis. In December 2007, the
Company announced that its Board of Directors declared a quarterly dividend per common share of $0.27. The Company also
announced that its Board of Directors declared a quarterly dividend of $379.66 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 $0.37966).

Liquidity Management Policies.

The primary goal of the Company’s liquidity management and financing activities is to ensure adequate funding over a wide
range of market environments. Given the highly liquid nature of the Company’s balance sheet, funding requirements are
largely fulfilled through the use of collateralized financing. The Company has centralized management of credit-sensitive
unsecured funding sources in the Treasury Department. The Company maintains a liquidity management framework in order
to meet target liquidity requirements and withstand a contraction in credit availability. The framework components include
the Contingency Funding Plan (“CFP”), Liquidity Reserve and Cash Capital.

Contingency Funding Plan. The Company maintains a CFP to manage a potential prolonged liquidity contraction over a
one-year time period and to provide the ability to conduct business in an orderly manner. The CFP is produced on a parent,
bank subsidiary and non-bank subsidiary level. The CFP sets forth a course of action to ensure effective management of a
liquidity event. Liquidity risk exposures are regularly evaluated and reported to the Firm Risk Committee and appropriate
business segment risk committees.

The Company’s CFP model incorporates a wide range of potential cash outflows during a liquidity stress event, including,
but not limited to, the following: (i) repayment of all unsecured debt maturing within one year; (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 collateral that would be required by counterparties in
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the event of a 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 Company’s CFP is developed at the legal entity level in order to capture specific cash requirements and availability for
the parent company and each of its major operating subsidiaries. The CFP assumes that the parent company does not have
access to cash that may be trapped at subsidiaries due to regulatory, legal or tax constraints. In addition, the CFP assumes that
the parent company does not draw down on its committed credit facilities.

Liquidity Reserve. The Company seeks to maintain a target liquidity reserve that is sized to cover daily funding needs and
to meet strategic liquidity targets as outlined in the CFP. This liquidity reserve is held in the form of cash deposits with banks
and a pool of unencumbered securities. The Company manages the pool of unencumbered securities, against which funding
can be raised, on a global basis, and securities for the pool are chosen accordingly. The U.S. and non-U.S. components, held
in the form of a reverse repurchase agreement at the parent company, consists of U.S. and European government bonds and
other high-quality collateral. The Company believes that diversifying the form in which its liquidity reserve (cash and
securities) is maintained enhances its ability to quickly and efficiently source funding in a stressed environment. The
Company’s funding requirements and target liquidity reserve may vary based on changes in the level and composition of its
balance sheet, timing of specific transactions, client financing activity, market conditions and seasonal factors.

The table below summarizes the Company’s liquidity reserves on a parent, bank subsidiary and non-bank subsidiary level.
The liquidity held on the bank and non-bank subsidiary level is generally not available to the parent.

Average Balance

At For the Quarter Ended For the Fiscal Year Ended
November 30, 2007 November 30, 2007 November 30, 2007
Liquidity Reserve
(dollars in billions)

Parent.......ccooooiiiiii $ 62 S 64 $ 49
Bank subsidiaries ...........ccocueeeeieiieecieeniieeeiieenns 22 22 16
Non-bank subsidiaries ..........cccceevveeveeerrrennnennn 34 34 20

TOtal o $ 118 $ 120 $ 85

Cash Capital. The Company maintains a cash capital model that measures long-term funding sources against requirements.
Sources of cash capital include the parent company’s equity and the non-current portion of certain long-term borrowings.
Uses of cash capital include the following: (i) illiquid assets such as buildings, equipment, goodwill, net intangible assets,
exchange memberships, deferred tax assets and principal investments; (ii) a portion of securities inventory that is not
expected to be financed on a secured basis in a credit-stressed environment (i.e., stressed haircuts); and (iii) expected
drawdowns on unfunded commitments.

The Company seeks to maintain a surplus cash capital position. The Company’s equity capital of $36,145 million (including
junior subordinated debt issued to capital trusts of $4,876 million) and long-term borrowings (debt obligations scheduled to
mature in more than 12 months) of $154,940 million comprised the Company’s total capital of $191,085 million as of
November 30, 2007, which substantially exceeded cash capital requirements.

Committed Credit Facilities.

The maintenance of committed credit facilities serves to further diversify the Company’s funding sources. The Company
values committed credit as a secondary component of its liquidity management framework. The committed credit facilities
include a diversification of lenders to the Company covering geographic regions, including North America, Europe and Asia.

The Company maintains a senior revolving credit agreement with a group of banks to support general liquidity needs,
including the issuance of commercial paper, which consists of three separate tranches: a U.S. dollar tranche; a Japanese yen
tranche; and a multicurrency tranche available in both euro and British pound, all of which exist with the Company as the
sole borrower. Under this combined facility (the “Credit Facility”), the banks are committed to provide up to $7.6 billion
under the U.S. dollar tranche, 80 billion Japanese yen under the Japanese yen tranche and $3.25 billion under the

82



multicurrency tranche. The Credit Facility expires on April 16, 2008 and includes a term-out feature that allows the
Company, at its option, to extend borrowings under the Credit Facility for an additional one year beyond the expiration date.
At November 30, 2007, the Company had a $13.8 billion consolidated stockholders’ equity surplus as compared with the
Credit Facility’s covenant requirement.

The Company anticipates that it may utilize the Credit Facility for short-term funding from time to time. The Company does
not believe that any of the covenant requirements in its Credit Facility will impair its ability to obtain funding under the
Credit Facility, pay its current level of dividends or obtain loan arrangements, letters of credit and other financial guarantees
or other financial accommodations. At November 30, 2007, no borrowings were outstanding under the Credit Facility.

The Company also maintains a committed bilateral credit facility to support general liquidity needs. This facility is expected
to be drawn from time to time to cover short-term funding needs.

Capital Covenants.

In October 2006 and April 2007, the Company executed a replacement capital covenant 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 covenant, 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 Capital Securities for specified periods of time. For a complete description of
the Capital Securities and the terms of the replacement capital covenant, see the Company’s Current Reports on Form 8-K
dated October 12, 2006 and April 26, 2007.

Funding Management Policies.

The Company funds its balance sheet on a global basis through diverse sources. These sources include the Company’s equity
capital; long-term debt; repurchase agreements; U.S., Canadian, European, Japanese and Australian commercial paper; asset-
backed securitizations; letters of credit; unsecured bond borrowings; securities lending; buy/sell agreements; municipal
reinvestments; promissory notes; master notes; and committed and uncommitted lines of credit. Repurchase agreement
transactions, securities lending and a portion of the Company’s bank borrowings are made on a collateralized basis and,
therefore, provide a more stable source of funding than short-term unsecured borrowings. 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.

The Company’s bank subsidiaries solicit deposits from consumers, purchase Federal Funds, issue short-term institutional
certificates of deposits and issue bank notes. Interest bearing deposits are classified by type as savings, brokered and other
time deposits. Savings deposits consist primarily of money market deposit accounts sold nationally and savings deposits
obtained from individual securities clients. Brokered deposits consist primarily of certificates of deposit issued by the
Company’s bank subsidiaries. Other time deposits include individual and institutional certificates of deposit.

The Company’s funding management policies are designed to provide for financings that are executed in a manner that
reduces the risk of disruption to the Company’s operations that would result from an interruption in the availability of the
Company’s funding sources. The Company pursues a strategy of diversification of 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 any one
period. The Company maintains a surplus of unused short-term funding sources at all times to withstand any unforeseen
contraction in credit capacity. In addition, the Company attempts to maintain cash and unhypothecated marketable securities
equal to at least 110% of its outstanding short-term unsecured borrowings. The Company also maintains committed credit
facilities (described above) to support its ongoing borrowing programs.

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

The Company’s goal is to encourage funding through collateralized borrowings in order to achieve an optimal mix of secured
and unsecured financing. The Institutional Securities business emphasizes the use of collateralized short-term borrowings to
limit the growth of short-term unsecured funding, which is more typically 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 funded and unfunded committed credit facilities to
support various businesses, including the collateralized commercial and residential mortgage whole loan, derivative
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contracts, warehouse lending, emerging market loan, structured product, corporate loan, investment banking and prime
brokerage businesses.

Unsecured Financing. The Company views long-term debt as a stable source of funding for core inventories and illiquid
assets. In general, securities inventories not financed by secured funding sources and the majority of current assets are
financed with a combination of short-term funding, floating rate long-term debt or fixed rate long-term debt swapped to a
floating rate. The Company uses derivative products (primarily interest rate, currency and equity swaps) to assist in asset and
liability management, reduce borrowing costs and hedge interest rate risk (see Note 13 to the consolidated financial
statements).

The Company issues long-term debt in excess of the amount necessary to meet the needs of its securities inventory and less
liquid assets as determined by its Cash Capital Policy. In addition to these needs, long-term debt funding is employed to
enhance the Company’s liquidity position by reducing reliance on short-term credit sensitive instruments (e.g., commercial
paper and other unsecured short-term borrowings). Availability and cost of financing to the Company can vary depending on
market conditions, the volume of certain trading and lending activities, the Company’s credit ratings and the overall
availability of credit.

The Company has a portfolio approach for managing the unsecured debt issued by the parent company. This approach gives
the Company flexibility to manage the unsecured debt portfolio across maturities, currencies, investors and regions, taking
into account market capacity and pricing. Down-lending to subsidiaries is managed to ensure that intercompany borrowings
mature before those of the parent company. Liquidity and funding policies recognize potential constraints on the Company’s
ability to transfer funds between regulated entities and the parent company.

During fiscal 2007, the Company’s long-term financing strategy was driven, in part, by its continued focus on improving its
balance sheet strength (evaluated through enhanced capital and liquidity positions), a significant factor in the maintenance of
strong credit ratings. As a result, for fiscal 2007, a principal amount of $53 billion of unsecured debt was issued (of which
$22 billion of equity-linked and credit-linked notes were not considered to be a component of the Company’s cash capital).
Financing transactions were structured to ensure staggered maturities, thereby mitigating refinancing risk, and a diversified
investor base was targeted through sales to domestic as well as international institutional and retail clients. Unsecured debt
issuance activity resulted in a net increase in the long-term debt component of the cash capital portfolio of approximately $30
billion.

Credit Ratings.

The Company’s reliance on external sources to finance a significant portion of its day-to-day operations makes access to
global sources of financing important. The cost and availability of unsecured financing generally are dependent on the
Company’s short-term and long-term credit ratings. Factors that are significant to the determination of the Company’s credit
ratings or that otherwise affect its ability to raise short-term and long-term financing include the Company’s level and
volatility of earnings, relative positions in the markets in which it operates, geographic and product diversification, retention
of key personnel, risk profile, risk management policies, cash liquidity, capital structure, corporate lending credit risk, and
legal and regulatory developments. A deterioration in any of the previously mentioned factors or combination of these factors
may lead rating agencies to downgrade the credit ratings of the Company, thereby increasing the cost to the Company in
obtaining unsecured funding. In addition, the Company’s debt ratings can have a significant impact on certain trading
revenues, particularly in those businesses where longer term counterparty performance is critical, such as OTC derivative
transactions, including credit derivatives and interest rate swaps.

In connection with certain OTC trading agreements and certain other agreements associated with the Institutional Securities
business, the Company may be required to provide additional collateral to certain counterparties in the event of a credit
ratings downgrade. At November 30, 2007, the amount of additional collateral that would be required in the event of a one-
notch downgrade of the Company’s senior debt credit rating was approximately $746 million. Of this amount, $677 million
relates to bilateral arrangements between the Company and other parties where upon the downgrade of one party, the
downgraded party must deliver incremental collateral to the other. These bilateral downgrade arrangements are a risk
management tool used extensively by the Company as credit exposures are reduced if counterparties are downgraded.

As of January 22, 2008, the Company’s credit ratings were as follows:
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Commercial Senior
Paper Debt

R-1 (middle) AA (low)

Dominion Bond Rating Service Limited .........cccoccovierieiiiiiiiieieeeeee e

FIteh RANEZS(1) cveuvevieviieiieiieieieiesieetetet ettt ettt b b be s seesessenens Fl+ AA-

Mo0dy’s INVESLOrS SEIVICE(2)...uvieuveruieriieriieieeieeiesieesieeteeteeresseesseesseesessesseesseesseenseens P-1 Aa3

Rating and Investment Information, InC.(3)......cccccovierieiiiiinineeeee e a1+ AA
A-1+ AA-

Standard & POOT S(4) ...eecuvieeiieeiieeieeeiee et eetee et e ste e steeeteesbeesbeesbeeenbeesbeeenbeesnseeenseenn

(1)  On December 19, 2006, Fitch Ratings changed the outlook on the Company’s senior debt ratings from Stable to Negative.

(2)  On November 8, 2007, Moody’s Investors Service changed the outlook on the Company’s senior debt ratings from Stable to Negative.

(3) On December 20, 2007, Rating and Investment Information, Inc. changed the outlook on the Company’s senior debt from Stable to Negative.

(4)  OnJuly 30, 2007, Standard & Poor’s upgraded the Company’s commercial paper rating from A-1 to A-1+ and upgraded the Company’s senior debt rating from
A+ to AA-. On November 8, 2007, Standard & Poor’s changed the outlook on the Company’s commercial paper and senior debt ratings from Stable to Negative.
On December 19, 2007, Standard & Poor’s placed the Company’s commercial paper and senior debt ratings on CreditWatch with Negative implications.

Off-Balance Sheet Arrangements with Unconsolidated Entities.

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

Institutional Securities Activities. The Company utilizes SPEs 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 statements of income. Retained interests in securitized financial assets were
approximately $5.3 billion at November 30, 2007, the majority of which were related to residential mortgage loan,
commercial mortgage loan and U.S. agency collateralized mortgage obligation securitization transactions. For further
information about the Company’s securitization activities, see Notes 2 and 5 to the consolidated financial statements as well
as “Impact of Credit Market Events” herein.

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 assets held by the
SPEs in the event payments are required under such liquidity facilities (see Note 15 to the consolidated financial statements).

Guarantees. FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others” (“FIN 45”), requires the Company to disclose information about its
obligations under certain guarantee arrangements. FIN 45 defines guarantees as contracts and indemnification agreements
that contingently require a guarantor to make payments to the guaranteed party based on changes in an underlying measure
(such as an 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. FIN 45 also defines guarantees 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 derivative contracts, financial guarantees to third parties, market
value guarantees and liquidity facilities at November 30, 2007:
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Maximum Potential Payout/Notional

Years to Maturity

Carrying Collateral/
Less than 1 1-3 3-5 Over § Total Amount Recourse

Type of Guarantee

(dollars in millions)

Notional amount of
derivative contracts. ¢ 999552 § 1,004,069 $ 2,546,374 $ 2,570385 $ 7,120,380 $ 131,678 $ 59

Standby letters of
credit and other

financial

guarantees(l)........... 5,133 1,824 1,107 6,712 14,776 802 2,396
Market value

guarantees ............... 97 106 _ 655 858 44 145
Liquidity facilities........ 18,043 1,026 444 1,652 21,165 — 20,281

(1)  Approximately $14 billion of standby letters of credit are also reflected in the “Commitments and Contractual Obligations” table below in the investment grade
and non-investment grade primary and secondary lending commitments and in the letters of credit issued by subsidiaries that are guaranteed by the Company.

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 trading counterparties. The
activities of the subsidiaries covered by these guarantees (including any related debt or trading obligations) are included in
the Company’s consolidated financial statements.

See Note 15 to the consolidated financial statements for information on trust preferred securities, indemnities,
exchange/clearinghouse member guarantees, general partner guarantees, securitized asset guarantees and other guarantees.

Commitments and Contractual Obligations.

The Company’s commitments associated with outstanding letters of credit, other financial guarantees, investment activities,
and corporate lending and financing arrangements as of November 30, 2007 are summarized below by period of expiration.
Since commitments associated with letters of credit, other financial guarantees, and lending and financing arrangements may
expire unused, the amounts shown do not necessarily reflect the actual future cash funding requirements:

Years to Maturity

Less
than 1 13 35 Over 5 Total
(dollars in millions)
Letters of credit and other financial guarantees(1) .............. $ 10,790 $ 4 4 S — $ 10,798
Letters of credit issued by subsidiaries that are guaranteed
by the COMPANY ....c..ovviriiiieiieieieee e 197 1,186 194 3,674 5,251

Investment activitieS(2)......c.eevereerreerreerieeeereeneeseesieeveennas 318 238 108 647 1311
Investment grade primary lending commitments(3)(4) ....... 19,656 5,791 23323 1421 50,191
Non-investment grade primary lending commitments(3)(4) 789 1,072 3,931 14,220 20,012
Investment grade secondary lending commitments(4)(5).... - o o 1,406 1,406
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Years to Maturity

Less
than 1 1-3 3-5 Over 5 Total
(dollars in millions)
Non-investment grade secondary lending
commitments(4)(5) ......................................................... 81 27 151 2’090 2’349
Commitments for secured lending transactions(6) .............. 3.824 4.095 1.073 2628 11.620
Commercial and residential mortgage-related
e 1010011801 11 () 5680 o o o 5680
Other commitments(8)........cceveeeereeeciieeriieeiie e ecieeereeeveeens 964 19 5 L 988
0] 7Y ST $ 42’299 $ 12’432 $ 28,789 $ 26,086 $ 109,606

(1)  This amount primarily represents the Company’s outstanding letters of credit and other financial guarantees issued by third-party banks to certain of the
Company’s counterparties. The Company is contingently liable for these letters of credit and other financial guarantees, which are primarily used to satisfy
various collateral and margin requirements.

(2)  This amount represents commitments associated with the Company’s real estate, private equity and principal investment activities, which include alternative
products.

(3) The Company’s investment grade and non-investment grade primary lending commitments are made in connection with corporate lending and other business
activities. Credit ratings for commitments are determined by the Company’s Institutional Credit Department using methodologies generally consistent with those
employed by external rating agencies. Obligor credit ratings of BB+ or lower are considered non-investment grade.

(4) The Company records these commitments at fair value within Financial instruments owned and Financial instruments sold, not yet purchased in the consolidated
statement of financial condition (see Note 3 to the consolidated financial statements).

(5) This amount represents commitments associated with the Company’s Institutional Securities sales and trading activities.

(6)  This amount represents lending commitments extended by the Company to companies that are secured by real estate assets of the borrower. Loans made under
these arrangements typically are at variable rates and generally provide for over-collateralization based upon the creditworthiness of the borrower. This amount
also includes commitments to asset-backed commercial paper conduits of $1,246 million, which have maturities of less than four years.

(7)  These amounts represent the Company’s forward purchase contracts involving mortgage loans, residential mortgage loan commitments to individuals and
residential home equity lines of credit.

(8)  This amount includes commercial loan commitments to small businesses and commitments related to securities-based lending activities in connection with the
Company’s Global Wealth Management Group business.

At November 30, 2007, the Company had commitments to enter into reverse repurchase and repurchase agreements of
approximately $107 billion and $26 billion, respectively.

In the normal course of business, the Company enters into various contractual obligations that may require future cash
payments. Contractual obligations at November 30, 2007 include long-term borrowings, operating leases and purchase
obligations. The Company’s future cash payments associated with its contractual obligations as of November 30, 2007 are
summarized below:

Payments Due in:

Fiscal Fiscal Fiscal
2008 2009-2010 2011-2012 Thereafter Total

(dollars in millions)

Long-term borrowings(1) .........cccccevvivciiiiiiniiniiiccnnns $ 30,808 $ 43081 $ 39701 $ 77,034 $ 190,624
Operating leases — office facilities(2) ........c.cocooerveeeinnnne. 549 907 676 2732 4.864
Operating leases — equipment(2) ..........cccceeerrciincncns 650 569 210 123 1,552
Purchase obligations(3).......cccccevevveirenenireiiineeeenennne 268 107 8 _ 383
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Payments Due in:

Fiscal Fiscal Fiscal
2008 2009-2010 2011-2012 Thereafter Total

(dollars in millions)

0] 7: ) SRR $ 32’275 $ 44,664 $ 40’595 $ 79,889 $ 197’423

(1)  See Note 13 to the consolidated financial statements.

(2)  See Note 15 to the consolidated financial statements.

(3) Purchase obligations for goods and services include payments for, among other things, consulting, outsourcing, advertising, sponsorship, and computer and
telecommunications maintenance agreements. Purchase obligations at November 30, 2007 reflect the minimum contractual obligation under legally enforceable
contracts with contract terms that are both fixed and determinable. These amounts exclude obligations for goods and services that already have been incurred and
are reflected on the Company’s consolidated statement of financial condition.

Regulatory Requirements.

On April 1, 2007, the Company merged Morgan Stanley DW Inc. (“MSDWTI”) into Morgan Stanley & Co. Incorporated
(“MS&Co”). Upon completion of the merger, the surviving entity, MS&Co., became the Company’s principal U.S. broker-
dealer. MS&Co. is a registered broker-dealer and registered futures commission merchant and, accordingly, is subject to the
minimum net capital requirements of the SEC, the Financial Industry Regulatory Authority and the Commodity Futures
Trading Commission. MS&Co. has consistently operated in excess of these requirements. MS&Co.’s net capital totaled
$6,673 million at November 30, 2007, which exceeded the amount required by $4,950 million. Morgan Stanley & Co.
International plc (“MSIP”), a London-based broker-dealer subsidiary, is subject to the capital requirements of the Financial
Services Authority, and Morgan Stanley Japan Securities Co., Ltd. (“MSJS”), a Tokyo-based broker-dealer subsidiary, is
subject to the capital requirements of the Financial Services Agency. MSIP and MSJS consistently operated in excess of their
respective regulatory capital requirements.

Under regulatory capital requirements adopted by the FDIC and other bank regulatory agencies, FDIC-insured financial
institutions must maintain (a) 3% to 4% of Tier 1 capital, as defined, to average assets (“leverage ratio”), (b) 4% of Tier 1
capital, as defined, to risk-weighted assets (“Tier 1 risk-weighted capital ratio”) and (c) 8% of total capital, as defined, to
risk-weighted assets (“total risk-weighted capital ratio”’). At November 30, 2007, the leverage ratio, Tier 1 risk-weighted
capital ratio and total risk-weighted capital ratio of each of the Company’s FDIC-insured financial institutions exceeded these
regulatory minimums.

Certain other U.S. and non-U.S. subsidiaries are subject to various securities, commodities and banking regulations, and
capital adequacy requirements promulgated by the regulatory and exchange authorities of the countries in which they operate.
These subsidiaries have consistently operated in excess of their local capital adequacy requirements.

Morgan Stanley Derivative Products Inc. (“MSDP”’) and Cournot Financial Products LLC (“Cournot™), which are triple-A
rated derivative products subsidiaries, maintain certain operating restrictions that have been reviewed by various rating
agencies. Both entities are operated such that creditors of the Company should not expect to have any claims on either the
assets of Cournot or the assets of MSDP, unless and until the obligations of such entity to its own creditors are satisfied in
full. Creditors of Cournot or MSDP, respectively, should not expect to have any claims on the assets of the Company or any
of its affiliates, other than the respective assets of Cournot or MSDP.

The Company is a consolidated supervised entity (“CSE”) as defined by the SEC. As such, the Company is subject to group-
wide supervision and examination by the SEC and to minimum capital requirements on a consolidated basis. During fiscal
2007, the Company was in compliance with CSE capital requirements.

MS&Co. is required to hold tentative net capital in excess of $1 billion and net capital in excess of $500 million in
accordance with the market and credit risk standards of Appendix E of Rule 15¢3-1. MS&Co. is also required to notify the
SEC in the event that its tentative net capital is less than $5 billion. As of November 30, 2007, MS&Co. had tentative net
capital in excess of the minimum and the notification requirements.

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
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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 that are designed to reduce the impact of these fluctuations on the Company’s financial performance. These
strategies may include the financing of non-U.S. dollar assets with direct or swap-based borrowings in the same currency and
the use of currency forward contracts or the spot market in various hedging transactions related to net assets, revenues,
expenses or cash flows.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

Risk Management.
Risk Management Policy and Control Structure.

Risk is an inherent part of the Company’s business and activities. 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 broad-based portfolio of business activities helps reduce the impact that 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, operational, legal, and liquidity and funding risk. Liquidity and funding 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 16 to the consolidated financial statements.

The cornerstone of the Company’s risk management philosophy is protection of the Company’s franchise, reputation and
financial standing. 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.

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 segment 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 Firm Risk Committee, the Capital Structure and Strategic
Transactions Committee, the Chief Risk Officer, the Internal Audit Department, independent control groups, and various
other risk control managers, committees and groups located within and across business segments.

The Firm Risk Committee, composed of the Company’s most senior officers, oversees the Company’s risk management
structure. The Firm Risk Committee’s responsibilities include oversight of the Company’s risk management principles,
procedures and limits, and the monitoring of material financial, operational and franchise risks. The Firm Risk Committee is
overseen by the Audit Committee of the Board of Directors (the “Audit Committee™). The Capital Structure and Strategic
Transactions Committee (the “Capital Committee”) reviews strategic transactions for the Company and significant changes to
the Company’s capital structure. The Capital Committee’s responsibilities include reviewing measures of capital and
evaluating capital resources relative to the Company’s risk profile and strategy.

The Chief Risk Officer, a member of the Firm Risk Committee, 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 Audit Committee.

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 Market Risk, Credit Risk, Operational Risk, Financial Control, Treasury, and Legal and Compliance Departments
(collectively, the “Company Control Groups”), which are all independent of the Company’s business units, assist senior
management and the Firm Risk Committee 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 ensuring 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 Firm Risk Committee;
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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, including
operations and information technology groups (collectively, “Segment Control Groups” and, together with the Company
Control Groups, the “Control Groups”) to manage and monitor specific risks and report to the business segment risk
committee. The Control Groups work together 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 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.

The following is a discussion of the Company’s risk management policies and procedures for its principal risks (other than
funding 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.

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 Value-at-Risk (“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 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 and prudent. The Control Groups help ensure that these
risks are measured and closely monitored and are made transparent to senior management. The Market Risk Department is
responsible for ensuring transparency of material market risks, monitoring compliance with established limits, and escalating
risk concentrations to appropriate senior management. To execute these responsibilities, the Market Risk Department
monitors the Company’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. A variety of limits is designed to control price and market
liquidity risk. Market risk is monitored through various measures: statistically (using VaR and related analytical measures);
by measures of position sensitivity; and through routine stress testing and scenario analyses conducted by the Market Risk
Department in collaboration with the business units. The material risks identified by these processes are summarized in
reports produced by the Market Risk Department that are circulated to and discussed with senior management.

Subprime and Related Risks.

During 2007, asset-backed products referencing subprime consumer mortgages experienced a significant increase in expected
default rates, resulting in a dramatic reduction in asset prices and market liquidity. Although other markets have also
experienced periods of significant illiquidity in the past, the combined magnitude and velocity of price depreciation, as well
as the continuing nature of the event, place it among the most significant market shocks ever realized. While such events may
recur in the future, the timing and magnitude of recurrence are difficult to predict.

Events of this magnitude are outside of the loss estimates forecast by VaR models and are more commonly measured by
alternative risk measures such as stress tests and scenario analyses. However, the market moves associated with the subprime
events of 2007 were significantly greater than those included in the Company’s stress tests and scenario analyses at that time.
The Company has since enhanced its stress test and scenario analyses to better incorporate the levels of price volatility
realized during the second half of fiscal 2007. Stress tests and scenario analyses represent estimates of future significant
events. Actual market moves may continue to be more dramatic than the estimates included in the Company’s VaR, stress
tests and scenario analyses. Limitations to VaR models are discussed further in “VaR Methodology, Assumptions and
Limitations” below.

Sales and Trading and Related Activities.
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Primary Market Risk Exposures and Market Risk Management. During fiscal 2007, 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 and credit spread risk as a result of its market-making activities and proprietary
trading in interest rate sensitive financial instruments (e.g., risk arising from changes in the level or implied volatility of
interest rates, the timing of mortgage prepayments, the shape of the yield curve and credit spreads). The activities from which
those exposures arise and the markets in which the Company is active include, but are not limited to, the following: emerging
market corporate and government debt, non-investment grade and distressed corporate debt, investment grade corporate debt
and asset-backed debt (including mortgage-related securities).

The Company is exposed to equity price and implied volatility risk as a result of making markets in equity securities and
derivatives and maintaining proprietary positions (including positions in non-public entities). Positions in 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, electricity, and precious and base metals) and related 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 terms, specific
characteristics or other basis risks that may exist between the hedge instrument and the risk exposure that is being hedged.
The Company manages the market risk associated with its trading activities on a Company-wide basis, on a worldwide
trading division level and on an individual product basis. The Company manages and monitors its market risk exposures in
such a way as to maintain a portfolio that the Company believes is well-diversified 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, as appropriate, products and regions. Trading division risk managers, desk risk
managers, 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 measures 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. The Market Risk Department also conducts scenario
analyses, which estimate the Company’s revenue sensitivity to a set of specific, predefined market and geopolitical events.

Value-at-Risk (VaR). The Company uses the statistical technique known as VaR as one of the tools used to measure,
monitor and review the market risk exposures of its trading portfolios. The Market Risk Department calculates and distributes
daily VaR-based risk measures to various levels of management.

VaR Methodology, Assumptions and Limitations. The Company estimates VaR using a model based on historical
simulation for major market risk factors and Monte Carlo simulation for name-specific risk in certain equity and fixed
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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 changes in key market indices or other market
factors (“market risk factors”); and information on the sensitivity of the portfolio values to these market risk factor changes.
The Company’s VaR model uses approximately 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 corporate debt and related credit derivatives. As a supplement to the use of historical simulation for major market
risk factors, the Company’s VaR model uses Monte Carlo simulation to capture name-specific risk in equities and 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 VaR model’s ability to more accurately estimate risks to specific asset classes or industry sectors. In
response to increased levels of market volatility realized during the second half of fiscal 2007, the Company has reviewed the
appropriateness of the implementation of its VaR models and has made certain changes to more accurately capture risks
generated by certain fixed income products. These changes include additional historical time series that provide broader
product coverage of subprime consumer mortgage products as well as updated mappings of risk exposures to historical price
time series.

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 changes in market risk factors may not always yield accurate 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 fully 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 reflect past trading 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.

VaR for Fiscal 2007. The table below presents the Company’s Aggregate (Trading and Non-trading), Trading and Non-
trading VaR for each of the Company’s primary market risk exposures at November 30, 2007 and November 30, 2006,
incorporating substantially all financial instruments generating market risk that are managed by the Company’s trading
businesses. This measure of VaR incorporates most of the Company’s trading-related market risks. However, a small
proportion of trading positions generating market risk is not included in VaR, and the modeling of the risk characteristics of
some positions relies upon approximations that, under certain circumstances, could produce significantly different VaR
results from those produced using more precise measures. For example, risks associated with residential mortgage-backed
securities have been approximated as it is difficult to capture precisely the relevant microeconomic factors that affect
mortgage prices within a VaR context.

Aggregate Trading and Non-trading VaR also incorporates (a) the interest rate risk generated by funding liabilities related to
institutional trading positions, (b) public company equity positions recorded as investments by the Company and

(c) 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 reported below. Aggregate Trading and Non-trading VaR also excludes
certain funding liabilities primarily related to fixed and other non-trading assets as well as the credit spread risk generated by
the Company’s funding liabilities. As of November 30, 2007, the notional amount of funding liabilities related to non-trading
assets (including premises, equipment and software, goodwill, deferred tax assets and intangible assets) was approximately
$7.8 billion, with a duration of approximately 10 years. The credit spread risk sensitivity generated by the Company’s
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funding liabilities (i.e., those funding both trading and non-trading assets) corresponded to an increase in value of
approximately $78 million for each +1 basis point (or 1/100™ of a percentage point) widening in the Company’s credit spread
level as of November 30, 2007.

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.

The table below presents 95%/one-day VaR for each of the Company’s primary risk exposures and on an aggregate basis at
November 30, 2007 and November 30, 2006.

Aggregate
(Trading and Non-trading) Trading Non-trading
95%/0One-Day VaR 95%/0One-Day VaR 95%/0One-Day VaR
at November 30, at November 30, at November 30,
Table 1: 95% Total VaR
2007 2006 2007 2006 2007 2006
Primary Market Risk Category
(dollars in millions)
Interest rate and credit spread................. $ 52§ 41 S 45 S 38§ 33§ 13
Equlty price ............................................. 40 58 39 55 4 5
Foreign exchange rate............cccccceeeeneene 24 9 25 9 1 o
CommOdity PriCe ......cocvvvvrrveneerreerreenenns 34 31 34 31 o o
Subtotal ................................................... 150 139 143 133 38 18
Less diversification benefit(1) ................ 67 50 65 48 5 3
Total VaR ......cooviiiiieiiieeeeee, $ 83 $ 89 $ 78 $ 85 $ 33 $ 15

(1) Diversification benefit equals the difference between Total VaR and the sum of the VaRs for the four risk categories. This benefit arises because the simulated
one-day losses for each of the four primary market risk categories occur on different days; similar diversification benefits also are taken into account within each
category.

The Company’s Aggregate VaR at November 30, 2007 was $83 million compared with $89 million at November 30, 2006.
The decrease in Aggregate VaR and Trading VaR at year-end was driven primarily by a decrease in equity exposures toward
the end of the fiscal year.

The Company’s Trading VaR at November 30, 2007 was $78 million compared with $85 million at November 30, 2006. The
decrease in Trading VaR at year-end was driven primarily by a decrease in equity price VaR, partially mitigated by increases
in foreign exchange rate VaR and interest rate and credit spread VaR. The increase in foreign exchange rate VaR was driven
by increased exposure to foreign currencies. The increase in interest rate and credit spread VaR was driven primarily by two
factors. First, at November 30, 2007 the Company reclassified the investment portfolio of its bank subsidiaries from
securities available for sale to Financial instruments owned in the consolidated statement of financial condition. (The total
notional amount of reclassified assets at November 30, 2007 was $8.1 billion, consisting entirely of ABS and residential
mortgage-backed securities). Second, during fiscal 2007, the U.S. subprime market experienced a significant increase in price
volatility. This increase in volatility drove an increase in VaR with respect to the Company’s exposure to securities that
reference subprime mortgage pools and related financial instruments, whose change in value is modeled as a function of the
underlying securities.

Non-trading VaR at November 30, 2007 increased to $33 million from $15 million at November 30, 2006 primarily due to an
increase in interest rate and credit spread non-trading VaR resulting from an increase in non-trading loan assets.
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The Company views average Trading VaR over the fiscal year as more representative of trends in the business than VaR at
any single point in time. Table 2 below, which presents the high, low and average 95%/one-day Trading VaR during fiscal
2007 and fiscal 2006, represents substantially all of the Company’s trading activities. Certain market risks included in the
year-end Aggregate VaR discussed above are excluded from these measures (e.g., equity price risk in public company equity
positions recorded as principal investments by the Company and certain funding liabilities related to trading positions).

Average Trading VaR for fiscal 2007 increased to $87 million from $60 million in fiscal 2006, driven by increases across all
four primary market risk categories. Average Total VaR for fiscal 2007 increased to $92 million from $67 million in fiscal
2006, which was also driven by increases across all four primary market risk categories. The increase in interest rate and
credit spread VaR was predominately driven by increased volatility in securitized product and corporate credit markets,
which resulted in a higher VaR despite a reduction in risk exposures during the fiscal year. The increase in equity price VaR
was primarily driven by increased equity exposures. The increase in foreign exchange rate VaR was driven by increased
exposure to foreign currencies. The increase in commodity price VaR was predominately driven by increased exposure to
electricity and natural gas products.

Daily 95%/One-Day VaR Daily 95%/One-Day VaR
for Fiscal 2007 for Fiscal 2006
Table 2: 95% High/Low/Average Trading VaR
High Low Average High Low Average

Primary Market Risk Category

(dollars in millions)

Interest rate and credit spread..........cccoeceeveevieieecienieenne $ 88 34 $ 46 $ 48 $ 29 $ 35
EQUILY PIICE. ... iieieiieiieieeeee et 61 29 43 55 21 28
Foreign exchange rate...........ccecveviieierieneeeee e 33 10 18 23 5 9
ComMOAILY PIiCE ....eeoveeeieeieieeieeie ettt 48 28 37 43 23 30
Trading VaR ......ccoooiviiiiiieececeeeeee e 108 69 87 85 49 60
Non-trading VaR ......coccooiiiiiiieeeeeeeee, 61 11 27 37 10 2
Total VaR ..o $ 123§ 70 S 9 S 91 § 54 S 67

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. As a result, VaR statistics are more reliable and relevant when used as indicators of
trends in risk taking within a firm rather than as a basis for inferring differences in risk taking across firms. Table 3 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:
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Average 95%/One-Day VaR Average 99%/One-Day VaR

Table 3: Average 95% and 99% Trading VaR for Fiscal 2007 for Fiscal 2007
with Four-Year/One-Year Historical Time Series
Four-Year One-Year Four-Year One-Year
Factor History Factor History Factor History Factor History

Primary Market Risk Category

(dollars in millions)

Interest rate and credit spread .............ccccoeeeinennanne $ 46 $ 46 $ 74 S 7
EqQUILY PIiCE....cuvviiieeiriiiciieiiicirieeceeieeeeieseeeeee e 43 49 65 81
Foreign exchange rate..............coccoevivccninccnnnnne. 18 18 26 28
CommOdity PriCE ......cevveueruirveiriirieererineeererenreeeeeenen 37 37 57 52
Trading VaR .....cccoooviiiiieeeeeee e $ 87 § 92 $ 127 $ 132

In addition, if the Company were to report Trading VaR (using a four-year historical time series) with respect to a 10-day
holding period, the Company’s 95% and 99% Average Trading VaR for fiscal 2007 would have been $274 million and $402

million, respectively.
Distribution of VaR Statistics and Net Revenues for Fiscal 2007.

As shown in Table 2 above, the Company’s average 95%/one-day Trading VaR for fiscal 2007 was $87 million. The
histogram below presents the distribution of the Company’s daily 95%/one-day Trading VaR for fiscal 2007. The most
frequently occurring value was between $86 million and $89 million, while for approximately 90% of trading days during the
fiscal year, VaR ranged between $71 million and $98 million.

Daily 95%/One-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 fiscal 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.
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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 Trading VaR on 15 days during fiscal 2007. These
losses were incurred during a period of exceptionally high volatility across equity, corporate credit and securitized product
markets. Since the Company bases its VaR calculations on four years of equally weighted historical data, clustering of VaR
exceptions should occur during periods of exceptionally high market turbulence. An examination of the 15 outliers incurred
during the fiscal year revealed that these losses occurred on days when markets experienced unusually high price volatility.

Over the longer term, 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 and, therefore, evaluates its
risk from a longer term perspective, which avoids understating risk during periods of relatively lower volatility in the market.

The histogram below shows the distribution of daily net trading revenue during fiscal 2007 for the Company’s trading
businesses (including net interest and non-agency commissions but excluding certain non-trading revenues such as primary,
fee-based and prime brokerage revenue credited to the trading businesses). During fiscal 2007, the Company experienced net
trading losses on 34 days. These loss days were driven predominately by increased market volatility realized during the
second half of the fiscal year.

Daily Net Trading Revenue
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Credit Risk.

Credit risk refers to the risk of loss arising from borrower or counterparty default when a borrower, counterparty or obligor
does not meet its financial obligations. The Company is exposed to two distinct types of credit risk in its businesses. The
Company incurs significant, “single-name” credit risk exposure through the Institutional Securities business and to a lesser
extent through its commercial lending activity in its Global Wealth Management Group. This type of risk requires credit
analysis of specific counterparties, both initially and on an ongoing basis. The Company also incurs “individual consumer”
credit risk in the Global Wealth Management Group business through margin and non-purpose loans to individual investors,
which are collateralized by securities.

The Company has structured its credit risk management framework to reflect that each of these businesses generates unique
credit risks that are appropriately managed discretely. The Institutional Credit Department (“Institutional Credit”) evaluates
and monitors credit risk exposure for the Institutional Securities business. Institutional Credit is responsible for ensuring
transparency of material credit risks, ensuring compliance with established limits, approving material extensions of credit,
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and escalating risk concentrations to appropriate senior management. Credit risk exposure in the Global Wealth Management
Group business segment is managed through various credit risk committees, whose membership includes Institutional Credit.
The Global Wealth Management Group Risk Management Department is responsible for monitoring, measuring and
analyzing credit risk exposures, including margin loans and credit sensitive, higher risk transactions.

Institutional Securities Activities.

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 commitments can generally be
classified as either “event-driven” or “relationship-driven.”

“Event-driven” loans and 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.

“Relationship-driven” loans and 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.

Securitized Products. The Company also extends loans and lending commitments to clients that are secured by assets of the
borrower and generally provide for over-collateralization, including commercial real estate, loans secured by loan pools,
corporate and operating company loans, and secured lines of revolving credit. Credit risk with respect to these loans and
lending commitments arises from the failure of a borrower to perform according to the terms of the loan agreement and a
decline in collateral value.

Other. In addition to the activities performed by Institutional Credit, there are credit risks managed by various business
areas within Institutional Securities. For example, certain businesses with heightened settlement risk monitor compliance
with established settlement risk limits. 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 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.

Derivative Contracts. 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 investment purposes, as well as
for asset and liability management. These instruments generally represent future commitments to swap interest payment
streams, exchange currencies, or purchase or sell commodities and other financial instruments on specific terms at specified
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 a current transaction between willing parties, other than
in a forced or liquidation sale, 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 contracts ultimately may result in cash settlements exceeding fair value amounts recognized in the
consolidated statements of financial condition.

Analyzing Credit Risk. Credit risk management takes place at the transaction, counterparty and portfolio levels. In order to
help protect the Company from losses resulting from these activities, Institutional Credit 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. Institutional Credit assigns obligor credit ratings to the
Company’s counterparties and borrowers. These credit ratings are intended to assess a counterparty’s probability of default
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and are derived using methodologies generally consistent with those employed by external rating agencies. Credit ratings of
“BB+” or below are considered non-investment grade. Additionally, for lending transactions, Institutional Credit 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. The Company has
credit guidelines that limit potential credit exposure to any one borrower or counterparty and to aggregates of borrowers or
counterparties. Institutional Credit administers these limits and monitors and reports credit exposure relative to limits.

