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LETTER TO SHAREHOLDERS

DEAR FELLOW SHAREHOLDERS,

2013 was a year of tremendous progress at Morgan Stanley. We reached important
milestones in implementing our strategy for more consistent and sustained profitability

in a permanently redefined regulatory and industry environment.

Today, Morgan Stanley advises, originates, trades, manages and distributes capital for clients, adhering
to a standard of excellence that is evidenced by the leading positions that our businesses hold in the
global marketplace. We do this in a manner that is consistent with our values and whenever possible,
we draw from the capabilities that reside across our organization to deliver to our clients more than

just one part of the Firm.

Our diversified business model combines a world-class institutional franchise — our investment
banking and institutional sales and trading businesses — with a leading wealth management
organization and a strong and growing investment management business. This is a balanced set of
businesses that not only complement each other through business cycles, but also provide a broad
array of financial services to a wide-ranging set of clients including governments, institutions and
individuals. Along with a fortified balance sheet and strong capital levels, the model we have built is

proving itself by delivering more consistent revenues and higher shareholder returns.

10 MORGAN STANLEY



LETTER TO SHAREHOLDERS

PROGRESS IN 2013

At the beginning of the year, we laid out a six-point
strategic plan to drive returns higher and we achieved or

advanced on each measure.

Specifically, we acquired the remaining 35% of our
wealth management joint venture and are now sole
owner of one of the largest wealth management
businesses globally. As we have said before, the benefits

to Morgan Stanley of owning a wealth management
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business of scale are unmistakable: sizeable and stable
JAMES P. GORMAN

revenues, a substantial deposit base and low relative
CHAIRMAN & CEO

capital usage, amidst a growing demand for professional
advice. Moreover, we drove higher profitability and margins in this business over the course of the
year. From 12% in the prior year, we increased the margin to 18% through a combination of revenue

growth and expense management, and have targeted further growth in 2014 and beyond.

We also continued to shape our Fixed Income and Commodities Sales and Trading business in light
of regulatory changes, and to make sure that it continues to complement our other institutional
businesses while using capital efficiently and profitably to serve our clients. To that end, we made a
strategic decision to sell part of our physical commodities businesses, a transaction we expect to close
in the second half of 2014, so that the resulting client-focused business becomes more capital efficient
and consistent with the regulatory environment. Within Equity Sales and Trading, we increased our
revenue wallet share. This business is one of the top franchises of its kind in the industry, offering our

clients expertise across a broad range of products in markets all over the world.

An important part of our effort to shape the Fixed Income and Commodities Sales & Trading business
was the reduction in risk-weighted assets, or RWAs, on our balance sheet. These RWAs have come down
nearly 50 percent from $390 billion in 2011, and we exceeded both our 2013 and 2014 targets. We will
reduce our RWAs to less than $180 billion by the end of 2015. Reducing inefficient assets frees up capital
that either can be deployed elsewhere in the business to earn better returns or ultimately be returned to

shareholders. Either way, it allows us to improve returns in this business without impairing revenues.

ANNUAL REPORT 2013 n



LETTER TO SHAREHOLDERS

Our Investment Banking franchise consistently ranks in the top three of the global league tables in

advising on mergers and acquisitions and underwriting initial public offerings, and 2013 was no exception.

WINNING IN THE MARKETPLACE
2013 HIGHLIGHTS

NO.1 In Barron's Top 100 Financial
Advisors, with 27 listings

In managed accounts, with more
than $695 billion in assets®

NO. 2 In Equity Sales and Trading revenue
wallet share®@

NO. 3 Advisor on global announced
and completed mergers and
acquisitions®

Underwriter of global equity
offerings and initial public
offerings®

NO. &4 Underwriter of U.S. dollar
investment grade debt offerings®

One area of particular note last year was our high-grade debt underwriting
practice, where continued investments and focus led to an all time high

in market share and league table rankings. More broadly, we continued

to advise corporations and governments worldwide in every region and to

raise capital for them through both the equity and debt markets.

