Morgan Stanley

Morgan Stanley
Annual Report 2016

EILAY - ZREVL—2016FE 7=aT I LA—F







MORGAN STANLEY ANNUAL REPORT 2016
EWLHY - REZL—2016FET7=a7IL LKR—k

TABLE OF CONTENTS

BREDBRRA 2
BN LEBAFEEORITEMEETOWLA . ... 3
A==y 6
G ol 1 7
R I T — 8 8
Letter to Shareholders .......... ... ... L. 10
Executing Our Strategic Priorities

and Generating Higher Returns . ......... ... . ... ... ... .... 11
Talentand Leadership ........... ... i 14
Looking Ahead. ... ... i 15
Selected Financial Data. ...t 16

ANNUAL REPORT 2016 1



HEDEHRA

HEDEEA

20164E1E, ENVH V- AZ YL =B DHDOCR LA EHH A 7 VIZB W TH R I 2D Tl
BT BYLRETVRARETNVERBB IO AZ [ 2 AL T0AIEZ/RLEL, Mtk 3EHIX
HRIZLHFELTBY, IMBIZIELW I IEATHE T, HEOZERICIFCTELE LT REZE
XHVET 25, AHbIIChEFTO 10ER TR ABEZFH>T2017F2MZTVET,

WEARIZ, SERUCHEME N 2 520 VYL TOR Rz TR N T 7 I ADOEN - BBEEER T 770 F v
A RN, ERR L ESEDNTANDREE R T EIIRIBOT 2NV A - AT A MR G E B A LA G D
iz, ZAMBEEIRAETVERRET DLV U0 RG2S EBIL, W#H BT IR0 NFIZ
FFHELENE L7z, ST EARNT VAT — B LB E B ARKE D Mb 72 BHEDE VA RAE T VIL, 514
BUERIZD72DEAT Y - 25 0L — DRI Z ST TV TLE) .

WAk 2016 4 D FERUINTFITILRTYEL, ME AR AN IIANT OV E 57201 LB & Al 487 134
LOERMERLE L 720 BRFEEAFIZER (ROE)* 122V TH 2017 EDHEETH 5 9~11% ATV TWET AT,
COHBEDZERZINT THAED U OMIEI 77 L 25 | EHMEFETL T ER DT T, 2017 AFITHIHE EIL
WERPLRK T 5720 DBHIIESTBY, IAM—AOK T2 IR EATHIZ0 LT 20 EBL T, SHICEAT
MCTh, FCaAMF ALz OWTH | EHRE AR R->TVET T,

—AEW LB L TREOEE D=7 03B THLI DL TWEH00, KITESREW THLIEITEDY

BHVFEE A KETIENOBOEREL HORMELAS, A EbRITOREDM#EE EH EANOWf 2RO TH
0, HRFEFOWMIEEE LIZL P REVBORIST T 2B BT HHINTOE T, bl EROBLHIER

* Bi5| EHiFIE & ROE ISMFHEEFARELR (DVA) OREZMRIEGAAP R— RO FHIEE

2 MORGAN STANLEY



HEDEKRA

Bh M2 T AL T 0RO RIICE VAR ET VA M
B, ZAIGHRAICHIE 2220 F L2, HIBOHEICE S
HARLBUORE BICH L CHMIL TELLMBELTVET, o
BHET VT TORE R T 5 — T KAF-ORRINFHIE D%
FIIRANLIZEEZTOET 7272, FHFTH%RL BiGM
BIORHEI R AZ e P AI2id, THLBEE s HAabh
B D B E T,

Wk e [ 72 % A 3 STALIZ L I 2o R N BK R TR

T BNVH Y- AZ VL —Df HIZBH T EZHNIC

B, BVA YR8 L= DRI AN R Y — 2% K Y)

LAYV OBEMEEMT VI RBEZEITELTVET,

Bzbid, ko) —F—%F T, TEEIAZXMTRE
AE ¥ RSRYUEAR WO B AR W K 52 E Tl IR 2 kL, 4kt — Ak

BoTBEMICH —CAZRMTEZIHIBDOTVET, IHL7%:
WA DI SALEAM 23D DO E, ED LI BAMEI L 7 afEFRFNIB VT, b ERE IR Uit}
BIENTELEICH LB L TET,

HENLEBEZSHORTLHREETOILK

I A EAEE BIX, bR E OB RO BRI ARG FE U 72RO A TES L) RAED T Ut O IEE
AL, BEEB LB FHOUGE L 723 i 2 T W E L7z, SEUNCSHLIZIRIERE Va v 2 EIRL. 2hd
3 B ML O HEBRIE WG T B2 LTI, Bk EOWARISH LH M FAL 2RO LIV E T, b dsFik
WAL WD EHZHIRL T LTy MO B LS B OB LTI OWTERI2WERWET,