Risk Mitigation. The Company may seek to mitigate credit risk from its lending and derivatives transactions in multiple
ways. At the transaction level, the Company 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 financial
instruments which 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 may enter into master netting agreements and
collateral arrangements with counterparties. These agreements may 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 Exposure-Corporate Lending. The following table presents information about the Company’s corporate loans and
commitments as of November 30, 2007. The “total corporate lending exposure” column includes both lending commitments
and funded loans. Funded loans represent loans that have been drawn by the borrower and that were outstanding as of
November 30, 2007. Lending commitments represent legally binding obligations to provide funding to clients as of
November 30, 2007 for both “relationship-driven” and “event-driven” transactions. As discussed above, these loans and
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 November 30, 2007 and November 30, 2006, the aggregate amount of investment grade loans was $13.0 billion and

$6.4 billion, respectively, and the aggregate amount of non-investment grade loans was $10.9 billion and $3.4 billion,
respectively. At November 30, 2007 and November 30, 2006, the aggregate amount of lending commitments outstanding was
$70.2 billion and $53.5 billion, respectively. In connection with these business activities (which include corporate funded
loans and lending commitments), the Company had hedges with a notional amount of $37.6 billion and $26.5 billion at
November 30, 2007 and November 30, 2006, respectively. The table below shows the Company’s credit exposure from its
corporate lending positions and commitments as of November 30, 2007. Since commitments associated with these business
activities may expire unused, they do not necessarily reflect the actual future cash funding requirements:

Corporate Lending Commitments and Funded Loans

Years to Maturity Total
Total Corporate Corporate Corporate
Lending Funded Lending

Less than 1 1-3 3-5 Over 5 Exposure(2)(3) Loans Commitments

Credit Rating(1)

(dollars in millions)

AAA ............................................ $ 701 $ 462 $ 1’253 $ . $ 2,416 $ 380 $ 2,036
AA .............................................. 8,016 457 3,615 369 12’457 1’941 10’516
A 7,695 3,451 8,617 419 20,182 3,120 17,062
BBB ............................................ 10,010 3’954 13,058 1’124 28’146 7’569 20’577
Investment grade..... 26422 8324 26,543 1,912 63,201 13,010 50,191
Non-investment grade ................. 2,862 2,387 4’777 20,883 303909 10,897 203012
Tl $ 29284 $ 10,711 $ 31,320 $ 22,795 $ 94,110 $ 23907 $ 70,203
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(1)  Obligor credit ratings are determined by Institutional Credit using methodologies generally consistent with those employed by external rating agencies.

(2) Total corporate lending exposure includes both lending commitments and funded loans. Amounts exclude approximately $38 billion of notional amount of
hedges.

(3) Total corporate lending exposure includes “event-driven” funded loans of $10.8 billion and “event-driven” lending commitments of $24.5 billion. Included in the
$24.5 billion of “event-driven” loan commitments were $12.2 billion of commitments to non-investment grade borrowers that were accepted by the borrower but
not yet closed.

Credit Exposure-Derivatives. The table below presents a summary by counterparty credit rating and remaining contract
maturity of the fair value of OTC derivatives in a gain position at November 30, 2007. Fair value represents the risk
reduction arising from master netting agreements, where applicable, and, in the final column, net of collateral received
(principally cash and U.S. government and agency securities):

OTC Derivative Products—Financial Instruments Owned(1)

Years to Maturity Cross-Maturity
and Net Exposure Net Exposure
Cash Collateral Post-Cash Post-
Less than 1 1-3 3-5 Over 5 Netting(3) Collateral Collateral
Credit Rating(2)
(dollars in millions)

AAA ......................................... $ 1’625 $ 1’572 $ 2’142 $ 8’219 $ (4’057) $ 9’501 $ 9’287
AA ........................................... 11’560 9’686 6’649 23’231 (29’925) 21,201 18’011
A 4,196 3,212 3,675 8,234 (8,454) 10,863 10,203
BBB ......................................... 3’245 3’444 2’879 2,566 (3,484) 8’650 6’387
Non-investment grade .............. 6,299 3’954 2’753 3,016 (5’007) 11,015 6,505
Unrated(4) ................................ 2’005 664 190 691 (368) 3,182 710
Total cevesrersssrisrssnnes $ 28930 $22,532 $ 18288 $45957 $  (51,295) $ 64412 $ 51,103

(1)  Fair values shown present the Company’s exposure to counterparties related to the Company’s OTC derivative products. The table does not include the effect of
any related hedges utilized by the Company. The table also excludes fair values corresponding to other credit exposures, such as those arising from the
Company’s lending activities.

(2)  Obligor credit ratings are determined by Institutional Credit using methodologies generally consistent with those employed by external rating agencies.

(3) Amounts represent the netting of receivable balances with payable balances for the same counterparty across maturity categories. Receivable and payable
balances with the same counterparty in the same maturity category are netted within such maturity category, where appropriate. Cash collateral received is netted
on a counterparty basis, provided legal right of offset exists.

(4) In lieu of making an individual assessment of the creditworthiness of unrated companies, the Company makes a determination that the collateral held with
respect to such obligations is sufficient to cover a substantial portion of its exposure.

The following tables summarize the fair values of the Company’s OTC derivative products recorded in Financial instruments
owned and Financial instruments sold, not yet purchased by product category and maturity at November 30, 2007, 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

100



Years to Maturity

Cross-Maturity

and Net Exposure Net Exposure
Cash Collateral Post-Cash Post-
Less than 1 1-3 3-5 Over 5 Netting(1) Collateral Collateral
Product Type
(dollars in millions)
Interest rate and currency
swaps, interest rate options,
credit derivatives and other
fixed income securities
COntraCtS .............................. $ 5’236 $ 10,704 $ 11’752 $ 42’911 $ (37,028) $ 33’575 $ 29’877
Foreign exchange forward
Contracts and Optlons ........... 10’449 1’133 142 67 (4’043) 7,748 6’327
Equity securities contracts
(including equity swaps,
warrants and options)......... 6,875 3,157 872 764 (3,493) 8,175 2,832
Commodity forwards, options
and SWapS.......cceeveeveeveenenins 6,370 7,538 5,522 2,215 (6,731) 14,914 12,067
Total s $ 28,930 $ 22,532 $ 18,288 $ 45,957 $ (51,295) $ 64,412 §$ 51,103

(1)  Amounts represent the netting of receivable balances with payable balances for the same counterparty across maturity and product categories. Receivable and
payable balances with the same counterparty in the same maturity category are netted within the maturity category, where appropriate. Cash collateral received is

netted on a counterparty basis, provided legal right of offset exists.

OTC Derivative Products—Financial Instruments Sold, Not Yet Purchased(1)

Years to Maturity

Cross-Maturity

and
Cash Collateral
Less than 1 3-5 Over 5 Netting(2) Total
Product Type
(dollars in millions)

Interest rate and currency swaps, interest rate

options, credit derivatives and other fixed

income securities CONracts ...........ccoeeeuveeeueen... $ 6573 $ 8,749 $ 11,154 $ 29,487 $ (37,138) $ 18,825
Foreign exchange forward contracts and options.. 10.868 1.043 117 380 (3,038) 9.370
Equity securities contracts (including equity

SWapS, warrants and OpthnS) ........................... 6,375 4’952 2’129 1,746 (3’453) 1 1’749
Commodlty forwards, Options and SWapS ............. 7,762 7,821 2’273 1’743 (5,946) 13,653

TOAL . $ 31,578 $ 22,565 $ 15,673 $ 33,356 $ (49,575) $ 53,597

(1)  Since these amounts are liabilities of the Company, they do not result in credit exposures.
(2) Amounts represent the netting of receivable balances with payable balances for the same counterparty across maturity and product categories. Receivable and
payable balances with the same counterparty in the same maturity category are netted within the maturity category, where appropriate. Cash collateral paid is

netted on a counterparty basis, provided legal right of offset exists.
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The Company’s derivatives (both listed and OTC) at November 30, 2007 and November 30, 2006 are summarized in the
table below, showing the fair value of the related assets and liabilities by product:

At November 30, 2007 At November 30, 2006

Assets Liabilities Assets Liabilities
Product Type

(dollars in millions)

Interest rate and currency swaps, interest rate options, credit derivatives
and other fixed income securities cONtracts ..........coceeeeveereeeeeneennen. $ 33804 $ 19515 $ 19444 $ 15,688

Foreign exchange forward contracts and options..........c.cceceeeeeeieneennnne. 7755 9372 7325 7725

Equity securities contracts (including equity swaps, warrants and options)
........................................................................................................... 19,913 27.887 16,705 23,155
Commodlty forwards, Options and SWaAPS e 15.531 14.830 11.969 10.923

0] 7Y RPN $ 77’003 $ 71,604 $ 55’443 $ 57’491

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 financial statements, see “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Ceritical Accounting Policies” in Part I, Item 2 and Note 2 to the consolidated financial
statements.

Country Exposure. The Company monitors its credit exposure to individual countries. Credit exposure to a country arises
from the Company’s primary lending activities and derivatives activities in a country. At November 30, 2007, based on the
domicile of the counterparty, approximately 7% of the Company’s credit exposure (for credit exposure arising from corporate
loans and lending commitments as discussed above and current exposure arising from the Company’s OTC derivatives
contracts) was to emerging markets, and no one emerging market country accounted for more than 2% of the Company’s
credit exposure. The Company defines emerging markets to include generally all countries that are not members of the
Organization for Economic Co-operation and Development and includes as well the Czech Republic, Hungary, Korea,
Mexico, Poland, the Slovak Republic and Turkey but excludes countries rated AA and Aa2 or above by Standard & Poor’s
and Moody’s Investors Service, respectively.

Industry Exposure. The Company also monitors its credit exposure to individual industries. At November 30, 2007, the
Company’s material credit exposure (for credit exposure arising from corporate loans and lending commitments as discussed
above and current exposure arising from the Company’s OTC derivatives contracts) was to entities engaged in the following
industries: utilities, financial institutions, consumer-related entities, banks, telecommunications, sovereign and energy-related
entities.

Global Wealth Management Group Activities.

Margin Lending. Customer margin accounts, the primary source of retail credit exposure, are collateralized in accordance
with internal and regulatory guidelines. The Company monitors required margin levels and established credit limits daily and,
pursuant to such guidelines, requires customers to deposit additional collateral, 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, possible hedging strategies. 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 November 30, 2007, there were approximately $7.3 billion
of customer margin loans outstanding.
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Non-purpose Securities-Based Lending: Non-purpose securities-based lending allows clients to borrow money against the
value of qualifying securities for any suitable purpose other than purchasing, trading, or carrying marketable securities or
refinancing margin debt. The Company establishes approved lines and advance rates against qualifying securities and
monitors limits daily and, pursuant to such guidelines, requires customers to deposit additional collateral, or

reduce debt positions, when necessary. Factors considered in the review of non-purpose securities-based lending are amount
of the loan, the degree of concentrated or restricted positions, and the overall evaluation of the portfolio to ensure proper
diversification or, in the case of concentrated positions, possible hedging strategies. Underlying collateral for non-purpose
securities-based loans is reviewed with respect to the liquidity of the proposed collateral positions, historic trading range,
volatility analysis and an evaluation of industry concentrations.

Commercial Lending. Global Wealth Management Group provides structured credit facilities to high net worth individuals
and their small and medium-size domestic businesses through Morgan Stanley Commercial Financial Services, Inc. (“CFS”).
CFS’ suite of products includes working capital lines of credit, revolving lines of credit, standby letters of credit, term loans
and commercial real estate mortgages. Clients are required to submit a credit application and financial statements to CFS’
centralized credit processing platform. CFS’ underwriting professionals recommend a lending structure following an
analysis of the borrower, the guarantor, the collateral, cash flow, liquidity, leverage and credit history. For standard
transactions, credit requests are approved via signature of independent credit officers, and where transactions are 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 is moved to the general portfolio where it is monitored periodically through
account management, covenants compliance certificates, and spot and cycle audits.

Consumer Lending Activities.

With respect to first mortgages and second mortgages within the Company’s Institutional Securities business segment,
including home equity lines of credit (“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 lien position is established through
title/ownership reports. As part of the mortgage lending business strategy, almost all loans are sold in the secondary market
through securitizations and whole loan sales, while almost all servicing rights are retained. These sales and securitizations
pass the risk of credit loss onto the purchaser/investor.

Operational Risk.

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

The goal of the Company’s operational risk management framework is to establish firm-wide operational risk standards
related to risk measurement, monitoring and management. Operational risk policies are designed to reduce the likelihood
and/or impact of operational incidents as well as to mitigate legal, regulatory and reputational risks. As a foundation for the
Basel II 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, risk and control self-assessments and scenario analysis. The Company will seek to
obtain approval from the SEC to implement the Advanced Measurement Approach for Operational Risk Capital requirements
in 2008.

The Company’s Operational Risk Manager (“ORM?”) oversees, monitors, measures, analyzes and reports on operational risk
across the Company. The ORM is independent of the business segments and is supported by the Firm-wide Operational Risk
Department (“ORD”). The ORM is also responsible for facilitating, designing, implementing and monitoring the Firm-wide
operational risk program. The ORD works with the business segments and Control Groups to help ensure a transparent,
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
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designed and modified, operational risks are considered. Each business segment has a designated operational risk
coordinator. In addition, business segment risk committees review operational risk matters and/or reports on a regular basis.
Each Control Group also has a designated operational risk coordinator, or equivalent, and a forum for discussing operational
risk matters and/or reports with senior management. Oversight of business segment operational risk is provided by business
segment risk committees, a Firm-wide operational risk committee and, ultimately, senior management through the Firm Risk
Committee.

Business Continuity Management is an ongoing program of analysis and planning that ensures 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 segment 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
satisfies regulatory requirements. Information security procedures are designed to protect the Company’s information assets
against unauthorized disclosure, modification or misuse. These procedures cover a broad range of areas, including:
application system entitlement; data protection; internet and intranet access, communications and usage; and mobile and
portable information usage. The Company has also established policies, procedures and technologies to protect its computer
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-compliance with applicable legal and regulatory requirements and standards. Legal risk
also includes contractual and commercial risk such as the risk that a counterparty’s performance obligations will be
unenforceable. The Company is generally subject to extensive regulation in the different jurisdictions in which it conducts its
business (see “Business—Regulation” in Part I, Item 1). 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 that are
designed to require that the Company’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 safekeeping of customer funds and securities, credit granting, money laundering, privacy and
recordkeeping. In addition, the Company has established procedures to mitigate the risk that a counterparty’s performance
obligations will be unenforceable, including consideration of counterparty legal authority and capacity, adequacy of legal
documentation, the permissibility of a transaction under applicable law and whether applicable bankruptcy or insolvency
laws limit or alter contractual remedies. The legal and regulatory focus on the financial services industry presents a
continuing business challenge for the Company.
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Item 8. Financial Statements and Supplementary Data.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Morgan Stanley:

We have audited the accompanying consolidated statements of financial condition of Morgan Stanley and subsidiaries (the
“Company”) as of November 30, 2007 and 2006, and the related consolidated statements of income, comprehensive income,
cash flows and changes in shareholders’ equity for each of the three years in the period ended November 30, 2007. These
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Morgan
Stanley and subsidiaries as of November 30, 2007 and 2006, and the results of their operations and their cash flows for each
of the three years in the period ended November 30, 2007, in conformity with accounting principles generally accepted in the
United States of America.

As discussed in Note 2 and Note 18 to the consolidated financial statements, in fiscal 2005, the Company adopted Statement
of Financial Accounting Standards No. 123(R), “Share-Based Payment”, and effective December 1, 2005, Morgan Stanley
changed its accounting policy for recognition of equity awards granted to retirement-eligible employees.

As discussed in Note 24 to the consolidated financial statements, effective August 31, 2006, Morgan Stanley elected
application of Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements”.

As discussed in Note 2 and Note 3 to the consolidated financial statements, effective December 1, 2006, the Company
adopted Statement of Financial Accounting Standards No. 157, “Fair Value Measurement” and Statement of Financial
Accounting Standards No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities—Including an
amendment of FASB Statement No. 115”.

Also, as discussed in Note 2 and Note 19 to the consolidated financial statements, the Company adopted Statement Financial
Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an
amendment of FASB Statements No. 87, 88, 106, and 132(R)”.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the Company’s internal control over financial reporting as of November 30, 2007, based on the criteria established in
“Internal Control—Integrated Framework™ issued by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated January 28, 2008, expressed an unqualified opinion on the Company’s internal control over
financial reporting.

/s/ Deloitte & Touche LLP
New York, New York
January 28, 2008
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MORGAN STANLEY

Consolidated Statements of Financial Condition
(dollars in millions, except share data)

Assets
Cash and cash eqUIVAIENTS ...........ccuieiiiiiiieiicie ettt e ees

Cash and securities deposited with clearing organizations or segregated under federal and
other regulations or requirements (including securities at fair value of $31,354 in 2007
and $8,648 11 2000) .....cc.erveiruirieieiirieee e e

Financial instruments owned, at fair value (approximately $131 billion in 2007 and $125
billion in 2006 were pledged to various parties):

U.S. government and agency SECUITLIES......c.verueeruerrerieriieieeieeieseeseesieenseene e
Other sovereign government Obligations...........ccceruereeeeieienienese e
Corporate and Other debt...........cccuerieriieiiiieeceeee e e
COIPOTALE EQUILIES ..uveeueeeueeeeieetieitiesteeteeteeteeeceeteeste e et enteeneeeneesseesseesseeaeeneeeneeenes
DETIVALIVE COMLIACES. ..c.vevitieiieiieteieste sttt ettt sttt ettt s sbe e eie e enees
TIVESTMENLES ..ttt sttt

Physical COMMOMILIES. ... .cc.eeieieiiieii ettt

Total financial inStrumMents OWNEd..........ccceeiiiiieiire e
Securities received as collateral, at fair value ..........ccccooovvvviiiiiiiiieieeeeee e
Collateralized agreements:

Securities purchased under agreements to resell ...........ccooeieniieniiiininieen,

SeCUTItIES DOITOWE.......ccvviiieeeiiie e enns

Receivables:
Consumer loans (net of allowances of $831 in 2006) ........ccccvevveirenerinenenne.
CUSLOIMIETS ...ttt ettt ettt ettt ettt ettt et eet e st e s b e s be e beeaeeseesmeenaee
Brokers, dealers and clearing organizations..............cceeeueecverieneeseeneenesseesnenens
OhEr LOANS ...ttt ettt st be et ene e eneas
Fees, interest and Other............ccvoiiiiiiiiiiiee e
Other INVESTMENTS .......eieuieitieiieie ettt ettt ettt e esee st esbeeseeneeeneeenee

Premises, equipment and software costs, at cost (net of accumulated depreciation of $3,449
in 2007 and $3,645 11 2006) ......ccoevecirieriineriinieineeeeeeeee e

November 30, November 30,
2007 2006
25598 § 20,606
61,608 29,565
23,887 39,352
21,606 27,305
147,724 158,864
87,377 86,058
77,003 55,443
14,270 4,725
3,096 3,031
374,963 374,778
82,229 64,588
126,887 175,787
239,994 299,631
— 22,915
76,352 82,923
16,011 7,633
11,629 11,908
8,320 8,937
4,524 3,232
4372 4,086



November 30, November 30,

2007 2006
GOOAWILL ..ttt e e e e e e et et eeeseseeeaaaeeeeesesaesaaaeeeesenaas 3.024 2.792
Intangible assets (net of accumulated amortization of $175 in 2007 and $109 in 2006)
(includes $428 at fair value in 2007)......cccceoieiieriiriiiieeeeeeie e 1.047 651
ORI @SS ....eueenteteteet ettt ettt b et b ettt et bt bbbt ettt nee 8.851 11.160
Total aSSetS ................................................................................................................... $ 1,045,409 $ 1’121’192

See Notes to Consolidated Financial Statements.

107



MORGAN STANLEY

Consolidated Statements of Financial Condition—(Continued)
(dollars in millions, except share data)

Liabilities and Shareholders’ Equity

Commercial paper and other short-term borrowings (includes $3,068 at fair value in 2007)

Deposits (includes $3,769 at fair value in 2007).........ccccevveeenenen.

Financial instruments sold, not yet purchased, at fair value:

U.S. government and agency Securities...........ceevuereereennne
Other sovereign government obligations............c...cceeuvenneene.
Corporate and other debt...........occevieiienieieiriceeee
COrporate EQUITIES ...cuveeveveerreeriieeieeeieeeieeereesaeesereesseenenens
Derivative CONLIACES......cc.evvereeieeeienienienienieeeeeeereneenee e

Physical commOdities.........cceeeeriererieieseeiieieieieseese e

Total financial instruments sold, not yet purchased.......................

Obligation to return securities received as collateral, at fair value

Collateralized financings:

Securities sold under agreements to repurchase...................
Securities 10aned .........c.ccevirerieineeineeeeeee

Other secured financings, at fair value............ccoccoeeereenee

Payables:

CUSEOIMIETS ...ttt sttt ettt
Brokers, dealers and clearing organizations.........................
Interest and dividends..........cccecevieiieniininiee e
Other liabilities and accrued eXpenses.........ccevverveeeveeeereeseeennenn,

Long-term borrowings (includes $38,392 at fair value in 2007) ...

Capital UNits ....oooeeeeiiieeieeiesieeeeee e

Commitments and contingencies

108

November 30, November 30,

2007 2006
34,495 29,092
31,179 28,343
8,221 26,168
15,627 28,961
7,592 10,336
30,899 59,399
71,604 57,491
398 764
134,341 183,119
82,229 64,588
162,840 267,566
110,423 150,257
27,772 45,556
203,453 134,907
10,454 7,635
1,724 4,746
24,606 24,975
190,624 144,978
1,014,140 1,085,762
— 66




November 30, November 30,
2007 2006
Shareholders’ equity:
Preferred STOCK ....uviviiiiiiiiciccicceece ettt e 1.100 1.100
Common stock, $0.01 par value;

Shares authorized: 3,500,000,000 in 2007 and 2006;

Shares issued: 1,211,701,552 in 2007 and 2006;

Shares outstanding: 1,056,289,659 in 2007 and 1,048,877,006 in 2006 ........ 12 12
Paid-in CAPIAL......c.eecrieiieiieiiciieceece ettt ees 1.902 2213
Retained Carnings ........c.oecveeieeierienieieeie ettt 38.045 41.422
EMPLOYEe SEOCK trUSE ....evietieiieiieieieee et 5569 4315
Accumulated other comprehensive 10SS ........covevviiierierieciieieeeceeeee e (199) (35)
Common stock held in treasury, at cost, $0.01 par value; 155,411,893 shares in 2007

and 162,824,546 shares in 2006 .........cccouveiiiuiieieiiieeeeeee et (9,591) (9,348)
Common stock issued to empPloyee trUSt........c.evvveruieriieiieieeieeeereere e (5,569) (4,315)

Total shareholders’ eqUILY ........cccoverierieriereiieieieee e 31.269 35364
Total liabilities and shareholders’ eqUity ........cccceveerieriieiieieeeeeeee e $ 1.045409 $ 1.121.192

See Notes to Consolidated Financial Statements.
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MORGAN STANLEY

Consolidated Statements of Income

(dollars in millions, except share and per share data)

Fiscal Year

2007 2006 2005
Revenues:
Investment DANKING.........c.ceeuiiiiiriireree ettt $ 6368 S 47755 3.843
Principal transactions:
TTAQING .ttt 3.206 11.805 7377
TNVESTMENLS ..vvveniieiieieciecte ettt saeebeenaesnaene 3262 1,807 1,128
COMIMISSIONS . ....vvievietietiiteeteetestetetestestesseseesteseeseesessessessessessesseseeseesesseesensessessansensens 4,682 3,770 3331
Asset management, distribution and administration fees..........c.cocovvvrreeecene 6.519 5238 4915
Interest and divVIAendS .........ccovvevveiiiiiiieicieceet e 60,083 42.776 25987
ORET .ottt ettt ettt et e ettt e s et ene st eaeeseereeaeeae et etenens 1208 585 496
TOtAl TEVEIMUES ...ttt 85,328 70.736 47,077
TNEEIEST EXPEIISE. ...ttt sttt ettt 57.302 40,897 23,552
Net revenues....
28,026 29,839 23,525
Non-interest expenses:
Compensation and BEenefits.............cooceueuriieiiiniciiiiee e 16,552 13.986 10,749
Occupancy and SQUIPIMENL. .......cc.eirirueuirieriririeiirieteeeiesertetee ettt seenes 1,130 912 957
Brokerage, clearing and exchange fees ..........cccoeeeieirininnirinneeeeeeeeeeeeens 1,656 1305 1,069
Information processing and communications.... 1,193 1,089 1,056
Marketing and business development ............ccoeerreirieinneinieccse e 313 643 576
ProfeSSIONAl SETVICES. ....vvuviveeiietieieteiirieteieteitee ettt b s s b sseseneens 2112 1.889 1.622
ORET .ttt 1,129 912 1431
th . .
September 117 related insurance reCOVEries, NEt ........vvveereeerererereerererereeereeesnenns o o ©51)
Total non-interest expenses 24,585 20.736 17.209
Income from continuing operations before losses from unconsolidated investees, income taxes
and cumulative effect of accounting change, net...........ccevervnrriceccccciceecene 3.441 9.103 6316
Losses from unconsolidated INVESLEES ..........cceiriirierrieirieirieieieieieieseseetesesesseesseessesenesenesene 47 40 311
Provision for iNCOME TAXES ......c.ervirueirieireeieieieieieietticieiet ettt 831 2728 1473
Income from continuing operations before cumulative effect of accounting change, net... 2,563 6.335 4532
Discontinued operations:
Net gain from discontinued OpPErations.............coueeveueveuererereeeineririsnseesieeneenenene 1,024 1,666 559
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Fiscal Year

2007 2006 2005
Provision for INCOME tAXES ........cccuriviririeiiieiiiiieieicieicctet s 378 599 201
Net gain on discontinued OPerations .............oeeeeveueueueueecenererererennennenns 646 1.137 358
Cumulative effect of accounting change, Net..........c.coeoevirueirieirieireeeeee e - - 49
INEE IICOMIC ...t $ 3,209 7472 4939
Preferred stock dividend requirements..........c..ceeevveirieirinieinieenineeneeeste e eseeeene $ 68 19 o
Earnings applicable to common shareholders...........oovveueueueicuiciiciiinirineseeeeveeeee $ 3.141 7453 4.939
Earnings per basic common share:
Income from continuing operations $ 2.49 6.25 432
Gain on discontinued OPETALIONS ........c.evveuerirueuirieiiirieiirieteeereereetee ettt neenes 0.64 L13 033
Cumulative effect of accounting change, net ..........c.ccococoveveiciinccnnicceenne o o 0.05
Earnings per basic common Share ...........c..cccovevineinneneienneneceneens $ 313 738 470
Earnings per diluted common share:
Income from CONtiNUING OPETAtIONS. ... .c.cverieueuirietiirieiirieieeeteereetee ettt eaeeeneenes $ 237 599 4.19
Gain on discontinued OPErations .............couceeueueiicueueinieiieieiiieeeeeeeeeeeeeeneneene 061 1.08 033
Cumulative effect of accounting change, Net..........c.ccccveerreineenneenecreees - - 0.05
Earnings per diluted common share $ 298 707 457
Average common shares outstanding:
BaSIC .. e 1,001,878.651 1,010.254.255 1,049,896,047
DiIULEA. ..o s 1,054,240.169 1,054,796,062 1,079.936,315

See Notes to Consolidated Financial Statements.
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MORGAN STANLEY

Consolidated Statements of Comprehensive Income
(dollars in millions)

Fiscal Year

2007 2006 2005
INEE INCOMIE .. ...ttt sttt st et st st st be e $ 3209 $ 7472 $ 4939
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments(1) .........cccocvevieviiecirncienienieneeie e, 65 104 (89)
Net change in cash flow hedges(2).......ccvevveriierieriieiieieeieeeree e 19 53 (70)
Minimum pension liability adjustment(3) .........ccccooeierinineiieieeeee e (40) @) 25
COMPIENENSIVE INCOIMIC. .....eeeueietienieeiieeiieettesteeteete et eieesaeesaeestee et eneeeneesneesseenseenseenseenees $ 3253 $§ 7.627 $ 4.805

(1)  Amounts are net of provision for (benefit from) income taxes of $35 million, $56 million and $(48) million for fiscal 2007, fiscal 2006 and fiscal 2005,
respectively.

(2) Amounts are net of provision for (benefit from) income taxes of $10 million, $29 million and $(38) million for fiscal 2007, fiscal 2006 and fiscal 2005,
respectively.

(3) Amounts are net of provision for (benefit from) income taxes of $(16) million, $(5) million and $11 million for fiscal 2007, fiscal 2006 and fiscal 2005,
respectively.

See Notes to Consolidated Financial Statements.
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MORGAN STANLEY

Consolidated Statements of Cash Flows
(dollars in millions)

CASH FLOWS FROM OPERATING ACTIVITIES

INEE IMCOIMIC ...ttt bbbttt b bbbttt e et e et bbb bbbt aese et e ne e

Adjustments to reconcile net income to net cash used for operating activities:
Losses from unconsolidated INVESTEES. ........veveirieririeieirietiieeieietet ettt ss s beseesesens
Cumulative effect of accounting Change, Nt ..........o.eoevveuiririeirieiie et
Deferred INCOME tAXES .......cuiuiuiuiiiiiiiiiiiiie bbb
Compensation payable in common stock and OPLIONS ...........ccvveiriririeurieieiereiciiceeee e
Depreciation and amMOTTIZALION. .........c.e.trieuiririeeirieteiete ettt ettt ettt b ettt e bt beseseenen
Provision for CONSUMET 10AN LOSSES .....c.eveveririeeiieieiirietiieteiete ettt ettt se e s et seseeseseneesas

LeaSE AQJUSLIMENL....c.teeiiiieiteitet ettt b ettt ettt ettt nene

Insurance settlement ....

Gain on sale of Quilter HOIAINGS LAd. ........cvoueuiiiiiieiiiiiiiiiiire ettt

ATTCTaft-related CRATZES ......c.coveuiriiiiiieiee ettt

Other-than-temporary impairment Chare............cccceueuuiieirieiicieeiiccerice et ens
Changes in assets and liabilities:

Cash and securities deposited with clearing organizations or segregated under federal and other regulations or
TEQUITCINICIIES ... teettinteteet ettt ettt ettt ettt s et ettt b et eb et et es etk et b et eb et e b bt st eb et et st st b et st st st ebeneenenene

Financial instruments owned, net of financial instruments sold, not yet purchased............c.cccovvrrreeuenene
SECUITHIES DOITOWEM ...ttt ettt ettt ettt et snene e
SECUITHES T0ANE ... vttt ettt ettt s ettt s e s et et esese s e s eneesesessesensesenennn
Receivables and other assets

Payables and other liabilities

Securities purchased under agreements t0 TESElL...........oveirieiiieiiieieuiiieiierere e

Securities sold under agreements t0 TEPUICHASE........c.coveuirieuiirieirieiiirietr ettt

Net cash used fOr OPErating ACIVILIES. .....c.coveuiirueiirietiiitei ettt ettt ettt ettt eebene e

CASH FLOWS FROM INVESTING ACTIVITIES
Net (payments for) proceeds from:
Office facilities and aircraft under Operating leases...........cocovvcuruiiiuiieininiicieccer s
Business acquisitions, net 0f cash aCqUITE...........ccirieuiririeirieiie e

Sale of Quilter HOIAINGS L. ....voviveiiieieieieieieicieict ettt
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Fiscal Year

2007 2006 2005
3209 $ 7472 $ 4,939
47 40 311
— — (49)
(2,046) 111 (999)
1,941 1,923 820
475 876 815
478 756 878
— — 109
(38) — (251
(168) — —
— 125 509
437 — —
(32,040) 10,592 (3,388)
(30,573) (78,370) (24,521)
59,637 (55,390) (35,892)
(39,834) 29,803 23,308
1,786 (41,929) (1,598)
71,057 33,971 (815)
48,900 (1,075) (51,204)
(105,361) 30,292 55,676
(22,093) (60,803) (31,352)
(1,469) 993 (540)
(1,169) (2,706) (323)
476 — —



Fiscal Year

2007 2006 2005
Net principal disbursed on CONSUMET J0ANS........c.ccueuirieiiirieiirieiiireree et (4,776) (12,164) (14,093)
Sales 0f CONSUMET 10ANS..........ccoiiiiiiiiiiiiiiiiic e 5301 11,532 10,525
Sale of interest in POSIT .... o o 90
INSUTANCE SEHICIMENL ........viiiiiiiiiiiiii bbbttt o o 220
Purchases of securities available fOr SALE ............ciirieiriiiieieee s (14,073) o -
Sales of securities available for Sale............cociiiiiiiiiic e 4272 - o
Net cash used for INVESHING ACHIVILIES .......eveveueueieictiiciiiciiti ettt bbb (11,438) (2,345) 4,121)
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from (payments for):
SROTT-ETIM DOITOWINES ...ttt ettt ettt sttt ettt enene e 8274 (2,422) (5,183)
MSCI Inc. initial pUbLic OFFEIING ......c.c.oviiiiiiiieiicieicc e 265 o -
Derivatives fINanCiNg ACIVILIES ........eueuirieuiriiieiirieteieiet ettt ettt ettt ettt b ettt ss b besesnenen (859) 546 1,044
Other secured financings ... (24231 22,022 16,487
DIEPOSIES. ..ttt b ettt b a e h bbb bttt a e e bt a e e bt bt et nh bt et et e et et eaes 23,099 9.647 4886
Tax benefits associated with stock-based aWards ..............ccoovieueirinicieniniiencerereeee s 281 144 355
Net proceeds from:
Issuance of Preferred STOCK ..ottt o 1,097 o
Issuance of COMMON STOCK.......c.ociiiiiiiiiiiiiiieiiie bbb 927 643 327
Issuance of 10ng-term DOITOWINES ........ccevrveviieiireieieicieiiicittt sttt ettt
74,540 47,849 35,768
Payments for:
Repayments of [ong-teIm DOITOWINGS ......c.cvriririririeiiieieieieieieecitieitet ettt ettt e e eaenene (33,120 (20,643) (16,735)
Redemption of Capital UNILS .......c.eoiiueirieiiiie ettt ettt (66) - o
Repurchases Of COMIMON STOCK ......c.viiriririeiiieieteieteieieieee ettt ettt sesens (3,753) (3,376) (3,693)
Cash distribution in connection with the Discover Spin-off...........cocooveiiiiiiiiineee e (5,615) o o
Cash AIVIAENAS ...ttt es (1,219) (1,167) (1,180)
Net cash provided by fINanCING ACHIVILIES ......c.eeveuirieuiirieiirieteiiiei ettt ettt ettt sttt ee 38.523 54.340 32,076
Net increase (decrease) in cash and cash €qUIVAIENLS ..........cooviiirieuiririeiece e ee 4992 (8,808) (3,397)
Cash and cash equivalents, at beginning Of PEriod ..........ceivieiriieirieire e 20,606 29414 32811
Cash and cash equivalents, at @nd Of PEIIOQ..........ceirieiiiiiieieieee e $ 25508 $ 20606 $ 20,414

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash payments for interest were $59,955 million, $39,667 million and $23,415 million for fiscal 2007, fiscal 2006 and fiscal 2005, respectively.
Cash payments for income taxes were $3,404 million, $3,115 million and $1,536 million for fiscal 2007, fiscal 2006 and fiscal 2005, respectively.

See Notes to Consolidated Financial Statements.
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BALANCE AT

NOVEMBER 30,2004 ........................

MORGAN STANLEY

Consolidated Statements of Changes in Shareholders’ Equity
(dollars in millions)

NEt INCOME ..ot

Dividends......ccooveerieeirieiieeeeeene

Issuance of common stock
Repurchases of common stock

Compensation payable in common stock

and OPtioNS ....evevevereeeieeieeeeeeeeeenes

Tax benefits associated with stock-based

Employee tax withholdings and other.........

Net change in cash flow hedges....

Minimum pension liability adjustment

Foreign currency translation adjustments ...

BALANCE AT

NOVEMBER 30, 2005........................

Adjustment to opening shareholders’

Issuance of preferred stock.........coccevvneuennee

Issuance of common StocK ..........c.eceeeeee.

Repurchases of common stock....................

Compensation payable in common stock

and OPHONS .....vvevcueeieireeireeereeeeereeeneae

Tax benefits associated with stock-based

AWATAS .o

Employee tax withholdings and other.........
Net change in cash flow hedges..................
Minimum pension liability adjustment .......

Foreign currency translation adjustments ...

BALANCE AT
NOVEMBER 30, 2006

116

Common Common
Accumulated Stock Stock
Employee Other Held in Issued to
Preferred Common Paid-in  Retained Stock Comprehensive Treasury Employee
Stock Stock Capital Earnings Trust Income (Loss) at Cost Trust Total
$ — 8 12§ 2,088 $ 31,426 $ 3824 § (56) $ (6,614) $ (2,474) $ 28,206
— — — 4,939 — — — — 4,939
— — — (1,180) — — — — (1,180)
— — (780) — — — 1,107 — 327
"""""""""" — — — — — — (3,693) — (3,693)
— — 669 — (764) — 1,437 (586) 756
— — 317 — — — — — 317
— — 95 — — — (451) — (356)
— — — — — (70) — — (70
"""" — — — — — 25 — — 25
— — — — — 89) — — (89)
— 12 2,389 35,185 3,060 (190) (8,214) (3,060) 29,182
..................................................... o o 34 (68) o - o - (34)
— — — 7,472 — — — — 7,472
— — — (1,167) — — — — (1,167)
1,100 — — — — — — — 1,100
— — (1,949) — — — 2,592 — 643
— — — — — — (3,376) — (3,376)
— — 1,486 — 1,255 — 5 (1,255) 1,491
— — 72 — — — — — 72
— — 181 — — — (355) — (174)
— — — — — 53 — — 53
— — — — — @ — — @
— — — — — 104 — — 104
"""""""""""" 1,100 12 2213 41,422 4315 (35) (9,348) 4315) 35364



Common Common

Accumulated Stock Stock
Employee Other Held in Issued to
Preferred Common Paid-in  Retained Stock Comprehensive Treasury Employee
Stock Stock Capital  Earnings Trust Income (Loss) at Cost Trust Total

Fair value adjustment o o o 186 _ _ _ _ 186
Net inCome .......ccovvvviiviiniiiniciiciccccccccs o o o 3,209 . _ _ _ 3,209
Dividends.......cocoeueueciiciiiiiiiienee o - o (1,219) _ _ _ _ (1,219)
Issuance of common stock ...........cccceeeveneeee o o (1,555) o . _ 2,482 _ 927
Repurchases of common stock.................... o - o o . _ (3,753) _ (3,753)
Compensation payable in common stock

and OptioNS .......cccceuiieiiieiiieiiiiiiee o o 1710 5 1,254 _ 376 (1,254) 2,091
Tax benefits associated with stock-based

— — 280 — — — — — 280

Employee tax withholdings and other......... o o (15) o o _ (318) _ (333)
Net change in cash flow hedges................. o o o o o 19 . _ 19
Minimum pension liability adjustment ....... o - o . _ (40) _ _ (40)
SFAS No. 158 pension adjustment ............. o o o o _ (208) _ _ (208)
Foreign currency translation adjustments ... o o o o . 65 _ _ 65
MSCI Inc. initial public offering................. o o 239 o _ _ _ _ 239
Discover Spin-off ..........ccccoooviiiiniiinicnnn. o o (970) (5,558) . _ 970 _ (5,558)
BALANCE AT

NOVEMBER 30, 2007 ...ccoocvsvvrsree $ 1100 § 12 $ 1902 $ 38045 § 5569 § (199) $ (9.591) S (5569) $ 31,269

See Notes to Consolidated Financial Statements.
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MORGAN STANLEY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Introduction and Basis of Presentation.

The Company. Morgan Stanley (the “Company”) is a global financial services firm that maintains significant market
positions in each of its business segments—Institutional Securities, Global Wealth Management Group and Asset
Management.

A summary of the activities of each of the Company’s business segments is as follows:

Institutional Securities includes capital raising; financial advisory services, including advice on mergers and
acquisitions, restructurings, real estate and project finance; corporate lending; sales, trading, financing and market-
making activities in equity and fixed income securities and related products, including foreign exchange and
commodities; benchmark indices and risk management analytics; research; and investment activities.

Global Wealth Management Group provides brokerage and investment advisory services covering various investment
alternatives; financial and wealth planning services; annuity and other insurance products; credit and other lending
products; cash management services; retirement services; and trust and fiduciary services.

Asset Management provides global asset management products and services in equity, fixed income, alternative
investments, which includes hedge funds and fund of funds, and merchant banking, which includes real estate, private
equity and infrastructure, to institutional and retail clients through proprietary and third-party retail distribution
channels, intermediaries and the Company’s institutional distribution channel. Asset Management also engages in
investment activities.

Discontinued Operations.

Discover. On June 30, 2007, the Company completed the spin-off (the “Discover Spin-off”) of its business segment
Discover Financial Services (“DFS”). The results of DFS prior to the Discover Spin-off are reported as discontinued
operations for all periods presented.

Quilter Holdings Ltd. The results of Quilter Holdings Ltd. (“Quilter”) are reported as discontinued operations for all
periods presented through its sale on February 28, 2007. The results of Quilter were formerly included in the Global Wealth
Management Group business segment.

Aircraft Leasing.  The results of the Company’s aircraft leasing business are reported as discontinued operations for all
periods presented through its sale on March 24, 2006. The results of the Company’s aircraft leasing business were formerly
included in the Institutional Securities business segment.

See Note 22 for additional information on discontinued operations.

Basis of Financial Information. The consolidated financial statements for the 12 months ended November 30, 2007
(“fiscal 2007”), November 30, 2006 (“fiscal 2006”) and November 30, 2005 (“fiscal 2005”) are prepared in accordance with
accounting principles generally accepted in the U.S., which require the Company to make estimates and assumptions
regarding the valuations of certain financial instruments, the outcome of litigation, tax and other matters that affect the
consolidated financial statements and related disclosures. The Company believes that the estimates utilized in the preparation
of the consolidated financial statements are prudent and reasonable. Actual results could differ materially from these
estimates.

The Company, in accordance with Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements
when Quantifying Misstatements in Current Year Financial Statements” (“SAB 108”), adjusted its opening retained earnings
for fiscal 2006 and financial results for the first two quarters of fiscal 2006 to reflect a change in its hedge accounting for
certain securities under Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivatives
Instruments and Hedging Activities,” as amended (“SFAS No. 133”). The same periods also reflect the adjustments of two
compensation and benefit accruals. See Note 24 for additional information on SAB 108.

All material intercompany balances and transactions have been eliminated.

Consolidation. The consolidated financial statements include the accounts of the Company, its wholly owned subsidiaries,
other entities in which the Company has a controlling financial interest and certain variable interest entities (“VIE”).
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For entities where (1) the total equity investment at risk is sufficient to enable the entity to finance its activities independently
and (2) the equity holders bear the economic residual risks of the entity and have the right to make decisions about the
entity’s activities, the Company consolidates those entities it controls through a majority voting interest or otherwise. For
entities that do not meet these criteria, commonly known as variable interest entities, the Company consolidates those entities
where the Company is deemed to be the primary beneficiary when it absorbs a majority of the expected losses or a majority
of the expected residual returns, or both, of such entities.

Notwithstanding the above, certain securitization vehicles, commonly known as qualifying special purpose entities, are
generally not consolidated by the Company if they meet certain criteria regarding the types of assets and derivatives they may
hold, the types of sales they may engage in and the range of discretion they may exercise in connection with the assets they
hold.

