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LETTER TO SHAREHOLDERS

DEAR FELLOW SHAREHOLDERS:

The global financial crisis has had a profound and lasting impact on Morgan Stanley and
every institution in our industry. Governments, seeking to restore economic equilibrium
and reduce systemic risk, have raised capital standards and redrawn the regulatory
boundaries determining what business activities are allowed and how they are to be
conducted. At the same time, our society-at-large has an undiminished need for the core

services we provide: the formation, distribution and management of capital.

Morgan Stanley anticipated many of the changes affecting financial services firms,
seizing the strategic imperative to fundamentally change our business model. Forging
the Morgan Stanley Smith Barney joint venture in 2009 was key to transforming

our revenue profile. We also reduced risks in our institutional businesses by exiting
proprietary trading and refocusing on the needs of clients. In addition, we meaningfully
strengthened capital and liquidity. Today, the groundwork is in place for us to deliver

stronger, more sustainable returns.

For the full year, Morgan Stanley reported net revenues of $32.4 billion and earnings from
continuing operations applicable to shareholders of $4.2 billion, or $1.26 per diluted
share. These results fell short of expectations, reflecting muted market activity and the
negative impacts associated with two significant actions to further strengthen our financial
foundation. Nevertheless, Morgan Stanley ended 2011 in a much better position than
where we started with the Firm’s common equity and liquidity at the highest levels of our

history. We also made significant progress toward our business objectives.

Against the backdrop of the European sovereign debt crisis and fiscal policy gridlock in
the U.S., the Firm outperformed peers in our core businesses, gaining market share across
Institutional Securities and attracting significant client asset flows into Global Wealth
Management and Asset Management. We also remain focused on expense management
across the Firm, with the Office of Reengineering on track to realize $1.4 billion in annual

run rate cost savings by 2014.

The investments we have made in our people and building out our businesses are yielding
results. I am grateful to the men and women of Morgan Stanley for their dedication and
continued commitment to serving clients. Clients tell me they are eager to hear from

us and our relationships have never been more productive as our talented professionals
helped navigate a volatile environment. I am confident that our strategy, less burdened by

legacy issues, will deliver for both clients and shareholders.

Institutional Securities: Refocused on Clients and Building on Strength

We have remade our institutional businesses to reduce risk and reemphasize clients,
investing to enhance our leadership positions in Investment Banking, build out our client
flow businesses in Sales and Trading and restore the prominence of our Research group.
Investment Banking is now unambiguously #1 or #2 in M&A and Equity Underwriting.
In 2011, the Firm ranked #1 in completed M&A, advising on eight of the top 10
transactions. We continue to be the underwriter of choice for equity offerings and initial
public offerings and led the largest U.S. equity offering and largest global IPO of the
year. Additionally, we raised critical strategic debt capital for corporates and financial

institutions and established a leading market position in acquisition finance.

Equity sales and trading surged, driven by market share gains in cash, financing and
derivatives across all regions, while our largest global peers experienced relatively flat

or declining revenues. Investment in Morgan Stanley Electronic Trading (MSET) also
contributed to positive results. Excluding the positive impact of changes in Morgan
Stanley’s debt-related credit spreads (“DVA”) and the MBIA settlement loss, Fixed Income
sales and trading delivered among the best revenue performances relative to peers while

transitioning to more stable flow businesses in rates and currencies.

We see opportunities to expand wallet share with existing clients in addition to serving
smaller companies. Investment in our global network is providing cross-border opportunities
serving multinational corporations doing business in emerging markets. For example,

in June we announced the launch of our China securities joint venture, Morgan Stanley
Huaxin Securities Company Limited. In addition, in November we reached an agreement
subject to regulatory approval to launch an equities business in Indonesia, a country we

see as a strategic priority as Southeast Asia’s largest economy with one of the region’s most

dynamic financial markets.
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LETTER TO SHAREHOLDERS

Wealth Management and Asset Management: Scale and Synergies

Creating a leading wealth management platform through Morgan Stanley

Smith Barney provides a stable source of revenues with low capital intensity that
balances our Institutional Securities franchise. Importantly, we are able to leverage
best-in-class origination with unrivaled distribution power to provide a wide range of

opportunities to clients.