BHOTINA AT AVMEBICBWTIE RS EL WAATEY, BOIEH A0 RITTENLTVET,
ABE R OIEH O T R RN 2K SR LI FEUH 2 25T, 2016 48 ORI 2 T3 22% TL72,
LA BRI HER T A ERRIREL T, A7z HI1d 2017 4EFTIZ23~25% DR OEEZHIEL TH.
2017 4E& 201 8 AR P RSN L R MR HE A ] BE B 25 (FRB) OF LIFEHEROEr F AL MO EDHEST,
COFRBUEMTIINVA RATVAVIERE —BREIERTHEEZTOET, IILIAMERNGRRERNEZHE S
5DELT, BHUIKREFATER M DI AREELFL 72 CMIZBEROFERICLHDL MO 72 MIET
72OV A BIRG W TSI A TR AE 3 21370 BORWRID LR 5L T, 20164438 LT 20% ¥
L7z&FINAZEIZMETIDOTT . TIVINTZ/ay— O ED UK EEZBZIMLT5TLL),

t FIZRIZIFGAAP N—ZOMFBIER ; MERINGIC S5 | SHFEOLER

ANNUAL REPORT 2016 3



HEDEHRA

IR DOVAT LA THIEIZED, Bt DT74F U Ix - TENAL F =R BEREDSE HEE IR RN
FIINY—VRGHF =2 2IEH TEAHINCL., TR, BT VIMEENT G Z2ER T LB
FED=— B L7 AR RE DL C0EE T,

B TO B VA
2016 FDNAZ1 b

BROE—ILR&FL—=F a2 JICHBITRNE ST
TEA

HRDARAR—ZD MEA 77 RN 1) — =K
=TE 2112

HROKAEIZHTE 21112
HRDIPOERHFDIIZETE 212
IRX—=SR-FTHOVNIEITZEREEED
S 77TERILTENL3

FBarron’s) 02Kty 7100771+ %)L -
TRNAH—IZ35ADS o1V LTEL

4

ENH Y AF V=DM RI T 75 ZADPEPATEH X, Z7a—3vD
)—=ZF =T MIBVT, MEA T2 5 —ZEIER R < PO 05|
ZETHIC LM 2 NIZT 2L TBY, 2016 4EbF M TIEHVEEA
TL7zo LA L. ARELRTHERFA DVAZ L XUMIENE DR
BF WOLEBERT 722 Eh b, ARG IZMBHITEo TRV — 4L RY
FL7zo 2017 I OWBHIBIT 2 FEAEG IEHALL, BHtom WS )
AT IENTELEFLTOE T,

L= VA& —F4 YT EBHIZBWTIE, 2015 ERRIC— AR LS 2 — 57—
Y TDOT BER A BABIO T /0y =2t § 522 HE
W Z AW LEEEEEZ2IT>T0ET, R — VA& —F4 7
BT AW OME IR A3 AR L TR TE LAY, R4
DY THIEREL D725 MOV TOE M 2 BRI
HLCTOET, T4 L Tu—HLyVEBITBOTUIBEMHKLO BREHR

fEL, 70— - F—F4 7B 5370y, BARBIOPITZIM T 2130, 7ITHIBOEFICDIREL TV
F9, 72 HIRPRE Y272 MEL A0, SBT3 EB W VMR T 22 HELLTCuET, — T,
BIRE— VA — T4 V7 EBITB VT 2015 4 RICE L 72 K2 P SE, e 3 2B ITIL 720
TEARE)Y — 2% 5L, BEIEVEIELRBBOC IR A28 3520 ) U OAMICERLTWET, IhE
TOEZAIFELOFE ISR DOV TEY, 2016 4E 2B W TIZN PR — 2O/ FIE DT H3 P75 EH 1045
FVBL W) AR LY E L7, 4% & EA-e~rali ot b, S8 2 A EGEe - a8 gke
Bl B T L7z AM = ZAZMEFF L D30, KT 2R DOIEET VLB EEZITHTEHTED

LEZTVET,

TG PEIR R A% 4,000 (8 F V% F 0l 2% B B Tl Z2LDBHEZ T ABWTHEFR K HED 5 M 2 H15%%
EPLTOVET, MERXFETARIBW TS Z TV — e L 72CE TAX MO IELZ XY, Ltto
FNTA—va bW OMEBOH L4 BTG HEZWRBICLELZ. 2016 I3 BE LD IR AA L E L7225,
FEHEMIIZ ZLTEY, 2D 77/ FIZBWTH W E A STHELZER LT, Frismae AL, B b
LIMALLE L7z BWHEMEMEB BT 2EME, SBETEITRELDOLLLERIMELTEY, 5l&kh&
HROMZEROBREZDLTEATVET,

1 REMLORE GRE) LA+
2 D bLYY - O18—
3 88 : Cerulli Associates

MORGAN STANLEY



HEDEKRA

ENH Y AZ VL —DETRRIL, T7/07—2XoTEDLYOOHNT T, S HBHIERIHA S AN E I 3 5 ik
7R FER A DIFIZETH, 727/uV =B 50E 55 TLLY. KO F—rRBRHOE
PERFAN—YUER N ET 7R ADSFL72012, 2 bIEHICEF ) FA K2 MmILL TE9 25, —TF 2/