For investments in entities in which the Company does not have a controlling financial interest but has significant influence
over operating and financial decisions, the Company generally applies the equity method of accounting, except in instances
where the Company has elected to fair value certain eligible investments (see Note 3).

Equity and partnership interests held by entities qualifying for accounting purposes as investment companies are carried at
fair value.

The Company’s U.S. and international subsidiaries include Morgan Stanley & Co. Incorporated (“MS&Co.”), Morgan
Stanley & Co. International plc (“MSIP”’), Morgan Stanley Japan Securities Co., Ltd. (“MSJS”) and Morgan Stanley
Investment Advisors Inc. On April 1, 2007, the Company merged Morgan Stanley DW Inc. (“MSDWTI”) into MS&Co. Upon
completion of the merger, the surviving entity, MS&Co., became the Company’s principal U.S. broker-dealer.

Income Statement Presentation. The Company, through its subsidiaries and affiliates, provides a wide variety of products
and services to a large and diversified group of clients and customers, including corporations, governments, financial
institutions and individuals. In connection with the delivery of the various products and services to clients, the Company
manages its revenues and related expenses in the aggregate. As such, when assessing the performance of its businesses, the
Company considers its principal trading, investment banking, commissions, and interest and dividend income, along with the
associated interest expense, as one integrated activity for each of the Company’s separate businesses.

The Company’s cost infrastructure supporting its businesses varies by activity. In some cases, these costs are directly
attributable to one line of business, and, in other cases, such costs relate to multiple businesses. As such, when assessing the
performance of its businesses, the Company does not consider these costs separately but rather assesses performance in the
aggregate along with the related revenues.

Therefore, the Company’s pricing structure considers various items, including the level of expenses incurred directly and
indirectly to support the cost infrastructure, the risk it incurs in connection with a transaction, the overall client relationship
and the availability in the market for the particular product and/or service. Accordingly, the Company does not manage or
capture the costs associated with the products or services sold or its general and administrative costs by revenue line, in total
or by product.

2. Summary of Significant Accounting Policies.
Revenue Recognition.

Investment Banking. Underwriting revenues and fees from mergers, acquisitions and advisory assignments are recorded
when services for the transactions are determined to be completed, generally as set forth under the terms of the engagement.
Transaction-related expenses, primarily consisting of legal, travel and other costs directly associated with the transaction, are
deferred and recognized in the same period as the related investment banking transaction revenue. Underwriting revenues are
presented net of related expenses. Non-reimbursed expenses associated with advisory transactions are recorded within Non-
interest expenses.

Commissions. The Company generates commissions from executing and clearing customer transactions on stock, options
and futures markets. Commission revenues are recorded in the accounts on trade date.

Asset Management, Distribution and Administration Fees. ~Asset management, distribution and administration fees are
recognized over the relevant contract period, generally quarterly or annually. In certain management fee arrangements, the
Company is entitled to receive performance-based fees (also referred to as incentive fees) when the return on assets under
management exceeds certain benchmark returns or other performance targets. In such arrangements, performance fee revenue
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is accrued (or reversed) quarterly based on measuring account/fund performance to date versus the performance benchmark
stated in the investment management agreement.

Financial Instruments and Fair Value.

A significant portion of the Company’s financial instruments is carried at fair value with changes in fair value recognized in
earnings each period. A description of the Company’s policies regarding fair value measurement and its application to these
financial instruments follows.

Financial Instruments Measured at Fair Value. ~All of the instruments within Financial instruments owned and Financial
instruments sold, not yet purchased, are measured at fair value, either through the fair value option election (discussed below)
or as required by other accounting pronouncements. These instruments primarily represent the Company’s trading and
investment activities and include both cash and derivative products. In addition, Securities received as collateral and
Obligation to return securities received as collateral are measured at fair value as required by other accounting
pronouncements. Additionally, certain Commercial paper and other short-term borrowings (primarily structured notes),
certain Deposits, Other secured financings and certain Long-term borrowings (primarily structured debt) are measured at fair
value through the fair value option election. Gains and losses on all of these instruments carried at fair value are reflected in
Principal transactions—trading revenues or Principal transactions—investment revenues in the consolidated statements of
income. Interest income and expense and dividend income are recorded within the consolidated statements of income
depending on the nature of the instrument and related market conventions. When interest and dividends are included as a
component of the instruments’ fair value, interest and dividends are included within Principal transactions—trading
revenues. Otherwise, they are included within Interest and dividend income or Interest expense.

Fair Value Option. The Company adopted the provisions of SFAS No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities” (“SFAS No. 159”), effective December 1, 2006. SFAS No. 159 provides entities the option to
measure certain financial assets and financial liabilities at fair value with changes in fair value recognized in earnings each
period. SFAS No. 159 permits the fair value option election on an instrument-by-instrument basis at initial recognition of an
asset or liability or upon an event that gives rise to a new basis of accounting for that instrument. The Company applies the
fair value option for certain eligible instruments, including certain loans and loan commitments, certain equity method
investments, certain structured notes, certain certificates of deposits and other secured financings. See “Accounting
Developments” herein for additional information regarding the Company’s adoption of SFAS No. 159.

Fair Value Measurement—Definition and Hierarchy. The Company adopted the provisions of SFAS No. 157, “Fair Value
Measurements” (“SFAS No. 1577), effective December 1, 2006. See “Accounting Developments” herein for additional
information regarding the Company’s adoption of SFAS No. 157. Under this standard, fair value is defined as the price that
would be received to sell an asset or paid to transfer a liability (i.e., the “exit price”) in an orderly transaction between market
participants at the measurement date.

In determining fair value, the Company uses various valuation approaches, including market, income and/or cost approaches.
SFAS No. 157 establishes a hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and
minimizes the use of unobservable inputs by requiring that the most observable inputs be used when available. Observable
inputs are inputs that market participants would use in pricing the asset or liability developed based on market data obtained
from sources independent of the Company. Unobservable inputs are inputs that reflect the Company’s assumptions about the
assumptions market participants would use in pricing the asset or liability developed based on the best information available
in the circumstances. The hierarchy is broken down into three levels based on the reliability of inputs as follows:

* Level 1—Valuations based on quoted prices in active markets for identical assets or liabilities that the Company has
the ability to access. Valuation adjustments and block discounts are not applied to Level 1 instruments. Since
valuations are based on quoted prices that are readily and regularly available in an active market, valuation of these
products does not entail a significant degree of judgment.

Assets and liabilities utilizing Level 1 inputs include exchange-traded equity securities and listed derivatives that are
actively traded, most U.S. Government securities and certain other sovereign government obligations.

+ Level 2—Valuations based on quoted prices in markets that are not active or for which all significant inputs are
observable, either directly or indirectly.

Assets and liabilities utilizing Level 2 inputs include: exchange-traded equity securities and listed derivatives that
are not actively traded; most over-the-counter (“OTC”) derivatives; restricted stock; corporate and municipal bonds;
certain corporate loans and loan commitments; certain high-yield debt; certain residential and commercial mortgage
loans; certain mortgage-backed securities (“MBS”), asset-backed securities (“ABS”), and collateralized debt
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obligation (“CDO”) securities; retained interests in certain securitization transactions; structured notes; physical
commodities; and mortgage servicing rights.

* Level 3—Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

Assets and liabilities utilizing Level 3 inputs include: certain corporate loans and loan commitments; certain
commercial whole loans; certain mortgage loans; certain high-yield debt, distressed debt (i.e., securities of issuers
encountering financial difficulties, including bankruptcy or insolvency); certain MBS, ABS and CDO securities;
retained interests in certain securitization transactions; investments in real estate funds; private equity investments;
and complex over-the-counter derivatives (including certain foreign currency options; long-dated commodity
options and swaps; certain mortgage-related credit default swaps; derivative interests in mortgage-related CDOs;
and basket credit default swaps).

The availability of observable inputs can vary from product to product and is affected by a wide variety of factors, including,
for example, the type of product, whether the product is new and not yet established in the marketplace, and other
characteristics particular to the transaction. To the extent that valuation is based on models or inputs that are less observable
or unobservable in the market, the determination of fair value requires more judgment. Accordingly, the degree of judgment
exercised by the Company in determining fair value is greatest for instruments categorized in Level 3. In certain cases, the
inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, for disclosure
purposes the level in the fair value hierarchy within which the fair value measurement in its entirety falls is determined based
on the lowest level input that is significant to the fair value measurement in its entirety.

Fair value is a market-based measure considered from the perspective of a market participant who holds the asset or owes the
liability rather than an entity-specific measure. Therefore, even when market assumptions are not readily available, the
Company’s own assumptions are set to reflect those that market participants would use in pricing the asset or liability at the
measurement date. The Company uses prices and inputs that are current as of the measurement date, including during periods
of market dislocation. In periods of market dislocation, the observability of prices and inputs may be reduced for many
instruments. This condition could cause an instrument to be reclassified from Level 1 to Level 2 or Level 2 to Level 3 (see
Note 3).

Valuation Techniques. Many cash and OTC contracts have bid and ask prices that can be observed in the marketplace. Bid
prices reflect the highest price that the Company and others are willing to pay for an asset. Ask prices represent the lowest
price that the Company and others are willing to accept for an asset. For financial instruments whose inputs are based on bid-
ask prices, the Company does not require that fair value always be a predetermined point in the bid-ask range. The
Company’s policy is to allow for mid-market pricing and adjusting to the point within the bid-ask range that meets the
Company’s best estimate of fair value. For offsetting positions in the same financial instrument, the same price within the
bid-ask spread is used to measure both the long and short positions.

Fair value for many cash and OTC contracts is derived using pricing models. Pricing models take into account the contract
terms (including maturity) as well as multiple inputs, including, where applicable, commodity prices, equity prices, interest
rate yield curves, credit curves, creditworthiness of the counterparty, option volatility and currency rates. In accordance with
SFAS No. 157, the impact of the Company’s own credit spreads are also considered when measuring the fair value of
liabilities, including OTC derivative contracts. Where appropriate, valuation adjustments are made to account for various
factors, including bid-ask spreads, credit quality and market liquidity. These adjustments are applied on a consistent basis and
are based upon observable inputs where available.

OTC Derivative Contracts. OTC derivative contracts include forward, swap and option contracts related to interest rates,
foreign currencies, credit standing of reference entities, equity prices or commodity prices.

Depending on the product and the terms of the transaction, the fair value of OTC derivative products can be modeled using a
series of techniques, including closed-form analytic formulae, such as the Black-Scholes option-pricing model, and
simulation models or a combination thereof. Many pricing models do not entail material subjectivity because the
methodologies employed do not necessitate significant judgment, and the pricing inputs are observed from actively quoted
markets, as is the case for generic interest rate swap and option contracts. In the case of more established derivative products,
the pricing models used by the Company are widely accepted by the financial services industry. A substantial majority of
OTC derivative products valued by the Company using pricing models fall into this category and are categorized within
Level 2 of the fair value hierarchy.

Other derivative products, typically the newest and most complex products, will require more judgment in the
implementation of the valuation technique applied due to the complexity of the valuation assumptions and the reduced
observability of inputs. This includes certain credit default swaps where direct trading activity or quotes are unobservable.
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Derivative interests in mortgage-related CDOs, for which observability of external price data is extremely limited, are valued
based on an evaluation of the market for similar positions as indicated by primary and secondary market activity in the cash
CDO and synthetic CDO market. Each position is evaluated independently taking into consideration the underlying collateral
performance and pricing, behavior of the tranche under various cumulative loss and prepayment scenarios, deal structures
(e.g., non-amortizing reference obligations, call features) and liquidity. While these factors may be supported by historical
and actual external observations, the determination of their value as it relates to specific positions nevertheless requires
significant judgment. Mortgage-related credit default swaps are valued based on data from comparable credit instruments in
the cash market and trades in comparable swaps as benchmarks, as prices and spreads for the specific credits subject to
valuation tend to be of limited observability. For basket credit default swaps and CDO-squared positions, the correlation
between reference credits is often a significant input into the pricing model, in addition to several other more observable
inputs such as credit spread, interest and recovery rates. As the correlation input is unobservable for each specific swap, it is
benchmarked to standardized proxy baskets for which external data are available. These instruments involve significant
unobservable inputs and are categorized in Level 3 of the fair value hierarchy.

The Company trades various derivative structures with commodity underlyings. Depending on the type of structure, the
model inputs generally include interest rate yield curves, commodity underlier spread curves, volatility of the underlying
commodities and, in some cases, the correlation between these inputs. The fair value of these products is estimated using
executed trades and broker and consensus data to provide values for the aforementioned inputs. Where these inputs are
unobservable, relationships to observable commodities and data points, based on historic and/or implied observations, are
employed as a technique to estimate the model input values. Commodity derivatives are generally categorized in Level 2 of
the fair value hierarchy; in instances where significant inputs are unobservable, they are categorized in Level 3 of the fair
value hierarchy.

Other Sovereign Government Obligations. The fair value of foreign sovereign government obligations is generally based on
quoted prices in active markets. When quoted prices are not available, fair value is determined based on a valuation model
that has as inputs interest rate yield curves, cross-currency basis index spreads, and country credit spreads for structures
similar to the bond in terms of issuer, maturity and seniority. These bonds are generally categorized in Levels 1 or 2 of the
fair value hierarchy.

Municipal Bonds. The fair value of municipal bonds is estimated using recently executed transactions, market price
quotations and pricing models that factor in, where applicable, interest rates, bond or credit default swap spreads and
volatility. These bonds are generally categorized in Level 2 of the fair value hierarchy.

Corporate Bonds. The fair value of corporate bonds is estimated using recently executed transactions, market price
quotations (where observable), bond spreads or credit default swap spreads. The spread data used are for the same maturity as
the bond. If the spread data do not reference the issuer, then data that reference a comparable issuer is used. When observable
price quotations are not available, fair value is determined based on cash flow models with yield curves, bond or single name
credit default swap spreads and recovery rates based on collateral values as key inputs. Corporate bonds are generally
categorized in Level 2 of the fair value hierarchy; in instances where significant inputs are unobservable, they are categorized
in Level 3 of the hierarchy.

Corporate Loans and Loan Commitments. The fair value of corporate loans is estimated using recently executed
transactions, market price quotations (where observable) and market observable credit default swap levels along with
proprietary valuation models and default recovery analysis where such transactions and quotations are unobservable. The fair
value of contingent corporate loan commitments is estimated by using executed transactions on comparable loans and the
anticipated market price based on pricing indications from syndicate banks and customers. The valuation of these
commitments also takes into account certain fee income. While certain corporate loans, closed loan commitments and
revolving loans are Level 2 instruments, certain other corporate loans and contingent corporate loan commitments are
categorized in Level 3 of the fair value hierarchy.

Mortgage Loans. The valuation of mortgage loans depends upon the exit market for the loan. Loans not intended for
securitization are valued based on the analysis of the underlying collateral performance, capital structure and market spreads
for comparable positions as prices and/or spreads for specific credits tend to be unobservable. Where comparables do not
exist, such loans are valued based on origination price and collateral performance (credit events) since origination. These
loans are classified in Levels 2 or 3 of the fair value hierarchy.

The Company also holds certain loan products and mortgage products with the intent to securitize them. When structuring of
the related securitization is substantially complete, such that the value likely to be realized in a current transaction is
consistent with the price that a securitization entity will pay to acquire these products, the Company marks them to the
expected securitized value. Factors affecting the value of loan and mortgage products intended to be securitized include, but
are not limited to, loan type, underlying property type and geographic location, loan interest rate, loan to value ratios, debt
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service coverage ratio, updated cumulative loan loss data, prepayment rates, yields, investor demand, any significant market
volatility since the last securitization, and credit enhancement. While these valuation factors may be supported by historical
and actual external observations, the determination of their value as it relates to specific positions may require significant
judgment. These instruments are classified in Levels 2 or 3 of the fair value hierarchy.

U.S. Agency Securities. U.S. agency securities include To-be-announced (“TBA”) securities and mortgage pass-through
certificates. TBA securities are liquid and have quoted market prices. Fair value of mortgage pass-through certificates is
determined via a simulation model, which considers different rate scenarios and historical activity to calculate a spread to the
comparable TBA security. U.S. agency securities are categorized in Level 2 of the fair value hierarchy.

Commercial Mortgage-Backed Securities (“CMBS”) and Asset-Backed Securities (“ABS”). CMBS and ABS may be
valued based on external price/spread data. When position-specific external price data are not observable, the valuation is
based on prices of comparable bonds. Included in this category are certain interest-only securities, which, in the absence of
market prices, are valued as a function of observable whole bond prices and cash flow values of principal-only bonds using
current market assumptions at the measurement date. CMBS and ABS are categorized in Level 3 if external prices are
unobservable; otherwise they are categorized in Level 2 of the fair value hierarchy.

Retained Interests in Securitization Transactions. The Company engages in securitization activities related to various types
of loans and bonds. The Company may retain interests in securitized financial assets as one or more tranches of the
securitization. To determine fair values, observable inputs are used if available. Observable inputs, however, may not be
available for certain retained interests so the Company estimates fair value based on the present value of expected future cash
flows using its best estimates of the key assumptions, including forecasted credit losses, prepayment rates, forward yield
curves and discount rates commensurate with the risks involved. When there are no significant unobservable inputs, retained
interests are categorized in Level 2 of the fair value hierarchy. When unobservable inputs are significant to the fair value
measurement, albeit generally supportable by historical and actual benchmark data, retained interests are categorized in Level
3 of the fair value hierarchy.

Investments in Private Equity and Real Estate. The Company’s investments in private equity and real estate take the form
of direct private equity investments and investment in private equity and real estate funds. The transaction price is used as the
best estimate of fair value at inception. When evidence supports a change to the carrying value from the transaction price,
adjustments are made to reflect expected exit values. Ongoing reviews by Company management are based on an assessment
of each underlying investment, incorporating valuations that consider the evaluation of financing and sale transactions with
third parties, expected cash flows and market-based information, including comparable company transactions, performance
multiples and changes in market outlook, among other factors. These nonpublic investments are included in Level 3 of the
fair value hierarchy because they trade infrequently, and, therefore, the fair value is unobservable.

Physical Commodities. The Company trades various physical commodities, including crude oil and refined products,
metals and agricultural products. Fair value for physical commodities is determined using observable inputs, including broker
quotations and published indices. Physical commodities are categorized in Level 2 of the fair value hierarchy.

Deposits. The fair value of certificates of deposit is estimated using third-party quotations. These deposits are categorized
in Level 2 of the fair value hierarchy.

Structured Notes. The Company issues structured notes that have coupons or repayment terms linked to the performance of
debt or equity securities, indices, currencies or commodities. Fair value of structured notes is estimated using valuation
models described in this section for the derivative and debt features of the notes. These models incorporate observable inputs,
including prices that the notes are linked to, interest rate yield curves, option volatility and currency rates. The impact of the
Company’s own credit spreads also is included based on the Company’s observed secondary bond market spreads. Most
structured notes are categorized in Level 2 of the fair value hierarchy.

Fair Value Measurement—Other.

Prior to the adoption of SFAS No. 157, the Company followed the provisions of Emerging Issues Task Force (“EITF”) Issue
No. 02-3, “Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities” (“EITF Issue No. 02-3”). Under EITF Issue No. 02-3, recognition of day
one profit at inception of an OTC derivative contract was prohibited unless the fair value of the contract was based on a
valuation technique incorporating observable market data. With the adoption of SFAS No. 157, the Company is no longer
applying the revenue recognition criteria of EITF Issue No. 02-3.

The fair value of OTC financial instruments, including derivative contracts related to financial instruments and commodities,
is presented in the accompanying consolidated statements of financial condition on a net-by-counterparty basis, when
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appropriate. Additionally, the Company nets fair value of cash collateral paid or received against its derivatives inventory
under credit support annexes, which the Company views as conditional contracts, pursuant to legally enforceable master
netting agreements.

Hedge Accounting.

The Company applies hedge accounting for hedges involving various derivative financial instruments and non-U.S. dollar-
denominated debt used to hedge interest rate, foreign exchange and credit risk arising from assets and liabilities not held at
fair value. These derivative financial instruments are included within Financial instruments owned—Derivative contracts or
Financial instruments sold, not yet purchased—Derivative contracts in the consolidated statements of financial condition.

The Company’s hedges are designated and qualify for accounting purposes as one of the following types of hedges: hedges
of changes in fair value of assets and liabilities due to the risk being hedged (fair value hedges), hedges of the variability of
future cash flows from floating rate assets and liabilities due to the risk being hedged (cash flow hedges) and hedges of net

investments in foreign operations whose functional currency is different from the reporting currency of the parent company
(net investment hedges).

For all hedges where hedge accounting is being applied, effectiveness testing and other procedures to ensure the ongoing
validity of the hedges are performed at least monthly. The impact of hedge ineffectiveness on the consolidated statements of
income, primarily related to fair value hedges, was a gain of $132 million during fiscal 2007. The amount excluded from the
assessment of hedge effectiveness was immaterial. If a derivative is de-designated as a hedge, it is thereafter accounted for as
a financial instrument used for trading.

Fair Value Hedges—Interest Rate Risk. In the first quarter of fiscal 2007, the Company began using regression analysis to
perform an ongoing prospective and retrospective assessment of the effectiveness of these hedging relationships (i.e., the
Company applied the “long-haul” method of hedge accounting). A hedging relationship is deemed effective if the fair values
of the hedging instrument (derivative) and the hedged item (debt liability) change inversely within a range of 80% to 125%.

Previously, the Company’s designated fair value hedges consisted primarily of interest rate swaps designated as fair value
hedges of changes in the benchmark interest rate of fixed rate borrowings, including both certificates of deposit and senior
long-term borrowings. For these hedges, the Company ensured that the terms of the hedging instruments and hedged items
matched and that other accounting criteria were met so that the hedges were assumed to have no ineffectiveness (i.e., the
Company applied the “shortcut” method of hedge accounting). The Company also used interest rate swaps as fair value
hedges of the benchmark interest rate risk of host contracts of equity-linked notes that contained embedded derivatives. For
these hedging relationships, regression analysis was used for the prospective and retrospective assessments of hedge
effectiveness.

For qualifying fair value hedges of benchmark interest rates, the changes in the fair value of the derivative and the changes in
the fair value of the hedged liability provide offset of one another and, together with any resulting ineffectiveness, are
recorded in Interest expense. When a derivative is de-designated as a hedge, any basis adjustment remaining on the hedged
liability is amortized to Interest expense over the remaining life of the liability using the effective interest method.

Fair Value Hedges—Credit Risk. Until the fourth quarter of 2007, the Company had designated a portion of a credit
derivative embedded in a non-recourse structured note liability as a fair value hedge of the credit risk arising from a loan
receivable to which the structured note liability was specifically linked. Regression analysis was used to perform prospective
and retrospective assessments of hedge effectiveness for this hedge relationship. The changes in the fair value of the
derivative and the changes in the fair value of the hedged item provided offset of one another and, together with any resulting
ineffectiveness, were recorded in Principal transactions—trading revenues. This hedge was terminated in the fourth quarter of
2007 upon derecognition of both the hedging instrument and the hedged item.

Cash Flow Hedges. Before the sale of the aircraft leasing business (see Note 22), the Company applied hedge accounting to
interest rate swaps used to hedge variable rate long-term borrowings associated with this business. Changes in the fair value
of the swaps were recorded in Accumulated other comprehensive income (loss) in Shareholders’ equity, net of tax effects,
and then reclassified to Interest expense as interest on the hedged borrowings was recognized.

In connection with the sale of the aircraft leasing business, the Company de-designated the interest rate swaps associated with
this business effective August 31, 2005 and no longer accounts for them as cash flow hedges. Amounts in Accumulated other
comprehensive income (loss) related to those interest rate swaps continue to be reclassified to Interest expense since the
related borrowings remain outstanding. The Company estimates that approximately $22 million of the unrealized loss
recognized in Accumulated other comprehensive income (loss) as of November 30, 2007 will be reclassified into earnings
within the next 12 months.
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Net Investment Hedges. The Company utilizes forward foreign exchange contracts and non-U.S. dollar-denominated debt to
manage the currency exposure relating to its net investments in non-U.S. dollar functional currency operations. No hedge
ineffectiveness is recognized in earnings since the notional amounts of the hedging instruments equal the portion of the
investments being hedged, and, where forward contracts are used, the currencies being exchanged are the functional
currencies of the parent and investee; where debt instruments are used as hedges, they are denominated in the functional
currency of the investee. The gain or loss from revaluing hedges of net investments in foreign operations at the spot rate is
deferred and reported within Accumulated other comprehensive income (loss) in Shareholders’ equity, net of tax effects. The
forward points on the hedging instruments are recorded in Interest and dividend revenues or expense.

Consolidated Statements of Cash Flows.

For purposes of these statements, cash and cash equivalents consist of cash and highly liquid investments not held for resale
with maturities, when purchased, of three months or less. In connection with business acquisitions, the Company assumed
liabilities of $7,704 million, $1,377 million and $58 million in fiscal 2007, fiscal 2006 and fiscal 2005, respectively. In
connection with the Discover Spin-off, net assets of approximately $5,558 million were distributed to shareholders (see Note
22). At November 30, 2007, $8,086 million of securities were transferred from Securities available for sale to Financial
instruments owned (see Note 8).

Securitization Activities.

The Company engages in securitization activities related to commercial and residential mortgage loans, corporate bonds and
loans, U.S. agency collateralized mortgage obligations and other types of financial assets (see Note 5). Generally, such
transfers of financial assets are accounted for as sales when the Company has relinquished control over the transferred assets.
The gain or loss on sale of such financial assets depends, in part, on the previous carrying amount of the assets involved in
the transfer allocated between the assets sold and the retained interests based upon their respective fair values at the date of
sale. Transfers that are not accounted for as sales are accounted for as secured borrowings.

Premises, Equipment and Software Costs.

Premises and equipment consist of buildings, leasehold improvements, furniture, fixtures, computer and communications
equipment, power plants, tugs, barges, terminals, pipelines and software (externally purchased and developed for internal
use). Premises and equipment are stated at cost less accumulated depreciation and amortization. Depreciation and
amortization are provided by the straight-line method over the estimated useful life of the asset. Estimated useful lives are
generally as follows: buildings—39 years; furniture and fixtures—7 years, computer and communications equipment—3 to 8
years; power plants—15 years; tugs and barges—15 years; and terminals and pipelines—3 to 25 years. Estimated useful lives
for software costs are generally 3 to 5 years.

Leasehold improvements are amortized over the lesser of the estimated useful life of the asset or, where applicable, the
remaining term of the lease, but generally not exceeding: 25 years for building structural improvements and 15 years for
other improvements.

Certain costs incurred in connection with internal-use software projects are capitalized and amortized over the expected
useful life of the asset, generally 3 to 5 years.

Income Taxes.

Income tax expense is provided for using the asset and liability method, under which deferred tax assets and liabilities are
determined based upon the temporary differences between the financial statement and income tax bases of assets and
liabilities using currently enacted tax rates.

Earnings per Common Share.

Basic earnings per common share (“EPS”) is computed by dividing income available to common shareholders by the
weighted average number of common shares outstanding for the period. Diluted EPS reflects the assumed conversion of all
dilutive securities.

Stock-Based Compensation.

The Company early adopted SFAS No. 123R, “Share-Based Payment” (“SFAS No. 123R”), using the modified prospective
approach as of December 1, 2004. SFAS No. 123R revised the fair value-based method of accounting for share-based
payment liabilities, forfeitures and modifications of stock-based awards and clarified guidance in several areas, including
measuring fair value, classifying an award as equity or as a liability and attributing compensation cost to service
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periods. Upon adoption, the Company recognized an $80 million gain ($49 million after-tax) as a cumulative effect of a
change in accounting principle in the first quarter of fiscal 2005 resulting from the requirement to estimate forfeitures at the
date of grant instead of recognizing them as incurred. The cumulative effect gain increased both basic and diluted earnings
per share in fiscal 2005 by $0.05.

SFAS No. 123R requires measurement of compensation cost for equity-based awards at fair value and recognition of
compensation cost over the service period, net of estimated forfeitures. The Company determines the fair value of restricted
stock units based on the number of units granted and the grant date fair value of the Company’s common stock, measured as
the volume-weighted average price on the date of grant. The fair value of stock options is determined using the Black-
Scholes valuation model and the single grant life method. Under the single grant life method, option awards with graded
vesting are valued using a single weighted-average expected option life. Compensation expense for all stock-based payment
awards is recognized using the graded vesting attribution method. The Employee Stock Purchase Plan (the “ESPP”) allows
employees to purchase shares of the Company’s common stock at a 15% discount from market value. The Company
expenses the 15% discount associated with the ESPP.

For stock-based awards issued prior to the adoption of SFAS No. 123R, the Company’s accounting policy for awards granted
to retirement-eligible employees is to recognize compensation cost over the service period specified in the award terms. The
Company accelerates any unrecognized compensation cost for such awards if and when a retirement-eligible employee leaves
the Company.

For fiscal 2005 year-end stock-based compensation awards that were granted to retirement-eligible employees in December
2005, the Company recognized the compensation cost for such awards at the date of grant instead of over the service period
specified in the award terms. As a result, the Company recorded non-cash incremental compensation expenses of
approximately $260 million in fiscal 2006 for stock-based awards granted to retirement-eligible employees as part of the
fiscal 2005 year-end award process and for awards granted to retirement-eligible employees, including new hires, in fiscal
2006. These incremental expenses were included within Compensation and benefits expense and reduced income before
taxes within the Institutional Securities ($190 million), Global Wealth Management Group ($50 million) and Asset
Management ($20 million) business segments.

Additionally, based on interpretive guidance related to SFAS No. 123R in the first quarter of fiscal 2006, the Company
changed its accounting policy for expensing the cost of anticipated fiscal 2006 year-end equity awards that are granted to
retirement-eligible employees in the first quarter of the following year. Effective December 1, 2005, the Company accrues
the estimated cost of these awards over the course of the current fiscal year. As such, the Company accrued the estimated cost
of fiscal 2007 year-end awards granted to retirement-eligible employees over the 2007 fiscal year rather than expensing the
awards on the date of grant (which occurred in December 2007). The Company believes that this method of recognition for
retirement-eligible employees is preferable because it better reflects the period over which the compensation is earned.

If the Company had accrued the estimated cost of equity awards granted to retirement-eligible employees over the course of
the fiscal year ended November 30, 2005 rather than expensing such awards at the grant date in December 2005, net income
would have decreased during fiscal 2005. The approximate resulting pro forma net income would have been $4,684 million
rather than the reported amount of $4,939 million. The approximate resulting impact on earnings per share for fiscal 2005
would have been a reduction in the reported amounts of earnings per basic share from $4.70 to $4.46 and earnings per diluted
share from $4.57 to $4.34.

Translation of Foreign Currencies. Assets and liabilities of operations having non-U.S. dollar functional currencies are
translated at year-end rates of exchange, and income statement accounts are translated at weighted average rates of exchange
for the year. Gains or losses resulting from translating foreign currency financial statements, net of hedge gains or losses and
related tax effects, are reflected in Accumulated other comprehensive income (loss), a separate component of Shareholders’
equity. Gains or losses resulting from remeasurement of foreign currency transactions are included in net income.

Goodwill and Intangible Assets. Goodwill and indefinite-lived assets are not amortized and are reviewed annually (or more
frequently under certain conditions) for impairment. Other intangible assets are amortized over their useful lives.

Investments in Unconsolidated Investees. The Company invests in unconsolidated investees that own synthetic fuel
production plants and in certain structured transactions not integral to the operations of the Company. The Company accounts
for these investments under the equity method. The Company’s share of the (losses) generated by these investments is
recorded within (Losses) gains from unconsolidated investees, and the applicable tax credits and the tax benefits associated
with these operating losses are recorded within the Provision for income taxes.

Deferred Compensation Arrangements. The Company maintains trusts, commonly referred to as rabbi trusts, in
connection with certain deferred compensation plans. Assets of rabbi trusts are consolidated, and the value of the Company’s
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stock held in rabbi trusts is classified in Shareholders’ equity and generally accounted for in a manner similar to treasury
stock. The Company has included its obligations under certain deferred compensation plans in Employee stock trust. Shares
that the Company has issued to its rabbi trusts are recorded in Common stock issued to employee trust. Both Employee stock
trust and Common stock issued to employee trust are components of Shareholders’ equity. The Company recognizes the
original amount of deferred compensation (fair value of the deferred stock award at the date of grant—see Note 18) as the
basis for recognition in Employee stock trust and Common stock issued to employee trust. Changes in the fair value of
amounts owed to employees are not recognized as the Company’s deferred compensation plans do not permit diversification
and must be settled by the delivery of a fixed number of shares of the Company’s common stock.

Accounting Developments.

Limited Partnerships. In June 2005, the Financial Accounting Standards Board (the “FASB”) ratified the consensus
reached in EITF Issue No. 04-5, “Determining Whether a General Partner, or the General Partners as a Group, Controls a
Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights” (“EITF Issue No. 04-5). Under the
provisions of EITF Issue No. 04-5, a general partner in a limited partnership is presumed to control that limited partnership
and, therefore, should include the limited partnership in its consolidated financial statements, regardless of the amount or
extent of the general partner’s interest unless a simple majority of the limited partners can vote to dissolve or liquidate the
partnership or otherwise remove the general partner without having to show cause or the limited partners have substantive
participating rights that can overcome the presumption of control by the general partner. EITF Issue No. 04-5 was effective
immediately for all newly formed limited partnerships and existing limited partnerships for which the partnership agreements
have been modified. For all other existing limited partnerships for which the partnership agreements have not been modified,
the Company adopted EITF Issue No. 04-5 on December 1, 2006. The adoption of EITF Issue No. 04-5 on December 1, 2006
did not have a material impact on the Company’s consolidated financial statements.

Accounting for Certain Hybrid Financial Instruments. In February 2006, the FASB issued SFAS No. 155, “Accounting for
Certain Hybrid Financial Instruments” (“SFAS No. 155”), which amends SFAS No. 133, “Accounting for Derivatives
Instruments and Hedging Activities,” as amended (“SFAS No. 133”), and SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities” (“SFAS No. 140”), and permits hybrid financial
instruments that contain an embedded derivative that would otherwise require bifurcation to irrevocably be accounted for at
fair value, with changes in fair value recognized in the statement of income. The fair value election may be applied on an
instrument-by-instrument basis. SFAS No. 155 also eliminates a restriction on the passive derivative instruments that a
qualifying special purpose entity may hold. The Company adopted SFAS No. 155 on December 1, 2006. Since SFAS

No. 159 incorporates accounting and disclosure requirements that are similar to SFAS No. 155, the Company decided to
apply SFAS No. 159, rather than SFAS No. 155, to its fair value elections for hybrid financial instruments.

Accounting for Servicing of Financial Assets. In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing
of Financial Assets” (“SFAS No. 156”), which requires all separately recognized servicing assets and servicing liabilities to
be initially measured at fair value, if practicable. The standard permits an entity to subsequently measure each class of
servicing assets or servicing liabilities at fair value and report changes in fair value in the statement of income in the period in
which the changes occur. The Company adopted SFAS No. 156 on December 1, 2006 and elected to fair value mortgage
servicing rights (“MSRs”) held as of the date of adoption. This election did not have a material impact on the Company’s
opening balance of Retained earnings as of December 1, 2006. The Company also elected to fair value MSRs acquired after
December 1, 2006.

Accounting for Uncertainty in Income Taxes. In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109 (“FIN 48”). FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in a company’s financial statements and prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken
in an income tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure and transition. The adoption of FIN 48 on December 1, 2007 did not have a material impact on the
Company’s consolidated financial statements.

Fair Value Measurements. In September 2006, the FASB issued SFAS No. 157, which defines fair value, establishes a
framework for measuring fair value and enhances disclosures requirements for fair value measurements. In addition, SFAS
No. 157 disallows the use of block discounts when measuring financial instruments that trade with quoted prices in an active
market. It also nullifies select guidance provided by EITF Issue No. 02-3, which prohibited the recognition of trading gains or
losses at the inception of a derivative contract, unless the fair value of such derivative is based on a valuation technique that
incorporates observable market data. SFAS No. 157 also requires the Company to consider its own credit spreads when
measuring the fair value of liabilities, including derivatives. Effective December 1, 2006, the Company elected early adoption
of SFAS No. 157. In accordance with the provisions of SFAS No. 157 related to block discounts and EITF Issue No. 02-3,
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the Company recorded a cumulative effect adjustment of approximately $84 million after-tax as an increase to the opening
balance of Retained earnings as of December 1, 2006, which was primarily associated with EITF Issue No. 02-3. The impact
of considering the Company’s own credit spreads when measuring the fair value of liabilities, including derivatives, did not
have a material impact on fair value measurements at the date of adoption. With the adoption of SFAS No. 157, the Company
no longer applies the revenue recognition criteria of EITF Issue No. 02-3.

Employee Benefit Plans. In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)” (“SFAS

No. 158”). Among other items, SFAS No. 158 required recognition of the overfunded or underfunded status of the
Company’s defined benefit and postretirement plans as an asset or liability in the consolidated financial statements for the
fiscal year ending November 30, 2007. The Company recorded an after-tax charge of $208 million to Shareholders’ equity
upon the adoption of this requirement. SFAS No. 158 also requires the measurement of defined benefit and postretirement
plan assets and obligations as of the end of the fiscal year. SFAS No. 158’s requirement to use the fiscal year-end date as the
measurement date is effective for fiscal years ending after December 15, 2008. The Company expects to early adopt a fiscal
year-end measurement date for its fiscal year ending November 30, 2008 and currently expects to record an after-tax charge
of approximately $15 million to Shareholders’ equity upon adoption.

Fair Value Option. In February 2007, the FASB issued SFAS No. 159, which provides entities the option to measure
certain financial assets and financial liabilities at fair value with changes in fair value recognized in earnings each period.
SFAS No. 159 permits the fair value option election on an instrument-by-instrument basis at initial recognition of an asset or
liability or upon an event that gives rise to a new basis of accounting for that instrument. Effective December 1, 2006, the
Company elected early adoption of SFAS No. 159 for certain eligible instruments, including certain equity method
investments, certain loans and loan commitments, certain certificates of deposits and certain structured notes. Such
instruments included loans and other financial instruments held by subsidiaries that are not registered broker-dealers as
defined in the American Institute of Certified Public Accountants (“AICPA”) Audit and Accounting Guide, Brokers and
Dealers in Securities, or that are not held by investment companies as defined in the AICPA Audit and Accounting Guide,
Investment Companies. A substantial portion of these positions, as well as the financial instruments included within Other
secured financings, had been accounted for by the Company at fair value prior to the adoption of SFAS No. 159. Financial
instruments under the fair value option election are primarily reflected within Financial instruments owned and Financial
instruments sold, not yet purchased in the consolidated statement of financial condition. As a result of the adoption of SFAS
No. 159, the Company recorded a cumulative effect adjustment of approximately $102 million after-tax as an increase to the
opening balance of Retained earnings as of December 1, 2006.

Offsetting of Amounts Related to Certain Contracts. In April 2007, the FASB issued FASB Staff Position (“FSP”’) No. FIN
39-1, “Amendment of FASB Interpretation No. 39”, (“FSP FIN 39-1”). FSP FIN 39-1 amends certain provisions of FIN 39,
“Offsetting of Amounts Related to Certain Contracts,” and permits companies to offset fair value amounts recognized for
cash collateral receivables or payables against fair value amounts recognized for net derivative positions executed with the
same counterparty under the same master netting arrangement. FSP FIN 39-1 is effective for fiscal years beginning after
November 15, 2007, with early application permitted. The adoption of FSP FIN 39-1 on December 1, 2007 did not have a
material impact on the Company’s consolidated financial statements.

Investment Company Accounting. In June 2007, the AICPA issued Statement of Position (“SOP”’) 07—1, “Clarification of
the Scope of the Audit and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity
Method Investors for Investments in Investment Companies” (“SOP 07-1"). SOP 07-1 provides guidance for determining
whether an entity is within the scope of the AICPA “Audit and Accounting Guide /nvestment Companies” (the “Guide”).
SOP 07-1 addresses whether the specialized industry accounting principles of the Guide should be retained by a parent
company in consolidation. In addition, SOP 07-1 includes certain disclosure requirements for parent companies and equity
method investors in investment companies that retain investment company accounting in the parent company’s consolidated
financial statements or the financial statements of an equity method investor. SOP 07-1, as originally issued, was to be
effective for the Company as of December 1, 2008. In May 2007, the FASB issued FSP FIN 46R-7, “Application of FIN 46R
to Investment Companies,” (“FSP FIN 46R-7") which amends FASB Interpretation No. 46 (revised December 2003),
“Consolidation of Variable Interest Entities (“FIN 46R”) to make permanent the temporary deferral of the application of FIN
46R to entities within the scope of the revised audit guide under SOP 07-1. FSP FIN 46R-7 is effective upon adoption of SOP
07-1. The Company is currently evaluating the potential impact of adopting SOP 07-1 and FSP FIN 46R-7. In November
2007, the FASB issued a proposed FSP SOP 07-1-a to delay indefinitely the effective date of SOP 07-1.

Dividends on Share-Based Payment Awards. In June 2007, the EITF reached consensus on Issue No. 06-11, “Accounting
for Income Tax Benefits of Dividends on Share-Based Payment Awards” (“EITF Issue No. 06-117). EITF Issue No. 06-11
requires that the tax benefit related to dividend equivalents paid on restricted stock units that are expected to vest be recorded
as an increase to additional paid-in capital. The Company currently accounts for this tax benefit as a reduction to its income
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tax provision. EITF Issue No. 06-11 is to be applied prospectively for tax benefits on dividends declared in fiscal years
beginning after December 15, 2007. The Company is currently evaluating the potential impact of adopting EITF Issue
No. 06-11.

Business Combinations. In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” (“SFAS

No. 141(R)”). SFAS 141(R) requires the acquiring entity in a business combination to recognize the full fair value of assets
acquired and liabilities assumed in the transaction (whether a full or partial acquisition); establishes the acquisition-date fair
value as the measurement objective for all assets acquired and liabilities assumed; requires expensing of most transaction and
restructuring costs; and requires the acquirer to disclose to investors and other users all of the information needed to evaluate
and understand the nature and financial effect of the business combination. SFAS No. 141(R) applies to all transactions or
other events in which the Company obtains control of one or more businesses, including those sometimes referred to as “true
mergers” or “mergers of equals” and combinations achieved without the transfer of consideration, for example, by contract
alone or through the lapse of minority veto rights. SFAS No. 141(R) applies prospectively to business combinations for
which the acquisition date is on or after December 1, 2009.

Noncontrolling Interests. In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated
Financial Statements—an amendment of Accounting Research Bulletin No. 517 (“SFAS No. 160”). SFAS No. 160 requires
reporting entities to present noncontrolling (minority) interests as equity (as opposed to as a liability or mezzanine equity)
and provides guidance on the accounting for transactions between an entity and noncontrolling interests. SFAS No. 160
applies prospectively as of December 1, 2009, except for the presentation and disclosure requirements which will be applied
retrospectively for all periods presented.