The Investment Management business had a particularly strong year

as investments made over the last several years are beginning to pay
off. In addition to the highest level of revenues and income from
continuing operations since the financial crisis, the business had strong

performance metrics.

We committed to reduce our expense base and drive expenses lower
in 2013 and 2014, and we made significant progress against that
goal, adjusting for higher legal expenses and higher transaction costs

associated with greater business volumes. Our expense management

program is on track, with further savings expected this year and in 2015. We have laid out a target

expense ratio that plots further improvement while accounting for higher activity-related expenses on

higher revenues.

On the capital front, we commenced a $500 million share repurchase, our first since 2008. This is a

first step in what will be a prudent and measured return of capital to sharecholders over time, subject of

course to regulatory approval.

Finally, we took significant steps in 2013 to address the remaining legal issues from the financial crisis.

Together, these concrete demonstrations of progress fueled a significant advance in our stock price, with

a total shareholder return of 65% and a narrowing of our credit spreads to their lowest since before the

financial crisis — a broad acknowledgment of our long-term strategy and our overall financial strength.

1. SOURCE: CERULLI ASSOCIATES, AS OF 4Q 2013.
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2. SOURCE: COMPETITOR EARNINGS REPORTS 3. SOURCE: THOMSON REUTERS



LETTER TO SHAREHOLDERS

EXECUTING OUR STRATEGY

AND THE PATH TO HIGHER RETURNS

Over the past several years, we have continuously invested in our businesses and laid the groundwork for

the execution of our strategy. While we made substantial progress in 2013, there remains work to be done.

EXECUTING OUR STRATEGY
2013 HIGHLIGHTS

19% pre-tax margin® in Wealth
Management during 4Q 2013 (18% for the
full year), highest since the inception of
the joint venture

13% growth in Wealth Management client
assets, to $1.9 trillion

10% growth in Investment Management's
assets under management, to $373 billion

46% reduction in fixed income
risk-weighted assets between 3Q 2011
and 4Q 2013

Achieved targeted 79% expense ratio,
adjusted for elevated legal expenses
versus 2012 levels and investments/
impairments/writeoffs®®

The deployment of our growing deposit base represents a significant
opportunity for higher returns in 2014 and beyond. This contractual
growth in deposits and the optimization of the asset base of our U.S. banks
will drive significant lending growth in both Wealth Management and
Institutional Securities. For wealth management clients, we are prudently
and gradually building out our banking and lending capabilities tailored

to their unique needs, with an emphasis on securities based lending and
mortgages. In Institutional Securities, the deposit base enables us to benefit
clients through expanded relationship, event and other types of corporate
lending. These opportunities are unique to Morgan Stanley and should

yield accelerating results over the next several years.

In Fixed Income and Commodities Sales and Trading, we have a plan to
achieve returns at or above our cost of capital in each of our product areas.

While some products are already returning their cost of capital, others like

rates and commodities are not, and we will be focused on them in the coming year. Opportunities for

growth include our leading electronic trading platform, which positions us well as regulations pertaining

to derivatives and other fixed income markets drive the industry to become more client-centric, less

dependent on balance sheets, and heavily electronic.

In Equities Sales and Trading, and in Investment Banking, we are well positioned to leverage our

global leadership to drive higher market share. In Investment Management, we are concentrating on

growing assets under management by expanding product offerings, improving distribution capabilities,

and maintaining strong investment performance, all of which should drive steady inflows from global

investors and higher returns on equity for the business.

All of this has laid the groundwork to meet and then exceed our cost of capital. Another key factor in

generating higher returns is the steady and prudent increase in capital return to shareholders over time.

Our approach is two-pronged — we will work with our regulators to increase both our share repurchase

program and our dividend as we continue to generate stable and growing revenues and earnings.

4. NON-GAAP FINANCIAL MEASURE 5. RATIO OF ADJUSTED EXPENSES TO NET REVENUES EXCLUDING DVA (REFER TO CD&A SECTION OF 2014 PROXY STATEMENT)
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LETTER TO SHAREHOLDERS

Underpinning our commitment to capital return is the knowledge that the key drivers of increased

returns to shareholders over time are our increasingly consistent earnings, our strong capital ratios, and

finally, a strategy that is consistent with evolving regulatory requirements. We are highly confident in

our ability to execute on this plan.