BEEDREIT
2016 EEDNA 5+

o UILR IR IAVMEBOHS|I STHIFER I
22.4%

e UTIIN R IRXAVIERBOBEEEIF2IE
1,0008FIL

o KERITEFIDEESFF1,807@FILICIEM

o UY—ZDHIAICHL. BHOE—ILZX&FL—T 7
VIERBOMFHAN—IERNREDFIGIF10E
RILiEB

o HRADE—IZK LTV TEBONRESTT
132015 F 197 R—2ZRA U ERD 20.2%2
o RLHOERMEMLIEEIET745%

o BRZETTIES0%EDL8EFERIL

BoEXADOELRZBLERE}EDHE L
2016 FED/N1Z1 k

o @I FTier 1 (CETT) HEEARLLE (So:EM
FiE. BITHRD) 3206 EEE L MFHIRE
T16.9%. E@EMNICEZBESERIFGE5ERIL

o MENMEEMES (FO—NILX—2X) IF2016 FE
F 4 MY HRRTE THER 2,023 BRI

OV —2ED YDA R =Y ar e T a2 Y EHTE, VY =A% IR
MIGH 3 22 EATEREEZTVET . T, MAEEBITB VTR
HEALTEEF I —TA VT VAT AR, TZNVA ATV AV NERHO BRI
DI YMFIDOE REGE, BEMDTIEN T T 74— §
BBEEROE OIS A 272012, 727/ 0V —~OHR B EHHL TV
T3, ¥ SRCERE B SR DL BN ORI AN 2§
FEI LI AN TR UE AN EC As SR ENICITCF7/ay—
BRI CEDL DO RMN R E L2720, Bz HidZ I L7 B0 M A Ak
DHDTHEBPLTVET,

o, BREEHOMISH BT ISHSENLTBEY, [Tuyzsh AN —
274~ (Project Streamline) | Z5@UC2017 4D 2 A M 104 FVH] I
T HEVHHBIZ T TNEENCHEA THET . 2016 4B DIZITHIZT VI
B Eo7ME PRI Uy AT DS O 2 KIEICHIEL . iico
WTHG SRS BIEIR D EPERTH O WM LR IZOW TR EL72H
BEZE R E2E BB REL T, [7ayasbh AN =254 V] O
BENOMOMARIBUEL TRELERZ LT TEY, TOXRHEPHAIA
HIh72 b7, KA TIORIDORE 2 AT 2R3 LA EThE
L7zo SHOLZRER DRk A Bl RS 5L T\ 2017 SO RN Ry =R
HWRIZHEED 74% 23R TEHEEZZTVE T,

MHOERARZER T2 LT REHEARZHREOBRITRICTSHIL
IO TEETY , 20164EDE AR ITRAAIT 4BV ERD., BI4EDD
50%BEMLFEL 720 MAtiE, ZOETRRAEFIVERBL Y AT VI8 A

TR HREARNERALT0EEEZTOE T, Bl MR OREAFHELLDHDD, Wi EAREILOFEIIL L+
PEDLLFHEILTKIETHY, FRFILR D7D DRI 2 B2 T 5228 T, phEE AR (ROE)*
132017 EETOHEETH % 9~11% IZHIL EIFHhaTLE),

* ROE Bi%id DVA DR B ZPR<IE GAAP N — DR #5151

1 FEGAAPR—ZDMFFIEIR ; MERINEICHHBH5 | SHIFIEOLE

2 B RE Mt ORM (GRE) LR—
3 MERREICEDZEFUSNDOREADLEE

ANNUAL REPORT 2016 5



HEDEHRA

AV =5—ov7

ENH Y AT L=ICE5 BN D725 THDR, Uit BELEAMEY—F—, ZLTHBBHA DS
L TV AR E LS MG T — ADABIASZDOIIHBIOSH 22T 21T TXERADS, B2
CCHAED IR F MU CTTRZBEE, BiALRBE ARSI VE T,

20164EIZTNV AT UN—Z LAY - AF YL — DRI MGL, 3N - BB R T AR EE B L
TINVAIATAVIEBOW ] OREICHIzoT0ET, FLN—KROZhEFTD)—F—vTFhi. €L T
BNV RAF VL —DREALE HBIAB T 2L BIBOE, COMBEERITT S L TIo FRGEEZE
BAATLEY HIUHTROBBBE LN HOEMETHY, BITLoTHD A= —TF, HRKOHE
BALIZLD, RIS HETU RICE VA RD 5 R OIS 19 27 PO W TG 2L ASTEL IR EL 72,
KDY =5 =27 DbLTET AR MO I HHD — S, BIIREIHIBHD Y =T =5 —DFH I
HEFEeTUET,

LWHZIE, BREOERIIH L TR IR OV =y —2FTHEESHIT T SHIFRWIEAZET LZETTN
I HIZENAT Y - AF L —Z G RITIT THRNTM S AME G EREFT R L TWEE T, EEEIRRITBW
TiE BHAESBRB T ERFEC T EN) =Y —2RELEL . TYR- o734 Y =72 Il T
Y= WAKM—FAVTEBOFLHETHY), <=2 -TAA—=,TF07 - RFAFIBLO MR T 7T A0 P&
BATREBEZROTVET, Yx)— FaF—LT7r 71 - F8—=2F 4 132296 1,000 R V% L0l 2% & %
T BTLNVA AV AVNEBOEEBEZBD, 77 YAy 3B RN EBOFEFELLCER KRS
I CRSBEIEZ TVET, O L—— 3N ETRRADEEZ THY, 770V —¥(BbH>TwET,
VaFHy - IN—HViEREMEEES (CFO). Uy - 7uXv VRS EEEES (CLO). W3 L3R
VA2 FEH (CRO) 2BDTOET . FITORERZIILDZOMD Y =T —F =T KERFEZE W THY,
SR YA RIS HL F 2B TLE.