3. Fair Value Disclosures.
Fair Value Measurements.

The Company’s assets and liabilities recorded at fair value have been categorized based upon a fair value hierarchy in
accordance with SFAS No. 157. See Note 2 for a discussion of the Company’s policies regarding this hierarchy.

The following fair value hierarchy tables present information about the Company’s assets and liabilities measured at fair
value on a recurring basis as of November 30, 2007:

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of November 30, 2007

Quoted Prices in Significant
Active Markets Other Significant Counterparty Balance
for Observable Unobservable and Cash as of
Identical Assets Inputs Inputs Collateral November 30,
(Level 1) (Level 2) (Level 3) Netting 2007
(dollars in millions)
Assets
Cash and securities deposited with clearing organizations or
segregated under federal and other regulations or
TEQUITEIMENTS ..ouuiiiiiiiiiiiiiiie e $ 31354 § - $ o $ - $ 31,354
Financial instruments owned:
U.S. government and agency securities................... 11.038 12.189 660 o 23.887
Other sovereign government obligations................. 15.834 5743 29 o 21.606
Corporate and other debt ..o 223 110443 37058 - 147724
COrporate eqUIties.........evververeereeeeeeeresieseeseeseeeeneas 82,592 3,549 1236 o 87.377
Derivative contracts(1) .......coccceveerreenecnneennenes 4526 90,654 21,601 (39,778) 77,003
INVeStMENtS .....c.ooviviiiiiiiiiiiciccce e 953 249 13,068 o 14,270
Physical commodities ..........cccoeveerreineenneenennes o 3.096 o o 3.096
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Total financial instruments owned ............cccceveerieeiriennnnns

Securities received as collateral...........c.coceoevrerineinnenenne

Intangible assets(2)

Liabilities

Commercial paper and other short-term borrowings

DIEPOSILS w.vieeeiieieiieieie ettt

Financial instruments sold, not yet purchased:

U.S. government and agency securities..................

Other sovereign government obligations................

Corporate and other debt ....

COorporate SqUItICS ....oveuerveeeeeeerireeeeeeeeeeieieeeeeeens
Derivative contracts(1) .......coceoveverneenecneneennene

Physical commodities ...........oevvrirveirieenireireene

Total financial instruments sold, not yet purchased............

Obligation to return securities received as collateral

Other secured financings ............cccocveveeeureeiceenerccennenns

Long-term bOIrroWings .........cccveueerueiriereninieerieenineeseeeas

Quoted Prices in Significant
Active Markets Other Significant Counterparty Balance
for Observable Unobservable and Cash as of
Identical Assets Inputs Inputs Collateral November 30,
(Level 1) (Level 2) (Level 3) Netting 2007
(dollars in millions)
115,166 225,923 73,652 (39,778) 374,963
68,031 14,191 7 — 82,229
— 428 — — 428
— 3,068 $ —  § — 3,068
— 3,769 — — 3,769
8,208 13 — — 8,221
9,633 5,994 — — 15,627
16 6,454 1,122 — 7,592
29,948 935 16 — 30,899
7,031 86,968 15,663 (38,058) 71,604
— 398 — — 398
54,836 100,762 16,801 (38,058) 134,341
68,031 14,191 7 — 82,229
— 25,451 2,321 — 27,772
— 37,994 398 — 38,392

(1)  Amounts represent the impact of counterparty netting across the levels of the fair value hierarchy. Netting among positions classified within the same level is

included within that level.

(2)  Amount represents MSRs accounted for at fair value (see Note 5).

The following table presents additional information about Level 3 assets and liabilities measured at fair value on a recurring
basis. Level 3 instruments may be hedged with instruments classified in Level 1 and Level 2. As a result, the realized and
unrealized gains and losses for assets and liabilities within the Level 3 category presented in the tables below do not reflect
the related realized or unrealized gains and losses on hedging instruments that have been classified by the Company within
the Level 1 and/or Level 2 categories. Additionally, both observable and unobservable inputs may be used to determine the
fair value of positions that the Company has classified within the Level 3 category. As a result, the unrealized gains and
losses for assets and liabilities within the Level 3 category presented in the tables below may include changes in fair value
that were attributable to both observable (e.g., changes in market interest rates) and unobservable (e.g., changes in

unobservable long-dated volatilities) inputs.

Changes in Level 3 Assets and Liabilities Measured at Fair Value on a Recurring Basis for the Fiscal Year Ended

November 30, 2007
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Total Realized and Unrealized Gains Purchases,
or (Losses) Included in Income Total Sales,
Realized Other Net
and Settlements Transfers
Principal Principal Unrealized and In and/or
Beginning Transactions: Transactions: Other Gains or Issuances, (Out) of Ending
Balance Trading Investments Revenues (Losses) net Level 3 Balance
(dollars in millions)
Assets
Financial instruments
owned:
U.S. government
and agency
SCCUrites. ... s 2 134 $ — $ — $ 134§ 5248 — $ 660
Other sovereign
government
obligations...... 162 10 . o 10 (143) . 29
Corporate and
other debt(1)... 33 941 (5,999) _ _ (5,999) 3,664 5452 37,058
Corporate
CqUILES -....ove.. 1,040 62 — — 62 (260) 394 1,236
Net derivative
contracts(1)(2) 30 4,152 — — 4,152 913 843 5938
Investments(3)..... 3,879 — 2,538 — 2,538 6,651 13,068
Securities received as
collateral................... 40 o . o o (3 3) . 7
Other aSSCtS(4) .............. 2’154 o o 32 32 (2,186) o o
Liabilities
Financial instruments
sold, not yet
purchased:
Corporate and
other debi(1)... g g5 (1242) S 0§ 0§ (1242) $  (439) § 134 $ 1,122
Corporate
equltles ........... 9 (58) o o (58) (55) 4 16
Obligation to return
securities received
as collateral .............. 40 - . L - 33) L 7
Other secured
ﬁnancmgs ................. 4,724 o . o o (2,403) . 2’321
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(1)  The net gains from Net derivative contracts and the net losses from Corporate and other debt resulted from market movements primarily associated with credit
products and various credit linked instruments, respectively. The net gains in Level 3 Net derivative contracts were primarily driven by certain credit default
swaps and other instruments associated with the Company’s credit products and securitized products activities. The net losses in Level 3 Corporate and other
debt were primarily driven by certain asset-backed securities, including residential and commercial mortgage loans, and by corporate loans and loan
commitments.

These results are only a component of the overall trading strategies of these businesses and do not take into consideration any related financial instruments that
have been classified by the Company within the Level 1 and/or Level 2 categories. For example, the Company recorded offsetting net losses in Level 2 Net
derivative contracts, which were primarily associated with the Company’s credit products and securitized products activities.

The Company reclassified certain Corporate and other debt and Net derivative contracts from Level 2 to Level 3 because certain significant inputs for the fair
value measurement became unobservable. These reclassifications included transfers in the fourth quarter primarily related to the continued market and liquidity
deterioration in the mortgage markets. The most material transfers into Level 3 were in commercial whole loans, residuals from residential securitizations, and
interest-only commercial mortgage and agency bonds as well as commercial and residential credit default swaps.

(2) Amounts represent Financial instruments owned—derivative contracts net of Financial instruments sold, not yet purchased—derivative contracts.

(3)  The net gains from Financial instruments owned—investments were primarily related to investments associated with the Company’s real estate products and
private equity portfolio.

(4) These assets were disposed of in connection with the Discover Spin-off.

The following table presents the amounts of unrealized gains or (losses) for the fiscal year ended November 30, 2007 relating
to those assets and liabilities for which the Company utilized significant Level 3 inputs to determine fair value and that were
still held by the Company at November 30, 2007:

Fiscal 2007 Unrealized Gains (Losses) for Level 3 Assets and Liabilities Still Held at November 30, 2007

Fiscal Year Ended
November 30, 2007

Principal Principal
Transactions: Transactions:
Trading Investments

(dollars in millions)

Assets

Financial instruments owned:

U.S. government and agency SECUITLIES......c.eerueeruerierienieeieeieeie e eee e $ 49 3 o

Other sovereign government Obligations............ccecvervierieecreeienieneeseesreereeeneeens 2 o

Corporate and other debt...........ccoviiiiiiiiiieeee e (4,528) o

COIPOTALE EUILIES ..ouveeurieerieerieeieiteesteesteeteereeteeeteesteeseesseesseessasseesseesseeseessesnneeses 515 o

INVESTIMENES ...eieiiiiiiieiiiee ettt et e e e e e e e ebee e e saabeeeesesaaeeereeaans o 1,492

Net derivative CONEIACES ... ...ccueiiiriierieiecee et et et et eeteesteesteeaeesnesraesreesreenseens (3,294) o
Liabilities

Financial instruments sold, not yet purchased:

Corporate and other debt...........cccvevieiiieieiiereeeee e $ 455) $ o
COIPOTALE EUILIES ..ovveeurieerieereieeeieeiteesteeteeteeteeeteesteeseesseessesssesseesseesseesseesseesnenses 7) o
LONG-terM DOITOWINES ....eevveiieiiieiiieieeiieseesie et eteeteseteste e reesseesbeesbessaesseesseesseensesssenens (116) o
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Fair Value Option.

The following table presents information about the eligible instruments for which the Company elected the fair value option
and for which a transition adjustment was recorded as of December 1, 2006:

Transition Carrying Value of
Adjustment Instrument
Carrying Value of to Retained at December 1, 2006
Instrument Earnings (after Adoption of
at December 1, 2006 Gain/(Loss) SFAS No. 159)

(dollars in millions)

Financial instruments owned:

Corporate 1ending(1) ...c..cccevveriereerieiiesienieieeve e $ 8587 §$ 16 $ 8,603
Mortgage [ending(2)......ccovereereereenerieeieniee e 1,258 7 1,265
INVEStMENES(3)..veevierieiieeeeiece et 1305 13 1318
Commercial paper and other short-term borrowings(4)........... 946 (1) 947
DEPOSIES(5)..vrerierieiieieeie ettt ettt resre e re e eneeanas 3,143 1 3,142
Long-term borrowings(4) ......ccoecvevveveeerirecieeieeeeseeneeneeesnennnes 14,354 130 14,224
Pre-tax cumulative effect of adoption of the fair value option 166
Deferred taXES . ...cvevvirrereririieeereieteentene et 64
Cumulative effect of adoption of the fair value option............ $ 102

The transition adjustments were primarily related to the following:

(1) Loans and loan commitments made in connection with Institutional Securities” corporate lending activities. The fair value option was elected for these positions
as they are generally risk managed on a fair value basis.

(2)  Certain mortgage lending products which are risk managed by the Institutional Securities business segment on a fair value basis. The Company did not elect the
fair value option for other eligible mortgage lending products that were managed by the Discover business segment prior to the Discover Spin-off.

(3)  Certain investments that had been previously accounted for under the equity method, as well as certain interests in clearinghouses. The fair value option was
elected only for positions that are risk managed on a fair value basis.

(4)  Structured notes and other hybrid long-term debt instruments. The fair value option was elected for these positions as they are risk managed on a fair value basis.
The fair value option was elected for all such instruments issued after December 1, 2006 and a portion of the portfolio of instruments outstanding as of
December 1, 2006. The fair value option was not elected for the remaining portion of the portfolio that existed as of December 1, 2006 due to cost-benefit
considerations, including the operational effort involved.

(5) Brokered and callable certificates of deposit issued by certain of the Company’s bank subsidiaries. The fair value option was elected for these positions as they
are risk-managed on a fair value basis. The Company did not elect the fair value option for other eligible instruments within Deposits that were managed by the
Discover business segment prior to the Discover Spin-off.

The following table presents gains and (losses) due to changes in fair value for items measured at fair value pursuant to the
fair value option election for fiscal year ended November 30, 2007:
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Losses Included in

Principal Net the Year Ended
Transactions: Interest November 30,
Trading Revenue 2007(1)

Fiscal year ended November 30, 2007

(dollars in millions)

Commercial paper and other short-term borrowings ..............ccoecveevvennen. $ (326) $ () $ (331)
DepOSitS .................................................................................................. (5) o (5)
Long-term DOTTOWINGS ....cooveeiieiieiieiieniierieeeee et (481) (366) (847)

(1) In addition to these amounts, as discussed in Note 2, all of the instruments within Financial instruments owned or Financial instruments sold, not yet purchased
are measured at fair value, either through the election of SFAS No. 159 or as required by other accounting pronouncements. Changes in the fair value of these
instruments are recorded in Principal transactions—trading and Principal transactions—investment revenues.

As of November 30, 2007, the aggregate contractual principal amount of loans for which the fair value option was elected
exceeded the fair value of such loans by approximately $28,880 million. The aggregate fair value of loans that were 90 or
more days past due as of November 30, 2007 was $6,588 million. The aggregate contractual principal amount of such loans
90 or more days past due exceeded their fair value by approximately $23,501 million. This difference in amount primarily
emanates from the Company’s distressed debt trading business, which purchases distressed debt at amounts well below par.

For the fiscal year ended November 30, 2007, changes in the fair value of loans for which the fair value option was elected
that were attributable to changes in instrument-specific credit spreads were losses of $2,258 million. Instrument-specific
credit losses were determined by excluding the non-credit components of gains and losses, such as those due to changes in
interest rates.

For the fiscal year ended November 30, 2007, the estimated changes in the fair value of the Company’s short-term and long-
term borrowings, including structured notes, for which the fair value option was elected that were attributable to changes in
instrument-specific credit spreads were gains of approximately $840 million. This gain was attributable to the widening of
the Company’s credit spreads and was determined based upon observations of the Company’s secondary bond market
spreads. As of November 30, 2007, the aggregate contractual principal amount of long-term debt instruments for which the
fair value option was elected exceeded the fair value of such instruments by approximately $1,572 million.

The estimated change in the fair value of other liabilities for which the fair value option was elected that was attributable to
changes in instrument-specific credit spreads was a loss of approximately $291 million in the fiscal year ended November 30,
2007. This loss was primarily related to leveraged loan contingent commitments and was attributable to the illiquid market
conditions that existed late in the year. It was generally determined based on the differential between estimated expected
client yields at November 30, 2007 and contractual yields.

Financial Instruments Not Measured at Fair Value.

Some of the Company’s financial instruments are not measured at fair value on a recurring basis but nevertheless are
recorded at amounts that approximate fair value due to their liquid or short-term nature. Such financial assets and financial
liabilities include: Cash and cash equivalents, the cash component of Cash and securities deposited with clearing
organizations or segregated under federal and other regulations or requirements, Securities purchased under agreements to
resell, Securities borrowed, Securities sold under agreements to repurchase, Securities loaned, Receivables—customers,
Receivables—brokers, dealers and clearing organizations, Payables—customers, Payables—brokers, dealers and clearing
organizations, certain Commercial paper and other short-term borrowings, and certain Deposits.

The Company’s long-term borrowings are recorded at historical amounts unless elected under the SFAS No. 159 fair value
election or designated as a hedged item in a fair value hedge under SFAS No. 133. The fair value of the Company’s long-
term borrowings was estimated using either quoted market prices or discounted cash flow analyses based on the Company’s
current borrowing rates for similar types of borrowing arrangements. At November 30, 2007, the carrying value of the
Company’s long-term borrowings was approximately $3.3 billion higher than fair value. At November 30, 2006, the carrying
value of the Company’s long-term borrowings was approximately $1.8 billion less than fair value.

4. Collateralized Transactions.

Securities purchased under agreements to resell (“reverse repurchase agreements”) and Securities sold under agreements to
repurchase (“repurchase agreements”), principally government and agency securities, are carried at the amounts at which the
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securities subsequently will be resold or reacquired as specified in the respective agreements; such amounts include accrued
interest. Reverse repurchase agreements and repurchase agreements are presented on a net-by-counterparty basis, when
appropriate. The Company’s policy is to take possession of securities purchased under agreements to resell. Securities
borrowed and Securities loaned are carried at the amounts of cash collateral advanced and received in connection with the
transactions. Other secured financings include the liabilities related to transfers of financial assets that are accounted for as
financings rather than sales, consolidated variable interest entities where the Company is deemed to be the primary
beneficiary and certain equity-referenced securities and loans where in all instances these liabilities are payable solely from
the cash flows of the related assets accounted for as Financial instruments owned.

The Company pledges its financial instruments owned to collateralize repurchase agreements and other securities financings.
Pledged securities that can be sold or repledged by the secured party are identified as Financial instruments owned (pledged
to various parties) in the consolidated statements of financial condition. The carrying value and classification of securities
owned by the Company that have been loaned or pledged to counterparties where those counterparties do not have the right
to sell or repledge the collateral were as follows:

At At
November 30, November 30,
2007 2006

(dollars in millions)

Financial instruments owned:

U.S. government and agency SECUTTHIES . ......ecvereerreerreerrerresreeseenseereeseessesseessens $ 7134 § 12.111
Other sovereign government Obligations............cevverurerieeieeiienieseereee e 333 893
Corporate and other debt...........ccceviiiiiiiiiiiiieceeeceere e 32,530 44037
COIPOTALE EQUILICS ..euveeuvreereeereeiresiienieerteetesteseeesseesseasteenseessesssesseesseeseeseensesnnennns 1.133 6.662

0] 7Y PR PRRRRRRR $ 41,130 $ 63,903

The Company enters into reverse repurchase agreements, repurchase agreements, securities borrowed and securities loaned
transactions to, among other things, acquire securities to cover short positions and settle other securities obligations, to
accommodate customers’ needs and to finance the Company’s inventory positions. The Company also engages in securities
financing transactions for customers through margin lending. Under these agreements and transactions, the Company either
receives or provides collateral, including U.S. government and agency securities, other sovereign government obligations,
corporate and other debt, and corporate equities. The Company receives collateral in the form of securities in connection with
reverse repurchase agreements, securities borrowed and derivative transactions, and customer margin loans. In many cases,
the Company is permitted to sell or repledge these securities held as collateral and use the securities to secure repurchase
agreements, to enter into securities lending and derivative transactions or for delivery to counterparties to cover short
positions. At November 30, 2007 and November 30, 2006, the fair value of securities received as collateral where the
Company is permitted to sell or repledge the securities was $948 billion and $942 billion, respectively, and the fair value of
the portion that had been sold or repledged was $708 billion and $780 billion, respectively.

The Company additionally receives securities as collateral in connection with certain securities for securities transactions in
which the Company is the lender. In instances where the Company is permitted to sell or repledge these securities, the
Company reports the fair value of the collateral received and the related obligation to return the collateral in the consolidated
statement of financial condition. At November 30, 2007 and November 30, 2006, $82 billion and $65 billion, respectively,
were reported as Securities received as collateral and an Obligation to return securities received as collateral in the
consolidated statements of financial condition. Collateral received in connection with these transactions that was
subsequently repledged was approximately $72 billion and $45 billion at November 30, 2007 and November 30, 2006,
respectively.

The Company manages credit exposure arising from reverse repurchase agreements, repurchase agreements, securities
borrowed and securities loaned transactions by, in appropriate circumstances, entering into master netting agreements and
collateral arrangements with counterparties that provide the Company, in the event of a customer default, the right to

135



liquidate collateral and the right to offset a counterparty’s rights and obligations. The Company also monitors the fair value
of the underlying securities as compared with the related receivable or payable, including accrued interest, and, as necessary,
requests additional collateral to ensure such transactions are adequately collateralized. Where deemed appropriate, the
Company’s agreements with third parties specify its rights to request additional collateral. Customer receivables generated
from margin lending activity are collateralized by customer-owned securities held by the Company. For these transactions,
adherence to the Company’s collateral policies significantly limits the Company’s credit exposure in the event of customer
default. The Company may request additional margin collateral from customers, if appropriate, and, if necessary, may sell
securities that have not been paid for or purchase securities sold but not delivered from customers.

5. Securitization Activities and Variable Interest Entities.

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. Special purpose entities (“SPEs”), also known as variable interest entities (“VIEs”) are typically used in such
securitization transactions. Transferred assets are carried at fair value prior to securitization, and any changes in fair value are
recognized in the consolidated statements of income. The Company may act as underwriter of the beneficial interests issued
by securitization vehicles. Underwriting net revenues are recognized in connection with these transactions. 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 statements of income. Retained interests in securitized financial assets were
approximately $5.3 billion at November 30, 2007, the majority of which were related to residential mortgage loan,
commercial mortgage loan and U.S. agency collateralized mortgage obligation securitization transactions. Net gains at the
time of securitization were not material in fiscal 2007.

The following table presents information on the Company’s residential mortgage loan, commercial mortgage loan and U.S.
agency collateralized mortgage obligation securitization transactions. Key economic assumptions and the sensitivity of the
current fair value of the retained interests to immediate 10% and 20% adverse changes in those assumptions at November 30,
2007 were as follows (dollars in millions):

U.S. Agency
Residential Commercial Collateralized
Mortgage Mortgage Mortgage
Loans Loans Obligations
Investment grade retained interests.........coceeeeeeeecvenierienennenne. $ 2048 S 678 S 826
Non-investment grade retained interests..........ccocevveveeneennenne. 1.167 406 _
Total retained interests (carrying amount/fair value)..... $ 3215 $ 1.084 S 826
Weighted average life (in months)..........cccceceeevveeiencncncnene. 49 57 51
Range ....................................................................................... 1-322 0.5-139 1-271
Weighted average discount rate (per annum) .............c..eeeeeee.. 12.55% 8.48% 6.04%
R 1.12-74.10%

ANZE ..vureinrionrieernrerantonsuonstnersrasnstosssnesassransassasasansnarasassnssanesassons 3.00-16.83% 0.75-18.12%
Impact on fair value of 10% adverse change.................. $ (114) $ (14) $ (16)
Impact on fair value of 20% adverse change.................. $ 218) $ 28) $ (31)

Weighted average credit losses (rate per annum) .................... 4.52% 3.04% 0.00%

Range ....................................................................................... 0.00-12.00% 0.00-13.69% 0.00-0.00%
Impact on fair value of 10% adverse change.................. $ @215) $ 5) $ _
Impact on fair value of 20% adverse change.................. $ (371) $ (10) $ _
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U.S. Agency

Residential Commercial Collateralized
Mortgage Mortgage Mortgage
Loans Loans Obligations
Weighted average prepayment speed assumption
(G 7N [ 17 TP 1,173 o 301
Range ....................................................................................... 188_2,250PSA . 167_718PSA
Impact on fair value of 10% adverse change.................. $ (118) $ o $ 7)
Impact on fair value of 20% adverse change.................. $ (194) $ o $ (19)

(1)  Amounts for residential mortgage loans exclude positive valuation effects from immediate 10% and 20% changes.
(2) Commercial mortgage loans typically contain provisions that either prohibit or economically penalize the borrower from prepaying the loan for a specified period
of time.

The weighted average assumptions and parameters used initially to value retained interests in relation to securitizations that
were still held by the Company as of November 30, 2007 were as follows:

U.S. Agency
Residential Commercial Collateralized
Mortgage Mortgage Mortgage
Loans Loans Obligations
Weighted average life (in months)........ccccoceevveiveninininnineecccnenen 45 64 72
Weighted average discount rate (rate per annum)............cecceceeveereereeneenne. 9.51% 6.87% 5.79%
Weighted average credit losses (rate per annum) .........cocceceevereervenennenne 2.23% 1.54% _
Weighted average prepayment speed assUmptions............ceecevereeeenuenees 1.842 _ 258

The tables above do not include the offsetting benefit of any financial instruments that the Company may utilize to hedge
risks inherent in its retained interests. In addition, the sensitivity analysis is hypothetical and should be used with caution.
Changes in fair value based on a 10% or 20% variation in an assumption generally cannot be extrapolated because the
relationship of the change in the assumption to the change in fair value may not be linear. Also, the effect of a variation in a
particular assumption on the fair value of the retained interests is calculated independent of changes in any other assumption;
in practice, changes in one factor may result in changes in another, which might magnify or counteract the sensitivities. In
addition, the sensitivity analysis does not consider any corrective action that the Company may take to mitigate the impact of
any adverse changes in the key assumptions.

During fiscal 2007, fiscal 2006 and fiscal 2005, the Company received proceeds from new securitization transactions of $64
billion, $68 billion and $65 billion, respectively, and cash flows from retained interests in securitization transactions of $6.0
billion, $6.0 billion and $7.1 billion, respectively.

Mortgage Servicing Rights. The Company may retain servicing rights to certain mortgage loans that are sold through its
securitization activities. These transactions create an asset referred to as MSRs, which are included within Intangible assets in
the consolidated statements of financial condition.

The following table presents information about the Company’s MSRs, which relate to its mortgage loan business activities
(dollars in millions):
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Fiscal

2007
Fair value as of the beginning of the period............ccceoiiiiiiiii i $ 93
Additions:
Purchases of Servicing assetS(1).....c.eereereiriiierieriiee et 306
Servicing assets that result from transfers of financial assets...........c.ccoeevevviereeviieciieciennnnns 549
TOtal AAAILIONS .....eeveeiieieieee ettt sttt ebe e 855
Subtractions:

SalES/AISPOSALS. ...ttt ettt ettt ettt ettt ettt et a ettt eneeeneen (372)
Changes 10 faIr VAIUE(2)...ccvevieriieiieiieieeiesieee ettt e et eesaestaesba e seebeessessaessnesseenseenns (148)
Fair value as of the end of the Period..........ccooiiiiiiiiiiiicceeee e $ 428
Amount of contractually specified(2):

SEIVICING FEES ..ottt ettt b ettt et e et et e bt et et e ene e st e e e e aeseeeneee $ 170

LLALE fOES ..ttt bt b e e b ettt nae b 2

ANCIIATY TEES ...ttt ettt et b et ettt s ee e e 1

$ 197
(1) Amount includes MSRs obtained in connection with the Company’s acquisition of Saxon Capital, Inc. (see Note 23).
(2)  These amounts are recorded within Other revenues in the Company’s consolidated statements of income.
Fiscal
2007
Assumptions Used in Measuring Fair Value:
Weighted average diSCOUNT FALE ........c.ecverieriieieeie et eieee ettt seae st ese e saeseeesneenseenes 18.11%
Weighted average prepayment speed asSUMPLiON. .........cccveruieriieiieierienieneeie e 713PSA

The Company generally utilizes information provided by third parties in order to determine the fair value of its MSRs. The
valuation of MSRs consist of projecting servicing cash flows and discounting such cash flows using an appropriate risk-
adjusted discount rate. These valuations require estimation of various assumptions, including future servicing fees, credit
losses and other related costs, discount rates and mortgage prepayment speeds. The Company also compares the estimated
fair values of the MSRs from the valuations with observable trades of similar instruments or portfolios. Due to subsequent
changes in economic and market conditions, the actual rates of prepayments, credit losses and the value of collateral may
differ significantly from the Company’s original estimates. Such differences could be material. If actual prepayment rates and
credit losses were higher than those assumed, the value of the Company’s MSRs could be adversely affected. The Company
may hedge a portion of its MSRs through the use of financial instruments, including certain derivative contracts.

Variable Interest Entities. FASB Interpretation No. 46, as revised (“FIN 46R”), “Consolidation of Variable Interest
Entities,” applies to certain entities in which equity investors do not have the characteristics of a controlling financial interest
or do not have sufficient equity at risk for the entity to finance its activities without additional subordinated financial support
from other parties. The primary beneficiary of a VIE is the party that absorbs a majority of the entity’s expected losses,
receives a majority of its expected residual returns or both, as a result of holding variable interests. The Company
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consolidates entities in which it is the primary beneficiary. For those entities deemed to be qualifying special purpose entities
(as defined in SFAS No. 140), the Company does not consolidate the entity. See Note 1 regarding the characteristics of
qualifying special purpose entities.

The Company is involved with various entities in the normal course of business that may be deemed to be VIEs. The
Company’s variable interests in VIEs include debt and equity interests, commitments, guarantees and derivative instruments.
The Company’s involvement with VIEs arises primarily from:

» Purchased, sold and retained interests in connection with market making and securitization activities.
* Guarantees issued and residual interests retained in connection with municipal bond securitizations.
* Loans and investments made to VIEs that hold debt, equity, real estate or other assets.

+ Derivatives entered into with variable interest entities.

+ Structuring of credit linked notes or other asset-repackaged notes designed to meet the investment objectives of
clients.

+ Other structured transactions designed to provide enhanced, tax-efficient yields to the Company or its clients.

The following table sets forth the Company’s total assets and maximum exposure to loss associated with VIEs that the
Company consolidated at November 30, 2007. The Company accounts for the assets held by the entities as Financial
instruments owned and the liabilities of the entities as Other secured financings in the consolidated statement of financial
condition (dollars in millions):

As of November 30, 2007
Maximum Exposure to Loss in Consolidated VIEs(1)

VIE Assets
That the Debt and Commitments
Company Equity and
Consolidates Interests Derivatives Guarantees Total
Mortgage and asset-backed securitizations............... $ 5016 $ 1.746 S 4 $ — $ 1750
Municipal bond trusts .........c.ccccoeeeevineininenecnenen 828 1 _ 827 828
Credit and real estate(2) ..........coccoevinennincnnncncnnn 5130 2515 3.320 _ 5.835
Commodities financing.........cccoeeeeerereeenereecnencnn. 1.170 . 328 _ 328
Other structured transactions .............cccceceeeevecnuennnn 9.403 8.868 _ 9 8.877
$ 22,447 § 13,130 § 3,652 § 83 § 17,618

(1) The Company’s maximum exposure to loss often differs from the carrying value of the VIE’s assets. The maximum exposure to loss is dependent on the nature
of the Company’s variable interest in the VIEs and is limited to the notional amounts of certain liquidity facilities, other credit support, total return swaps, written
put options, and the fair value of certain other derivatives and investments the Company has made in the VIEs. Where notional amounts are utilized in
quantifying maximum exposure related to derivatives, such amounts do not reflect writedowns already recorded by the Company. The Company’s maximum
exposure to loss does not include the offsetting benefit of any financial instruments that the Company may utilize to hedge these risks associated with the
Company’s variable interests.

(2) The Company’s maximum exposure to loss associated with Credit and real estate VIEs exceeds the consolidated assets of these entities. This is due to the
inclusion in this category of certain VIEs that typically hold a limited amount of non-derivative security positions and instead obtain market exposure through the
use of derivatives. Given the use of such derivatives, the risk of loss associated with such entities typically exceeds the carrying value of their assets. The
Company’s maximum exposure to loss associated with such consolidated variable interest entities is generally limited to the notional amount of the Company’s
derivatives entered into with the VIE and the fair value of any non-derivative security positions held by the Company.

The following table sets forth the Company’s total assets and maximum exposure to loss associated with non-consolidated
VIEs in which the Company had significant variable interests at November 30, 2007 (dollars in millions):
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As of November 30, 2007

VIE Assets Maximum Exposure to Loss in Non-consolidated VIEs (1)
That the
Company Debt and Commitments
Does not Equity and
Consolidate Interests Derivatives Guarantees Total
Mortgage and asset-backed securitizations............ $ 7234 $ 155 $ 125 $ 8 280
Credit and real estate...........ooevvvviiiiiiiiiiiiii 20,265 12,987 200 68 13’255
Other structured transactions .............ccceeeeeuveeennne.. 10218 1.967 L 474 2441
$ 37,717 $ 15,109 §$ 325 % 542§ 15,976

(1)  The Company’s maximum exposure to loss often differs from the carrying value of the VIE’s assets. The maximum exposure to loss is dependent on the nature
of the Company’s variable interest in the VIEs and is limited to the notional amounts of certain liquidity facilities, other credit support, total return swaps, written
put options, and the fair value of certain other derivatives and investments the Company has made in the VIEs. Where notional amounts are utilized in
quantifying maximum exposure related to derivatives, such amounts do not reflect writedowns already recorded by the Company. The Company’s maximum
exposure to loss does not include the offsetting benefit of any financial instruments that the Company may utilize to hedge these risks associated with the
Company’s variable interests.

At November 30, 2006, in connection with its Institutional Securities business, the aggregate size of VIEs for which the
Company was the primary beneficiary of the entities was approximately $20.4 billion, which is the carrying amount of the
consolidated assets recorded as Financial instruments owned that are collateral for the entities’ obligations. At November 30,
2006, also in connection with its Institutional Securities business, the aggregate size of the entities for which the Company
holds significant variable interests was approximately $34.7 billion.

6. Sales and Trading Activities.

The Company’s institutional sales and trading activities are conducted through the integrated management of its client-driven
and proprietary transactions along with the hedging and financing of these positions. Sales and trading activities include
revenues from customer purchases and sales of financial instruments in which the Company acts as principal and gains and
losses on the Company’s positions. The Company also engages in proprietary trading activities for its own account. Revenues
from sales and trading activities are reflected in Principal transactions—trading, Commissions, Interest and dividends, and
Interest expense in the consolidated statement of income.

The Company’s trading portfolios are managed with a view toward the risk and profitability of the portfolios. The following
discussions of risk management, market risk, credit risk, concentration risk and customer activities relate to the Company’s
sales and trading activities.

Risk Management. The cornerstone of the Company’s risk management philosophy is protection of the Company’s
franchise, reputation and financial standing. 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.

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 segment 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 Firm Risk Committee, the Capital Structure and Strategic
Transactions Committee, the Chief Risk Officer, the Internal Audit Department, independent control groups, and various risk
control managers, committees and groups located within and across the business segments.

The Firm Risk Committee, composed of the Company’s most senior officers, oversees the Company’s risk management
structure. The Firm Risk Committee’s responsibilities include oversight of the Company’s risk management principles,
procedures and limits, and the monitoring of material financial, operational and franchise risks. The Firm Risk Committee is
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overseen by the Audit Committee of the Board of Directors (the “Audit Committee™). The Capital Structure and Strategic
Transactions Committee (the “Capital Committee”) reviews strategic transactions for the Company and significant changes to
the Company’s capital structure. The Capital Committee’s responsibilities include reviewing measures of capital and
evaluating capital resources relative to the Company’s risk profile and strategy.

The Chief Risk Officer, a member of the Firm Risk Committee, 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 Audit Committee.

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 periodically examines the Company’s operational
and control environment and conducts audits designed to cover all major risk categories.

The Market Risk, Credit Risk, Operational Risk, Financial Control, Treasury, and Legal and Compliance Departments
(collectively, the “Company Control Groups”), which are all independent of the Company’s business units, assist senior
management and the Firm Risk Committee 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 ensuring 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 Firm Risk Committee;
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, including
operations and information technology groups (collectively, “Segment Control Groups” and, together with the Company
Control Groups, the “Control Groups”) to manage and monitor specific risks and report to the business segment risk
committee. The Control Groups work together 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 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.

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 liquidity, will result in losses for a position or portfolio.

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. Aggregate market risk limits have been approved for the Company
and for its major trading divisions worldwide (equity and fixed income, which includes interest rate products, credit products,
foreign exchange and commodities). Additional market risk limits are assigned to trading desks and, as appropriate, products
and regions. Trading division risk managers, desk risk managers, 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 Value-at-Risk 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. Stress testing, which measures 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. The
Market Risk Department also conducts scenario analyses, which estimate the Company’s revenue sensitivity to a set of
specific, predefined market and geopolitical events.

Credit Risk. Credit risk refers to the risk of loss arising from borrower or counterparty default when a borrower,
counterparty or obligor does not meet its financial obligations. The Company incurs significant, “single name” credit risk
exposure through the Institutional Securities business. This type of risk requires credit analysis of specific counterparties,
both initially and on an ongoing basis.
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The Institutional Credit Department (“Institutional Credit”) manages credit risk exposure for the Institutional Securities
business. Institutional Credit 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.

Concentration Risk. The Company is subject to concentration risk by holding large positions in certain types of securities,
loans or commitments to purchase securities of a single issuer, including sovereign governments and other entities, issuers
located in a particular country or geographic area, public and private issuers involving developing countries, or issuers
engaged in a particular industry. Financial instruments owned by the Company include U.S. government and agency
securities and securities issued by other sovereign governments (principally Japan, United Kingdom, Germany and Brazil),
which, in the aggregate, represented approximately 4% of the Company’s total assets at November 30, 2007. In addition,
substantially all of the collateral held by the Company for resale agreements or bonds borrowed, which together represented
approximately 19% of the Company’s total assets at November 30, 2007, consist of securities issued by the U.S. government,
federal agencies or other sovereign government obligations. Positions taken and commitments made by the Company,
including positions taken and underwriting and financing commitments made in connection with its private equity, principal
investment and lending activities, often involve substantial amounts and significant exposure to individual issuers and
businesses, including non-investment grade issuers. In addition, the Company may originate or purchase certain residential
and commercial mortgage loans that could contain certain terms and features that may result in additional credit risk as
compared with more traditional types of mortgages. Such terms and features may include loans made to borrowers subject to
payment increases or loans with high loan-to-value ratios. The Company seeks to limit concentration risk through the use of
the systems and procedures described in the preceding discussions of risk management, market risk and credit risk.

Customer Activities. The Company’s customer activities involve the execution, settlement and financing of various
securities and commodities transactions on behalf of customers. Customer securities activities are transacted on either a cash
or margin basis. Customer commodities activities, which include the execution of customer transactions in commodity
futures transactions (including options on futures), are transacted on a margin basis.

The Company’s customer activities may expose it to off-balance sheet credit risk. The Company may have to purchase or sell
financial instruments at prevailing market prices in the event of the failure of a customer to settle a trade on its original terms
or in the event cash and securities in customer margin accounts are not sufficient to fully cover customer losses. The
Company seeks to control the risks associated with customer activities by requiring customers to maintain margin collateral
in compliance with various regulations and Company policies.

Derivative Contracts. The amounts in the following table represent the fair value of exchange traded and OTC options and
other contracts (including interest rate, foreign exchange, and other forward contracts and swaps). Derivatives included are
held for trading and investment, as well as for asset and liability management. Derivatives are disclosed net of offsetting
positions in situations where netting is appropriate. The asset amounts are not reported net of non-cash collateral, which the
Company obtains with respect to certain of these transactions to reduce its exposure to credit losses.

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 contracts
reported as assets. The Company monitors the creditworthiness of counterparties to these transactions on an ongoing basis
and requests additional collateral when deemed necessary.

The Company’s derivatives (both listed and OTC), net of cash collateral, at November 30, 2007 and November 30, 2006 are
summarized in the table below, showing the fair value of the related assets and liabilities by product:

At November 30, 2007 At November 30, 2006

Assets Liabilities Assets Liabilities

Product Type

(dollars in millions)

Interest rate and currency swaps, interest rate options, credit derivatives
and other fixed income securities CONtracts ..........cccoceeeeveerrereuennene. $ 33804 $ 19515 $ 19444 $ 15688

Foreign exchange forward contracts and options............c.ccceceveenurennnne. 7755 9372 7325 7725
Equity securities contracts (including equity swaps, warrants and options) 19,913 27,887 16,705 23,155
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At November 30, 2007 At November 30, 2006

Assets Liabilities Assets Liabilities
Product Type
(dollars in millions)
Commodlty forwards, Options and SWaAPS e 15 531 14 830 11 969 10 923
TOtal ............................................................................................. $ 77’003 $ 71,604 $ 55’443 $ 57,491

7. Consumer Loans.

Consumer loans, which primarily related to general purpose credit card and consumer installment loans of DFS, were as
follows:

At
November 30,
2006

(dollars in millions)

General purpose credit card and consumer installment ..............ccoeeveeeieieneeneenenen. $ 23.746
Less:

Allowance for consumer 10an LOSSES ..........cecveecriiiiieeciieeiieeree e ereeeeiee v e 831
CONSUMET 10NS, NMETL....cc.eiuiiiiiiiiiriirtieieeieet ettt sttt $ 22915

Activity in the allowance for consumer loan losses was as follows:

Fiscal Fiscal
2006 2005

(dollars in millions)

Balance at beginning Of PEriod ..........coiiiiiiiiiii et $ 838 S 943
Additions:
Provision for consumer 10an 10SSES(1) ......cvevvieriieriieiienierierieese et 756 378
Purchase of consumer 10anS(2).......c.cooviiiiiiiiiieiiieiieteeeeeie et e e sreebe b esnesenea 55 o
Deductions:
CRArgE-0TTS . ...ttt ettt ettt ettt et enee (1,001) (1,145)
RECOVETIES(1) 1.uvienvieiiieeiieiieeiiesttete ettt ettt e e et e et e st b e s te e beeseesseesaesseesseenseesseessenssenseens 174 167
INEE ChATZE-0TES ..ottt et st st sae e (827) (978)
Translation adjustments and Other ..........ccceeviieiiiieiieii et 9 (5)




Fiscal Fiscal
2006 2005

(dollars in millions)

Balance at end Of PEriod .........eecviiiieieiieiee ettt enaen $ 831 S 338

(1)  Amounts included in discontinued operations.
(2)  Amounts relate to the Company’s acquisition of Goldfish (see Note 23) and other acquisitions.

At November 30, 2006, $5,570 million of the Company’s consumer loans had minimum contractual maturities of less than
one year. Because of the uncertainty regarding consumer loan repayment patterns, which historically had been higher than
contractually required minimum payments, this amount may not have necessarily been indicative of the Company’s actual
consumer loan repayments.

The Company received net proceeds from consumer loan sales of $5,301 million in fiscal 2007 through the date of the
Discover Spin-off. The Company received net proceeds from consumer loan sales of $11,532 million and $10,525 million in
fiscal 2006 and fiscal 2005, respectively.

The Company’s U.S. consumer loan portfolio as of November 30, 2006, including securitized loans, was geographically
diverse, with a distribution approximating that of the population of the U.S.

At November 30, 2006, $2.3 billion of the Company’s consumer loans were classified as held for sale. On June 30, 2007, the
Company completed the Discover Spin-off (see Note 22 for further information).

Credit Card Securitization Activities. The Company’s retained interests in Discover’s credit card asset securitizations
included undivided seller’s interests, accrued interest receivable on securitized credit card receivables, cash collateral
accounts, servicing rights, rights to any excess cash flows (“Residual Interests”) remaining after payments to investors in the
securitization trusts of their contractual rate of return and reimbursement of credit losses, and other retained interests. The
undivided seller’s interests less an applicable allowance for loan losses were recorded in Consumer loans. The Company’s
undivided seller’s interests rank pari passu with investors’ interests in the securitization trusts, and the remaining retained
interests were subordinate to investors’ interests. Accrued interest receivable and certain other subordinated retained interests
were recorded in Other assets at amounts that approximated fair value. The Company received annual servicing fees of 2% of
the investor principal balance outstanding. The Company did not recognize servicing assets or servicing liabilities for
servicing rights as the servicing contracts provided just adequate compensation, as defined in SFAS No. 140 to the Company
for performing the servicing. Residual Interests and cash collateral accounts were recorded in Other assets and reflected at
fair value. The retained interests were subject to credit, payment and interest rate risks on the transferred credit card assets.
The investors and the securitization trusts had no recourse to the Company’s other assets for failure of cardmembers to pay
when due.

The uncollected balances of securitized general purpose credit card loans were $26.7 billion at November 30, 2006.