Global Wealth Management saw global fee-based asset flows of $43 billion in 2011 —
the highest since the inception of Morgan Stanley Smith Barney — and is a clear industry
leader with nearly $500 billion in fee-based assets. We have set goals of doubling fee-based
assets to $1 trillion in five years and building out our private banking platform to meet

client lending needs, both of which also provide stable and growing revenues.

We improved margin for the year, albeit modestly, to 10 percent from 9 percent, as the
final groundwork was laid for full integration in 2012 of the technology and operations
platform. The integration of all 17,000 U.S. financial advisors onto a single operating
platform is an important step in our plan to ensure all clients are offered our full range of

capabilities, while also improving margins by increasing productivity and reducing costs.

We have restructured Morgan Stanley Investment Management to focus on our core
institutional client franchise, exit peripheral businesses and reorient our merchant banking
activities toward clients and away from proprietary positions. We also have invested in
growth platforms and recruitment of outstanding talent to drive investment performance,
net flows and growth in assets under management. Solid performance provides the

opportunity to raise new funds.

After several years of outflows, Asset Management delivered positive flows of $26 billion
in 2011. Flows ended the year with strong momentum in alternatives and liquidity funds.
Seventy-five percent of our Long-Only strategies outperformed their benchmarks on

a 3-, 5- and 10-year basis.

Continuing to Strengthen Our Sound Financial Foundation

Underpinning our focus on serving clients are the many strategic steps we have taken

to further strengthen our capital levels, enhance liquidity and resolve legacy issues.

Our capital is solid, with a Tier 1 common ratio of 13.0 percent under Basel I — among
the highest in the industry. We have also increased the size of our global liquidity reserve
to $182 billion at year-end. Although the safety and stability that comes with this
incremental capital and liquidity reduces return on equity in the near term, the net result

is additional capacity to deliver for clients in all environments.

In 2011, we negotiated two significant transactions that further strengthened our
balance sheet. I am particularly pleased with the conversion by Mitsubishi UF]J Financial
Group, Inc. (MUFQG) of its preferred investment, which meaningfully increased our
common equity capital by $8 billion. Our unique strategic alliance has been highly

underappreciated in the marketplace, in my view.

The interests of our two companies are now more closely aligned with MUFG

having Board representation and sharing in our earnings through equity accounting.
These provide further incentives to enhance our relationship over the decades to

come, demonstrated already by establishing our securities joint venture and integrated
investment banking operations in Japan as well as a loan marketing joint venture in the
Americas. Our joint initiatives to deepen client relationships and leverage our balance
sheets to deliver financial solutions are proving beneficial. For example, if combined,
MUFG and Morgan Stanley would constitute one of the largest lenders to major U.S.
corporations with total loan commitments of more than $210 billion in 2011. We also
collaborate through regional business referral agreements and continue to develop

additional mutually attractive opportunities with global scope.

We also eliminated our largest remaining legacy exposure through a comprehensive
settlement with MBIA. This settlement meaningfully reduced risk-weighted assets
and released the equivalent of approximately $5 billion of capital under the proposed

Basel III framework.

13



LETTER TO SHAREHOLDERS

The steps we have taken successfully position the Firm to achieve the required Basel I1I
capital levels well in advance of implementation. While these actions reduced returns in
2011, we have eliminated an annual earnings drag of nearly $800 million in preferred
dividend payments to MUFG as well as the volatile hedging risks associated with MBIA.
A more durable funding base and lower risk profile also give us greater flexibility to deploy

capital as we pursue our client strategy.

Constructively Engaging on Regulation and Reform

We are actively engaged with regulators around the world to achieve reforms that increase
certainty in the markets and restore trust to our industry. Consistent with the main intent
of the Volcker Rule enacted in the Dodd Frank legislation, we have significantly reduced

the capital we invest within our Merchant Bank while exiting proprietary trading.