EEadol 4

LHuoEE EDESLHERERDZID

BICEHBLIY—EKEZFTORDS. BT, EA - BEIRER HEDERICRWIEZ—ZRM L. BERICREBNZMEZEIL L.
BIVEADEEBRADEEPAV S R—3>, FL—F12 . HEICENINRFvUT7 ORI ZRMT 5.
BLUVEZOEBEDEZITS,

EDESICIT5SH

HHOERNLMIEICEDVTITU. FRERRD. —HIcCEEESY
DS ORBPRAMEFELTEERICT —ERZIRMT 2,

6 MORGAN STANLEY



HEDEHRA

ELdOME3iF a3

EILAY « ZEZVL— 1935 FDRIZELK, [—ROET R %, —ROPDATI ERBIFTTBILEEHSHIBRELTED.
ZTNERIETDDNRD L DODREEHTT,

BEEE—IC BELETFIT147TES
BICBEEOFRZRIEBEIC BB 23T B DI D7%&IF 3
EH—NELE>TETOSERICRROY—EXZRMHTS ERPELBIAREZITANEHFZLIFS
BEOER=—XICE%{EIT3 BICEODEBLWHD%ZIEKRT S
ELWIL%ETS P )
HSRICITEIT S EPIANGE. B, REBLERL
REZOHEAZIFS. RENAKEMEZEILTS HIFHRP LT DRFKICIRETS
TSR0, MpaatEl. MEM 28 ELFTETS RiEKZBERT 3

SEICAITT

BNV AT VL= BEY RE VAR TNHDY, 72bEREANEREE M CE T, Ao HI ATk
WK 2 HER D FEATITIE L TBY, W BI 255 2R3 572010 LR LB 2T, Fktl g >—HL
TOERIZINT THEATOEE T UL, BHFLEAMEBEREE 2T 2LV LD L HoTVET,
& H D 575 5,000 N2 E24BIZADENTHY, WHDT2@ARNEE T EIIV PV MNIEH L TVE T, #H
D—NOENIHAENS Y - A8 L—DAEBIZARBIL ., BERRE LD DITELWHIBIZ L TWAD T,

WREASENH Y - AF VL —%EDSTEHEL, HEL TLZESTWAILIZHD TEHPL FiFEd, AidNSsto
BBV AR E W23 oTHBY, BVH V- 25U L— %k E OB R KB 22 b 7253 2L A TEHE
HELTVET,

Jr—LXP d-<V
2R X RoREETE
20TELBTH

ANNUAL REPORT 2016 7



wHMBT—42

WM T—5
(YO T—2ZRE BfIIX1007)

BEHEE 2016 2015 2014 2013 2012
U2 :

EEFIEEE $30,933 $ 32,062 $ 32,540 $31,715 $ 26,383

ZEFIR 7,016 5,835 5413 5,209 5,692

HHFIR 3,318 2,742 3,678 4,431 5,897
A 2, 3,698 3,093 1,735 778 (205)
Eellgas 34,631 35,155 34,275 32,493 26,178
JFEFEA:

A& 15,878 16,016 17,824 16,277 15615

ol 9,905 10,644 12,860 11,658 9,967
ESFIEREE 25,783 26,660 30,684 27,935 25,582
SR RIC R B BB FIRIE 8,848 8,495 3,591 4,558 596
SENFER (R T k) B 2,726 2,200 (90) 902 (161)
IR RIC R BB 1RE 6,122 6,295 3,681 3,656 757
TR IR 31T & BB 1A% (1850) 1 (16) 14) 43) (41)
% 6,123 6,279 3,667 3,613 716
EROTREIE L P ICIRE 9 B4R - - - 222 124
R TR B DR E T A 4R 144 152 200 459 524
EAY - REUL—ICRET BRI $5979 $6,127 $ 3467 $2,932 $ 68
BAREY % 471 456 315 277 98
EBEMETICRET 2T (850 $ 5,508 $5671 $3,152 $ 2,655 $ (30)
ENAY - REVL—ICRET BRME:

R EIC KB $5978 $6,143 $3,481 $ 2975 $138

FEMKIGTEE 21T B (1850 1 (16) 14) 43) (70)
ENAY RV L—ICRE Y BRI $5979 $6,127 $ 3467 $2,932 $ 68

8 MORGAN STANLEY



WRMBT—2

1% =DTF—% 2016 2015 2014 2013 2012

IR 1R Y 7= D25 (BR) @

TR IC LB $298 $2.98 $1.65 $1.42 $0.02

FEMKSTR 1T L B (1B) - (001 (001 0.03) 0.04)
B R 72 DF2S (B84 $2.98 $2.97 $164 $1.39 $(0.02)
FEAL OB B 7o DFZS (185) ©:

TR IC LB $292 $291 $161 $138 $0.02

FEMKISTER 2T L B (1BLR) - (001 (001 0.02) 0.04)
B DT 7= DF28 (BB $2.92 $2.90 $160 $1.36 $(0.02)
EBR Y 20 HE $36.99 $35.24 $33.25 $32.24 $ 3070
RITEAEEGRE (123 31 BEES) 1,852 1,920 1,951 1,945 1,974
B L 7o D AR 070 055 035 0.20 0.20
B

FEEE B 1,849 1,909 1,924 1,906 1,886

ReFEH % 1,887 1,953 1,971 1,957 1,919

HEENBRESUZOMOEET—4

RL—T 1 IERE $ 262,154 $ 239,505 $ 278,117 $ 301,252 $ 281,881
BHeY 94,248 85,759 66,577 42,874 29,046
MEE 814,949 787,465 801,510 832,702 780,960
wEs 155,863 156,034 133,544 112,379 83,266
EfitEAS 164,775 153,768 152,772 153,575 169,571
ELAY - REUL— DM EER 76,050 75,182 70,500 65,921 62,109
BEMGTEA 68,530 67,662 64,880 62,701 60,601
M B AR (@) © 8.0% 8.5% 4.8% 43% N/M

N/M—Not Meaningful
1) BB DBRES LU EBROEBR KL DIBROBEHICER.

Q) EEMRIMYEDIERSLUFFNBOZERIGYDIBROBEEAEICOVWTIE. EILHY - 2> L —D 2016 EE Form 10-K D Part I, Item 8252 #H SN TL\ 3 lconsolidated
financial statements @ Note 161 Z# BRIV,

(3) TEHK R DBMIE. MEEAERITESSBESRRMTE>72HD T,
@) ELHY 22V —DEEEERNBEON —FT AV JBEICEENZ 77 NJa—TOEHS RS REENEHESSUBMENEEEEEHFT. (BEILHY - 2E20L—D
2016 EFZ Form 10-K d Part |l, ltem 8 IZE2#H I TWL3 lconsolidated financial statements) @ MNote 71 & ZEBFZ I L\,)

(B5) THEBGITEAFREDOHE X LAY - REVL—IIRET 2MFEN SEAGREL EERLCOOEPOEBRTIERICTTAECLET, COTHEBGTEANRE,
Yt RERBLUT IR EEE IS 270 ICBRBIER B HIBT L TV GAAP R— X DB BIER T,

2016 FEDFH LVWHHT — 2T DT ELTE HREUT 7Y+ b (www.morganstanley.com) 1388 I TL S Form 10-K = ZE<7Z 3L,
FXIFEINAY - 220 L= D206 FERBRT =27 - LA—bOFRTY . AXCEIABEN B DBA G BEXHBELET,

ANNUAL REPORT 2016 9



LETTER TO SHAREHOLDERS

DEAR FELLOW SHAREHOLDERS,

2016 demonstrated that we have the right business mix, risk profile, and size and
scale to drive Morgan Stanley’s future success through market cycles. Our financial
performance has steadily improved, and we are moving in the right direction. While
there is more work to be done to achieve our goals, we approach 2017 with more
confidence than at any time over the past 10 years.

Our long-term strategy of building a diversified business model that combines the engine of a
world-class institutional franchise with the ballast of a leading wealth management organization
and an investment management business was realized in 2016, as our net revenues were split almost
evenly between this engine and ballast. Together with our fortified balance sheet and strong capital

levels, this business mix will carry our strategy forward over the next several years.

Our financial performance in 2016 improved over the previous year. On nearly flat net revenues, we
grew our pre-tax profit* by nearly $1 billion. Our return on equity* demonstrated progress towards
our 2017 target of 9% to 11%, but we need to continue to execute on our strategic initiatives this
year to get there. We are well positioned to grow net revenues in 2017, which, on a reduced cost base,
should produce greater profitability. That being said, we intend to remain extremely disciplined in

our execution, especially with regard to expense management.

While the immediate macro environment is generally more positive in the United States compared to a
year ago, we live in uncertain times. In the U.S., the prospects of domestic policy changes are prompting
expectations of faster growth and rising interest rates, at least for now, and outweighing concerns about
policies that could be more disruptive to international economic flows. As the regulatory landscape for

the industry has evolved continuously over the last several years, we have adapted our business model

* PRE-TAX PROFIT AND ROE ARE NON-GAAP FINANCIAL MEASURES WHICH EXCLUDE DEBT VALUATION ADJUSTMENT
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LETTER TO SHAREHOLDERS

LARRY LETTERA / CAMERA

and have learned to be nimble in responding to changes.
We are confident in our ability to adapt to any further
modifications under the new Administration. We
continue to make investments in Asia, and we believe
that most European economies have bottomed. It goes
without saying that political and economic risks continue,

and could disrupt this environment.