The Company no longer has retained interests in Discover’s credit card asset securitizations after the completion of the
Discover Spin-off on June 30, 2007.

8. Other Investments.

Other investments of $4,524 million and $3,232 million as of November 30, 2007 and November 30, 2006, respectively,
primarily include investments in unconsolidated investees that are accounted for under the equity method of accounting (see
Note 9).

Beginning in the second quarter of fiscal 2007, the Company purchased certain debt securities that were classified as
“securities available for sale” in accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and Equity
Securities” (“SFAS No. 115”). During fiscal 2007, $4.3 billion of securities available for sale were sold for a loss of $74
million. In the fourth quarter of fiscal 2007, the Company determined that it no longer intends to hold the remaining
securities in this portfolio until the fair value of the securities recover to a level that exceeds their initial cost. Accordingly,
the Company recorded an other-than-temporary impairment charge of $437 million in Principal transactions-trading revenues
in the consolidated statement of income on these securities in the fourth quarter of fiscal 2007 and reclassified $8.1 billion to
Financial instruments owned in the consolidated statement of financial condition effective November 30, 2007. This other-
than-temporary impairment charge represented all unrealized losses for these securities.
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9. Investments in Unconsolidated Investees.

The Company invests in unconsolidated investees that own synthetic fuel production plants and in certain structured
transactions not integral to the operations of the Company. The Company accounts for these investments under the equity
method of accounting.

Losses from these investments were $47 million, $40 million and $311 million in fiscal 2007, fiscal 2006 and fiscal 2005,
respectively.

Synthetic Fuel Production Plants. The Company’s share of the operating losses generated by these investments is recorded
within (Losses) gains from unconsolidated investees, and the tax credits and the tax benefits associated with these operating
losses are recorded within the Provision for income taxes.

The table below provides information regarding the losses from unconsolidated investees, tax credits and tax benefits on the
losses:

Fiscal Year

2007 2006 2005

(dollars in millions)

Losses from unconsolidated INVESTEES ...........eeeeireeeeeeeeeeecreeeeeeeeeeeeeee e e eeaeeeeeeeeeeeareeeenns $ 140 $ 225 § 311
TaX Credits .............................................................................................................................. 1 13 156 336
Tax DENETILS ON LOSSES ....vvviiierieeeeieee et ee e et e e e e e e e eaaeeeeenneeeenes 55 89 124

Synthetic fuels tax credits were granted under Section 45K of the Internal Revenue Code. Synthetic fuels tax credits were
available in full only when the price of oil was less than a base price specified by the tax code, as adjusted for inflation
(“Base Price”). The Base Price for each calendar year is determined by the Secretary of the Treasury by April 1 of the
following year. If the annual average price of a barrel of oil in 2007 exceeds the applicable Base Price, the synthetic fuels tax
credits generated by the Company’s synthetic fuel facilities will be phased out, on a ratable basis, over the phase-out range.
Synthetic fuels tax credits realized in prior years are not affected by this limitation. Based on fiscal year to date and futures
prices at November 30, 2007, the Company estimates that there will be a partial phase-out of tax credits earned in fiscal 2007.
The impact of this anticipated partial phase-out is included within (Losses) gains from unconsolidated investees and the
Provision for income taxes for the fiscal year ended November 30, 2007. Under current tax law, the Section 45K synthetic
fuels tax credits expired on December 31, 2007.

The Company had entered into derivative contracts designed to reduce its exposure to rising oil prices and the potential
phase-out of the synthetic fuels tax credits. Changes in fair value relative to these derivative contracts are included within
Principal transactions—trading revenues.

Structured Transactions. Gains from unconsolidated investees associated with investments in certain structured
investments were $93 million in fiscal 2007 and $185 million in fiscal 2006.

10. Goodwill and Net Intangible Assets.

The Company completed its annual goodwill impairment testing, in accordance with SFAS No. 142, “Goodwill and Other
Intangible Assets” (“SFAS No. 142”), as of December 1, 2006 and December 1, 2005. During the quarter ended August 31,
2007, the Company changed the date of its annual goodwill impairment testing to June 1 in order to move the impairment
testing outside of the Company’s normal year-end reporting process to a date when resources are less constrained. The
Company believes that the resulting change in accounting principle related to the annual testing date will not delay, accelerate
or avoid an impairment charge. Goodwill impairment tests performed as of June 1, 2007 and December 1, 2006 and
December 1, 2005 concluded that no impairment charges were required as of those dates. The Company determined that the
change in accounting principle related to the annual testing date is preferable under the circumstances and does not result in
adjustments to the Company’s financial statements when applied retrospectively. Additionally, due to the deterioration in the
Company’s subprime-related activities, the Company performed an interim impairment test of goodwill subsequent to its
annual testing date of June 1, which did not result in an impairment.
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Changes in the carrying amount of the Company’s goodwill and intangible assets for fiscal 2007 and fiscal 2006 were as
follows:

Global
Wealth
Institutional Management Asset
Securities Group Management Discover Total

(dollars in millions)

Goodwill:
Balance as of November 30,2005 ............................ $ 444 $ 540 $ 26 $ 256 $ 2.206
Foreign currency translation adjustments .................... _ 49 _ 31 80
Goodwill acquired during the year(1)..........cccceccuenenes 257 _ 2 247 506
Balance as of November 30, 2006 ............................. 701 589 968 534 2.792
Foreign currency translation adjustments .................... _ 18 _ 2 20
Goodwill acquired during the year(2)............ccccceeueneee. 862 3 207 _ 1.072
Goodwill disposed of during the year(3) ..................... (8) (313) ) (536) (860)
Balance as of November 30,2007 ............................. $ 1555 $ 297§ 1172 $ — % 3024
Intangible assets:
Balance as of November 30,2005 ............................. $ 227 $ — 3 — 67 $ 294
Intangible assets acquired during the year and

OthEr(1)(4) ceeeeeeeeieeeireeee e 253 . 4 130 387
Foreign currency translation adjustments .................... _ _ _ 16 16
Amortization eXpense(5)......ccevererererenieniesienienenene (33) _ (1) (12) (46)
Balance as of November 30, 2006 ............................ 447 _ 3 201 651
Intangible assets acquired during the year(2) .............. 473 _ 242 5 720
Intangible assets disposed of during the year(3).......... (49) _ 3) (200) (252)
Amortization eXpense(5).......ceverererereeienienienenenene (57) _ ) (6) (72)
Balance as of November 30, 2007 ............................. $ 814 § — 3 233§ — $ 1.047

(1) Institutional Securities activity primarily represents goodwill and intangible assets acquired in connection with the Company’s acquisition of TransMontaigne
Inc., Heidmar Group and Morgan Stanley Bank International (China) Limited (formerly Nan Tung Bank Ltd. Zhuhai). Discover activity represents goodwill and
intangible assets acquired in connection with the Company’s acquisition of Goldfish and other acquisitions (see Note 23).

(2) Institutional Securities activity primarily represents goodwill and intangible assets acquired in connection with the Company’s joint venture with JM Financial
and the Company’s acquisitions of Saxon Capital, Inc. and CityMortgage Bank. Asset Management activity primarily represents goodwill and intangible assets
acquired in connection with the Company’s acquisition of FrontPoint Partners (see Note 23).

(3) Global Wealth Management Group activity primarily represents goodwill disposed of in connection with the Company’s sale of Quilter. Discover activity
represents goodwill and intangible assets disposed of in connection with the Discover Spin-off (see Note 22).

(4) Effective December 1, 2006, mortgage servicing rights have been included in net intangible assets. During fiscal 2006 amounts were reclassified to conform with
the current presentation. See Note 5 for further information on the Company’s mortgage servicing rights.

(5) Amortization expense for Discover is included in discontinued operations.
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Amortizable intangible assets were as follows:

At November 30, 2007 At November 30, 2006
Gross Carrying Accumulated Gross Carrying Accumulated
Amount Amortization Amount Amortization

(dollars in millions)

Amortizable intangible assets:

Trademarks.......ccccoevveneniniininienicieccnenee $ 129§ 2 3 193§ 15
Technology-related..........ccccveevevienieneeieeneee. 151 75 153 55
Customer relationships..........cccceeveevvereeneenennee. 140 27 214 25
Management CONtraCtS.......coeoveeerverveerrenveennennene 220 8 _ _
OtheT.....oiiiiiciicc e 154 48 107 14
Total amortizable intangible assets ....... $ 794§ 175 $ 667 $ 109

Amortization expense associated with intangible assets is estimated to be approximately $49 million per year over the next
five fiscal years.

11. Deposits.

Deposits were as follows:

At At
November 30, November 30,
2007 2006

(dollars in millions)

Demand, passbook and money market aCCOUNLS...........ccceeruieieeiieiinierieeeie e $ 27186 $ 14.872
Consumer certificate aCCOUNTS(1) c.vvevirveriieiieriieiicie ettt e 3.993 4.076
$100,000 minimum certificate aCCOUNLS .........c.eevveerieereeirieereere et ereeenees o 9395
0] 7Y PR $ 31,179 $ 28,343

(1)  Certain consumer certificate accounts are carried at fair value under the fair value option (see Note 3).

The weighted average interest rates of interest-bearing deposits outstanding during fiscal 2007 and fiscal 2006 were 3.6% and
4.4%, respectively.

At November 30, 2007, interest-bearing deposits maturing over the next five years were as follows:
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(dollars in millions)

Fiscal Year

2008 ...oreeeeeeeetee oo oo S 30,992
2009 ..ottt _

) (Y 10
2011 oottt 6
2012 oottt 10

12. Commercial Paper and Other Short-Term Borrowings.

The table below summarizes certain information regarding commercial paper and other short-term borrowings for fiscal 2007
and fiscal 2006:

At November 30,

2007 2006

(dollars in millions)

Commercial paper:

Balance at Year-€Nd..........coouiriiiieiieie ettt e ene $ 22.596 § 22433
Average amount OULSTANAING ........ccveeieriieriieiieieeiestesieesteete e seesseesseesseenaesnaesseesseenseensesnsennns $ 25362 $ 23.962
Weighted average interest rate on year-end balance............cccooeveiiiieieieienenesceeeeeeene 4.8% 4.6%

Other short-term borrowings(1)(2):

Balance at Year-nd..........ccooueriiiiiiieeeee ettt bttt aen $ 11899 $  6.659

Average amount OULSTANAING ........ccveeieriieriieriieieetesteseesteeteseeseesseesseesseessessaesseesseenseensesnsennns $ 8947 $ 7773

(1)  These borrowings included bank loans, Federal Funds and bank notes.
(2)  Certain structured short-term borrowings are carried at fair value under the fair value option. See Note 3 for additional information.

The Company maintains a senior revolving credit agreement with a group of banks to support general liquidity needs,
including the issuance of commercial paper, which consists of three separate tranches: a U.S. dollar tranche; a Japanese yen
tranche; and a multicurrency tranche available in both euro and British pound, all of which exist with the Company as the
sole borrower. Under this combined facility (the “Credit Facility”), the banks are committed to provide up to $7.6 billion
under the U.S. dollar tranche, 80 billion Japanese yen under the Japanese yen tranche and $3.25 billion under the
multicurrency tranche. The Credit Facility expires on April 16, 2008 and includes a term-out feature that allows the
Company, at its option, to extend borrowings under the Credit Facility for an additional one year beyond the expiration date.
At November 30, 2007, the Company had a $13.8 billion consolidated stockholders’ equity surplus as compared with the
Credit Facility’s covenant requirement.

The Company anticipates that it may utilize the Credit Facility for short-term funding from time to time. The Company does
not believe that any of the covenant requirements in its Credit Facility will impair the ability to obtain funding under the
Credit Facility, pay its current level of dividends, or obtain loan arrangements, letters of credit and other financial guarantees
or other financial accommodations. At November 30, 2007, no borrowings were outstanding under the Credit Facility.

The Company also maintains a committed bilateral credit facility to support general liquidity needs. This facility is expected
to be drawn from time to time to cover short-term funding needs.
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In addition, the Company, through several of its subsidiaries, maintains several funded committed credit facilities to support
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.

13. Long-Term Borrowings.

Maturities and Terms. Long-term borrowings at fiscal year-end consisted of the following:

U.S. Dollar Non-U.S. Dollar(1) At November 30,
Fixed Floating Index Fixed Floating Index 2007 2006
Rate Rate(2) Linked(3) Rate Rate(2) Linked(3) Total(4) Total(4)

(dollars in millions)

Due in fiscal

2007 § — 0§ 0§ _ s _ § _ s _ s — $ 18274
Due in fiscal

2008.cecrvrrneee 1,592 17,679 5305 1,339 4,136 757 30,808 33,758
Due in fiscal

2009 e 1,993 11,717 2923 3,134 1,041 2,735 23,543 11,907
Due in fiscal

2010 e 3,709 5,499 3204 2,309 1,538 3,279 19,538 11,597
Due in fiscal

20T s 5,786 1,795 1,119 1,930 728 1,696 13,054 11,123
Due in fiscal

2012..onrrerrnnn 6,958 2,600 1,658 5,118 6,262 4,051 26,647 13,660
Thereafter............ 24,337 6,001 3227 14,467 17,024 11,978 77,034 44,659

Total...c...... $ 44375 $ 45291 $ 17,436 $ 28297 $ 30,729 $ 24496 $ 190,624 $ 144,978

Weighted average

coupon at

fiscal year-end 5.6% 5.2% n/a 4.3% 4.8% n/a 5.0% 5.0%

(1)  Weighted average coupon was calculated utilizing non-U.S. dollar interest rates.

(2) U.S. dollar contractual floating rate borrowings bear interest based on a variety of money market indices, including London Interbank Offered Rates (“LIBOR”)
and Federal Funds rates. Non-U.S. dollar contractual floating rate borrowings bear interest based primarily on Euribor floating rates.

(3) Amounts include borrowings that are equity-linked, credit-linked, commodity-linked or linked to some other index.

(4) Amounts include an increase of approximately $164 million at November 30, 2007 and a decrease of approximately $326 million at November 30, 2006 to the
carrying amount of certain of the Company’s long-term borrowings associated with fair value hedges under SFAS No. 133.

The Company’s long-term borrowings included the following components:
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At November 30,

2007 2006

(dollars in millions)

SENIOT AEDE..c..c.viiinieiiiecerte ettt ettt ettt ettt sttt ettt eae e e eae $ 181,733 $ 136213
Subordinated debt.........coveiriiriiiriiieirecec e 4015 3881
Junior subordinated debEntures............ccceevverieriiririninieiecee e 4876 4,884

TOTAL ..ttt $ 190624 $ 144,978

Senior debt securities often are denominated in various non-U.S. dollar currencies and may be structured to provide a return
that is equity-linked, credit-linked, commodity-linked or linked to some other index (e.g., the consumer price index). Senior
debt also may be structured to be callable by the Company or extendible at the option of holders of the senior debt securities.
Debt containing provisions that effectively allow the holders to put or extend the notes aggregated $6,736 million at
November 30, 2007 and $16,016 million at November 30, 2006. Subordinated debt and junior subordinated debentures
typically are issued to meet the capital requirements of the Company or its regulated subsidiaries and primarily are U.S.
dollar denominated.

Senior Debt—Structured Borrowings. The Company’s index-linked, equity-linked or credit-linked borrowings include
various structured instruments whose payments and redemption values are linked to the performance of a specific index (e.g.,
Standard & Poor’s 500), a basket of stocks, a specific equity security, a credit exposure or basket of credit exposures. To
minimize the exposure resulting from movements in the underlying index, equity, credit or other position, the Company has
entered into various swap contracts and purchased options that effectively convert the borrowing costs into floating rates
based upon LIBOR. These instruments are included in the preceding table at their redemption values based on the
performance of the underlying indices, baskets of stocks, or specific equity securities, credit or other position or index. The
Company accounts for these structured borrowings containing embedded derivatives which, prior to the adoption of SFAS
No. 159, were bifurcated from the hybrid notes and accounted for at fair value. Effective December 1, 2006, the Company
applied the fair value election in certain cases to these hybrid notes. The swaps and purchased options used to economically
hedge the embedded features are derivatives, and also are carried at fair value. Changes in fair value related to the notes and
economic hedges are reported in Principal transactions trading revenues.

Subordinated Debt and Junior Subordinated Debentures. Included in the Company’s long-term borrowings are
subordinated notes (including the Series F notes issued by MS&Co. discussed below) of $4,015 million having a contractual
weighted average coupon of 4.77% at November 30, 2007 and $3,881 million having a weighted average coupon of 4.77% at
November 30, 2006. Junior subordinated debentures outstanding by the Company were $4,876 million at November 30, 2007
and $4,884 million at November 30, 2006 having a contractual weighted average coupon of 6.37% at November 30, 2007
and 6.51% at November 30, 2006. Maturities of the subordinated and junior subordinated notes range from fiscal 2011 to
fiscal 2046. Maturities of certain junior subordinated debentures can be extended to 2067 at the Company’s option.

At November 30, 2007, MS&Co. had a $25 million 7.82% fixed rate subordinated Series F note outstanding. The note
matures in fiscal 2016. The terms of the note contain restrictive covenants that require, among other things, MS&Co. to
maintain specified levels of Consolidated Tangible Net Worth and Net Capital, each as defined therein. As of November 30,
2007, MS&Co. was in compliance with these restrictive covenants.

Asset and Liability Management. In general, securities inventories not financed by secured funding sources and the
majority of current assets are financed with a combination of short-term funding, floating rate long-term debt or fixed rate
long-term debt swapped to a floating rate. Fixed assets are financed with fixed rate long-term debt. The Company uses
interest rate swaps to more closely match these borrowings to the duration, holding period and interest rate characteristics of
the assets being funded and to manage interest rate risk. These swaps effectively convert certain of the Company’s fixed rate
borrowings into floating rate obligations. In addition, for non-U.S. dollar currency borrowings that are not used to fund assets
in the same currency, the Company has entered into currency swaps that effectively convert the borrowings into U.S. dollar
obligations. The Company’s use of swaps for asset and liability management affected its effective average borrowing rate as
follows:
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Fiscal Fiscal Fiscal

2007 2006 2005
Weighted average coupon of long-term borrowings at fiscal year-end(1)..........cccceceeveeennne. 5.0% 5.0% 4.6%
Effective average borrowing rate for long-term borrowings after swaps at fiscal
year-end(l) ......................................................................................................................... 5.1% 5.0% 4.1%

(1) Included in the weighted average and effective average calculations are non-U.S. dollar interest rates.

Subsequent to fiscal year-end and through December 31, 2007, the Company’s long-term borrowings (net of repayments)
increased by approximately $10 billion. In addition, the Company sold Equity Units to a wholly-owned subsidiary of China
Investment Corporation Ltd. (“CIC”) for approximately $5,579 million.

14. Capital Units.

The Company had Capital Units outstanding that were issued by the Company and Morgan Stanley Finance plc (“MSF”), a
U.K. subsidiary. A Capital Unit consisted of (a) a Subordinated Debenture of MSF guaranteed by the Company and maturing
in 2017 and (b) a related Purchase Contract issued by the Company, which may have been accelerated by the Company,
requiring the holder to purchase one Depositary Share representing shares of the Company’s Cumulative Preferred Stock.
The aggregate amount of Capital Units outstanding was $66 million at November 30, 2006.

The Company redeemed all $66 million of the outstanding Capital Units on February 28, 2007.

15. Commitments, Guarantees and Contingencies.

Commitments.

The Company’s commitments as of November 30, 2007 are summarized below by period of expiration. Since commitments

may expire unused, the amounts shown do not necessarily reflect the actual future cash funding requirements:

Years to Maturity

Less
than 1 1-3 3-5 Over 5 Total
(dollars in millions)
Letters of credit and other financial guarantees(1) .............. $ 10790 $ 4 S 43 —$ 10798
Letters of credit issued by subsidiaries that are guaranteed
by the Company .............................................................. 197 1,186 194 3,674 5’251
Investment aCtiVitieS(Z) ........................................................ 318 238 108 647 1311
Investment grade primary lending commitments(3)(4) ....... 19.656 5791 23323 1.421 50.191
Non-investment grade primary lending commitments(3)(4) 789 1.072 3931 14.220 20.012
Investment grade secondary lending commitments(4)(5).... o o o 1.406 1.406
Non-investment grade secondary lending
coMMItMENES(4)(5) vevvreerereeiieerie e e 81 27 151 2,090 2,349
Commitments for secured lending transactions(6) .............. 3824 4.095 1.073 2628 11.620
Commercial and residential mortgage-related
COMMUILMENES(7) veevvreenrieeiieeiieeeiie e eeee e e e e e 5680 L o o 5680
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Years to Maturity

Less
than 1 13 35 Over 5 Total
(dollars in millions)
Other commitments(8).......c.cccvereerieerieerieeieniereeneeseeneennes 964 19 5 o 988
TOAL . $ 42299 § 12432 § 28789 $ 26,086 $ 109,606

(1)  This amount primarily represents the Company’s outstanding letters of credit and other financial guarantees issued by third-party banks to certain of the
Company’s counterparties. The Company is contingently liable for these letters of credit and other financial guarantees, which are primarily used to satisfy
various collateral and margin requirements.

(2) This amount represents commitments associated with the Company’s real estate, private equity and principal investment activities, which include alternative
products.

(3) The Company’s investment grade and non-investment grade primary lending commitments are made in connection with corporate lending and other business
activities. Credit ratings for commitments are determined by the Company’s Institutional Credit Department using methodologies generally consistent with those
employed by external rating agencies. Obligor credit ratings of BB+ or lower are considered non-investment grade.

(4) The Company records these commitments at fair value within Financial instruments owned and Financial instruments sold, not yet purchased in the consolidated
statement of financial condition (see Note 3).

(5)  This amount represents commitments associated with the Company’s Institutional Securities sales and trading activities.

(6)  This amount represents lending commitments extended by the Company to companies that are secured by real estate assets of the borrower. Loans made under
these arrangements typically are at variable rates and generally provide for over-collateralization based upon the creditworthiness of the borrower. This amount
also includes commitments to asset-backed commercial paper conduits of $1,246 million, which have maturities of less than four years.

(7)  These amounts represent the Company’s forward purchase contracts involving mortgage loans, residential mortgage loan commitments to individuals and
residential home equity lines of credit.

(8)  This amount includes commercial loan commitments to small businesses and commitments related to securities-based lending activities in connection with the
Company’s Global Wealth Management Group business.

At November 30, 2007, the Company had commitments to enter into reverse repurchase and repurchase agreements of
approximately $107 billion and $26 billion, respectively.

Premises and Equipment. The Company has non-cancelable operating leases covering premises and equipment. At
November 30, 2007, future minimum rental commitments under such leases (net of subleases, principally on office rentals)
were as follows (dollars in millions):

Fiscal Year

2008 ..otttk bbbkt b et b et b ekttt b et bt ne $ 549
2009 ..ttt ettt e At R e Rt e R et A R eat e R et e R e n et et et et e s en et es et s seneee 504
2000 etttk b ekttt ekttt 403
20T ekttt ettt sttt ae 348
2002 ettt h bbbtk h et h et b st b et b st ee 308
TRETEATIET. ...c.eeieciece ettt 2.732

The total of minimum rentals to be received in the future under non-cancelable subleases as of November 30, 2007 was $96
million.

Occupancy lease agreements, in addition to base rentals, generally provide for rent and operating expense escalations
resulting from increased assessments for real estate taxes and other charges. Total rent expense, net of sublease rental income,
was $604 million, $470 million and $571 million in fiscal 2007, fiscal 2006 and fiscal 2005, respectively. The net rent
expense for fiscal 2005 included $105 million related to the lease adjustment charge recorded in the first quarter of fiscal
2005 (see Note 26).

In connection with its commodities business, the Company enters into operating leases for both crude oil and refined
products storage and for vessel charters. These operating leases are integral parts of the Company’s commodities risk
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management business. At November 30, 2007, future minimum rental commitments under such leases were as follows
(dollars in millions):

Fiscal Year

2008 ...ttt btttk h ettt ettt a ettt bt neea e enen $ 650
2009 ..ttt h bt bt a bt h bbbt a bt s bt n bbbt enen 357
2070 1ttt h bbbttt h et s bttt a b enes 212
20TT ettt ettt 117
2002 ettt h et h et h et h et s ettt n et enes 93
TRETEATIET. ... vttt ettt 123

Guarantees.

The Company has certain obligations under certain guarantee arrangements, including contracts and indemnification
agreements that contingently require a guarantor to make payments to the guaranteed party based on changes in an
underlying measure (such as an interest or foreign exchange rate, 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. Also included as
guarantees are 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 Company’s
use of guarantees is described below by type of guarantee:

Derivative Contracts. Certain derivative contracts meet the accounting definition of a guarantee, including certain written
options, contingent forward contracts and credit default swaps. Although the Company’s derivative arrangements do not
specifically identify whether the derivative counterparty retains the underlying asset, liability or equity security, the Company
has disclosed information regarding all derivative contracts that could meet the accounting definition of a guarantee. The
maximum potential payout for certain derivative contracts, such as written interest rate caps and written foreign currency
options, cannot be estimated, as increases in interest or foreign exchange rates in the future could possibly be unlimited.
Therefore, in order to provide information regarding the maximum potential amount of future payments that the Company
could be required to make under certain derivative contracts, the notional amount of the contracts has been disclosed.

The Company records all derivative contracts at fair value. For this reason, the Company does not monitor its risk exposure
to such derivative contracts based on derivative notional amounts; rather, the Company manages its risk exposure on a fair
value basis. Aggregate market risk limits have been established, and market risk measures are routinely monitored against
these limits. The Company also manages its exposure to these derivative contracts through a variety of risk mitigation
strategies, including, but not limited to, entering into offsetting economic hedge positions. The Company believes that the
notional amounts of the derivative contracts generally overstate its exposure.

Standby Letters of Credit and other Financial Guarantees. In connection with its corporate lending business and other
corporate activities, the Company provides standby letters of credit and other financial guarantees to counterparties. Such
arrangements represent obligations to make payments to third parties if the counterparty fails to fulfill its obligation under a
borrowing arrangement or other contractual obligation.

Market Value Guarantees. Market value guarantees are issued to guarantee return of principal invested to fund investors
associated with certain European equity funds and to guarantee timely payment of a specified return to investors in certain
affordable housing tax credit funds. The guarantees associated with certain European equity funds are designed to provide for
any shortfall between the market value of the underlying fund assets and invested principal and a stipulated return amount.
The guarantees provided to investors in certain affordable housing tax credit funds are designed to return an investor’s
contribution to a fund and the investor’s share of tax losses and tax credits expected to be generated by a fund.

Liquidity Facilities. 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. Primarily, the Company acts as liquidity provider
to municipal bond securitization SPEs and for standalone municipal bonds in which the holders of beneficial interests issued
by these SPEs or the holders of the individual bonds have the right to tender their interests for purchase by the Company on
specified dates at a specified price. The Company often may have recourse to the underlying assets held by the SPEs in the
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event payments are required under such liquidity facilities as well as make-whole or recourse provisions with the trust
Sponsors.

The table below summarizes certain information regarding these guarantees at November 30, 2007:

Maximum Potential Payout/Notional

Years to Maturity

Carrying Collateral/
Less than 1 1-3 3-5 Over 5 Total Amount Recourse

Type of Guarantee

(dollars in millions)

Notional amount of
derivative contracts ¢ 999557 § 1,004,060 $ 2,546,374 $ 2,570,385 $ 7,120,380 $ 131,678 $ 59

Standby letters of
credit and other

financial

guarantees(1).......... 5,133 1,824 1,107 6,712 14,776 802 2,396
Market value

guarantees .............. 97 106 _ 655 858 44 145
Liquidity facilities....... 18,043 1,026 444 1,652 21,165 — 20,281

(1)  Approximately $14 billion of standby letters of credit are also reflected in the “Commitments” table above in the investment grade and non-investment grade
primary and secondary lending commitments and in the letters of credit issued by subsidiaries that are guaranteed by the Company.

Trust Preferred Securities. The Company has established Morgan Stanley Trusts for the limited purpose of issuing trust
preferred securities to third parties and lending the proceeds to the Company in exchange for junior subordinated debentures.
The Company has directly guaranteed the repayment of the trust preferred securities to the holders thereof to the extent that
the Company has made payments to a Morgan Stanley Trust on the junior subordinated debentures. In the event that the
Company does not make payments to a Morgan Stanley Trust, holders of such series of trust preferred securities would not
be able to rely upon the guarantee for payment of those amounts. The Company has not recorded any liability in the
consolidated financial statements for these guarantees and believes that the occurrence of any events (i.e., nonperformance on
the part of the paying agent) that would trigger payments under these contracts is remote. See Note 13 for details on the
Company’s junior subordinated debentures.

Indemnities. In the normal course of its business, the Company provides standard indemnities to counterparties for certain
contingent exposures and taxes, including U.S. and foreign withholding taxes, on interest and other payments made on
derivatives, securities and stock lending transactions, certain annuity products and other financial arrangements. These
indemnity payments could be required based on a change in the tax laws or change in interpretation of applicable tax rulings
or a change in factual circumstances. Certain contracts contain provisions that enable the Company to terminate the
agreement upon the occurrence of such events. The maximum potential amount of future payments that the Company could
be required to make under these indemnifications cannot be estimated. The Company has not recorded any contingent
liability in the consolidated financial statements for these indemnifications and believes that the occurrence of any events that
would trigger payments under these contracts is remote.

Exchange/Clearinghouse Member Guarantees. The Company is a member of various U.S. and non-U.S. exchanges and
clearinghouses that trade and clear securities and/or futures contracts. Associated with its membership, the Company may be
required to pay a proportionate share of the financial obligations of another member who may default on its obligations to the
exchange or the clearinghouse. While the rules governing different exchange or clearinghouse memberships vary, in general
the Company’s guarantee obligations would arise only if the exchange or clearinghouse had previously exhausted its
resources. In addition, any such guarantee obligation would be apportioned among the other non-defaulting members of the
exchange or clearinghouse. Any potential contingent liability under these membership agreements cannot be estimated. The
Company has not recorded any contingent liability in the consolidated financial statements for these agreements and believes
that any potential requirement to make payments under these agreements is remote.
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General Partner Guarantees. As a general partner in certain private equity and real estate partnerships, the Company
receives distributions from the partnerships according to the provisions of the partnership agreements. The Company may,
from time to time, be required to return all or a portion of such distributions to the limited partners in the event the limited
partners do not achieve a certain return as specified in various partnership agreements, subject to certain limitations. The
maximum potential amount of future payments that the Company could be required to make under these provisions at
November 30, 2007 and November 30, 2006 was $472 million and $320 million, respectively. As of November 30, 2007 and
November 30, 2006, the Company’s accrued liability for distributions that the Company has determined is probable it will be
required to refund based on the applicable refund criteria specified in the various partnership agreements was $20 million and
$25 million, respectively.

Securitized Asset Guarantees.  As part of the Company’s Institutional Securities securitization activities, the Company
provides representations and warranties that certain securitized assets conform to specified guidelines. The Company may be
required to repurchase such assets or indemnify the purchaser against losses if the assets do not meet certain conforming
guidelines. Due diligence is performed by the Company to ensure that asset guideline qualifications are met, and, to the
extent the Company has acquired such assets to be securitized from other parties, the Company seeks to obtain its own
representations and warranties regarding the assets. The maximum potential amount of future payments the Company could
be required to make would be equal to the current outstanding balances of all assets subject to such securitization activities.
Also, in connection with originations of residential mortgage loans under the Company’s FlexSource” program, the Company
may permit borrowers to pledge marketable securities as collateral instead of requiring cash down payments for the purchase
of the underlying residential property. Upon sale of the residential mortgage loans, the Company may provide a surety bond
that reimburses the purchasers for shortfalls in the borrowers’ securities accounts up to certain limits if the collateral
maintained in the securities accounts (along with the associated real estate collateral) is insufficient to cover losses that
purchasers experience as a result of defaults by borrowers on the underlying residential mortgage loans. The Company
requires the borrowers to meet daily collateral calls to ensure the marketable securities pledged in lieu of a cash down
payment are sufficient. At November 30, 2007 and November 30, 2006, the maximum potential amount of future payments
the Company may be required to make under its surety bond was $122 million and $121 million, respectively. The Company
has not recorded any contingent liability in the consolidated financial statements for these representations and warranties and
reimbursement agreements and believes that the probability of any payments under these arrangements is remote.

Other. The Company may, from time to time, in its role as investment banking advisor be required to provide guarantees in
connection with certain European merger and acquisition transactions. If required by the regulating authorities, the Company
provides a guarantee that the acquirer in the merger and acquisition transaction has or will have sufficient funds to complete
the transaction and would then be required to make the acquisition payments in the event the acquirer’s funds are insufficient
at the completion date of the transaction. These arrangements generally cover the time frame from the transaction offer date
to its closing date and, therefore, are generally short term in nature. The maximum potential amount of future payments that
the Company could be required to make cannot be estimated. The Company believes the likelihood of any payment by the
Company under these arrangements is remote given the level of the Company’s due diligence associated with its role as
investment banking advisor.

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 trading counterparties. The
activities of the subsidiaries covered by these guarantees (including any related debt or trading obligations) are included in
the Company’s consolidated financial statements.

Contingencies.

Legal.  In the normal course of business, the Company has been named, from time to time, as a defendant in various legal
actions, including arbitrations, class actions and other litigation, arising in connection with its activities as a global diversified
financial services institution. Certain of the actual or threatened legal actions include claims for substantial compensatory
and/or punitive damages or claims for indeterminate amounts of damages. In some cases, the issuers that would otherwise be
the primary defendants in such cases are bankrupt or in financial distress.

The Company is also involved, from time to time, in other reviews, investigations and proceedings (both formal and
informal) by governmental and self-regulatory agencies regarding the Company’s business, including, among other matters,
accounting and operational matters, certain of which may result in adverse judgments, settlements, fines, penalties,
injunctions or other relief.

The Company contests liability and/or the amount of damages as appropriate in each pending matter. In view of the inherent
difficulty of predicting the outcome of such matters, particularly in cases where claimants seek substantial or indeterminate
damages or where investigations and proceedings are in the early stages, the Company cannot predict with certainty the loss
or range of loss, if any, related to such matters, how or if such matters will be resolved, when they will ultimately be
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resolved, or what the eventual settlement, fine, penalty or other relief, if any, might be. Subject to the foregoing, the
Company believes, based on current knowledge and after consultation with counsel, that the outcome of such pending
matters will not have a material adverse effect on the consolidated financial condition of the Company, although the outcome
of such matters could be material to the Company’s operating results and cash flows for a particular future period, depending
on, among other things, the level of the Company’s revenues or income for such period. Legal reserves have been established
in accordance with SFAS No. 5, “Accounting for Contingencies” (“SFAS No. 5”). Once established, reserves are adjusted
when there is more information available or when an event occurs requiring a change.

Coleman Litigation. In May 2003, Coleman (Parent) Holdings Inc. (“CPH”) filed a complaint against Morgan Stanley in
the Circuit Court of the Fifteenth Judicial Circuit for Palm Beach County, Florida relating to the 1998 merger between The
Coleman Company, Inc. and Sunbeam, Inc. In June 2005, the trial court issued a final judgment in favor of CPH in the
amount of $1,578 million, which included prejudgment interest and excluded certain payments received by CPH in
settlement of related claims against others. In June 2005, Morgan Stanley filed a notice of appeal with the District Court of
Appeal for the Fourth District of Florida (the “Court of Appeal”) and posted a supersedeas bond, which automatically stayed
execution of the judgment pending appeal.

In March 2007, the Court of Appeal issued an opinion reversing the trial court’s award for compensatory and punitive
damages and remanding the matter to the trial court for entry of judgment for Morgan Stanley. In June 2007, the Court of
Appeal’s opinion became final when the Court of Appeal issued an order denying CPH’s motions for rehearing, rehearing en
banc and for certification of certain questions for review by the Florida Supreme Court (the “Supreme Court”). In June 2007,
the trial court issued an order cancelling the supersedeas bond that Morgan Stanley had posted. In July 2007, CPH filed a
petition with the Supreme Court asking that court to review the Court of Appeal’s decision (‘“Petition for Review”). On
December 12, 2007, the Supreme Court issued an order denying CPH’s Petition for Review.

The Company believes, after consultation with outside counsel, that the Supreme Court’s decision to deny the Petition for
Review has effectively ended CPH’s civil claim against the Company. Effective November 30, 2007, the Company reversed
the $360 million reserve previously established for the Coleman litigation under SFAS No. 5.

16. Shareholders’ Equity.

Common Stock. Changes in shares of common stock outstanding for fiscal 2007 and fiscal 2006 were as follows (share
data in millions):

Fiscal Fiscal

2007 2006
Shares outstanding at beginning of Period............ccceririiriiiiiiieeeee e 1.049 1.058
Net impact of stock option exercises and other share iSSUANCES .........c.ccoeverueeieeennene 59 43
Treasury StOCK PUICRASES ......c.cocuiiiriiririiriiieiectee et (52) (52)
Shares outstanding at end of Period..........c.cceeeeriieiinininiie e 1.056 1.049

Treasury Shares. During fiscal 2007, the Company purchased $3.8 billion of its common stock through open market
purchases at an average cost of $72.65 per share. During fiscal 2006, the Company purchased $3.4 billion of its common
stock through open market purchases at an average cost of $65.43 per share. In December 2006, the Company announced that
its Board of Directors had authorized the repurchase of up to $6 billion of the Company’s outstanding common stock. This
share repurchase authorization considers, among other things, business segment capital needs, as well as equity-based
compensation and benefit plan requirements. As of November 30, 2007, the Company had approximately $2.3 billion
remaining under its current share repurchase authorization.

Rabbi Trusts. The Company has established rabbi trusts (the “Rabbi Trusts”) to provide common stock voting rights to
certain employees who hold outstanding restricted stock units. The number of shares of common stock outstanding in the
Rabbi Trusts was approximately 107 million at November 30, 2007 and approximately 81 million at November 30, 2006.
The assets of the Rabbi Trusts are consolidated with those of the Company, and the value of the Company’s stock held in the
Rabbi Trusts is classified in Shareholders’ equity and generally accounted for in a manner similar to treasury stock.

Preferred Stock. In July 2006, the Company issued 44,000,000 Depositary Shares, in an aggregate of $1,100 million. Each
Depositary Share represents 1/1,000th of a Share of Floating Rate Non-Cumulative Preferred Stock, Series A, $0.01 par
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value (“Series A Preferred Stock™). The Series A Preferred Stock is redeemable at the Company’s option, in whole or in part,
on or after July 15, 2011 at a redemption price of $25,000 per share (equivalent to $25 per Depositary Share). The Series A
Preferred Stock also has a preference over the Company’s common stock upon liquidation. Subsequent to fiscal year-end, the
Company declared a quarterly dividend of $379.66 per share of Series A Preferred Stock that was paid on January 15, 2008
to preferred shareholders of record on December 31, 2007.

Regulatory Requirements. On April 1, 2007, the Company merged MSDWI into MS&Co. Upon completion of the merger,
the surviving entity, MS&Co., became the Company’s principal U.S. broker-dealer. MS&Co. is a registered broker-dealer
and registered futures commission merchant and, accordingly, is subject to the minimum net capital requirements of the
Securities and Exchange Commission (the “SEC”), the Financial Industry Regulatory Authority and the Commodity Futures
Trading Commission. MS&Co. has consistently operated in excess of these requirements. MS&Co.’s net capital totaled
$6,673 million at November 30, 2007, which exceeded the amount required by $4,950 million. MSIP, a London-based
broker-dealer subsidiary, is subject to the capital requirements of the Financial Services Authority, and MSJS, a Tokyo-based
broker-dealer subsidiary, is subject to the capital requirements of the Financial Services Agency. MSIP and MSJS
consistently operated in excess of their respective regulatory capital requirements.

Under regulatory capital requirements adopted by the Federal Deposit Insurance Corporation (the “FDIC”) and other bank
regulatory agencies, FDIC-insured financial institutions must maintain (a) 3% to 4% of Tier 1 capital, as defined, to average
assets (“leverage ratio”), (b) 4% of Tier 1 capital, as defined, to risk-weighted assets (“Tier 1 risk-weighted capital ratio’) and
(c) 8% of total capital, as defined, to risk-weighted assets (“total risk-weighted capital ratio””). At November 30, 2007, the
leverage ratio, Tier 1 risk-weighted capital ratio and total risk-weighted capital ratio of each of the Company’s FDIC-insured
financial institutions exceeded these regulatory minimums.

Certain other U.S. and non-U.S. subsidiaries are subject to various securities, commodities and banking regulations, and
capital adequacy requirements promulgated by the regulatory and exchange authorities of the countries in which they operate.
These subsidiaries have consistently operated in excess of their local capital adequacy requirements.

Morgan Stanley Derivative Products Inc. (“MSDP”’) and Cournot Financial Products LLC (“Cournot™), which are triple-A
rated derivative products subsidiaries, maintain certain operating restrictions that have been reviewed by various rating
agencies. Both entities are operated such that creditors of the Company should not expect to have any claims on either the
assets of Cournot or the assets of MSDP, unless and until the obligations of such entity to its own creditors are satisfied in
full. Creditors of Cournot or MSDP, respectively, should not expect to have any claims on the assets of the Company or any
of its affiliates, other than the respective assets of Cournot or MSDP.

The Company is a consolidated supervised entity (“CSE”) as defined by the SEC. As such, the Company is subject to group-
wide supervision and examination by the SEC and to minimum capital requirements on a consolidated basis. As of
November 2007, the Company was in compliance with the CSE capital requirements.

MS&Co. is required to hold tentative net capital in excess of $1 billion and net capital in excess of $500 million in
accordance with the market and credit risk standards of Appendix E of Rule 15¢3-1. MS&Co. is also required to notify the
SEC in the event that its tentative net capital is less than $5 billion. As of November 30, 2007, MS&Co. had tentative net
capital in excess of the minimum and the notification requirements.

The regulatory capital requirements referred to above, and certain covenants contained in various agreements governing
indebtedness of the Company, may restrict the Company’s ability to withdraw capital from its subsidiaries. At November 30,
2007, approximately $14.2 billion of net assets of consolidated subsidiaries may be restricted as to the payment of cash
dividends and advances to the Company.