In the final drafting of regulations, care must be taken not to inhibit the ability of financial
intermediaries to provide global liquidity by putting capital at risk as market makers.
Governments around the world already have raised an alarm about any actions that would
impair a global, liquid market for sovereign debt. Among other risks are rules that would
make U.S. markets uncompetitive, shift activity to the unregulated shadow banking
system or disrupt the ability of issuers to raise capital. Such unintended consequences were

surely not the legislative intent of Congress.

On the question of compensation, we are determined to balance adequate returns for
shareholders with practices that encourage responsible behavior while appropriately
rewarding talented, hardworking professionals in a market where competition for the best

talent remains intense.

Confident in Our Future

I am cautiously optimistic about 2012, as our prospects today look better than they have
at any point in the last two years. Our to-do list no longer looks backward to fix problems;
it looks ahead to capitalize on opportunities while continued economic challenges cause

some peers to withdraw from businesses where we are leaders.

Some 75 years ago, Morgan Stanley was created in the aftermath of an earlier economic
upheaval, when the financial industry was also being remade by regulation. Its founding
partners had a single objective: to help new industries made possible by modern advances
in science and technology come into being. Through access to capital in the public
markets, these industries could create employment and contribute to economic growth.

Investors, in turn, could share in that prosperity.

The new Morgan Stanley is increasingly looking like the old Morgan Stanley in how we
value collaboration to deliver all our resources to the client. Our dedication to helping

clients realize their vision in a changing world was behind our success then, as it will be
tomorrow. We look forward to demonstrating our ability to create value for clients and

shareholders this year and across the cycle.

7

JAMES P. GORMAN
CHAIRMAN AND CHIEF EXECUTIVE OFFICER
APRIL 5, 2012
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SELECTED FINANCIAL DATA

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

One Month
Ended
December 31,
2011 2010 2009(1)(2) Fiscal 2008 Fiscal 2007 2008(2)
Income Statement Data:
Revenues:
Investment banking $ 4991  $ 5122 $ 5020 $ 4,057 $ 6,321 $ 196
Principal transactions:
Trading 12,392 9,406 7,723 6,083 1,843 (1,491)
Investments 573 1,825 (1,034) (3,888) 3,328 (205)
Commissions and fees 5,379 4,947 4,233 4,443 4,654 213
Asset management, distribution and administration fees 8,502 7,919 5,841 4,839 5,486 292
Other 209 1,271 707 3,855 696 108
Total non-interest revenues 32,046 30,490 22,490 19,389 22,328 (887)
Interest income 7,264 7,311 7,477 38,928 61,256 1,089
Interest expense 6,907 6,414 6,687 36,226 57,124 1,138
Net interest 357 897 790 2,702 4,132 (49)
Net revenues 32,403 31,387 23,280 22,091 26,460 (936)
Non-interest expenses:
Compensation and benefits 16,403 15,923 14,331 11,759 15,981 578
Other 9,886 9,233 7,819 8,905 7,453 473
Total non-interest expenses 26,289 25,156 22,150 20,664 23,434 1,051
Income (loss) from continuing operations before income taxes 6,114 6,231 1,130 1,427 3,026 (1,987)
Provision for (benefit from) income taxes 1,418 754 (297) 132 719 (721)
Income (loss) from continuing operations 4,696 5,477 1,427 1,295 2,307 (1,266)
Discontinued operations(3):
Gain (loss) from discontinued operations (175) 577 (114) 831 1,432 (22)
Provision for (benefit from) income taxes (124) 352 93) 348 490 3)
Net gain (loss) from discontinued operations (51) 225 (21) 483 942 (19)
Net income (loss) 4,645 5,702 1,406 1,778 3,249 (1,285)
Net income applicable to noncontrolling interests 535 999 60 71 40 3
Net income (loss) applicable to Morgan Stanley $ 4,110 $ 4,703 $ 1,346 $ 1,707 $ 3,209 $(1,288)
Earnings (loss) applicable to Morgan Stanley common
shareholders(4) $ 2,067 $ 3594 $ (907) $ 1,495 $ 2,976 $ (1,624)
Amounts applicable to Morgan Stanley:
Income (loss) from continuing operations $ 4,161 $ 4,478 $ 1,383 $ 1,262 $ 2,269 $(1,266)
Net gain (loss) from discontinued operations (51) 225 (37) 445 940 (22)
Net income (loss) applicable to Morgan Stanley $ 4,110 $ 4,703 $ 1,346 $ 1,707 $ 3,209 $(1,288)