Our strong culture is a critical ingredient in driving our
enduring performance. Our employees are proud to work
here, and our culture underpins our focus on serving
clients while managing the Firm’s resources diligently.
We are developing the next generation of leadership,

JAMES P. GORMAN

CHAIRMAN & CEO cross-pollinating key executives throughout our major
businesses to create a greater focus on collaboration and

delivering the entire Firm for the benefit of our clients. Whatever uncertainties may manifest in the macro

environment, the culture and talent in the Firm make us confident about our position and our ability to

deliver higher performance in the years to come.

EXECUTING OUR STRATEGIC PRIORITIES
AND GENERATING HIGHER RETURNS

As we do each year, the Board of Directors and executive management have evaluated our strategy
and refined our goals and priorities to ensure we are working for the long-term benefit of our
shareholders. We articulate this strategy and vision at the beginning of each year and report our
progress against them so that our shareholders can hold us accountable. As we work towards

achieving sustained higher returns, let me review our performance and priorities going forward.

Our Wealth Management business is poised for further growth, and we are focused on increasing our
pre-tax earnings. In 2016 our full-year profit marginf was 22%, despite headwinds from muted retail
investor engagement and sustained low interest rates. Assuming constructive markets, we have targeted a
profit margin of 23% to 25% by 2017. The expected rate increases in 2017 and 2018 by the Federal Reserve,
combined with a more positive investor sentiment, lead us to believe there is real upside to this business
over the next several years. Complementing these exogenous growth drivers, we have built our U.S. bank
infrastructure to offer a robust suite of cash management products to attract a greater share of client

deposits and support high-quality lending to drive Firm interest income growth, which increased 20% over

T PROFIT MARGIN IS A NON-GAAP FINANCIAL MEASURE; PROFIT BEFORE TAX AS A PERCENTAGE OF NET REVENUES
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LETTER TO SHAREHOLDERS

the course of 2016. Our ongoing investments in digital technology also support growth. We continually

modernize our systems to provide our financial advisors and clients with access to the digital tools and

analytics they need to manage their assets and wealth, and to build over time the capability to service

WINNING IN THE MARKETPLACE
2016 HIGHLIGHTS

No. Tin Equity Sales & Trading revenue
wallet share'

No. 2 Advisor on global announced mergers
and acquisitions?

No. 2 Underwriter of global equity offerings?

No. 2 Underwriter of global initial
public offerings?

No. 1in managed accounts, with
$8771 billion in assets?

No. 1in Barron's Top 100 Financial
Advisors, with 35 listings

12

individuals who are more focused on a full digital relationship.

Our world-class Investment Banking franchise consistently ranks
in the top two of the global league tables in advising on mergers
and acquisitions and underwriting initial public offerings, and
2016 was no exception. However, the year was challenging for
the equity underwriting market, since volatility and idiosyncratic
risk events kept many would-be issuers on the sidelines. We are
optimistic that this market will see a normalization of volumes in

2017, allowing us to capitalize on our strong competitive position.

We unified our Sales & Trading franchise under one leadership
team in the fall of 2015, and now are managing Sales & Trading
holistically, aiming to optimize resources, talent, capital and
technology. Our Equity Sales & Trading business finished the year

No. 1 globally in net revenues for the third year in a row, continuing

to offer clients expertise across a broad range of products in markets worldwide. We are deepening our

relationships in Prime Brokerage, providing content, capital and execution in flow trading, and investing in

our Asia franchise. Our goal is to maintain leadership across regions while profitably growing wallet share.

The meaningful restructuring of our Fixed Income Sales & Trading business made at the end of 2015

was consistent with our objective to have a credible and critically sized business with capital and resources

appropriate to the market opportunities. The results so far have been encouraging, and in 2016 we exceeded

our goal of average quarterly net revenues of at least $1 billion. Should the expectations of rising interest

rates, more active macro markets and vibrant corporate activity play out, we expect to participate in the

growing revenue pool while maintaining our lower cost base.

Our Investment Management business, with over $400 billion in assets under management, has

world-class expertise across a number of asset classes. Throughout the year, we undertook an organizational

realignment to unify the business, rationalize costs and take better advantage of the Firm’s distribution and

origination platforms. While we experienced lower revenue from investments in 2016, our management

fees were stable and we demonstrated strong momentum in fundraising across a number of funds, launched

new products, and strengthened the management team. I am confident that the business will move forward

on a more stable footing, and we will continue to see opportunities for growth in the medium to long term.

1 SOURCE: COMPETITOR EARNINGS REPORTS
2 SOURCE: THOMSON REUTERS
3 SOURCE: CERULLI ASSOCIATES
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Technology continues to reshape our business. Over the next few years, the strategic challenges

and opportunities we will face will almost all derive from technological change. We are continually

strengthening our defenses to protect our data and our client assets from cybertheft and

EXECUTING OUR STRATEGY
2016 HIGHLIGHTS

22.4% pre-tax margin' in Wealth Management

$2.1 trillion in Wealth Management
client assets

Combined U.S. bank subsidiary assets
increased to $180.7 billion

Average quarterly revenue in excess of
$1 billion in Fixed Income Sales & Trading
with reduced resources

Equity Sales & Trading revenue wallet share
of 20.2% increased 197 bps over 20152