Accumulated Other Comprehensive Income (Loss). As of November 30, 2007, the components of the Company’s
Accumulated other comprehensive loss are as follows:
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At At
November 30, November 30,
2007 2006

(dollars in millions)

Foreign currency translation adjustments, net of taX .........ccoeevevviecieniienienieneeeeee, $ 114 $ 49
Net change in cash flow hedges, net of taX..........cocceeiieriiiiiiiieeeeee e (58) (77)
Minimum pension liability adjustment, net of taX ..........ccoceeveereienineneeeeeeeee (47) 7
SFAS No. 158 pension adjustment, net 0f taX ........ccccceeviereriiriierieeeeeeeee e (208) o
Accumulated other comprehensive 10ss, net 0f taX.......ccccevvverierieriecieeie s $ (199) $ (35)

Cumulative Foreign Currency Translation Adjustments. Cumulative foreign currency translation adjustments include gains
or losses resulting from translating foreign currency financial statements from their respective functional currencies to U.S.
dollars, net of hedge gains or losses and related tax effects. The Company uses foreign currency contracts and designates
certain non-U.S. dollar currency debt as hedges to manage the currency exposure relating to its net monetary investments in
non-U.S. dollar functional currency subsidiaries. Increases or decreases in the value of the Company’s net foreign
investments generally are tax deferred for U.S. purposes, but the related hedge gains and losses are taxable currently. The
Company attempts to protect its net book value from the effects of fluctuations in currency exchange rates on its net
monetary investments in non-U.S. dollar subsidiaries by selling the appropriate non-U.S. dollar currency in the forward
market. However, under some circumstances, the Company may elect not to hedge its net monetary investments in certain
foreign operations due to market conditions, including the availability of various currency contracts at acceptable costs.
Information relating to the hedging of the Company’s net monetary investments in non-U.S. dollar functional currency
subsidiaries and their effects on cumulative foreign currency translation adjustments is summarized below:

At November 30,

2007 2006

(dollars in millions)

Net monetary investments in non-U.S. dollar functional currency subsidiaries...... $ 953 $ 6195

Cumulative foreign currency translation adjustments resulting from net investments in

subsidiaries with a non-U.S. dollar functional currency ...........cccecceeeeereereennne. $ 1290 $ 741
Cumulative foreign currency translation adjustments resulting from realized or

unrealized losses on hedges, net 0f taX ......cceevvveciiriieienierieeee e (1,176) (692)
Total cumulative foreign currency translation adjustments, net of tax .................... $ 114§ 49

17. Earnings per Common Share.

Basic EPS is computed by dividing income available to common shareholders by the weighted average number of common
shares outstanding for the period. Diluted EPS reflects the assumed conversion of all dilutive securities. The following table
presents the calculation of basic and diluted EPS (in millions, except for per share data):
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Fiscal 2007 Fiscal 2006 Fiscal 2005

Basic EPS:

Income from continuing operations before cumulative effect of accounting

Change, <] O RPPPRRUURPRRRNt $ 2,563 $ 6,335 $ 4’532
Gain on discontinued Operations, Net ............ccceeverueereresieeienieneeseeeeene. 646 1.137 358
Cumulative effect of accounting change, net ...........cccoeeeveeevvenveneenenen. o o 49
Preferred stock dividend requirements............cccceeveeceerieeienieneeneeenee. (68) (19) o
Net income applicable to common shareholders.............cceevevvvreieneennenne. $ 3141 $ 7453 S 4.939
Weighted average common shares outstanding.............ccocceeeereienenenene 1.002 1.010 1.050

Earnings per basic common share:

Income from continuing OPETAtiONS .........ceeeeerierierierieneeeieeieeeie e $ 249§

625 $ 4.32

Gain on discontinued OPErationsS ............c.eeevereereerreerreereeeesresreesseeseennas 0.64 1.13 0.33
Cumulative effect of accounting change, net ...........cccceceeeevieieeneenenee. o o 0.05
Earnings per basic common Share............ccuevverieecierienienireieeie e $ 313§ 738 § 4.70

Fiscal 2007 Fiscal 2006 Fiscal 2005

Diluted EPS:
Net income applicable to common shareholders.............ceeveviereveneennnnne. $ 3141 $ 7453 $ 4,939
Weighted average common shares outstanding.............ccocceeeereiienenennne 1,002 1,010 1,050
Effect of dilutive securities:
Stock options and restricted Stock UNItS..........cccveeveevreerieecieeiennnnns 5 45 30
Weighted average common shares outstanding and common stock equivalents
...................................................................................................................... 1,054 1,055 1,080
Earnings per diluted common share:
Income from continuing OPErations ...........c.ccceerverreerveecreseeseeseesseesseennes $ 237 § 599 § 4.19
Gain on discontinued OPETAtiONS ...........ccuerevereerieerieeieeieereneresreesseeeeennes 0.61 1.08 0.33
Cumulative effect of accounting change, net ............ccoceeeeeieneienenennene o o 0.05
Earnings per diluted common share ............ccoccovveiiiiiiniineneeeeeee, $ 298 § 707 S 4.57

The following securities were considered antidilutive and, therefore, were excluded from the computation of diluted EPS:
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Fiscal Fiscal Fiscal
2007 2006 2005

(shares in millions)

Number of antidilutive securities (including stock options and restricted stock units) outstanding
At ©NA OF PEIIOE ...ttt ettt et e b e et e essesnneseeesseenseenseens 19 38 93

18. Employee Stock-Based Compensation Plans.

As of December 1, 2004, the Company early adopted SFAS No. 123R using the modified prospective method. SFAS
No. 123R requires measurement of compensation cost for equity-based awards at fair value and recognition of compensation
cost over the service period, net of estimated forfeitures.

The components of the Company’s stock-based compensation expense (net of cancellations and a cumulative effect of a
change in accounting principle in fiscal 2005 associated with the adoption of SFAS No. 123R) are presented below:

Fiscal 2007(1) Fiscal 2006(1) Fiscal 2005

(dollars in millions)

Deferred StOCK. ... oot e $ 1592 $ 1763 $ 589
StOCK OPLIONS ..ovvieeiieeiieiieeiieciteie ettt sttt ste b e eaessaesse e beesseenseennas 241 152 143
Employee Stock Purchase Plan..........ccccooieiiiiininiiieeeeee, 9 8 8

TOLAL et $ 1,842 $ 1’923 $ 740

(1)  Amounts for fiscal 2007 and fiscal 2006 include $345 million and $457 million, respectively, of accrued stock-based compensation expense primarily related to
fiscal 2007 and fiscal 2006 year-end equity awards granted in December 2007 and December 2006, respectively, to employees who are retirement-eligible under
the plan terms.

The table above excludes stock-based compensation expense included in discontinued operations, which was approximately
$17 million, $32 million and $16 million, for fiscal 2007, fiscal 2006 and fiscal 2005, respectively.

The tax benefit for stock-based compensation expense related to deferred stock and stock options was $722 million, $737
million and $255 million for fiscal 2007, fiscal 2006 and fiscal 2005, respectively. The tax benefit for stock-based
compensation expense included in discontinued operations in fiscal 2007, fiscal 2006 and fiscal 2005 was approximately $6
million, $11 million and $5 million, respectively.

At November 30, 2007, the Company had approximately $1,376 million of compensation cost related to unvested stock-
based awards not yet recognized (excluding fiscal 2007 year-end awards granted in December 2007 to nonretirement-eligible
employees, which will begin to be amortized in fiscal 2008). The unrecognized compensation cost relating to unvested stock-
based awards expected to vest will primarily be recognized over the next two years.

In connection with awards under its equity-based compensation and benefit plans, the Company is authorized to issue shares
of its common stock held in treasury or newly issued shares. At November 30, 2007, approximately 166 million shares were
available for future grant under these plans.

The Company generally uses treasury shares to deliver shares to employees and has an ongoing repurchase authorization that
includes repurchases in connection with awards granted under its equity-based compensation plans.

As a result of the Discover Spin-off effective June 30, 2007, all outstanding options to purchase the Company’s common
stock held by employees of Discover were canceled and replaced with options to purchase Discover common stock.
Outstanding options to purchase Morgan Stanley common stock held by directors and employees who remained with the
Company after the Discover Spin-off were adjusted to preserve the intrinsic value of the award immediately prior to the spin-
off using an adjustment ratio based on the Morgan Stanley closing market stock price immediately prior to the spin-off date
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and the beginning market stock price at the date of the spin-off. Additional compensation cost recognized as a result of this
modification was not material.

Similarly, restricted stock units awarded pursuant to equity incentive plans and held by employees of Discover were canceled
and replaced with restricted units of Discover stock. Outstanding deferred shares held by Morgan Stanley directors and
employees who remained with the Company after the Discover Spin-off were adjusted by multiplying the number of shares
by an adjustment ratio in order to account for the impact of the spin-off on the value of the Company’s shares at the time the
spin-off was completed. No additional compensation cost was recognized as a result of this modification. Cash paid to the
holders of deferred shares in lieu of fractional shares was not material.

Deferred Stock Awards. The Company has made deferred stock awards pursuant to several equity-based compensation
plans. The plans provide for the deferral of a portion of certain key employees’ discretionary compensation with awards made
in the form of restricted common stock or in the right to receive unrestricted shares of common stock in the future (“restricted
stock units”). Awards under these plans are generally subject to vesting over time contingent upon continued employment
and to restrictions on sale, transfer or assignment until the end of a specified period, generally two to five years from date of
grant. All or a portion of an award may be canceled if employment is terminated before the end of the relevant restriction
period. All or a portion of a vested award also may be canceled in certain limited situations, including termination for cause
during the relevant restriction period. Recipients of deferred stock awards generally receive dividend equivalents that are not
subject to vesting and have voting rights.

The following table sets forth activity relating to the Company’s vested and unvested restricted stock units (share data in
millions):

Fiscal 2007(1) Fiscal 2006 Fiscal 2005
Restricted stock units at beginning of year...........ccccceeeveennennee. 95 60 78
GIanted .......ccoeivierieiiieeieeeee e 31 38 4
Conversions to cOMMON StOCK .......cccceririririeieieieieniennene. (12) (12) (18)
CanCeled(2) . .ocveeeeeieeieee et (6) (5) (4)
Restricted stock units at end of year(3)........cccoevvevvereenreenennen. 108 81 60

(1)  For fiscal 2007, the number of restricted stock units was adjusted to reflect the impact of the Discover Spin-off.
(2)  Amount includes approximately 1 million awards held by Discover employees that were canceled as a result of the Discover Spin-off.
(3) Approximately 104 million awards were vested or expected to vest at the end of fiscal 2007.

The weighted average price of restricted stock units at the beginning and end of fiscal 2007 was $45.59 (as adjusted to reflect
the impact of the Discover Spin-off) and $51.95, respectively. During fiscal 2007, the weighted average price for granted,
converted and canceled restricted stock units was $66.68, $40.22 and $52.24, respectively (adjusted to reflect the impact of
the Discover Spin-off). The weighted average price for restricted stock units granted during fiscal 2006 and fiscal 2005 was
$57.86 and $53.10, respectively (unadjusted for the Discover Spin-off).

The total fair value of restricted stock units converted to common stock during fiscal 2007, fiscal 2006 and fiscal 2005 was
$817 million, $768 million and $986 million, respectively.

The following table sets forth activity relating to the Company’s unvested restricted stock units (share data in millions):
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Fiscal 2007

Weighted
Number Average
of Grant Date
Shares(1) Fair Value(1)
Unvested restricted stock units at beginning of period ...........ccceeveeeeriiincienierieiieceeees 60 $ 46.55
GITANTEA ...ttt ettt et ettt st e bt e et es e en e en b e be et e bt sbeebeeneens et e eeeteeaeenes 31 66.68
VESTEA ..ottt e e ettt e e e e ettt e e e e e et att e e e s e s e —tteeesesaataateeeeesaannas (27) 51.33
L 1 Tore) 1T [ ) O USRS (5) 5401
Unvested restricted stock units at end of period(3).......ceccveeierierieiiiieerieeee e 59 $ 54.29

(1)  The number of shares and weighted average grant date fair value have been adjusted to reflect the impact of the Discover Spin-off based on the adjustment ratio
discussed above.

(2)  Amount includes approximately 1 million awards held by Discover employees that were canceled due to the Discover Spin-off.

(3)  Unvested restricted stock units represent awards where recipients have yet to satisfy either the explicit vesting terms or retirement-eligible requirements.
Approximately 56 million unvested restricted stock units, with a weighted average grant date fair value of $53.81, were expected to vest at the end of fiscal 2007.

Stock Option Awards. The Company has granted stock option awards pursuant to several equity-based compensation plans.
The plans provide for the deferral of a portion of certain key employees’ discretionary compensation with awards made in the
form of stock options generally having an exercise price not less than the fair value of the Company’s common stock on the
date of grant. Such stock option awards generally become exercisable over a three-year period and expire 10 years from the
date of grant, subject to accelerated expiration upon termination of employment. Stock option awards have vesting,
restriction and cancellation provisions that are generally similar to those in deferred stock awards.

The weighted average fair values of the Company’s options granted during fiscal 2007, fiscal 2006 and fiscal 2005 were
$18.55 (as adjusted to reflect the impact of the Discover Spin-off), $14.15 and $12.77 (unadjusted for the Discover Spin-off),
respectively, utilizing the following weighted average assumptions:

Fiscal 2007 Fiscal 2006 Fiscal 2005
RiSK-fTE€ INTETESt TALE......cueeuteeiierierieeiietetetestese ettt 4.4% 4.8% 3.7%
Expected option life in YEATS ......ccceeieieiieiiirieseeieeeee e 6.0 33 3]
Expected stock price VOLatility.......ccccecvevierierenineninieicierereneseeeeecee e 23.8% 28.6% 34.3%
Expected dividend yield.........cccocoveoiriniininiiiiiciieccee s 1.4% 1.7% 2.0%

The Company’s expected option life has been determined based upon historical experience. Beginning on December 1, 2006,
the expected stock price volatility assumption was determined using the implied volatility of exchange-traded options,
consistent with the guidance in Staff Accounting Bulletin (“SAB”) No. 107, “Share-Based Payment” (“SAB 107”). Prior to
December 1, 2006, the expected stock price volatility was determined based upon the Company’s historical stock price data
over a time period similar to the expected option life. The Company believes that implied volatility is more reflective of
market conditions and a better indicator of expected volatility than historical volatility or a combined method of determining
volatility.

The following table sets forth activity relating to the Company’s stock options (share data in millions):
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Fiscal 2007 Fiscal 2006 Fiscal 2005

Weighted Weighted Weighted

Number Average Number Average Number Average

of Exercise of Exercise of Exercise

Options(1) Price(1) Options Price Options Price

OptiOIlS outstanding at beginning Of period .......... 1286 $ 44 15 125 . 8 $ 5 1 01 1 522 $ 4709
GIranted .....eeeeeeeeee oo e e, 18.9 66.90 21 64.05 0.9 54.73
EXEICISEd ..evvvviiieiiiieeeeeee e, (247) 39.86 (145) 44.60 (195) 18.13
Canceled(2)....ccuvverieirreieiiieiee e, (4.7) 55.19 (4.0) 57.41 (7.8) 57.01
OptiOIlS outstanding at end 0fperi0d(3) ............... 118.1 $ 48.22 109.4 $ 51.88 125.8 $ 51.01
Options exercisable at end of period..................... 967 $ 4522 926 $ 51.65 954 $§  50.10

(1)  For fiscal 2007, the number and weighted average exercise price have been adjusted to reflect the impact of the Discover Spin-off based on the adjustment ratio
discussed above.

(2) Includes approximately 2 million awards held by DFS employees that were canceled due to the Discover Spin-off.

(3) 116.8 million awards, with a weighted average exercise price of $48.01, were vested or expected to vest at the end of fiscal 2007.

The total intrinsic value of stock options exercised during fiscal 2007, fiscal 2006 and fiscal 2005 was $707 million, $326
million and $722 million, respectively.

As of November 30, 2007, the intrinsic value of in-the-money exercisable stock options was $826 million.

The following table presents information relating to the Company’s stock options outstanding at November 30, 2007 (number
of options outstanding data in millions):

Options Outstanding Options Exercisable
Average Average
Number Weighted Average Remaining Number Weighted Average Remaining

Outstanding Exercise Price(1) Life (Years) Exercisable Exercise Price(1) Life (Years)
Range of Exercise Prices
$2200 - $2999 ............. 53 $ 2291 0.1 53 $ 2291 0.1
$3000*$3999 ............. 236 3420 35 236 3420 35
$40.00 —$49.99 ............. 443 47.14 51 393 47.32 50
$5000—$5999 ............. 249 5366 27 248 5366 27
$60.00 — $69.99 ............. 18.9 66.56 2.1 27 65.57 25
$70.00 - $79.99 ............. 0.7 72 89 32 0.6 73.12 19
$8000*$9199 ............. 04 8745 16 04 8745 16
Total...c.ccovveeieeiieeee,

118.1 96.7

(1)  The weighted average exercise price has been adjusted to reflect the impact of the Discover Spin-off based on the adjustment ratio discussed above.

In November 2007, in connection with its initial public offering, MSCI Inc., a majority-owned subsidiary of Morgan
Stanley, made a founders’ grant in the form of restricted stock units (representing shares of MSCI Inc. common stock) and
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options to purchase MSCI Inc. common stock (such awards are not reflected in the above disclosures). The aggregate value
of the founders’ grant was $68 million of restricted stock units and options, subject to two- to four-year vesting periods.

19. Employee Benefit Plans.

The Company sponsors various pension plans for the majority of its U.S. and non-U.S. employees. The Company provides
certain other postretirement benefits, primarily health care and life insurance, to eligible U.S. employees. The Company also
provides certain postemployment benefits other than pension and postretirement benefits to certain former employees or
inactive employees prior to retirement.

The Company’s defined benefit pension, postretirement and postemployment plans are accounted for in accordance with
SFAS Nos. 87, 88, 106 and 112. The Company adopted the provision of SFAS No. 158 to recognize the overfunded or
underfunded status of the Company’s defined benefit and postretirement plans as an asset or liability in the consolidated
statement of financial condition at November 30, 2007. Accordingly, the Company recorded a charge of $347 million ($208
million after-tax) to Accumulated other comprehensive income (loss), a component of Shareholders’ equity (see Note 2).

Prior to its adoption of SFAS No. 158, but after taking into account the effects of the Discover Spin-off, the Company
recognized a final net minimum pension liability of $68 million ($47 million after-tax) at November 30, 2007 and $13
million ($7 million after-tax with recognition of a $1 million intangible asset) at November 30, 2006 for defined benefit
pension plans whose accumulated benefit obligations exceeded plan assets.

The following table illustrates the incremental effect of the application of SFAS No. 158:

Before After
Application of SFAS No. 158 Application of
SFAS No. 158 Adjustments SFAS No. 158

(dollars in millions)

OFRET ASSELS ...ttt $ 9,153 § (302) $ 8,851
Other liabilities and accrued eXpPenses.........ccveveereeereerieeeeeeeseenreenens 24,561 45 24,606
Net deferred tax aSSELS .......evveerirreeriirieirineeeeenteeee et 5.454 139 5,593
Accumulated other comprehensive income (10SS) .......ccceeeveeieeieneennen. 9 (208) (199)
Total shareholders’ eqUILY .......cccvevvieerieeiiiieriereese e 31,477 (208) 31,269

The Accumulated other comprehensive loss of $415 million pre-tax was composed of $(74) million in prior-year service
credits and $489 million in net actuarial losses. The estimated net loss for the defined benefit pension plans that will be
amortized from Accumulated other comprehensive loss into net periodic benefit cost over fiscal 2008 is approximately $32
million. The estimated prior-service credit that will be amortized from Accumulated other comprehensive loss into net
periodic benefit cost over fiscal 2008 is approximately $(8) million for defined benefit pension plans and $(2) million for
postretirement plans.

Pension and Other Postretirement Plans. Substantially all of the U.S. employees of the Company hired before July 1,
2007 and its U.S. affiliates are covered by a non-contributory, defined benefit pension plan that is qualified under

Section 401(a) of the Internal Revenue Code (the “Qualified Plan”). Unfunded supplementary plans (the “Supplemental
Plans”) cover certain executives. In addition, certain of the Company’s non-U.S. subsidiaries also have pension plans
covering substantially all of their employees. These pension plans generally provide pension benefits that are based on each
employee’s years of credited service and on compensation levels specified in the plans. The Company’s policy is to fund at
least the amounts sufficient to meet minimum funding requirements under applicable employee benefit and tax regulations.
Liabilities for benefits payable under its Supplemental Plans are accrued by the Company and are funded when paid to the
beneficiaries. The Company’s U.S. Qualified Plan was closed to new participants effective July 1, 2007. In lieu of a defined
benefit pension plan, eligible employees who were first hired, rehired or transferred to a U.S. benefits eligible position will
receive a retirement contribution into their 401(k) plan. The amount of the retirement contribution is included in the
Company’s 401(k) cost and will be equal to between 2% to 5% of eligible pay based on years of service as of December 31.
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The Company also has unfunded postretirement benefit plans that provide medical and life insurance for eligible U.S. retirees
and their dependents.

The Company uses a measurement date of September 30 to calculate obligations under its pension and postretirement plans.
The Company expects to early adopt a fiscal year-end measurement date for the fiscal year ending November 30, 2008.

In connection with the Discover Spin-off, the Company transferred assets and liabilities relating to certain current and former
DFS employees to a new defined benefit pension plan established by DFS. The Company remeasured the assets and
projected benefit obligation of the separated pension plans as of December 31, 2006. The impact of the remeasurement
results on continuing operations for fiscal 2007 was not material.

The following tables present information for the Company’s pension and postretirement plans on an aggregate basis:
Net Periodic Benefit Expense.

The following table presents the components of the net periodic benefit expense:

Pension Postretirement

Fiscal 2007 Fiscal 2006 Fiscal 2005 Fiscal 2007 Fiscal 2006 Fiscal 2005

(dollars in millions)

Service cost, benefits earned during the

D72 ST P PSP POR $ 109 $ 111 $ 101 $ 7 $ 8 $ 7
Interest cost on projected benefit

Obligation .......ceecvveeeeieeieieeeeeeeen, 125 119 110 8 10 9
Expected return on plan assets.............. (124) (116) (107) — — —
Net amortization—prior-service cost..... (8) 7 (8) (1) @) (1)
Net amortization—actuarial loss............ 41 51 41 o 2 2
Special termination benefits................... ) ) . o o o
Net periodic benefit expense.................. $ 145§ 160 $ 137§ 14 S 18 S 17

Benefit Obligations and Funded Status.

The following table provides a reconciliation of the changes in the benefit obligation and fair value of plan assets for fiscal
2007 and fiscal 2006 as well as a summary of the funded status at November 30, 2007 and November 30, 2006:

Pension Postretirement

Fiscal 2007 Fiscal 2006 Fiscal 2007 Fiscal 2006

(dollars in millions)

Reconciliation of benefit obligation:

Benefit obligation at beginning of year..........c.ccccceceeveereenene. $ 2563 $ 2524 $ 168 $ 196
Service COSt(l) ....................................................................... 109 133 7 10
INEETESt COSE(2)uiiiriiniiiiiieeieeeiiectee et ettt e e e ebeesaae e s 125 139 8 11
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Plan amendments .........cocooevererinienienieneneeeeeee
Actuarial (gain) L0SS ....ccueeeiriirieieeeeeeee e
Benefits paid........cccccveeiieiiiieiieece e
Plan settlements.........cocoverirenerenienieicieesereeeeeee e
Special termination benefits ..........ccccveveevieerieciiiieiieeeenes
Transfers/divestitures(3)......ccccvereerieeeieneenienieereeee e

Other, including foreign currency exchange rate changes.....

Benefit obligation at end of year..........c.ccoccecercevennne.

Reconciliation of fair value of plan assets:
Fair value of plan assets at beginning of year .......................
Actual return on plan assets..........cecveeveereeierieneenieeie e
Employer contributions...........cceceevveeeieeeenieneeieeeeeeesnenees
Benefits paid........ccooceeiieiiiiee e
Plan settlements.........cccooeiirerenieieieeeeseeeeeeee
Transfers/divestitures(3)......c.ocveveereeeercienierieeie e

Other, including foreign currency exchange rate changes.....
Fair value of plan assets at end of year.............c..........

Funded status:
Unfunded Status........coeoeeiirienieeeeeeeeeee e
Amount contributed to plan after measurement date.............
Unrecognized prior-Service COSt........oevvrrrrrrruereerieerreeraenneens

Unrecognized LOSS ......ooveriiriiniiniieiieieeeeeeeeee e
Net amount recognized.........cccoeveereeieeieneenieeneeeeee

Amounts recognized in the consolidated statements of financial
condition consist of:

PN £

LADIIITIES ..ovvviiieieic et

Pension Postretirement

Fiscal 2007 Fiscal 2006 Fiscal 2007 Fiscal 2006
(dollars in millions)

) 2 4) —
(46) (88) 14 (40)
(102) (169) () )
(1) 1) — —
2 2 — —
(400) — (23) —
22 41 — _
2263 $ 2,563 8 162 $ 168
2312 $ 2217 $ — 8 —
161 144 — _
131 114 8 9
(102) (169) (8) )
(1 1) — —
(405) — — —
17 27 — —
2,113 $ 2312 $ — 8 —
(150) $ (251) $ (162) $ (168)
24 4 — —
— (113) — (6)
— 708 — 9
(126) $ 348§ (162) $ (165)
162 $ 598 S — 8 —
(288) (263) (162) (165)



Pension Postretirement

Fiscal 2007 Fiscal 2006 Fiscal 2007 Fiscal 2006

(dollars in millions)

INtangible @SSet.......ccvecviveerieriieriieie et o 1 o o
Accumulated other comprehensive income.............ccccee.nee.... L 12 . .
Net amount reCOgniZed ................................................ $ (126) $ 348 $ (162) $ (165)

(1) The pension amount related to the Discover Spin-off and the sale of Quilter was $22 million during fiscal 2006. The postretirement amount related to the
Discover Spin-off was $2 million during fiscal 2006. These amounts are included in discontinued operations (see Note 22).

(2) The pension amount related to the Discover Spin-off and the sale of Quilter was $20 million during fiscal 2006. The postretirement amount related to DFS was
$1 million during fiscal 2006. These amounts are included in discontinued operations (see Note 22).

(3) Transfers and divestitures primarily relate to the impact of the Discover Spin-off and non-U.S. subsidiary plans.

The accumulated benefit obligation for all defined benefit pension plans was $2,147 million and $2,385 million at
November 30, 2007 and November 30, 2006, respectively.

The following table contains information for pension plans with projected benefit obligations in excess of the fair value of
plan assets as of fiscal year-end:

November 30, November 30,
2007 2006

(dollars in millions)
Projected benefit OblIZation .........ccvecvivieiieiieie et e $ 511 338
Fair value of plan @SSets..........cocieiieiiiienieeee e 216 36

The following table contains information for pension plans with accumulated benefit obligations in excess of the fair value of
plan assets as of fiscal year-end:

November 30, November 30,
2007 2006

(dollars in millions)

Accumulated benefit ObliZation ...........cecuiiiirieiieiiei e $ 474§ 287
Fair value of plan @SSEtS...........ccieviieciirieiieiieit ettt se e ees 216 36
Assumptions.

The following table presents the weighted average assumptions used to determine benefit obligations at fiscal year-end:
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Pension Postretirement

Fiscal 2007 Fiscal 2006 Fiscal 2007 Fiscal 2006
DISCOUNT TALC ....ccoeiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee 6.17% 5.79% 6.34% 5.97%
Rate of future compensation inCreases............ocvevveerreerreeveennenne. 508 4.40 n/a n/a

The following table presents the weighted average assumptions used to determine net periodic benefit costs for fiscal 2007,
fiscal 2006 and fiscal 2005:

Pension Postretirement
Fiscal 2007 Fiscal 2006 Fiscal 2005 Fiscal 2007 Fiscal 2006 Fiscal 2005
Discount rat€..........ooeeeuvveeeeennnn. 5.79% 5.60% 5.90% 5.97% 5.75% 6.05%
Expected long-term rate of
return on plan assets.............. 6.65 6.65 6.95 n/a n/a n/a
Rate of future compensation
INCICASES..covvviiiiiiiiiiiiiiiiiine, 4.40 4.35 4.45 n/a n/a n/a

The expected long-term rate of return on assets represents the Company’s best estimate of the long-term return on plan assets
and generally was estimated by computing a weighted average return of the underlying long-term expected returns on the
different asset classes, based on the target asset allocations. For plans where there is no established target asset allocation,
actual asset allocations were used. The expected long-term return on assets is a long-term assumption that generally is
expected to remain the same from one year to the next unless there is a significant change in the target asset allocation, the
fees and expenses paid by the plan or market conditions.

The following table presents assumed health care cost trend rates used to determine the postretirement benefit obligations at
fiscal year-end:

November 30, November 30,
2007 2006
Health care cost trend rate assumed for next year:
Medical ................................................................................................................ 8'33_8.61% 9.00_9'33%
Prescription ......................................................................................................... 11.11% 12.33%
Rate to which the cost trend rate is assumed to decline (ultimate trend rate)................ 5.00% 5.00%
Year that the rate reaches the ultimate trend rate...........oceevveeiveciieciinienieniee e 2012 2012

Assumed health care cost trend rates can have a significant effect on the amounts reported for the Company’s postretirement
benefit plans. A one-percentage point change in assumed health care cost trend rates would have the following effects:
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One-Percentage One-Percentage
Point Increase Point (Decrease)

(dollars in millions)

Effect on total postretirement service and interest COSt .......coovvevverreerriecienvereennn $ 308 )

Effect on postretirement benefit obligation ...........cccoeevriiiiiriienieiieeeeeeen 26 Q1)

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the “Act”) was enacted in December 2003.
For 2008, Morgan Stanley elected not to apply for the Medicare Retiree Drug Subsidy or take any other action related to the
Act since Medicare prescription drug coverage was deemed to have no material effect on the Company’s retiree medical
program. No impact of the Act has been reflected in the Company’s results.

U.S. Qualified Plan Assets.

The U.S. Qualified Plan assets represent 90% of the Company’s total pension plan assets. The weighted average asset
allocations for the U.S. Qualified Plan at November 30, 2007 and November 30, 2006 and the targeted asset allocation for
fiscal 2008 by asset class were as follows:

Fiscal 2008 November 30, November 30,
Targeted 2007 2006
Equlty Securities ............................................................................... 30% 3 1 % 44%
Fixed INCOME SECUTILICS ... .ccvvevieieeieeieeie et 70 68 51
Other—primarily cash..........cooooiiiiiiiiieeee e, o 1 5
TOLAL e 100% 100% 100%

U.S. Qualified Pension Plan Asset Allocation. The Company, in consultation with its independent investment consultants
and actuaries, determined the asset allocation targets for its U.S. Qualified Plan based on its assessment of business and
financial conditions, demographic and actuarial data, funding characteristics and related risk factors. Other relevant factors,
including industry practices and long-term historical and prospective capital market returns, were considered as well. The
expected long-term rate of return on U.S. Qualified Plan assets is 6.75% for fiscal 2007.

The U.S. Qualified Plan return objectives provide long-term measures for monitoring the investment performance against
growth in the pension obligations. The overall allocation is expected to help protect the plan’s funded status while generating
sufficiently stable real returns (net of inflation) to help cover current and future benefit payments. Total U.S. Qualified Plan
portfolio performance is assessed by comparing actual returns with relevant benchmarks, such as the S&P 500 Index, the
Russell 2000 Index, the MSCI EAFE Index and, in the case of the fixed income portfolio, the U.S. Qualified Plan’s liability
profile.

Both the equity and fixed income portions of the asset allocation use a combination of active and passive investment
strategies and different investment styles. The fixed income asset allocation consists of longer duration fixed income
securities in order to help reduce plan exposure to interest rate variation and to better correlate assets with obligations. The
longer duration fixed income allocation is expected to help maintain the stability of plan contributions over the long run.

The asset mix of the Company’s U.S. Qualified Plan is reviewed by the Morgan Stanley Retirement Plan Investment
Committee on a regular basis. When asset class exposure reaches a minimum or maximum level, an asset allocation review
process is initiated, and the portfolio is automatically rebalanced back to target allocation levels unless the Investment
Committee determines otherwise.

Under the current Investment Committee policy, no more than 10% of the U.S. Qualified Plan assets can be allocated to non-
traditional “alternative” asset classes and only to the extent that those alternatives provide attractive diversification benefits,
absolute return enhancement and/or other potential benefit to the plan. Allocations to alternative asset classes will be made
based upon an evaluation of particular attributes and relevant considerations of each asset class.
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Derivative instruments are permitted in the U.S. Qualified Plan’s portfolio only to the extent that they comply with all of the
plan’s policy guidelines and are consistent with the plan’s risk and return objectives. In addition, any investment in
derivatives must meet the following conditions:

* Derivatives may be used only if the vehicle is deemed by the investment manager to be more attractive than a
similar direct investment in the underlying cash market or if the vehicle is being used to manage risk of the
portfolio.

+ Derivatives may not be used in a speculative manner or to leverage the portfolio under any circumstances.

+ Derivatives may not be used as short-term trading vehicles. The investment philosophy of the U.S. Qualified Plan is
that investment activity is undertaken for long-term investment rather than short-term trading.

+ Derivatives may only be used in the management of the U.S. Qualified Plan’s portfolio when their possible effects
can be quantified, shown to enhance the risk-return profile of the portfolio, and reported in a meaningful and
understandable manner.

As a fundamental operating principle, any restrictions on the underlying assets apply to a respective derivative product. This
includes percentage allocations and credit quality. Derivatives will be used solely for the purpose of enhancing investment in
the underlying assets and not to circumvent portfolio restrictions.

Cash Flows.

The Company expects to contribute approximately $115 million to its pension and postretirement benefit plans (U.S. and
non-U.S.) in fiscal 2008 based upon their current funded status and expected asset return assumptions for fiscal 2008, as
applicable.

Expected benefit payments associated with the Company’s pension and postretirement benefit plans for the next five fiscal
years and in aggregate for the five fiscal years thereafter are as follows:

Pension Postretirement

(dollars in millions)

FISCAL 2008 ...ttt e s $ 109 S 8
FISCAL 2000.......cotiiiieiieeiece et 109 8
FISCAL 2010ttt st e 108 8
FISCAL 20T L .uiiiiiciieiiecete ettt sttt 109 9
FISCAl 2012ttt ettt sttt e 119 9
FISCAl 2013-2017 .viiiieiieiieeetetetet ettt 654 47

Morgan Stanley 401(k) and Profit Sharing Awards. Eligible U.S. employees receive 401(k) matching contributions that
are invested in the Company’s common stock. The retirement contribution granted in lieu of a defined benefit pension plan is
included in the Company’s 401(k) expense. The Company also provides discretionary profit sharing to certain Non-U.S.
employees. The pre-tax expense associated with the 401(k) match and profit sharing for fiscal 2007 was $128 million and
$117 million for both fiscal 2006 and fiscal 2005. The impact of the Discover Spin-off and Quilter disposal on pre-tax 401 (k)
match and profit sharing expense in fiscal 2007, fiscal 2006 and fiscal 2005 was approximately $8 million, $15 million and
$15 million, respectively. The impact was reflected in discontinued operations (see Note 22).

Defined Contribution Pension Plans.

The Company maintains separate defined contribution pension plans that cover substantially all employees of certain non-
U.S. subsidiaries. Under such plans, benefits are determined based on a fixed rate of base salary with certain vesting
requirements. In fiscal 2007, fiscal 2006 and fiscal 2005, the Company’s expense related to these plans was $115 million,
$87 million and $71 million, respectively.

170



Other Postemployment Benefits. Postemployment benefits include, but are not limited to, salary continuation, severance
benefits, disability-related benefits, and continuation of health care and life insurance coverage provided to former employees
or inactive employees after employment but before retirement. The postemployment benefit obligations were not material as
of November 30, 2007 and November 30, 2006.

20. Income Taxes.

The provision for (benefit from) income taxes from continuing operations consisted of:

Fiscal 2007 Fiscal 2006 Fiscal 2005

(dollars in millions)

Current:
O TR =¢3RO $ 302§ 1,084 $ 1252
U.S. state and 10Cal.........c..oooevuviiiiiiie et 147 254 198
INON-U L S e e e et e e e e e e et e e e e e e e e taaraeeeaaaees 2,428 1’279 1’022
2,877 2,617 2,472
Deferred:
U.S. federal ............................................................................................... (1,861) 126 (873)
U.S. state and local ................................................................................... (69) (20) (68)
N ON-U . S e e e e (116) 5 (58)
(2,046) 111 (999)
Provision for income taxes from continuing operations ............c.cceceeveerereneenne. $ 831 $ 2728 $ 1.473
Provision for income taxes from discontinued operations.............ccceeverveenennee. $ 378§ 520§ 201

The following table reconciles the provision for (benefit from) income taxes to the U.S. federal statutory income tax rate:

Fiscal 2007 Fiscal 2006 Fiscal 2005
U.S. federal statutory inCOME taX TALE........evuerveruereiriieieienienieseeeteeieeeteeeie e 35.0% 35.0% 35.0%
U.S. state and local income taxes, net of U.S. federal income tax benefits ....... 15 1.6 14
Lower tax rates applicable to non-U.S. earnings ..........ccccecceveveneeienieseneneenne. 2.0) (2.4) (5.5)
DOMESHIC tAX CIEAILS «..euveeveeiteiiieierieeitetet ettt (6.0) 2.3) (6.4)
TaX EXEMPL INCOIMIC. ....ceueitietieiieiieeite ettt ettt sttt ettt et s e st e b eaeeeeeaees (3.3) (0.9) (0.8)
(0111 SRR (07) (09) 0.8
Effective iINCOmMe tax rate(1) ....ocoeereeienienienenesieeeeieeeeese e 24.5% 30.1% 24.5%
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(1) The fiscal 2006 effective tax rate includes the impact of a $242 million income tax benefit, or $0.23 per diluted share, related to the resolution of the Internal
Revenue Service (the “IRS”) examination of years 1994-1998. The fiscal 2005 effective tax rate includes the impact of a $309 million income tax benefit
resulting from repatriation of foreign earnings under the provisions of the American Jobs Creation Act of 2004.

As of November 30, 2007, the Company had approximately $5.8 billion of earnings attributable to foreign subsidiaries for
which no provisions have been recorded for income tax that could occur upon repatriation. Except to the extent such earnings
can be repatriated tax efficiently, they are permanently invested abroad. It is not practicable to determine the amount of
income taxes payable in the event all such foreign earnings are repatriated.

The American Jobs Creation Act, adopted on October 22, 2004, provided for a special one-time tax deduction, or dividend
received deduction, of 85% of qualifying foreign earnings that are repatriated in either a company’s last tax year that began
before the enactment date or the first tax year that begins during the one-year period beginning on the enactment date. In the
fourth quarter of fiscal 2005, the Company recorded an income tax benefit of $309 million, or $0.29 per diluted share,
resulting from the Company’s repatriation of approximately $4.0 billion of qualifying foreign earnings under the provisions
of the American Jobs Creation Act. The $309 million tax benefit resulted from the reversal of net deferred tax liabilities
previously provided under SFAS No. 109, “Accounting for Income Taxes” (“SFAS No. 109”), net of additional taxes
associated with these qualifying earnings.

Deferred income taxes reflect the net tax effects of temporary differences between the financial reporting and tax bases of
assets and liabilities and are measured using the enacted tax rates and laws that will be in effect when such differences are
expected to reverse. Significant components of the Company’s deferred tax assets and liabilities at November 30, 2007 and
November 30, 2006 were as follows:

November 30, November 30,
2007 2006

(dollars in millions)

Deferred tax assets:

Employee compensation and benefit plans .............cocceevieiiniineneniecee $ 4789 $ 2,965
L0an 1088 @llOWANCE .......ccveeiieiiiiiieiieie ettt aeeae e ees o 321
Valuation and liability alloWances ...........cocceereriiiiinienieeeeeeceeee e 498 553
DeEfeITEd EXPENSES ....vvieirieeieeeiiieeieeeiee ettt et e et esteeebeesteessbeesnbeeenseessseeenseens 38 26
Tax credit and 10Ss carryforward............ccoeeeveierierieriieie e 1,729 o
OBRET ...ttt ettt ettt 851 806
Total deferred tax aSSELS ......ccceeeeieierieniinienenieeeeet e 7.905 4,671
Valuation allowance(1)........cccuevverieniieiiieie ettt e 19 .
Deferred tax assets after valuation allowance............cccccceverencncneenennn 7.886 4,671

Deferred tax liabilities:

Valuation of inventory, investments and receivables...........ccoeceveereeneenenenne 787 20
Prepaid COMMUISSIONS.......c.iciiiieiieiieieeie e ete ettt eteeb e e eeeeeseesreesseesseessesneeees 5 91
FIXE@A @SSELS ..ottt ettt sttt s 283 368
ORET ...ttt ettt ettt 1,171 1,076

Total deferred tax liabilities........cccevverieriineniinineiieiccec e 2.293 1,555
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November 30, November 30,
2007 2006

(dollars in millions)

Net deferred taX @SSEIS ....ccuveeiiirieeeeeeie ettt eeee e eee e eaeee e $ 5593 § 3116

(1)  The valuation allowance reduces the benefit of certain state net operating loss carryforwards to the amount that will more likely than not be realized.

During fiscal 2007, the valuation allowance was increased by $19 million related to the ability to utilize state net operating
losses.

The Company had federal and state net operating loss carryforwards for which a deferred tax asset of $724 million and zero
was recorded as of November 30, 2007 and November 30, 2006, respectively. These carryforwards are subject to annual
limitations and will expire in 2027.

The Company had tax credit carryforwards for which a related deferred tax asset of $1,005 million and zero was recorded as
of November 30, 2007 and November 30, 2006, respectively. These carryforwards are subject to annual limitations on
utilization and will expire in 2017.

The Company believes that the realization of the recognized net deferred tax asset of $5,593 million (after valuation
allowance) is more likely than not based on expectations as to future taxable income in the jurisdictions in which it operates.

The Company recorded income tax benefits to Paid-in capital of $280 million, $72 million and $317 million related to
employee stock compensation transactions in fiscal 2007, fiscal 2006 and fiscal 2005, respectively. Such benefits were
credited to Paid-in capital.

Cash paid for income taxes was $3,404 million, $3,115 million and $1,536 million in fiscal 2007, fiscal 2006 and fiscal 2005,
respectively. The Company has requested a refund of $1,200 million for estimated taxes paid during fiscal 2007.

Income Tax Examinations. The Company is under continuous examination by the IRS and other tax authorities in certain
countries, such as Japan and the U.K., and states in which the Company has significant business operations, such as New
York. The tax years under examination vary by jurisdiction; for example, the current IRS examination covers 1999-2005. The
Company regularly assesses the likelihood of additional assessments in each of the taxing jurisdictions resulting from these
and subsequent years’ examinations. The Company has established tax reserves that the Company believes are adequate in
relation to the potential for additional assessments. Once established, the Company adjusts tax reserves only when more
information is available or when an event occurs necessitating a change to the reserves. The Company believes that the
resolution of tax matters will not have a material effect on the consolidated financial condition of the Company, although a
resolution could have a material impact on the Company’s consolidated statement of income for a particular future period and
on the Company’s effective income tax rate for any period in which such resolution occurs.

21. Segment and Geographic Information.

The Company structures its segments primarily based upon the nature of the financial products and services provided to
customers and the Company’s management organization. The Company provides a wide range of financial products and
services to its customers in each of its business segments: Institutional Securities, Global Wealth Management Group and
Asset Management. For further discussion of the Company’s business segments, see Note 1.