One Month
Ended
December 31,
2011 2010 2009(1)(2) Fiscal 2008 Fiscal 2007 2008(2)
Per Share Data:
Earnings (loss) per basic common share(5):
Income (loss) from continuing operations $ 1.28 $ 2.49 $  (0.73) $ 1.05 $ 2.08 $  (1.60)
Net gain (loss) from
discontinued operations (0.03) 0.15 (0.04) 0.40 0.89 (0.02)
Earnings (loss) per basic
common share $ 1.25 $ 2.64 $  (0.77) $ 1.45 $ 2.97 $  (1.62)
Earnings (loss) per diluted common share(5):
Income (loss) from continuing operations $ 1.26 $ 2.45 $  (0.73) $ 1.01 $ 2.03 $  (1.60)
Net gain (loss) from
discontinued operations (0.03) 0.18 (0.04) 0.38 0.87 (0.02)
Earnings (loss) per diluted
common share $ 1.23 2.63 (0.77) 1.39 2.90 (1.62)
Book value per common share(6) $ 3142 $ 3149 $  27.26 $ 3024 $ 28.56 27.53
Dividends declared per common share $ 0.20 $ 0.20 $ 0.17 $ 1.08 $ 1.08 $ 0.27
Balance Sheet and Other Operating Data:
Total assets $ 749,898 $ 807,698 $ 771,462 $ 659,035 $ 1,045,409 $ 676,764
Total capital(7) 211,201 222,757 213,974 192,297 191,085 208,008
Long-term borrowings(7) 149,152 165,546 167,286 141,466 159,816 159,255
Morgan Stanley shareholders’ equity 62,049 57,211 46,688 50,831 31,269 48,753
Return on average common
shareholders’ equity 3.9% 8.5% N/M 3.4% 6.9% N/M

Average common shares outstanding(4):
Basic

Diluted

N/M—Not Meaningful.

(1) Information includes Morgan Stanley Smith Barney Holdings LLC effective May 31, 2009 (see Note 3 to the consolidated financial statements).

1,654,708,640 1,361,670,938 1,185,414,871 1,028,180,275
1,675,271,669 1,411,268,971 1,185,414,871 1,073,496,349

1,001,878,651 1,002,058,928
1,024,836,645 1,002,058,928

(2) On December 16, 2008, the Board of Directors of the Company approved a change in the Company's fiscal year-end from November 30 to December 31 of each year. This change to
the calendar year reporting cycle began January 1, 2009. As a result of the change, the Company had a one-month transition period in December 2008.

(3) Prior-period amounts have been recast for discontinued operations. See Notes 1 and 25 to the consolidated financial statements for information on discontinued operations.

(4) Amounts shown are used to calculate earnings per basic and diluted common share.

(5) For the calculation of basic and diluted earnings per common share, see Note 16 to the consolidated financial statements.

(6) Book value per common share equals common shareholders’ equity of $60,541 million at December 31, 2011, $47,614 million at December 31, 2010, $37,091 million at December
31, 2009, $31,676 million at November 30, 2008, $30,169 million at November 30, 2007 and $29,585 million at December 31, 2008, divided by common shares outstanding of 1,927
million at December 31, 2011, 1,512 million at December 31, 2010, 1,361 million at December 31, 2009, 1,048 million at November 30, 2008, 1,056 million at November 30, 2007

and 1,074 million at December 31, 2008.

(7) These amounts exclude the current portion of long-term borrowings and include junior subordinated debt issued to capital trusts.