74.5% firmwide expense efficiency ratio®

50% increase in return of capital to
$4.8 billion

FORTIFYING CAPITAL AND
ENHANCING LIQUIDITY
2016 HIGHLIGHTS

e Common equity tier 1 capital ratio advanced

(transitional) of 16.9% as of 4Q 2016, with
$68.5 billion in common equity

e $202.3 billion global liquidity reserve as
of 4Q 2016

unauthorized access. We expect to take advantage of technology
to improve our operations and processes, making us more
efficient in how we use resources. And we will continue to
invest in technology to meet the increasing expectations of our
clients for state-of-the-art digital platforms — whether it is the
rapidly evolving electronic trading systems in our Fixed Income
business or the enhanced online experience offered to our Wealth
Management clients. We must constantly evaluate and embrace
emerging technologies that have the power to transform the
financial industry landscape. Long-term winners will be those
able to adapt and use technology to their competitive benefit,

and we are deeply focused on these efforts.

On the expense side, we remain vigilant and are on course to
deliver our targeted $1 billion of cost reductions in 2017 through
Project Streamline. On relatively flat annual net revenues in 2016,
we reduced non-compensation expenses significantly. We also
continued to exercise discipline on compensation and will continue
to meet or exceed the targets we have set for compensation as a
percentage of revenue. Project Streamline’s expense initiatives have
yielded meaningful results to date and their broad-based nature
has created a more expense-focused culture across the Firm. We
expect to achieve our 2017 expense efficiency ratio target of 74%

based on this continued discipline in managing our expenses.

Critical to meeting our performance goals is returning excess capital to shareholders. Our total

capital return in 2016 was $4.8 billion, an increase of 50% from the prior year. We believe we are

sufficiently capitalized for our business mix, size and risk profile. Significant return of capital, subject

to regulatory approval, will remain our focus, and combined with our strategic initiatives to grow

profits, should drive our return on equity™* to the 9% to 11% range we have targeted by 2017.

* ROE TARGET IS A NON-GAAP FINANCIAL MEASURE WHICH EXCLUDES DEBT VALUATION ADJUSTMENT
T NON-GAAP FINANCIAL MEASURE; PROFIT BEFORE TAX AS A PERCENTAGE OF NET REVENUES

2 SOURCE: COMPETITOR EARNINGS REPORTS

3 TOTAL NON-INTEREST EXPENSE AS A PERCENTAGE OF NET REVENUES
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TALENT AND LEADERSHIP

Our future success will spring from the deep bench of talent and leadership at this Firm and the
culture and values we bring to work every day. It takes much more than one person to run a firm
of this size, and we have a wealth of very senior and experienced executives, battle-hardened by the

events of recent years.

In 2016 we elevated Colm Kelleher to President of Morgan Stanley, leading both Institutional
Securities and Wealth Management. He is uniquely equipped to take on this responsibility given his
leadership and commitment to our culture. He is the most experienced markets professional in our
Firm and a true partner to me. His elevation to President has freed me to focus more on the future
strategic direction of the business. Under his leadership, we are advancing collaboration across all of

our businesses, and he is working closely with me to further develop our senior talent.

We have an obligation to our shareholders to develop the next generation of leaders, something that
takes many years to do. We will continue to develop and nurture the talent required to guide us
forward. Across our key business areas, we have put in place strong leaders to carry forward this Firm
over the next decade. Ted Pick is leading our Sales & Trading franchise where we are growing wallet
share. Mark Eichorn and Franck Petitgas are leading our world-class investment banking businesses.
Shelley O’Connor and Andy Saperstein are leading our wealth management franchise, which
manages over $2.1 trillion in assets for clients. Dan Simkowitz is leading our investment management
business and positioning it for growth. Robert Rooney heads our international businesses and has
added Technology to his responsibilities. Jonathan Pruzan serves as our Chief Financial Officer, Eric
Grossman as our Chief Legal Officer, and Keishi Hotsuki as our Chief Risk Officer. I have great

confidence in this team and other senior leaders, and we are well positioned for the years ahead.

OUR STRATEGY

WHAT WE DO WITH WHAT RESULT

Advise, originate, trade, manage and distribute Deliver strong returns for our shareholders,

capital for governments, institutions and individuals, build long-term value for our clients and offer highly
and always do so with a standard of excellence. attractive career opportunities for our employees.

HOW WE DO IT
Execute in a way that is consistent with our values
and, whenever possible, deliver more than one
part of the Firm.

14 MORGAN STANLEY
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OUR CORE VALUES

Since our founding in 1935, Morgan Stanley has pledged to do first-class business in a first-class way.

Underpinning all that we do are four core values:

PUTTING CLIENTS FIRST
Always keep the client’s interest first. Work with
colleagues to deliver the best of the Firm to every
client. Listen to what the client is saying and needs.

DOING THE RIGHT THING
Act with integrity. Think like an owner to create long-term
shareholder value. Value and reward honesty, collegiality
and character.

LEADING WITH EXCEPTIONAL IDEAS
Win by breaking new ground. Let the facts and different
points of view broaden your perspective. Be vigilant about
what we can do better.