Revenues and expenses directly associated with each respective segment are included in determining their operating results.
Other revenues and expenses that are not directly attributable to a particular segment are allocated based upon the Company’s
allocation methodologies, generally based on each segment’s respective net revenues, non-interest expenses or other relevant
measures.

As aresult of treating certain intersegment transactions as transactions with external parties, the Company includes an
Intersegment Eliminations category to reconcile the business segment results to the Company’s consolidated results. Income
before taxes in Intersegment Eliminations primarily represents the effect of timing differences associated with the revenue
and expense recognition of commissions paid by Asset Management to the Global Wealth Management Group associated
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with sales of certain products and the related compensation costs paid to the Global Wealth Management Group’s global

representatives.

Selected financial information for the Company’s segments is presented below:

Global Wealth

Institutional Management Asset Intersegment
Securities Group Management Eliminations(1) Total
Fiscal 2007
(dollars in millions)
Net revenues eXCluding net interest ................ 14 085 $ 5 915 $ 5 531 $ (286) $ 25 245
NEE INEEIES..uvvvieeeeeeeeieeeeeeeeeeeeeeeeeeeeeeaeeeeees 2,064 710 (38) 45 2,781
NELTEVENUES ..oveeeeeeeeeeeeee e 16,149 $ 6,625 $ 5’493 $ (241) $ 28,026
Income from continuing operations
before losses from unconsolidated
inVeSteeS and inCOme taAXES i 8 1 7 $ 1 155 $ 1 467 $ 2 $ 3 441
Losses from unconsolidated investees............. 47 o o o 47
Income tax (benefit) provision...........c.cceeu...... (170) 459 541 1 831
Income from Continuing OperationS(Z) ........... 940 $ 696 $ 926 $ 1 $ 2.563
Global Wealth
Institutional Management Asset Intersegment
Securities(2) Group Management Eliminations(1) Total
Fiscal 2006(3)
(dollars in millions)
Net revenues excluding net interest ................ 19.758 $ 5027 S 3432 $ (257) $ 27,960
NEt INEIESt..eiivieerieeiieeiie et 1352 485 21 21 1,879
NEt TEVENUES ..evvvveeiniiiiinieieiiiiieeeiereenaaaaanans 21’110 $ 5’512 $ 3’453 $ (236) $ 29,839
Income from continuing operations
before losses from unconsolidated
investees and income taxes ...........cooveenenne. 7721 $ 508 S 851 $ 23§ 9103
Losses from unconsolidated investees............. 40 o L o 40
ProViSiOn fOI‘ income TAXES iviiiiiieeeeeeens 2212 167 340 9 2 728
Income from continuing operations(2) ........... 5469 $ 341§ 511 S 14§ 6335
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Global Wealth

Institutional Management Asset Intersegment
Securities Group Management Eliminations(1) Total
Fiscal 2007
(dollars in millions)
Global Wealth
Institutional Management Asset Intersegment
Securities Group Management Eliminations Total
Fiscal 2005(3)
(dollars in millions)
Net revenues excluding net interest................ 13.416 $ 4.729 $ 3.183 $ (23 8) 21.090
NEt INLErESt...iicuieiereiicrieeeeie e 2,081 318 36 _ 2’435
NELTEVENUES ..o 15,497 $ 5’047 $ 3,219 $ (238) 23,525
Income from continuing operations before
losses from unconsolidated investees,
income taxes and cumulative effect of
aCCOUntlng change, 1S NS 4,609 $ 591 $ 1 ’030 $ 86 6,3 16
Losses from unconsolidated investees............. 311 o o o 311
Provision for income taxes ...........ccoeverveennenne. 852 199 391 31 1.473
Income from continuing operations
before cumulative effect of accounting
change, net(2)(4) ........................................ 3,446 $ 392§ 639 $ 55 4’532
Global
Wealth
Institutional Management Asset Intersegment
Securities Group Management Eliminations(1) Total
Net Interest
(dollars in millions)
Fiscal 2007
Interest and dividends ..........cooovvuvvveeiiiiiiinnnneen.. $ 59’131 $ 1’221 $ 74 $ (343) 60,083
Interest CXPENSEC ..o 57,067 511 112 (388) 57’302
INEE INEETEST e $ 2,064 $ 710 $ (38) $ 45 2,781
Fiscal 2006(3)
Interest and dividends ..........ooovvveeeeeeeeeeeeeeenenene, $ 42,106 $ 1’004 $ 48 $ (382) 42,776
Interest CXPEINSEC .. 40,754 519 27 (403) 40,897
INEE INEETEST e $ 1,352 $ 485 $ 21 $ 21 1,879

Fiscal 2005(3)
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Global

Wealth
Institutional Management Asset Intersegment
Securities Group Management Eliminations(1) Total
Net Interest
(dollars in millions)
Interest and dividends ..........cooeevvevveeiiiiiiinnnneenn. $ 25’439 $ 650 $ 87 $ (189) $ 25,987
Interest expense ................................................ 23,358 332 51 (189) 23’552
NEt INEETESt..eeivvieeieeiieeiie et e e $ 2,081 $ 318 $ 36 $ — § 2435
Global Wealth
Institutional Management Asset
Securities Group Management Discover Total
Total Assets(5)
(dollars in millions)
At November 30, 2007.........cccoveeeeeeeeerennne. $ 1,005452 $ 27,518 $ 12,439 $ — § 1,045,409
At November 30, 2006(3) ................................. $ 1,063,985 $ 21’232 $ 6,908 $ 29,067 $ 1,121,192
At NOVember 30, 2005(3) ................................. $ 848,555 $ 19,290 $ 4,046 $ 26’944 $ 898’835

(1)  The results of the Institutional Securities business segment for fiscal 2007 included a $25 million advisory fee related to the Discover Spin-off that was
eliminated in consolidation. The results of the Institutional Securities business segment for fiscal 2006 included a $30 million advisory fee related to the
Company’s sale of the aircraft leasing business that was eliminated in consolidation.

(2)  See Note 22 for a discussion of discontinued operations.

(3) Certain reclassifications have been made to prior-period amounts to conform to the current year’s presentation.

(4) See Note 2 for a discussion of the cumulative effect of accounting change, net.

(5) Corporate assets have been fully allocated to the Company’s business segments.

The Company operates in both U.S. and non-U.S. markets. The Company’s non-U.S. business activities are principally
conducted through European and Asian locations. The following table presents selected income statement information and
the total assets of the Company’s operations by geographic area. The net revenues and total assets disclosed in the following
table reflect the regional view of the Company’s consolidated net revenues and total assets, on a managed basis, based on the
following methodology:

+ Institutional Securities: investment banking—client location, equity capital markets—client location, debt capital
markets—revenue recording location, sales & trading—trading desk location.

* Global Wealth Management Group: global representative coverage location.

+ Asset Management: client location, except for merchant banking business, which is based on asset location.
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Europe,
Middle
East and
Americas Africa Asia Total

Net Revenues

(dollars in millions)

FISCAL 2007 ..ottt et e et e e e e e seeeraareeeeesesesnees $ 12’150 $ 10,008 $ 5,868 $ 28,026
FiSCal 2006(1) ........................................................................................... 18,803 7’762 3,274 29,839
FiSCal 2005(1) ........................................................................................... 15’375 5,711 2’439 23’525

Europe,

Middle

East and

Americas Africa Asia Eliminations Total
Total Assets
(dollars in millions)

At November 30, 2007........coeeeeeeeeeeeeeeeeeeeeeeeenen, $ 705,728 $ 269,753 $ 83328 §  (13,400) $ 1,045,409
At November 30, 2006(1) ......................................... 708,129 347’379 83,315 (17,631) 1,121,192
At NOVember 30, 2005(1) ......................................... 613’361 240’467 66,527 (21,520) 898’835

(1)  Certain reclassifications have been made to prior-year amounts to conform to the current year’s presentation.
22. Discontinued Operations.
Fiscal 2007.

Discover. On June 30, 2007, the Company completed the Discover Spin-off. The Company distributed all of the
outstanding shares of DFS common stock, par value $0.01 per share, to the Company’s stockholders of record as of June 18,
2007. The Company’s stockholders received one share of DFS common stock for every two shares of the Company’s
common stock. Stockholders received cash in lieu of fractional shares for amounts less than one full DFS share. The
Company received a tax ruling from the IRS that, based on customary representations and qualifications, the distribution was
tax-free to the Company’s stockholders for U.S. federal income tax purposes.

The Discover Spin-off allows the Company to focus its efforts on more closely aligned firm-wide strategic priorities within
its Institutional Securities, Global Wealth Management Group and Asset Management business segments.

The results of DFS prior to the Discover Spin-off are included within discontinued operations for all periods presented.

The following is a summary of the assets and liabilities associated with DFS as of November 30, 2006 (dollars in millions):

Assets

Cash and cash eqUIVALENLS ........c.oeouiiiiiiiiiee ettt e $ 869
Financial instruments owned—U.S. government and agency Securities ............c.ccecerereeuenen. 65
Financial instruments owned—Derivative CONIaCES ..........coceeeeierienienenenereeieteienienenenaens 33
CONSUMET LOANS ...ttt ettt ettt et ea e sb e s bt e bt et eatesaeesaeesbeenaeenee 22915
Fees, INterest and OtNET ........c.viiiiiiiiiiiie ettt e e e e 166
Office facilities and other equipment, at COSt, MET..........eeeerieriieeiieieeieree et 661



Goodwill and net INtANGIDIE ASSELS .....ecverierieriieiieie ettt ettt eere st e e teesesaeseeesreesseenns 735

(013153 G TSI £~ TP 3,623

0] 7 1 RS $ 29,067

Liabilities and Shareholders’ Equity

Commercial paper and other short-term bOITOWINGS .........ccvecvveiieierierienieieee e $ 3,100
DIEPOSIES ...ttt ettt ettt h ettt ettt ettt ettt en e e en e e bt e bt e bt e bt e et eneeeneeneenes 13.277
Financial instruments sold, not yet purchased—Derivative CONtracts ............ceeveeververreennennn. 28
Interest and dividends PayabIes ..........cccueiiiiiiiiiie e 129
Other liabilities and acCrued EXPENSES.......civveriieiiiieiieiteeereeteereeere e sreesreeteereeeeseeesreesseenns 6,508
LONG-tEIM DOTTOWINZS ... eevieiieiieeieeieeiieeitesteete e eee st e st e st et e enseesaessaesseeseenseensesnnesnnesseanseenes 250
TOLAL L.ttt ettt nbe e 23,292

INET ASSELS ..ttt sttt ettt st sat e sttt e st saae s $ 5,775

The net assets that were distributed to shareholders on the date of the Discover Spin-off were $5,558 million, which was
recorded as a reduction to the Company’s retained earnings.

Net revenues included in discontinued operations related to DFS were $2,392 million, $4,290 million and $3,452 million in
fiscal 2007, fiscal 2006 and fiscal 2005, respectively.

The results of discontinued operations include interest expense that was allocated based upon borrowings that were
specifically attributable to DFS’ operations through intercompany transactions existing prior to the Discover Spin-off. For
fiscal 2007, fiscal 2006 and fiscal 2005, the amount of interest expense reclassified to discontinued operations was
approximately $159 million, $247 million and $145 million, respectively.

Quilter. On February 28, 2007, the Company sold Quilter, its standalone U.K. mass affluent business, which was formerly
included within the Global Wealth Management Group business segment. The results of Quilter are included within
discontinued operations for all periods presented. The results for discontinued operations in fiscal 2007 also included a pre-
tax gain of $168 million ($109 million after-tax) on disposition.

Fiscal 2006 and Fiscal 2005.

Aircraft Leasing. On August 17,2005, the Company announced that its Board of Directors had approved management’s
recommendation to sell the Company’s non-core aircraft leasing business. In connection with this action, the aircraft leasing
business was classified as “held for sale” and reported as discontinued operations in the Company’s consolidated financial
statements. In addition, in the third quarter of fiscal 2005, the Company recognized a charge of approximately $1.7 billion
($1.0 billion after-tax) to reflect the writedown of the aircraft leasing business to its estimated fair value of approximately
$2.0 billion. In determining the charge that was recorded in the third quarter of fiscal 2005, the Company estimated the value
to be realized in selling the aircraft leasing business as a whole. The estimated value of the business was based on the
appraised values of the aircraft portfolio, an evaluation of then current market conditions, recent transactions involving the
sales of similar aircraft leasing businesses, a detailed assessment of the portfolio and additional valuation analyses.

On January 30, 2006, the Company announced that it had signed a definitive agreement under which it would sell its aircraft
leasing business to Terra Firma, a European private equity group, for approximately $2.5 billion in cash and the assumption
of liabilities. Based on the terms of the agreement and in accordance with SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets” (“SFAS No. 144”), the Company revised its estimate of the fair value (less selling costs) of
the aircraft leasing business and, as a result, in the fourth quarter, reduced the pre-tax charge recorded in the third quarter of
fiscal 2005 by approximately $1.1 billion. Full year results for fiscal 2005 reflected a charge of $509 million ($316 million
after-tax).
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The sale was completed on March 24, 2006. The results for discontinued operations in fiscal 2006 included a loss of $125
million ($75 million after-tax) related to the impact of the finalization of the sales proceeds and balance sheet adjustments
related to the closing. Gross revenues from the aircraft leasing business included in discontinued operations was $137 million
and $417 million in fiscal 2006 and fiscal 2005, respectively.

Summarized financial information for the Company’s discontinued operations for fiscal 2007, fiscal 2006 and fiscal 2005:

The table below provides information regarding amounts included within discontinued operations (dollars in millions):

Fiscal Year

2007 2006 2005
Pre-tax gain (loss) on discontinued operations
DFS ...................................................................................................................... $ 850 $ 1,681 $ 1’025
Quilter .................................................................................................................. 174 27 20
ATTCTaft 1ASINE .. .eoveeeeeiieeicee ettt _ (42) (486)

$ 1,024 $ 1,666 $ 559

23. Business and Other Acquisitions and Dispositions and Sale of Minority Interest.
Subsequent to Fiscal 2007.

Morgan Stanley Wealth Management S.V., S.A.U. On January 28, 2008, the Company announced that it had reached an
agreement to sell Morgan Stanley Wealth Management S.V., S.A.U. (“MSWM?”), its Spanish onshore mass affluent wealth
management business. The transaction is expected to close during the first half of fiscal 2008 subject to customary closing
conditions, including regulatory approvals. The results of MSWM have been included within the Global Wealth Management
Group business segment.

Fiscal 2007.

MSCI.  On July 31, 2007, the Company announced that it would sell a minority interest in its subsidiary, MSCI Inc.
(“MSCI”) in an initial public offering (“IPO”). MSCI is a provider of investment decision support tools to investment
institutions worldwide. MSCI is included within the Institutional Securities business segment. In November 2007, MSCI
completed its IPO of 16.1 million shares and received net proceeds of approximately $265 million, net of underwriting
discounts, commissions and offering expenses. As the IPO was part of a broader corporate reorganization, contemplated by
the Company at the IPO date, the increase in the carrying amount of the Company’s investment in MSCI was recorded in
Paid-in capital in the Company’s consolidated statement of financial condition and the Company’s consolidated statement of
changes in shareholders’ equity at November 30, 2007. Subsequent to the IPO, the Company maintains approximately 81%
ownership of MSCI and consolidates MSCI for financial reporting purposes.

JM Financial. In October 2007, the Company dissolved its India joint ventures with JM Financial. The Company
purchased the joint venture’s institutional equities sales, trading and research platform by acquiring JM Financial’s 49%
interest and sold the Company’s 49% interest in the joint venture’s investment banking, fixed income and retail operation to
JM Financial.

CityMortgage Bank. On December 21, 2006, the Company acquired CityMortgage Bank (“CityMortgage”), a Moscow-
based mortgage bank that specializes in originating, servicing and securitizing residential mortgage loans in the Russian
Federation. Since the acquisition date, the results of CityMortgage have been included within the Institutional Securities
business segment.

Olco Petroleum Group Inc. On December 15, 2006, the Company acquired a 60% equity stake in Olco Petroleum Group
Inc. (“Olco™), a petroleum products marketer and distributor based in eastern Canada. Since the acquisition date, the results
of Olco have been included within the Institutional Securities business segment.
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Saxon Capital, Inc. On December 4, 2006, the Company acquired Saxon Capital, Inc. (“Saxon”), a servicer and originator
of residential mortgages. Since the acquisition date, the results of Saxon have been included within the Institutional Securities
business segment.

FrontPoint Partners. On December 4, 2006, the Company acquired FrontPoint Partners (“FrontPoint”), a provider of
absolute return investment strategies. Since the acquisition date, the results of FrontPoint have been included within the Asset
Management business segment.

Fiscal 2006.

Goldfish. On February 17, 2006, the Company acquired the Goldfish credit card business in the U.K. As a result of the
Discover Spin-off, the results of Goldfish have been included within discontinued operations (see Note 22). The acquisition
price was $1,676 million, which was paid in cash in February 2006. The Company recorded goodwill and other intangible
assets of approximately $370 million in connection with the acquisition.

The following table summarizes the fair values of the assets acquired and the liabilities assumed at the date of the acquisition:

At February 17, 2006

(dollars in millions)

CONSUMET 108INS ....ouviviiieiiciieiciee ettt $ 1316
GOOAWILL ... 247
Amortizable Intangible aSSES .........cceoerierieiieiieie e 123
ORET ASSELS....vevenieiirieieiertee ettt sttt sttt ettt st ettt sttt sa et enesae e 20
Total assets ACQUITEA .........ccveruieiiieiieii ettt e ens 1,706
Total liabilities asSUMEd...........ccoveuiririeiriieireerceeereee e 30
Net aSSEtS ACAUITEA ....ievvieereiiieiieieeie et eee et ere et e e e steereebeeseesseesaeenseenns $ 1,676

The $123 million of acquired amortizable intangible assets includes customer relationships of $54 million (15-year estimated
useful life) and trademarks of $69 million (25-year estimated useful life).

Lansdowne Partners. On November 1, 2006, the Company acquired a 19% stake in Lansdowne Partners (“Lansdowne”), a
London-based investment manager. The investment in Lansdowne is accounted for under the equity method of accounting
within the Asset Management business segment.

Avenue Capital Group. On October 30, 2006, the Company formed a strategic alliance with Avenue Capital Group
(“Avenue”), a New York-based investment manager with approximately $12 billion in assets under management. The
Company acquired a minority interest in Avenue. The investment in Avenue is accounted for under the equity method of
accounting within the Asset Management business segment.

Morgan Stanley Bank International (China) Limited. On September 29, 2006, the Company acquired Morgan Stanley
Bank International (China) Limited (“China Bank”) (formerly Nan Tung Bank Ltd. Zhuhai), a bank in the People’s Republic
of China. The acquisition enabled the Company to strengthen its platform in China. Since the acquisition date, the results of
China Bank have been included within the Institutional Securities business segment.

TransMontaigne Inc. On September 1, 2006, the Company acquired TransMontaigne Inc. and its subsidiaries
(“TransMontaigne™), a group of companies operating in the refined petroleum products marketing and distribution business.
The acquisition enabled the Company to expand its supply and distribution of oil and refined oil products across a broader
range of clients and regions across the U.S., as well as increase its oil storage capacity across the U.S. Since the acquisition
date, the results of TransMontaigne and its subsidiaries have been included within the Institutional Securities business
segment.
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Heidmar Group. On September 1, 2006, the Company acquired the Heidmar Group of companies that provides
international shipping and U.S. marine logistics services. The acquisition enabled the Company to expand its physical freight
business across multiple vessel classes and geographies and provided an opportunity to expand into international shipping
and services. Since the acquisition date, the results of the Heidmar Group of companies have been included within the
Institutional Securities business segment.

Office Building. On June 19, 2006, the Company purchased a majority interest in a joint venture that indirectly owned title
to 522 Fifth Avenue, a 23-floor office building in New York City (the “Building”), for approximately $420 million. On
July 10, 2007, the Company purchased the balance of the interest in the joint venture for approximately $37 million.

The pro forma impact of each of the above business acquisitions individually and in the aggregate was not material to the
consolidated financial statements.

24. Staff Accounting Bulletin No. 108.

In September 2006, the SEC released SAB 108. SAB 108 permits the Company to adjust for the cumulative effect of errors
relating to prior years in the carrying amount of assets and liabilities as of the beginning of the 2006 fiscal year, with an
offsetting adjustment to the opening balance of retained earnings in the year of adoption. SAB 108 also requires the
adjustment of any prior quarterly financial statements within the fiscal year of adoption for the effects of such errors on the
quarters when the information is next presented. Such adjustments do not require previously filed reports with the SEC to be
amended. Effective August 31, 2006, the Company elected early application of SAB 108. In accordance with SAB 108, the
Company adjusted its opening retained earnings for fiscal 2006 and its financial results for the first two quarters of fiscal
2006 for the items described below. The Company considers these adjustments to be immaterial to prior annual periods.

Trust Preferred Securities. The Company adjusted its opening retained earnings for fiscal 2006 and its financial results for
the first two quarters of fiscal 2006 to reflect a change in its hedge accounting under SFAS No. 133. The change is being
made following a clarification by the SEC of its interpretation of SFAS No. 133 related to the accounting for fair value
hedges of fixed-rate trust preferred securities.

Since January 2005, the Company entered into various interest rate swaps to hedge the interest rate risk inherent in its trust
preferred securities. The terms of the interest rate swaps and the corresponding trust preferred securities mirrored one
another, and the Company determined in the past that the changes in the fair value of the swaps and hedged instruments were
the same. The Company applied the commonly used “short-cut method” in accounting for these fair value hedges and,
therefore, did not reflect any gains or losses during the relevant periods. Based upon the SEC’s clarification of SFAS

No. 133, the Company determined that since it has the ability at its election to defer interest payments on its trust preferred
securities, these swaps did not qualify for the short-cut method. These swaps performed as expected as effective economic
hedges of interest rate risk. The Company ended hedging of the interest rate risk on these trust preferred securities effective
August 2006 and adjusted its financial results as if hedge accounting was never applied. The Company currently manages the
interest rate risk on these securities as part of its overall asset liability management.

Compensation and Benefits. The Company also adjusted its opening retained earnings for fiscal 2006 and its financial
results for the first two quarters of fiscal 2006 for two compensation and benefits accruals. Such accruals are related to (i) the
overaccrual of certain payroll taxes in certain non-U.S. locations, primarily in the U.K., which arose in fiscal 2000 through
fiscal 2006 and (ii) an adjustment to the amortization expense associated with stock-based compensation awards, which arose
in fiscal 2003 and fiscal 2004.

Impact of Adjustments. The impact of each of the items noted above on fiscal 2006 opening Shareholders’ equity and
Retained earnings and on Net income for the first and second quarters of fiscal 2006 is presented below (dollars in millions):
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Amortization

of Stock-
Trust Non-U.S. Based
Preferred Payroll Compensation
Securities Taxes Awards Total
Cumulative effect on Shareholders’ equity as of December 1, 2005... $ 84) $ 38§ 128 (34)
Cumulative effect on Retained earnings as of December 1, 2005 ....... $ 84) $ 38§ 22) $  (68)
Effect on:
Net income for the three months ended February 28, 2006 ....... $ (1) s 14 S g 13
Net income for the three months ended May 31, 2006............... $ (116) $ s —§ (116)
Net income for the six months ended May 31, 2006.................. $ 117) $ 14 S —$ (103)

The aggregate impact of these adjustments is summarized below (dollars in millions, except per share data):

Previously As
Reported Adjustment Adjusted
As of and for the Three Months Ended February 28, 2006
OhET @SSELS .. .eeuvetitiriieiieieet ettt sttt sa e st ee $ 15988 $ 12§ 16,000
Other HabIlIIES «..c.ceveriiieiirieieerteeercee et $ 14984 $ 98) $ 14,886
LONG-term DOITOWIINES ..c..eeuvemiiiiiiniinieeiceitetetete sttt ettt $ 121395 § 131 $ 121,526
Shareholders” EQUILY ........ceeereiririeiririeieertee et $ 30,124 $ @l) $ 30,103
Principal transactions trading reVenUe ...........ccccoeverereeienienienenenese e $ 3073 $ 13 8 3,086
Compensation and benefits EXPense.........c.cvvevuererirereeieneenieneneneneeeeeeeenne $ 4032 $ 22) $ 4,010
INEETEST EXPEISE .eovvviiiiiiiiiieiiiieeete ettt st s $ 9216 $ 15 $ 9231
N INCOIIC ...ttt ettt $ 1561 $ 13 S 1,574
DiIluted EPS ..ottt e $ 147 S 001 $ 1.48
Previously As
Reported Adjustment Adjusted
As of and for the Three Months Ended May 31, 2006
OMRET ASSELS ...viienieiirieieiereeee et st $  17.651 $ 12§ 17.663
Other HabIlItIEs .....coveruieuieieieiiieeeeceee e $ 18,159 § (162) $ 17,997
LONG-teIm DOITOWINIZS ..c.veevienienieiiniieteeiceiieteie ettt ettt $ 127.985 $ 311 $ 128296
Shareholders” EQUILY ......cc.evverererinerieieeetetertee et $ 32255 § (137) $ 32,118
Principal transactions trading reVenue .............cocceeeeerieienienese e $ 3729 $ (170) $ 3,559
Compensation and benefits EXPEense..........cvuevvererirereeierienenenene et $ 3587 $ 3 3,587
INEETEST EXPEIISE .envvieitiiiiiiieiierteeee ettt sttt s $ 9735 $ 9 $ 9,744



Previously As

Reported Adjustment Adjusted
As of and for the Three Months Ended February 28, 2006
INET ITICOIMIE ......evveeeeeeeie et e et e e e e e e e e e e eaae e e e eaaeeseeaaeeesenaneseeneeesenreeesnnes $ 1’957 $ (116) $ 1,841
DIIUtEd EPS ..o $ 1.86 $ (Ol 1) $ 1.75
Previously As
Reported Adjustment Adjusted
For the Six Months Ended May 31, 2006
Principal transactions trading reVenue .............ccoceeereeieienieniese e $ 6.802 S (157) $ 6.645
Compensation and benefits EXPENSE ........ccverveereereierierierieieeieneeseeseeeseeeee e $ 7619 $ 22) $ 7597
Interest (5044 017 PPN $ 1 8,95 1 $ 24 $ 1 8,975
INEE INICOIMIE ...ttt ettt e e e e e e et eeeeeeeee et eeeeesesssesaaeeeeesesssesaaeeeeesenaas $ 3,518 $ (103) $ 3’415
DIIUtEd EPS ..o $ 333 $ (010) $ 323

25. Insurance Settlement.

On September 11, 2001, the U.S. experienced terrorist attacks targeted against New York City and Washington, D.C. The
attacks in New York resulted in the destruction of the World Trade Center complex, where approximately 3,700 of the
Company’s employees were located, and the temporary closing of the debt and equity financial markets in the U.S. Through
the implementation of its business recovery plans, the Company relocated its displaced employees to other facilities.

In the first quarter of fiscal 2005, the Company settled its claim with its insurance carriers related to the events of
September 11, 2001. The Company recorded a pre-tax gain of $251 million as the insurance recovery was in excess of
previously recognized costs related to the terrorist attacks (primarily write-offs of leasehold improvements and destroyed
technology and telecommunications equipment in the World Trade Center complex, employee relocation and certain other
employee-related expenditures).

The pre-tax gain was recorded as a reduction to non-interest expenses and is included within the Global Wealth Management
Group ($198 million), Asset Management ($43 million) and Institutional Securities ($10 million) business segments. The
insurance settlement was allocated to the respective segments in accordance with the relative damages sustained by each
segment.

26. Lease Adjustment.

Prior to the first quarter of fiscal 2005, the Company did not record the effects of scheduled rent increases and rent-free
periods for certain real estate leases on a straight-line basis. In addition, the Company had been accounting for certain tenant
improvement allowances as reductions to the related leasehold improvements instead of recording funds received as deferred
rent and amortizing them as reductions to lease expense over the lease term. In the first quarter of fiscal 2005, the Company
changed its method of accounting for these rent escalation clauses, rent-free periods and tenant improvement allowances to
properly reflect lease expense over the lease term on a straight-line basis. The impact of this correction resulted in the
Company recording $105 million of additional rent expense in the first quarter of fiscal 2005. The impact of this change was
included within non-interest expenses and reduced income before taxes within the Institutional Securities ($71 million),
Global Wealth Management Group ($29 million) and Asset Management ($5 million) business segments. The impact of this
correction was not material to the pre-tax income of each of the segments or to the Company.

27. Quarterly Results (unaudited).
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2007 Fiscal Quarter 2006 Fiscal Quarter

First Second Third Fourth(1) First(2) Second(2) Third Fourth

(dollars in millions, except per share data)

Ol FEVEIUES vt $ 23,192 $ 26195 $ 21,230 $ 14711 $ 16644 $ 17257 $ 18,613 § 18222
B 13,198 15,671 13272 15,161 9231 9,744 11,549 10,373
NEt TEVENUES ...c.veuveviiiriiiieiieeresreeeeieae 9,994 10,524 7,958 (450 7413 7513 7,064 7.849
Total non-interest €Xpenses ..........coc.eveeene. 6.538 7,000 5.693 5354 5.503 5212 4820 5201
Income (losses) from continuing
operations before (losses) gains from
unconsolidated investees and income
[AXES oo 3,456 3,524 2,265 (5,804) 1,910 2,301 2,244 2,648
(Losses) gains from unconsolidated
INVESTEES ..o (26) 0) (19) 18 (19) 24 20 (65)
Provision for (benefit from) income
BAXECS uueeieeiiieeeeeeriiee e e eeriee e e e eaaeeeeeeaeen 1,116 1,141 772 (2,198) 603 848 676 601
Income (losses) from continuing
OPCTAMIONS wrsvvvesvvrssvvrsrvreene 2,314 2,363 1,474 (3,588) 1,288 1,477 1,588 1,982
Discontinued operations(3):
Gain from discontinued operations.... 564 349 111 o 453 583 399 231
Provision for income taxes (206) (130) “2) o (167) 19) (136) )
Gain on discontinued operations .............. 358 219 69 o 286 364 263 204
Net income.... $ 2672 S 2582 $ 1543 $ (3,588) $ 1,574 S 1,841 $ 1,851 $ 2206
Preferred stock dividend requirements..... $ 17 s 17 s 17 s 17 s s s s 19
Earnings applicable to common
ShArChOIAErS ..o $ 2655 $ 2565 $ 1,526 $ (3.605) $ 1,574 $ 1841 § 15851 $ 2,187
Earnings per basic common share(4):
Income (losses) from continuing
OPCIALONS oot $ 228§ 235§ 145§ (3.61) 8 126§ 146§ 157§ 1.97
Gain on discontinued operations........ 035 022 0.07 o 028 036 026 022
Earnings per basic common
$ 263 $ 257 8 152§ 3.61) $ 154 $ 182§ 183 $ 2.19
Earnings per diluted common share(4):
Income (losses) from continuing
OPCIAUONS oo $ 217 $ 224 § 138§ (3.61) $ 121§ 140§ 150§ 1.87
Gain on discontinued operations........ 034 021 0.06 o 027 035 0.25 021
Earnings per diluted common
SRATC. $ 251 $ 245 $ 144 S (B61) $ 148§ 175§ 175§ 208
Dividends to common shareholders....... $ 027 $ 027 $ 027 $ 027 $ 027 $ 027 $ 027 $ 027
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2007 Fiscal Quarter 2006 Fiscal Quarter

First Second Third Fourth(1) First(2) Second(2) Third Fourth

(dollars in millions, except per share data)

BOOK VAlUE vt $ 3471 $ 3652 $ 3214 $ 2856 $ 2812 S 2997 S 3124 $  32.67

(1)  Results for the Company in the fourth quarter of fiscal 2007 included $9.4 billion in mortgage-related writedowns.

(2)  Results for the Company for the first two quarters of fiscal 2006 were adjusted (see Note 24).

(3) See Note 22 for a discussion of discontinued operations.

(4)  Summation of the quarters’ earnings per common share may not equal the annual amounts due to the averaging effect of the number of shares and share
equivalents throughout the year.

28. Subsequent Event.
China Investment Corporation Investment.

In December 2007, the Company sold Equity Units which include contracts to purchase Company common stock (see “Stock
Purchase Contracts” herein) to a wholly owned subsidiary of the CIC for approximately $5,579 million. CIC’s ownership in
the Company’s common stock, including the maximum number of shares of common stock to be received by CIC upon
settlement of the stock purchase contracts, will be 9.9% or less of the Company’s total shares outstanding based on the total
shares outstanding on November 30, 2007. CIC will be a passive financial investor and will have no special rights of
ownership nor a role in the management of the Company. A substantial portion of the investment proceeds will be treated as
Tier 1 capital for regulatory capital purposes.

Each stock purchase contract mandatorily settles in Company common stock at prices between $48.0700 and $57.6840. The
maximum number of shares to be issued upon settlement of the stock purchase contracts included in the Equity Units is
approximately 116,063,000. The stock purchase contracts settle for Company common stock on August 17, 2010, subject to
adjustment. Each Equity Unit will pay a fixed annual payment rate of 9% payable quarterly.

As described below, the Equity Units consist of interests in trust preferred securities issued by Morgan Stanley Capital Trust
A (“Series A Trust”), Morgan Stanley Capital Trust B (“Series B Trust”) or Morgan Stanley Capital Trust C (“Series C
Trust”) (each a “Morgan Stanley Trust” and, collectively, the “Trusts”) and stock purchase contracts issued by the Company.
The only assets held by the Series A Trust, Series B Trust and Series C Trust are junior subordinated debentures issued by the
Company.

Equity Units.
Each Equity Unit has a stated amount of $1,000 per unit consisting of:

(i) anundivided beneficial ownership interest in a trust preferred security of Series A Trust, Series B Trust or Series C
Trust with an initial liquidation amount of $1,000; and

(i)  astock purchase contract relating to the common stock, par value of $0.01 per share, of the Company.
Junior Subordinated Debentures Issued to Support Trust Common and Trust Preferred Securities.

In the first quarter of fiscal 2008, the Company issued junior subordinated debt securities due no later than February 17, 2042
for a total of $5,579,173,000 in exchange for $5,579,143,000 in aggregate proceeds from the sale of the trust preferred
securities by the Trusts and $30,000 in trust common securities issued equally by the Trusts. The Company elected to fair
value the junior subordinated debentures pursuant to SFAS No. 159. The common and trust preferred securities of the Trusts,
totaling approximately $5,579 million, represent undivided beneficial ownership interests in the assets of the Trusts, have no
stated maturity and must be redeemed upon the redemption or maturity of the corresponding series of junior subordinated
debt securities—the sole assets of the respective Trusts. The Series A Trust, Series B Trust and Series C Trust will make
quarterly distributions on the trust common and trust preferred securities at an annual rate of 6%.

The trust common securities, which are held by the Company, represent an interest in the Trusts and are recorded as an equity
method investment in the Company’s consolidated statement of financial condition. The Trusts are VIEs in accordance with
FIN 46R and the Company does not consolidate its interests in the Trusts as it is not the primary beneficiary of any of the
Trusts.
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The Company has directly guaranteed the repayment of the trust preferred securities to the holders thereof to the extent that
there are funds available in the Trusts. If the Company does not make payments on the junior subordinated debentures owned
by a Morgan Stanley Trust, such Morgan Stanley Trust will not be able to pay any amounts payable in respect of the trust
preferred securities issued by it and will not have funds legally available for that purpose. In that event, holders of such series
of trust preferred securities would not be able to rely upon the guarantee for payment of those amounts. The guarantee will
remain in place until the redemption price of all of the trust preferred securities is paid, the amounts payable with respect to
the trust preferred securities upon liquidation of the Morgan Stanley Trusts are paid or the junior subordinated debentures are
distributed to the holders of all the trust preferred securities. The trust preferred securities held by the Equity Unit holders are
pledged to the Company to collateralize the obligations of the Equity Unit holders under the related stock purchase contracts.
The Equity Unit holders may substitute certain zero-coupon treasury securities in place of the trust preferred securities as
collateral under the stock purchase contracts.

Stock Purchase Contracts.

Each stock purchase contract requires the holder to purchase, and the Company to sell, on the stock purchase date a number
of newly issued or treasury shares of the Company’s common stock, par value $0.01 per share, equal to the settlement rate.
The settlement rate at the respective stock purchase date will be calculated based on the arithmetic average of the volume-
weighted average prices of the common stock during a specified 20-day period ending three days immediately preceding the
applicable stock purchase date (“applicable market value”). If the applicable market value of the Company’s common stock
is less than the threshold appreciation price of $57.6840 but greater than $48.0700, the reference price, the settlement rate
will be a number of shares of the Company’s common stock equal to $1,000 divided by the applicable market value. If the
applicable market value is less than or equal to the reference price, the settlement rate will be the number of shares of the
Company’s common stock equal to $1,000 divided by the reference price. If the applicable market value is greater than or
equal to the threshold appreciation price, the settlement rate will be the number of shares of the Company’s common stock
equal to $1,000 divided by the threshold appreciation price. Accordingly, upon settlement in the aggregate, the Company will
receive proceeds of approximately $5,579 million and issue up to approximately 116,063,000 shares of its common stock.
The stock purchase contract may be settled early at the option of the holder at any time prior to the second business day
immediately preceding the beginning of the first remarketing period. However, upon early settlement, the holder will receive
the minimum settlement rate, subject to adjustment.

The initial quarterly distributions on the Series A, Series B and Series C trust preferred securities of 6%, combined with the
contract adjustment payments on the stock purchase contracts of 3%, result in the 9% yield on the Equity Units.

If the Company defers any of the contract adjustment payments on the stock purchase contracts, then it will accrue additional
amounts on the deferred amounts at the annual rate of 9% until paid, to the extent permitted by law.

The present value of the future contract adjustment payments due under the stock purchase contracts was approximately $400
million and was recorded in Other liabilities and accrued expenses with a corresponding decrease recorded in Shareholders’
equity in the Company’s consolidated statement of financial condition in the first quarter of fiscal 2008. The other liability
balance related to the stock purchase contracts will accrete over the term of the stock purchase contract using the effective
yield method with a corresponding charge to Interest expense. When the contract adjustment payments are made under the
stock purchase contracts, they will reduce the other liability balance.

Calculation of Impact on Average Diluted Common Shares Outstanding Prior to Settlement of Stock Purchase Contract.

Prior to the issuance of common stock upon settlement of the stock purchase contract, the impact of the Equity Units will be
reflected in the Company’s earnings per diluted common share using the treasury stock method, as defined by SFAS No. 128,
“Earnings Per Share.” Under the treasury stock method, the number of shares of common stock included in the calculation of
earnings per diluted common share will be calculated as the excess, if any, of the number of shares expected to be issued
upon settlement of the stock purchase contract based on the average market price for the last 20 days of the reporting period,
less the number of shares that could be purchased by the Company with the proceeds to be received upon settlement of the
contract at the average closing price for the reporting period.

Dilution of net income per share will occur (i) in reporting periods when the average closing price of common shares is over
$57.6840 per share or (ii) in reporting periods when the average closing price of common shares for a reporting period is
between $48.0700 and $57.6840 and is greater than the average market price for the last 20 days ending three days prior to
the end of such reporting period.

186



Upon settlement of the Stock Purchase Contract, the amount of common shares issued in settlement of the contract will be
included in the basic and diluted earnings per share calculation of weighted average common shares outstanding for the
reporting period.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure.

None.

Item 9A. Controls and Procedures.
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures.

Under the supervision and with the participation of our management, including our Chief Executive Officer and our Chief
Financial Officer, we conducted an evaluation of our disclosure controls and procedures, as such term is defined under
Exchange Act Rule 13a-15(e). Based on this evaluation, our Chief Executive Officer and our Chief Financial Officer
concluded that our disclosure controls and procedures were effective as of the end of the period covered by this annual report.

Management’s Report on Internal Control Over Financial Reporting.

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Morgan
Stanley’s internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles.

Our internal control over financial reporting includes those policies and procedures that:

+ Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of Morgan Stanley;

+ Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that our receipts and expenditures are
being made only in accordance with authorizations of Morgan Stanley’s management and directors; and

» Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of our assets that could have a material effect on our financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of Morgan Stanley’s internal control over financial reporting as of November 30,
2007. In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on management’s assessment and those
criteria, management believes that Morgan Stanley maintained effective internal control over financial reporting as of
November 30, 2007.

Morgan Stanley’s independent registered public accounting firm has audited and issued a report on Morgan Stanley’s internal
control over financial reporting, which appears below.

Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Morgan Stanley:

We have audited the internal control over financial reporting of Morgan Stanley and subsidiaries (the “Company”) as of
November 30, 2007, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting, included in the accompanying Management’s Report on Internal Control Over Financial Reporting. Our
responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.
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We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company’s
principal executive and principal financial officers, or persons performing similar functions, and effected by the company’s
board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company
are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected on
a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to future
periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
November 30, 2007, based on the criteria established in /nternal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated statement of financial condition of the Company as of November 30, 2007 and the related consolidated
statement of income, comprehensive income, cash flows and changes in shareholders’ equity for the year ended

November 30, 2007 and our report dated January 28, 2008 expressed an unqualified opinion on those financial statements
and includes an explanatory paragraph, in fiscal 2007, concerning the adoption of Statement of Financial Accounting
Standards No. 157, “Fair Value Measurement” and Statement of Financial Accounting Standards No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities—Including an amendment of FASB Statement No. 115” and, an
explanatory paragraph, in fiscal 2007, concerning the adoption of Statement of Financial Accounting Standards, No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements
No. 87, 88, 106, and 132(R).”

/s/ Deloitte & Touche LLP
New York, New York
January 28, 2008

Changes in Internal Control Over Financial Reporting.

No change in Morgan Stanley’s internal control over financial reporting (as such term is defined in Exchange Act Rule 13a-
15(f)) occurred during the fiscal quarter ended November 30, 2007 that materially affected, or is reasonably likely to
materially affect, Morgan Stanley’s internal control over financial reporting.

Item 9B. Other Information.

Not applicable.
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Part III

Item 10.  Directors, Executive Officers and Corporate Governance.

Information relating to Morgan Stanley’s directors and nominees under the following captions in Morgan Stanley’s Proxy
Statement is incorporated by reference herein.

* “Item 1—Election of Directors”
+ “Item 1—Election of Directors—Board Meetings and Committees”

Information relating to Morgan Stanley’s executive officers is contained in Part I, I[tem 1 of this report under “Executive
Officers of Morgan Stanley.”

Morgan Stanley’s Code of Ethics and Business Conduct applies to all directors, officers and employees, including its Chief
Executive Officer, its Chief Financial Officer and its Controller and Principal Accounting Officer. You can find our Code of
Ethics and Business Conduct on our internet site, www.morganstanley.com. We will post any amendments to the Code of
Ethics and Business Conduct, and any waivers that are required to be disclosed by the rules of either the SEC or the NYSE,
on our internet site.

Because Morgan Stanley’s common stock is listed on the NYSE, its Chief Executive Officer made his annual certification to
the NYSE on May 4, 2007 stating that he was not aware of any violation by Morgan Stanley of the NYSE’s corporate
governance listing standards. In addition, Morgan Stanley has filed, as exhibits to this Annual Report on Form 10-K, the
certifications of its Chief Executive Officer and Chief Financial Officer required under Section 302 of the Sarbanes-Oxley
Act of 2002 to be filed with the SEC regarding the quality of Morgan Stanley’s public disclosure.

Item 11.  Executive Compensation.

Information relating to director and executive officer compensation under the following captions in Morgan Stanley’s Proxy
Statement is incorporated by reference herein.

* “Item 1—Election of Directors—Director Compensation”

+ “Executive Compensation”
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Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters.

Equity Compensation Plan Information.

The following table provides information about stock options outstanding and shares of common stock available for
future awards under all of Morgan Stanley’s equity compensation plans as of November 30, 2007. Morgan Stanley has not
made any grants of common stock outside of its equity compensation plans.

(a) (b) (©)

Number of securities
remaining available for

Number of securities to be issued future issuance under
upon exercise of Weighted-average exercise equity compensation
outstanding options, warrants price of outstanding options, plans (excluding securities
and rights warrants and rights reflected in column (a))(1)
Plan Category
Equity compensation plans
approved by security holders
............................................ 1 18’130’600 $ 48.2201 149’206’247(2)
Equity compensation plans not
approved by security holders
............................................ _ _ 4’993’329(3)
Total..oooooveeeeeiiieeeeeeeeieeee, 1 18,130,600 $ 48.2201 154,199,576

(1)  This column does not include 11,694,388 shares available under the 401(k) Plan.
(2) Includes the following:
. 42,582,283 shares available under the Employee Stock Purchase Plan (ESPP). Pursuant to this plan, which is qualified under Section 423 of the Internal
Revenue Code, eligible employees may purchase shares of common stock at a discount to market price through regular payroll deduction.

. 100,000,000 shares available under the 2007 Equity Incentive Compensation Plan (EICP). Awards may consist of stock options, stock appreciation
rights, restricted stock, restricted stock units to be settled by the delivery of shares of common stock (or the value thereof), other awards that are valued
by reference to or otherwise based on the fair market value of common stock, and other equity-based or equity-related awards approved by the
Compensation, Management Development and Succession Committee.

. 5,621,592 shares available under the Employee Equity Accumulation Plan (EEAP). Awards may consist of stock options, stock appreciation rights,
restricted stock, restricted stock units to be settled by the delivery of shares of common stock (or the value thereof), other awards that are valued by
reference to or otherwise based on the fair market value of common stock, and other equity-based or equity-related awards approved by the
Compensation, Management Development and Succession Committee.

. 415,716 shares available under the Tax Deferred Equity Participation Plan (TDEPP). Awards consist of restricted stock units which are settled by the
delivery of shares of common stock.

. 586,656 shares available under the Directors’ Equity Capital Accumulation Plan (DECAP). This plan provides for periodic awards of shares of common
stock and stock units to non-employee directors and also allows non-employee directors to defer the fees they earn from services as a director in the form
of stock units.

(3) 22,957 shares available under the Branch Manager Compensation Plan (BMCP) and 4,970,372 shares available under the Financial Advisor and Investment
Representative Compensation Plan (FAIRCP). The material features of these plans are described below.

The material features of Morgan Stanley’s equity compensation plans that have not been approved by shareholders under
SEC rules (BMCP and FAIRCP) are described below. The following descriptions do not purport to be complete and are
qualified in their entirety by reference to the plan documents. All plans through which awards may currently be granted are
included as exhibits to this report.

BMCP. Branch managers are eligible to receive awards under BMCP. Awards under BMCP may consist of cash awards,
restricted stock and restricted stock units to be settled by the delivery of shares of common stock.

FAIRCP. Financial advisors and investment representatives are eligible to receive awards under FAIRCP. Awards under
FAIRCP may consist of cash awards, restricted stock and restricted stock units to be settled by the delivery of shares of
common stock.
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* % %

Other information relating to security ownership of certain beneficial owners and management is set forth under the caption
“Beneficial Ownership of Company Common Stock” in Morgan Stanley’s Proxy Statement and such information is
incorporated by reference herein.

Item 13.  Certain Relationships and Related Transactions, and Director Independence.

Information regarding certain relationships and related transactions under the following caption in Morgan Stanley’s Proxy
Statement is incorporated by reference herein.

e “Other Matters—Certain Transactions”
Item 14.  Principal Accountant Fees and Services.

Information regarding principal accountant fees and services under the following caption in Morgan Stanley’s Proxy
Statement is incorporated by reference herein.

+ “Item 2—Ratification of Appointment of Morgan Stanley’s Independent Auditor” (excluding the information under
the subheading “Audit Committee Report™)
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Part IV

Item 15.  Exhibits and Financial Statement Schedules.
Documents filed as part of this report.
» The financial statements required to be filed hereunder are listed on page S-1.
* The financial statement schedules required to be filed hereunder are listed on page S-1.

* An exhibit index has been filed as part of this report beginning on page E-1 and is incorporated herein by reference.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized, on January 28, 2008.

MORGAN STANLEY
(REGISTRANT)

By:/s/ Joun J. MACK

(John J. Mack)
Chairman of the Board and
Chief Executive Officer

Power of Attorney

We, the undersigned, hereby severally constitute Colm Kelleher, Gary G. Lynch, and Martin M. Cohen, and each of them
singly, our true and lawful attorneys with full power to them and each of them to sign for us, and in our names in the
capacities indicated below, any and all amendments to the Annual Report on Form 10-K filed with the Securities and
Exchange Commission, hereby ratifying and confirming our signatures as they may be signed by our said attorneys to any
and all amendments to said Annual Report on Form 10-K.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant and in the capacities indicated on the 28th day of January, 2008.

Signature Title

Js/ JoHN J. MACK Chairman of the Board and Chief Executive Officer
John J 'M o (Principal Executive Officer)
ohn J. Mac

Js/  CoLm KELLEHER Executive Vice President and Chief Financial Officer
(Colm Kelleher) (Principal Financial Officer)
olm Kelleher

Controller and Principal Accounting Officer
fs/ (I;AUIL(S'\:ZII:E? (Principal Accounting Officer)
aul C. Wi

/s/ Roy J. BosTock Director
(Roy J. Bostock)
/s/  ERSKINE B. BOWLES Director
(Erskine B. Bowles)
Director

/s/  HOWARD J. DAVIES
(Howard J. Davies)
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Signature

Title

/s/  C. ROBERT KIDDER Director
(C. Robert Kidder)
/s/ DONALD T. NICOLAISEN Director
(Donald T. Nicolaisen)
Signature Title
/s/  CHARLES H. NOsKI Director
(Charles H. Noski)
/s/  HUTHAM S. OLAYAN Director
(Hutham S. Olayan)
/s/  CHARLES E. PHILLIPS, JR. Director
(Charles E. Phillips, Jr.)
/s/ . GRIFFITH SEXTON Director
(O. Griffith Sexton)
/s/  LAURA D’ANDREA TYSON Director
(Laura D’Andrea Tyson)
Director

/s/  KLAUS ZUMWINKEL

(Klaus Zumwinkel)
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MORGAN STANLEY
INDEX TO FINANCIAL STATEMENTS AND
FINANCIAL STATEMENT SCHEDULES
ITEMS (15)(a)(1) AND (15)(a)(2)
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Consolidated Statements of Comprehensive Income for Fiscal 2007, Fiscal 2006 and Fiscal 2005 ....... 104
Consolidated Statements of Cash Flows for Fiscal 2007, Fiscal 2006 and Fiscal 2005 ..........ccccuvveee... 105
Consolidated Statements of Changes in Shareholders’ Equity for Fiscal 2007, Fiscal 2006 and Fiscal 2005 106
Notes to Consolidated Financial Statements..........c..cccvviiiiiiiiieiiiieeiiecieecree e e ereeeveeereeeveeeareeens 107
Financial Statement Schedules
Schedule [-—Condensed Financial Information of Morgan Stanley (Parent Company Only) at November 30,

2007 and November 30, 2006 and for each of the three fiscal years in the period ended November 30, 2007

------------------------------------------------------------------------------------------------------------------------------------------------------------ S_2 - S_6
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SCHEDULE I

MORGAN STANLEY
(Parent Company Only)

Condensed Statements of Financial Condition
(dollars in millions, except share data)

November 30, November 30,
2007 2006
Assets:
Cash and cash eqUIVAIENTS.........cccuerieriiiriieie ettt $ 10224 $ 6,879
Financial instruments OWNed...........coccoeeereeieniiniinieninenceeeeeene e 8,551 14,823
Securities purchased under agreement to resell with affiliate .............ccccveeveennen. 54.137 40353
Advances to SUDSIAIATIES .........ccueveuiriiieiiiieiiiceeeeeeete e 156,446 145,550
Investment in subsidiaries, at €QUILY .......cceoverierierienieiieeee e 34,946 36,966
OFRET ASSELS ...ttt 4,149 4,629
TOtAl ASSELS ....veueviriieeiirteicertet ettt $ 268453 $ 249,200
Liabilities and Shareholders’ Equity:
Commercial paper and other short-term borrowings............ceceeevereeereeeeneenne. $ 20615 $ 14,255
Financial instruments sold, not yet purchased............cocvevieirnienienieeeeee 253 9.359
Payables t0 SUDSIAIATIES. ......e.eeierieieie e 32,523 48,105
Other liabilities and accrued EXPENSES .......c.cecverueerureriierieeieeieeieseeeeee e 1,037 2.969
LoNg-term DOITOWINES. ......eeueierieitieitieie ettt ettt ettt e e eee 182,756 139,148
237,184 213,836
Commitments and contingencies
Shareholders’ equity:
Preferred STOCK ..ot 1,100 1,100
Common stock, $0.01 par value;
Shares authorized: 3,500,000,000 in 2007 and 2006;
Shares issued: 1,211,701,522 in 2007 and 2006;
Shares outstanding: 1,056,289,659 in 2007 and 1,048,877,006 in 2006.... 12 12
Paid-in Capital........ccceeiiiiiieieeecee e 1,902 2213
Retained Carnings ........c.eecvievirieiieiieiieie e seeeee sttt esbe e esae e sre e seeseenseenneees 38,045 41,422
EmPployee StOCK TSt ......ccuieiiiieiieiiee e 5,569 4315
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November 30, November 30,

2007 2006
Accumulated other comprehensive 10SS ........oovevviiiiiieniericieeeceeee e (199) (35)
Common stock held in treasury, at cost, $0.01 par value; 155,411,893 shares in 2007
and 162,824,546 shares in 2000 .........ccccveeiiuieeiieiieeeeeee e (9,591) (9,348)
Common stock issued to empPloyee trUSt........c.evvverieriieiieiieieeeereee e (5,569) (4,315)
Total shareholders’ equity .........ccceoererireririeieeee e 31,269 35,364
Total liabilities and shareholders’ eqUItY ........ccceererrierierierieeeeee e $ 268453 $ 249,200

See Notes to Condensed Financial Statements.
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SCHEDULE I

MORGAN STANLEY
(Parent Company Only)

Condensed Statements of Income and Comprehensive Income
(dollars in millions)

Fiscal Fiscal Fiscal
2007 2006 2005
Revenues:
Interest and dividends...........c.coeeveirenieinenieineneneeree e $ 9211 $ 6036 $ 3,698
Principal transactions ...........ccoceereeiieiierieniece et 613 (156) 159
OFRET....oviteieierteec ettt sttt ettt st ) 3 6
TOtAL TEVEIUCS........evenieiirteieterteteie sttt ettt ettt 9,822 5,883 3,863
Expenses:
INEEIESt EXPEIISE ...eeeeiniiiieeiite ettt et e ettt e e e et e e sttt e e e aeeeesenaeeeens 9,834 6,744 3,126
NOD-INLETESt EXPEIISES ....evveriereirriieireteeteeeie ettt ere e ene 427 146 106
TOtAl EXPEISES ..uvvenvieiieieerieiteeeeeeteesteeteebeesrestaesteesseeseessessaesseesseesseensenns 10,261 6,890 3232
(Loss) income before income tax benefit (provision) and equity in earnings of
SUDSIAIATIES . ..c.vevenriitetettet ettt ettt ettt et ettt sttt sa et ne e enes (439) (1,007) 631
Income tax benefit (PrOVISION).........ccvecuieiierierieriiereeseeeeeee et et e et eseeenaeseaessaeneeas 173 206 (143)
(Loss) income before equity in earnings of subsidiaries..........cccoceevvevriecriecienveneennenn (266) (711) 488
Equity in earnings of subsidiaries, net of tax (including a cumulative effect of
accounting change of $49 in fiscal 2005)......ccceceeririeirreirreireeese e 3,475 8,183 4451
INEE IICOINIC ...ttt $ 3209 $§ 7472 $ 4939
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment ..............ccceeeueeienieneeneecie e 65 104 (89)
Net change in cash flow hedges .........cooeriieiiniiiiieee e 19 53 (70)
Minimum pension liability adjustment.............cccvecvrevierierieenieenie e (40) ) 25
COMPIENENSIVE TNCOME. ... .eeetieiiieeiieeiieeiieeieeeteeeteeeteesteeeseesseeesseesseeesseesseesseens $ 3253 $ 7.627 $ 4805
N IICOINIC ...ttt $ 3209 § 7472 S 4939
Preferred stock dividend requIr€ments ............ccceveerieenieereeieeseeseesieeieereeereeeneseeennees $ 68 $ 19 § —
Earnings applicable to common shareholders............occeeoiriiieniienieieeeeeeeen $ 3,041 $ 7453 $ 4.939
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See Notes to Condensed Financial Statements.
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MORGAN STANLEY
(Parent Company Only)

Condensed Statements of Cash Flows
(dollars in millions)

Cash flows from operating activities:
NEEINCOME ...ttt
Adjustments to reconcile net income to net cash provided by operating activities:
Cumulative effect of accounting change of subsidiaries .......................
Compensation payable in common stock and stock options .................
Equity in subsidiaries’ earnings, net of dividends .........cc.ccocceveenencenn
Change in assets and liabilities:

Financial instruments owned, net of financial instruments sold, not yet
PUICHASEA. ...eeouieeeiiieeiieeite ettt te et sre et e e e e tbeessbeeaseennneenens

(01 4 1S g Ty 1 - SR

Other liabilities and accrued eXpenses ..........cceeceeeereerieneeneeee e
Net cash (used in) provided by operating activities .........c..cecceveecverueruennene

Cash flows from investing activities:
Advances to and investments in SUbSIAIArIES ...........coovvevvveieeeeeiiiiieieeeeennn.

Securities purchased under agreement to resell with affiliate ...................
Net cash used for investing activities..........ceeeveeeeeeeenienieneeneeeeee.

Cash flows from financing activities:
Net proceeds from (payments for) short-term borrowings..............c...c......
MSCI Inc. initial public Offering..........cccevvevierieeierieriereere e
Tax benefits associated with stock-based awards...........cccceevvriiriercnnnenne.
Net proceeds from:
Issuance of preferred StoCK.........coviveiiriiniiiieieeeeeee e
Issuance of common StOCK ........cccooouiiiiriiniiiieieee e

Issuance of long-term DOITOWINGS ........cccverveeriieriieieeiesiiereerie e seeseeeeeene
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Fiscal Fiscal Fiscal
2007 2006 2005
$ 3209 $ 7472 $ 4,939
— — (49)
1,941 1,955 836
3,500 (6,345) 1,269
(2,625) (1,857) 554
6,346 7,091 (4,123)
(23,855) 10,064 1,255
(11,484) 18,380 4,681
(12,376)  (32,837) 1,044
(13,784)  (16,055)  (14,297)
(26,160)  (48,892)  (13,253)
6,360 (3,375  (11,179)
265 — —
281 144 355
— 1,097 —
927 643 327
60,651 44,009 31,304



Fiscal Fiscal Fiscal

2007 2006 2005
Payments for:
Repurchases of common StOCK..........oceevieriiiieiieeeieeeee e (3,753) (3,376) (3,693)
Repayments of long-term bOIrOWINGS .........cecveveieriirenenieieieieie e (22,523) (14,363) (14,579)
Cash divIdends ..........ccccvviviininiiicee e (1219) (1,167) (1,180)
Net cash provided by financing activities...........ccevveerueeeververeenneenn. 40,989 23.612 1355
Net increase (decrease) in cash and cash equivalents...........cceevveeeeeierienieenennen. 3,345 (6,900) (7,217)
Cash and cash equivalents, at beginning of period ..........c.ccccevevevverieivecieniennnnns 6,879 13,779 20,996
Cash and cash equivalents, at end of period ..........ccceeevieviirienienierieeeie e, $ 10224 $ 6879 $ 13,779

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash payments for interest were $8,590 million, $6,230 million and $2,928 million for fiscal 2007, fiscal 2006 and fiscal
2005, respectively.

Cash payments for income taxes were $847 million, $1,517 million and $867 million for fiscal 2007, fiscal 2006 and fiscal
2005, respectively.

See Notes to Condensed Financial Statements.
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MORGAN STANLEY
(Parent Company Only)

NOTES TO CONDENSED FINANCIAL STATEMENTS
1. Introduction and Basis of Presentation.

Basis of Financial Information. The accompanying condensed financial statements (the “Parent Company Financial
Statements”), including the notes thereto, should be read in conjunction with the consolidated financial statements of Morgan
Stanley (the “Company”) and the notes thereto found on pages 101 to 181 in this Form 10-K.

The Parent Company Financial Statements for the 12 months ended November 30, 2007 (“fiscal 2007”"), November 30, 2006
(“fiscal 2006”) and November 30, 2005 (“fiscal 2005”) are prepared in accordance with accounting principles generally
accepted in the U.S., which require the Company to make estimates and assumptions regarding valuations of certain financial
instruments, the potential outcome of litigation and other matters that affect the Parent Company Financial Statements and
related disclosures. The Company believes that the estimates utilized in the preparation of the Parent Company Financial
Statements are prudent and reasonable. Actual results could differ materially from these estimates.

2. Transactions with Subsidiaries.

The Company has transactions with its consolidated subsidiaries determined on an agreed-upon basis and has guaranteed
certain unsecured lines of credit and contractual obligations of certain of its consolidated subsidiaries.

The Company received cash dividends from its consolidated subsidiaries totaling $6,975 million, $1,838 million and $5,720
million in fiscal 2007, fiscal 2006 and fiscal 2005, respectively.

3. Guarantees.

In the normal course of its business, the Company guarantees certain of its subsidiaries’ obligations under derivative and
other financial arrangements. The Company records all derivative contracts and Financial instruments owned and Financial
instruments sold, not yet purchased at fair value on its consolidated statements of financial condition. For a discussion of the
Company’s risk management activities, see Note 6 to the Company’s consolidated financial statements.

The Company also, in the normal course of its business, provides standard indemnities to counterparties on behalf of its
subsidiaries for taxes, including U.S. and foreign withholding taxes, on interest and other payments made on derivatives,
securities and stock lending transactions and certain annuity products. These indemnity payments could be required based on
a change in the tax laws or change in interpretation of applicable tax rulings. Certain contracts contain provisions that enable
the Company to terminate the agreement upon the occurrence of such events. The maximum potential amount of future
payments that the Company could be required to make under these indemnifications cannot be estimated. The Company has
not recorded any contingent liability in the condensed financial statements for these indemnifications and believes that the
occurrence of any events that would trigger payments under these contracts is remote.

The Company has issued guarantees on behalf of its subsidiaries to various U.S. and non-U.S. exchanges and clearinghouses
that trade and clear securities and/or futures contracts. Under these guarantee arrangements, the Company may be required to
pay the financial obligations of its subsidiaries related to business transacted on or with the exchanges and clearinghouses in
the event of a subsidiary’s default on its obligations to the exchange or the clearinghouse. The Company has not recorded any
contingent liability in the condensed financial statements for these arrangements and believes that any potential requirements
to make payments under these arrangements is remote.

The Company guarantees certain debt instruments and warrants issued by subsidiaries. The debt instruments totaled $11.8
billion and the warrants totaled $0.1 billion at November 30, 2007. In connection with subsidiary lease obligations, the
Company has issued guarantees to various lessors. At November 30, 2007, the Company had $2.2 billion outstanding under
subsidiary lease obligations, primarily in the United Kingdom.

4. Commitments and Contingencies.

For a discussion of the Company’s commitments and contingencies, see Note 15 to the Company’s consolidated financial
statements.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of Morgan Stanley:

We have audited the consolidated financial statements of Morgan Stanley and subsidiaries (the “Company”) as of
November 30, 2007 and 2006, and for each of the three years in the period ended November 30, 2007 and the effectiveness of
the Company’s internal control over financial reporting as of November 30, 2007, and have issued our reports thereon dated
January 28, 2008 (such report on the consolidated financial statements expresses an unqualified opinion and includes an
explanatory paragraph, in fiscal 2005, concerning the adoption of Statement of Financial Accounting Standards No. 123(R),
“Share-Based Payment” (“SFAS No. 123(R)”) and, effective December 1, 2005, the change in accounting policy for
recognition of equity awards granted to retirement-eligible employees and, an explanatory paragraph, in fiscal 2006,
concerning the application of Staff Accounting Bulletin No. 108 “Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in the Current Year Financial Statements” (“SAB No. 108”) and, an explanatory paragraph, in
fiscal 2007, concerning the adoption of Statement of Financial Accounting Standards No. 157, “Fair Value Measurement”
(“SFAS No. 157”) and Statement of Financial Accounting Standards No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities—Including an amendment of FASB Statement No. 115” (“SFAS No. 159”) and, an explanatory
paragraph, in fiscal 2007, concerning the adoption of Statement of Financial Accounting Standards No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88,
106, and 132(R)”); such consolidated financial statements and reports are included in this 2007 Annual Report on Form 10-
K. Our audits also included Schedule I listed in the Index to Financial Statements and Financial Statement Schedules. This
financial statement schedule is the responsibility of the Company’s management. Our responsibility is to express an opinion
based on our audits. In our opinion, such financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

In fiscal 2005, the Company adopted SFAS No. 123(R).

In fiscal 2006, the Company changed its accounting policy for recognition of equity awards granted to retirement eligible
employees and the Company elected application of SAB No. 108.

In fiscal 2007, the Company adopted SFAS No. 157, SFAS No. 158 and SFAS No. 159.

/s/ Deloitte & Touche LLP
New York, New York
January 28, 2008
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

EXHIBITS TO FORM 10-K

For the fiscal year ended November 30, 2007
Commission File No. 1-11758

Morgan Stanley
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Exhibit Index

Certain of the following exhibits, as indicated parenthetically, were previously filed as exhibits to registration statements filed
by Morgan Stanley or its predecessor companies under the Securities Act or to reports or registration statements filed by
Morgan Stanley or its predecessor companies under the Exchange Act, respectively, and are hereby incorporated by reference
to such statements or reports. Morgan Stanley’s Exchange Act file number is 1-11758. The Exchange Act file number of
Morgan Stanley Group Inc., a predecessor company (“MSG™), was 1-9085.'

Exhibit

No. Description

3.1 Amended and Restated Certificate of Incorporation of Morgan Stanley, as amended to date (Exhibit 3 to Morgan
Stanley’s Quarterly Report on Form 10-Q for the quarter ended February 28, 2007).

3.2 Certificate of Elimination of the 8.03% Cumulative Preferred Stock dated as of March 23, 2007 (Exhibit 3 to
Morgan Stanley’s Current Report on Form 8-K dated March 23, 2007).

3.3 By-Laws of Morgan Stanley, as amended to date (Exhibit 3 to Morgan Stanley’s Current Report on Form 8-K
dated June 19, 2007).

4.1 Indenture dated as of February 24, 1993 between Morgan Stanley and The Bank of New York, as trustee
(Exhibit 4 to Morgan Stanley’s Registration Statement on Form S-3 (No. 33-57202)).

4.2 Amended and Restated Senior Indenture dated as of May 1, 1999 between Morgan Stanley and The Bank of

New York, as trustee (Exhibit 4-e to Morgan Stanley’s Registration Statement on Form S-3/A (No. 333-
75289)).

4.3*Fourth Supplemental Senior Indenture dated as of October 8, 2007 between Morgan Stanley and The Bank of

4.4

New York as trustee (Supplemental to Amended and Restated Senior Indenture dated as of May 1, 1999).

Senior Indenture dated as of November 1, 2004 between Morgan Stanley and The Bank of New York, as trustee
(Exhibit 4-f to Morgan Stanley’s Registration Statement on Form S-3/A (No. 333-117752)).

4.5*First Supplemental Senior Indenture dated as of September 4, 2007 between Morgan Stanley and The Bank of

4.6

4.7

New York, as trustee (Supplemental to Senior Indenture dated as of November 1, 2004).

Second Supplemental Senior Indenture dated as of January 4, 2008 between Morgan Stanley and The Bank of
New York, as trustee (Exhibit 4.1 to Morgan Stanley Current Report on Form 8-K dated January 4, 2008).

Amended and Restated Subordinated Indenture dated as of May 1, 1999 between Morgan Stanley and The Bank
of New York, as trustee (Exhibit 4-f to Morgan Stanley’s Registration Statement on Form S-3/A (No. 333-
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Exhibit

No.
Description

75289)).

4.8 Subordinated Indenture dated as of October 1, 2004 between Morgan Stanley and The Bank of New York, as
trustee (Exhibit 4-g to Morgan Stanley’s Registration Statement on Form S-3/A (No. 333-117752)).

4.9 Junior Subordinated Indenture dated as of March 1, 1998 between Morgan Stanley and The Bank of New York,
as trustee (Exhibit 4.1 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended February 28,
1998).

)

For purposes of this Exhibit Index, references to “The Bank of New York™ mean in some instances the entity successor
to JPMorgan Chase Bank, N.A. or J.P. Morgan Trust Company, National Association; references to “JPMorgan Chase
Bank, N.A.” mean the entity formerly known as The Chase Manhattan Bank, in some instances as the successor to
Chemical Bank; references to “J.P. Morgan Trust Company, N.A.” mean the entity formerly known as Bank One Trust
Company, N.A., as successor to The First National Bank of Chicago.

Exhibit

No.

Description

4.10 Junior Subordinated Indenture dated as of October 1, 2004 between Morgan Stanley and The Bank of New York,
as trustee (Exhibit 4-ww to Morgan Stanley’s Registration Statement on Form S-3/A (No. 333-117752)).

4.11 Junior Subordinated Indenture dated as of October 12, 2006 between Morgan Stanley and The Bank of New
York, as trustee (Exhibit 4.1 to Morgan Stanley’s Current Report on Form 8-K dated October 12, 2006).

4.12 Certificate representing the Series A Preferred Stock (Exhibit 4.2 to Morgan Stanley’s Quarterly Report on Form
10-Q for the quarter ended May 31, 2006).

4.13 Deposit Agreement dated as of July 6, 2006 among Morgan Stanley, JPMorgan Chase Bank, N.A. and the
holders from time to time of the depositary receipts described therein (Exhibit 4.3 to Morgan Stanley’s Quarterly
Report on Form 10-Q for the quarter ended May 31, 2006).

4.14 Depositary Receipt for Depositary Shares, representing Floating Rate Non-Cumulative Preferred Stock, Series A
(included in Exhibit 4.13 hereto).

4.15 Amended and Restated Trust Agreement of Morgan Stanley Capital Trust III dated as of February 27, 2003
among Morgan Stanley, as depositor, The Bank of New York, as property trustee, The Bank of New York
(Delaware), as Delaware trustee, and the administrators named therein (Exhibit 4 to Morgan Stanley’s Quarterly
Report on Form 10-Q for the quarter ended February 28, 2003).

206



4.16 Amended and Restated Trust Agreement of Morgan Stanley Capital Trust IV dated as of April 21, 2003 among
Morgan Stanley, as depositor, The Bank of New York, as property trustee, The Bank of New York (Delaware),
as Delaware Trustee and the administrators named therein (Exhibit 4 to Morgan Stanley’s Quarterly Report on
Form 10-Q for the quarter ended May 31, 2003).

4.17 Amended and Restated Trust Agreement of Morgan Stanley Capital Trust V dated as of July 16, 2003 among
Morgan Stanley, as depositor, The Bank of New York, as property trustee, The Bank of New York (Delaware),
as Delaware trustee and the administrators named therein (Exhibit 4 to Morgan Stanley’s Quarterly Report on
Form 10-Q for the quarter ended August 31, 2003).

4.18 Amended and Restated Trust Agreement of Morgan Stanley Capital Trust VI dated as of January 26, 2006
among Morgan Stanley, as depositor, The Bank of New York, as property trustee, The Bank of New York
(Delaware), as Delaware trustee and the administrators named therein (Exhibit 4 to Morgan Stanley’s Quarterly
Report on Form 10-Q for the quarter ended February 28, 2006).

4.19 Amended and Restated Trust Agreement of Morgan Stanley Capital Trust VII dated as of October 12, 2006
among Morgan Stanley, as depositor, The Bank of New York, as property trustee, The Bank of New York
(Delaware), as Delaware trustee and the administrators named therein (Exhibit 4.3 to Morgan Stanley’s Current
Report on Form 8-K dated October 12, 2006).

4.20 Amended and Restated Trust Agreement of Morgan Stanley Capital Trust VIII dated as of April 26, 2007 among
Morgan Stanley, as depositor, The Bank of New York, as property trustee, The Bank of New York (Delaware),
as Delaware trustee and the administrators named therein (Exhibit 4.3 to Morgan Stanley’s Current Report on
Form 8-K dated April 26, 2007).

4.21 Instruments defining the Rights of Security Holders, Including Indentures—Except as set forth in Exhibits 4.1
through 4.20 above, the instruments defining the rights of holders of long-term debt securities of Morgan Stanley
and its subsidiaries are omitted pursuant to Section (b)(4)(iii) of Item 601 of Regulation S-K. Morgan Stanley
hereby agrees to furnish copies of these instruments to the SEC upon request.

10.1 Amended and Restated Trust Agreement dated as of November 30, 2000 between Morgan Stanley and State
Street Bank and Trust Company (Exhibit T to Amendment No. 5 to the Schedule 13D dated as of November 30,
2000 filed by certain senior officers of Morgan Stanley) as amended by Amendment No. 1 dated as of November
30, 2000 between Morgan Stanley and State Street Bank and Trust Company, effective January 1, 2002 (Exhibit
10.10 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30, 2001),
Amendment No. 2 dated as of November 30, 2000 between Morgan Stanley and State

Exhibit
No.

Description

Street Bank and Trust Company, effective January 1, 2003 (Exhibit 10.12 to Morgan Stanley’s Annual Report on
Form 10-K for the fiscal year ended November 30, 2002), Amendment No. 3 dated as of November 30, 2000
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10.2

10.3

10.4+

10.57

between Morgan Stanley and State Street Bank and Trust Company, effective September 15, 2003 (Exhibit 10.11
to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30, 2003), Amendment
No. 4 dated as of March 21, 2006 between Morgan Stanley and State Street Bank and Trust Company (Exhibit
10.1 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended February 28, 2006) and
Amendment No. 5 dated as of June 25, 2007 between Morgan Stanley and State Street Bank and Trust Company
(Exhibit 10.1 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended August 31, 2007).

Separation and Distribution Agreement dated as of June 29, 2007 by and between Morgan Stanley and Discover
Financial Services (Exhibit 10 to Morgan Stanley’s Current Report on Form 8-K dated June 29, 2007).

Securities Purchase Agreement dated as of December 19, 2007 between Morgan Stanley and Best Investment
Corporation, a wholly owned subsidiary of China Investment Corporation (Exhibit 10.1 to Morgan Stanley’s
Current Report on Form 8-K dated December 19, 2007).

Omnibus Equity Incentive Plan (Exhibit 4.1 to Morgan Stanley’s Registration Statement on Form S-8 (No. 33-
63024)).

Morgan Stanley 401(k) Plan (f/k/a the Morgan Stanley DPSP/START Plan) amended and restated effective as of
October 1, 2002 (Exhibit 10.17 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended
November 30, 2002) as amended by Amendment (Exhibit 10.18 to Morgan Stanley’s Annual Report on Form 10-
K for the fiscal year ended November 30, 2002), Amendment (Exhibit 10.18 to Morgan Stanley’s Annual Report
on Form 10-K for the fiscal year ended November 30, 2003), Amendment (Exhibit 10.19 to Morgan Stanley’s
Annual Report on Form 10-K for the fiscal year ended November 30, 2003), Amendment (Exhibit 10 to Morgan
Stanley’s Quarterly Report on Form 10-Q for the quarter ended May 31, 2004), Amendment (Exhibit 10.16 to
Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30, 2004), Amendment
(Exhibit 10.1 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended February 28, 2005),
Amendment (Exhibit 10.2 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended February
28, 2005), Amendment (Exhibit 10.1 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended
May 31, 2005), Amendment (Exhibit 10.8 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year
ended November 30, 2005), Amendment (Exhibit 10 to Morgan Stanley’s Quarterly Report on Form 10-Q for the
quarter ended February 28, 2007) and Amendment (Exhibit 10.2 to Morgan Stanley’s Quarterly Report on Form
10-Q for the quarter ended August 31, 2007).

10.67* Amendment to Morgan Stanley 401(k) Plan, dated as of November 20, 2007.

10.77

10.8+

1993 Stock Plan for Non-Employee Directors (Exhibit 4.3 to Morgan Stanley’s Registration Statement on Form
S-8 (No. 33-63024)) as amended by Amendment (Exhibit 10.37 to Morgan Stanley’s Annual Report on Form 10-
K for the fiscal year ended December 31, 1993) and Amendment (Exhibit 10.4 to Morgan Stanley Quarterly
Report on Form 10-Q for the quarter ended May 31, 2007).

1994 Omnibus Equity Plan as amended and restated (Exhibit 10.23 to Morgan Stanley’s Annual Report on Form
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10-K for the fiscal year ended November 30, 2003) as amended by Amendment (Exhibit 10.11 to Morgan
Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30, 2006).

10.97* Tax Deferred Equity Participation Plan as amended and restated as of November 26, 2007.

10.101 Directors’ Equity Capital Accumulation Plan as amended through March 19, 2007 (Exhibit 10.2 to Morgan
Stanley’s Quarterly Report on Form 10-Q for the quarter ended May 31, 2007).

Exhibit
No.
Description
10.117 Select Employees’ Capital Accumulation Program (Exhibit 10.2 to Morgan Stanley’s Quarterly Report on Form

10-Q for the quarter ended February 29, 2004).

10.12*Employees’ Equity Accumulation Plan as amended and restated as of November 26, 2007.

10.137

10.14%

10.15%

10.16%

Employee Stock Purchase Plan amended as of November 27, 2006 (Exhibit 10.16 to Morgan Stanley’s Current
Report on Form 10-K for the fiscal year ended November 30, 2006) as amended by Amendment (Exhibit 10.3
to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended August 31, 2007).

Form of Agreement under the Morgan Stanley & Co. Incorporated Owners’ and Select Earners’ Plan (Exhibit
10.1 to MSG’s Annual Report on Form 10-K for the fiscal year ended January 31, 1993).

Form of Agreement under the Officers’ and Select Earners’ Plan (Exhibit 10.2 to MSG’s Annual Report on
Form 10-K for the fiscal year ended January 31, 1993).

Morgan Stanley & Co. Incorporated Excess Benefit Plan (Exhibit 10.31 to Morgan Stanley’s Annual Report on
Form 10-K for the fiscal year ended November 30, 1998) as amended by Amendment (Exhibit 10.32 to Morgan
Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30, 2000), Amendment (Exhibit
10.2 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended August 31, 2002), Amendment
(Exhibit 10.32 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30,
2002), Amendment (Exhibit 10.34 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended
November 30, 2003), Amendment (Exhibit 10.33 to Morgan Stanley’s Annual Report on Form 10-K for the
fiscal year ended November 30, 2004) and Amendment (Exhibit 10.20 to Morgan Stanley’s Annual Report on
Form 10-K for the fiscal year ended November 30, 2005).

10.17* Amendment to Morgan Stanley & Co. Incorporated Excess Benefit Plan, dated as of November 20, 2007.

10.187

Supplemental Executive Retirement Plan (Exhibit 10.32 to Morgan Stanley’s Annual Report on Form 10-K for
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the fiscal year ended November 30, 1998) as amended by Amendment (Exhibit 10.37 to Morgan Stanley’s
Annual Report on Form 10-K for the fiscal year ended November 30, 1999), Amendment (Exhibit 10.35 to
Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30, 2000), Amendment
(Exhibit 10.3 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter ended August 31, 2002),
Amendment (Exhibit 10.37 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended
November 30, 2002), Amendment (Exhibit 10.40 to Morgan Stanley’s Annual Report on Form 10-K for the
fiscal year ended November 30, 2003) and Amendment (Exhibit 10.22 to Morgan Stanley’s Annual Report on
Form 10-K for the fiscal year ended November 30, 2005).

10.191* Amendment to Supplemental Executive Retirement Plan, dated as of November 20, 2007.

10.201 1988 Equity Incentive Compensation Plan as amended (Exhibit 10.12 to MSG’s Annual Report on Form 10-K
for fiscal year ended January 31, 1993) as amended by Amendment (Exhibit 10.22 to Morgan Stanley’s Annual
Report on Form 10-K for the fiscal year ended November 30, 2006).

10.217 1995 Equity Incentive Compensation Plan (Annex A to MSG’s Proxy Statement for its 1996 Annual Meeting of
Stockholders) as amended by Amendment (Exhibit 10.39 to Morgan Stanley’s Annual Report on Form 10-K for
the fiscal year ended November 30, 2000), Amendment (Exhibit 10.5 to Morgan Stanley’s Quarterly Report on
Form 10-Q for the quarter ended August 31, 2005), Amendment (Exhibit 10.3 to Morgan Stanley’s Quarterly
Report on Form 10-Q for the quarter ended February 28, 2006) and Amendment (Exhibit 10.24 to Morgan
Stanley’s Annual Report on Form 10-K for the fiscal year ended November 30, 2006).

10.229* Amendment to 1995 Equity Incentive Compensation Plan, dated as of November 26, 2007.

10.23% Form of Equity Incentive Compensation Plan Award Certificate (Exhibit 10.1 to Morgan Stanley’s Quarterly
Report on Form 10-Q for the quarter ended August 31, 2004).

Exhibit
No.

Description

10.24% Form of Equity Incentive Compensation Plan Award Certificate (Exhibit 10.10 to Morgan Stanley’s Quarterly
Report on Form 10-Q for the quarter ended August 31, 2005).

10.25F Form of Chief Executive Officer Equity Award Certificate for Discretionary Retention Award of Stock Units
under the EICP (Exhibit 10.2 to Morgan Stanley’s Current Report on Form 8-K dated December 12, 2005).

10.267 Form of Chief Executive Officer Equity Award Certificate for Discretionary Retention Award of Stock Units
and Stock Options (Exhibit 10.28 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended
November 30, 2006).
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10.27f Form of Management Committee Award Certificate for Discretionary Retention Award of Stock Units under the
EICP (Exhibit 10.3 to Morgan Stanley’s Current Report on Form 8-K dated December 12, 2005).

10.28% Form of Management Committee Equity Award Certificate for Discretionary Retention Award of Stock Units
and Stock Options (Exhibit 10.30 to Morgan Stanley’s Annual Report on Form 10-K for the fiscal year ended
November 30, 2006).

10.29F 1988 Capital Accumulation Plan as amended (Exhibit 10.13 to MSG’s Annual Report on Form 10-K for the
fiscal year ended January 31, 1993).

10.30F Form of Deferred Compensation Agreement under the Pre-Tax Incentive Program (Exhibit 10.12 to MSG’s
Annual Report on Form 10-K for the fiscal year ended January 31, 1994).

10.31% Form of Deferred Compensation Agreement under the Pre-Tax Incentive Program 2 (Exhibit 10.12 to MSG’s
Annual Report for the fiscal year ended November 30, 1996).

10.32% Key Employee Private Equity Recognition Plan (Exhibit 10.43 to Morgan Stanley’s Annual Report on Form 10-
K for the fiscal year ended November 30, 2000).

10.33*Morgan Stanley Branch Manager Compensation Plan as amended and restated as of November 26, 2007.

10.341*Morgan Stanley Financial Advisor and Investment Representative Compensation Plan as amended and restated
as of November 26, 2007.

10.35F Morgan Stanley UK Share Ownership Plan (Exhibit 4.1 to Morgan Stanley’s Registration Statement on Form S-
8 (No. 333-146954)).

10.367 Amended and Restated Employment Agreement dated as of September 20, 2005 between Morgan Stanley and
Mr. John J. Mack (Exhibit 10 to Morgan Stanley’s Current Report on Form 8-K dated September 19, 2005) as
amended by Amendment dated December 13, 2005 (Exhibit 10.1 to Morgan Stanley’s Current Report on Form
8-K dated December 12, 2005) and Amendment dated February 14, 2006 (Exhibit 10.4 to Morgan Stanley’s
Quarterly Report on Form 10-Q for the quarter ended February 28, 2006).

10.37 Form of Restrictive Covenant Agreement (Exhibit 10 to Morgan Stanley’s Current Report on Form 8-K dated
November 22, 2005).

10.387 Morgan Stanley Performance Formula and Provisions (Exhibit 10.3 to Morgan Stanley’s Quarterly Report on
Form 10-Q for the quarter ended May 31, 2006).
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10.39§*2007 Equity Incentive Compensation Plan as amended and restated as of November 26, 2007.

10.401 Morgan Stanley 2007 Notional Leveraged Co-Investment Plan (Exhibit 10.1 to Morgan Stanley’s Quarterly
Report on Form 10-Q for the quarter ended May 31, 2007).

10.417*Governmental Service Amendment to Outstanding Stock Option and Stock Unit Awards (replacing and
superseding in its entirety Exhibit 10.3 to Morgan Stanley’s Quarterly Report on Form 10-Q for the quarter
ended May 31, 2007).

Exhibit
No.

Description

11 Statement Re: Computation of Earnings Per Common Share (The calculation of per share earnings is in Part II,
Item 8, Note 10 to the Consolidated Financial Statements (Earnings per Share) and is omitted in accordance with
Section (b)(11) of Item 601 of Regulation S-K).

12*  Statement Re: Computation of Ratio of Earnings to Fixed Charges and Computation of Ratio of Earnings to Fixed
Charges and Preferred Stock Dividends.

21*  Subsidiaries of Morgan Stanley.

23.1* Consent of Deloitte & Touche LLP.

24 Powers of Attorney (included on signature page).

31.1**Rule 13a-14(a) Certification of Chief Executive Officer.

31.2**Rule 13a-14(a) Certification of Chief Financial Officer.

32.1**Section 1350 Certification of Chief Executive Officer.

32.2**Section 1350 Certification of Chief Financial Officer.

* Filed herewith.

**  Furnished herewith.

i Management contract or compensatory plan or arrangement required to be filed as an exhibit to this Form 10-K
pursuant to Item 15(b).
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