GIVING BACK
Be generous with your expertise, your time and your
money. Invest in the future of our communities and our
Firm. Mentor our next generation.

LOOKING AHEAD

We have the right business model in place and the leadership team to guide us forward. Across the Firm

we are focused on executing our strategic goals successfully. We will continue to make the investments

required to be competitive in the marketplace so that we generate consistent and sustainable growth.

We have a talented workforce and a culture that focuses on delivering for our clients. I am proud of our

55,000 employees and want to thank them for their hard work and commitment. They live our values

every day, making the right decisions on behalf of our clients and the Firm.

Thank you for your continued confidence and investment in Morgan Stanley. I am optimistic about

our future and confident in our ability to deliver lasting value to our shareholders.

JAMES P. GORMAN

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

APRIL 7, 2017
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SELECTED FINANCIAL DATA

SELECTED FINANCIAL DATA

(in millions, except per share data)

Income Statement Data 2016 2015 2014 2013 2012
Revenues:

Total non-interest revenues $ 30,933 $ 32,062 $ 32,540 $ 31,715 $ 26,383

Interest income 7,016 5,835 5413 5,209 5,692

Interest expense 3,318 2,742 3,678 4,431 5,897
Net interest 3,698 3,093 1,735 778 (205)
Net revenues 34,631 35,155 34,275 32,493 26,178
Non-interest expenses:

Compensation and benefits 15,878 16,016 17,824 16,277 15,615

Other 9,905 10,644 12,860 11,658 9,967
Total non-interest expenses 25,783 26,660 30,684 27935 25,582
Income from continuing operations before income taxes 8,848 8,495 3,591 4,558 596
Provision for (benefit from) income taxes 2,726 2,200 (90) 902 (161)
Income from continuing operations 6,122 6,295 3,681 3,656 757
Income (loss) from discontinued operations, net of income taxes 1 1e) a4 43) 41
Net income 6,123 6,279 3,667 3,613 716
Net income applicable to redeemable noncontrolling interests - - - 222 124
Net income applicable to nonredeemable noncontrolling interests 144 152 200 459 524
Net income applicable to Morgan Stanley $ 5979 $6127 $ 3467 $2932 $68
Preferred stock dividends and other 471 456 315 277 98
Earnings (loss) applicable to Morgan Stanley common shareholders® $ 5,508 $5671 $ 3,152 $ 2,655 $ (30
Amounts applicable to Morgan Stanley:

Income from continuing operations $ 5,978 $6,143 $ 3481 $ 2975 $138

Income (loss) from discontinued operations 1 @1e) a4 43) (70)
Net income applicable to Morgan Stanley $ 5979 $6,127 $ 3467 $2932 $ 68
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Per Share Data 2016 2015 2014 2013 2012
Earnings (loss) per basic common share®:

Income from continuing operations $298 $298 $1.65 $1.42 $0.02

Income (loss) from discontinued operations - (e)oxb)] (e)oxb)] (0.03) 0.04)
Earnings (loss) per basic common share $2.98 $2.97 $1.64 $1.39 $(0.02)
Earnings (loss) per diluted common share®@:

Income from continuing operations $2.92 $291 $1.61 $1.38 $0.02

Income (loss) from discontinued operations - (0o (e)oxb)] 0.02) 0.04)
Earnings (loss) per diluted common share $2.92 $2.90 $1.60 $1.36 $ (0.02)
Book value per common share® $36.99 $35.24 $33.25 $32.24 $30.70
Common shares outstanding at December 315t 1,852 1,920 1,951 1,945 1,974
Dividends declared per common share 0.70 0.55 0.35 0.20 0.20
Average common shares outstanding®:

Basic 1,849 1,909 1,924 1,906 1,886

Diluted 1,887 1,953 1971 1,957 1919
Balance Sheet and Other Operating Data
Trading assets $ 262,154 $ 239,505 $ 278,117 $ 301,252 $ 281,881
Loans® 94,248 85,759 66,577 42,874 29,046
Total assets 814,949 787,465 801,510 832,702 780,960
Total deposits 155,863 156,034 133,544 112,379 83,266
Long-term borrowings 164,775 153,768 152,772 153,575 169,571
Morgan Stanley shareholders' equity 76,050 75,182 70,900 65,921 62,109
Common shareholders’ equity 68,530 67,662 64,880 62,701 60,601
Return on average common equity® 8.0% 8.5% 4.8% 43% N/M

N/M—Not Meaningful

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

@

>

(3) Book value per common share equals common shareholders’ equity divided by common shares outstanding.

For the calculation of basic and diluted earnings (loss) per common share, see Note 16 to the consolidated financial statements in Part II, ltem 8.

(4) Amounts include loans held for investment and loans held for sale but exclude loans at fair value, which are included in Trading assets in the consolidated balance sheets
(see Note 7 to the consolidated financial statements in Part Il, ltem 8).

(5) The calculation of return on average common equity equals net income applicable to Morgan Stanley less preferred dividends as a percentage of average common equity.
The return on average common equity is a non-generally accepted accounting principle financial measure that the Firm considers to be a useful measure to the Firm,

investors and analysts to assess operating performance.
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