LOOKING AHEAD

We are operating with confidence about our mission within the global capital markets, and conviction

in the strategy we have built to carry it out. Our businesses are more aligned than ever to better advise

and transact for our clients, and we see a clear path to success in a world where financial institutions

are highly regulated.

FORTIFYING CAPITAL AND
ENHANCING LIQUIDITY
2013 HIGHLIGHTS

e Basel 1Tier TCommon ratio of 12.8%
as of 4Q 2013, with $63 billion in
common equity

e $202 billion global liquidity reserve as
of 4Q 2013

Morgan Stanley will be successful by focusing on clients, managing risk
effectively, using capital efficiently, maintaining an expense discipline,
and building share where we have market leading positions, while
closing the gap in others. Unexpected challenges will come, but we
have addressed the variables within our control and built our resilience.
We are determined to show our clients a transformed financial services

firm that demonstrates consistency and delivers to them seamlessly,

in a manner that reflects our values and our 78-year heritage. We are

a business driven by strong talent and a tradition of excellence, and we can do all this because of the

hard work and commitment of our nearly 56,000 global employees.

OUR STRATEGY

WHAT WE DO:

Advise, originate, trade, manage and distribute capital for
governments, institutions and individuals, and always do so
with a standard of excellence.

WITH WHAT RESULT:

Deliver strong returns for our shareholders, build long-term
value for our clients and offer highly 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.
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LETTER TO SHAREHOLDERS

OUR CORE VALUES

Since our founding in 1935, Morgan Stanley has consistently delivered first-class business in a first-class way.
Underpinning all that we do are four core values.

PUTTING CLIENTS FIRST LEADING WITH EXCEPTIONAL IDEAS

Always keep the client’s interest first. Work with colleagues Win by breaking new ground. Let the facts and different

to deliver the best of the Firm to every client. Listen to what points of view broaden your perspective. Be vigilant about
the client is saying and needs. what we can do better.

DOING THE RIGHT THING GIVING BACK

Act with integrity. Think like an owner to create long-term Be generous with your expertise, your time and your money.
shareholder value. Value and reward honesty, collegiality Invest in the future of our communities and our Firm.

and character.

Mentor our next generation.

A final word about the values that inform everything we do: We have a commitment to putting clients
first, leading with exceptional ideas, doing the right thing and giving back. This commitment honors
both our history and our aspirations for the future. We expect our employees to live these values every
day as individuals. And collectively, we have a responsibility as a company to do what we can to make
the world a better place. That is why we have launched the Morgan Stanley Institute for Sustainable
Investing, an initiative to apply capital markets solutions to some of the most difhcult societal and

environmental problems we face.

We know that if we execute consistently on our strategy and adhere to our long-standing principles, we
will deliver strong returns for our shareholders, create long-term value for our clients and continue to

attract and retain the best people in the industry.

Thank you for your investment in Morgan Stanley. I am excited about our future and confident in our

ability to deliver lasting value to our shareholders.

G

JAMES P. GORMAN
CHAIRMAN AND CHIEF EXECUTIVE OFFICER

MARCH 28, 2014

ANNUAL REPORT 2013 15



SELECTED FINANCIAL DATA

SELECTED FINANCIAL DATA

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

Income Statement Data: 2013 2012 2011 2010 2009
Revenues:
Investment banking $ 5246 $4758 $ 4,991 $5122 $ 5020
Trading 9,359 6,990 12,384 9,393 7,723
Investments 1,777 742 573 1,825 (1,034
Commissions and fees 4,629 4,253 5,343 4,909 4,210
Asset management, distribution and administration fees 9,638 9,008 8,409 7,843 5,802
Other 990 556 176 1,235 672
Total non-interest revenues 31,639 26,307 31,876 30,327 22,393
Interest income 5,209 5,692 7,234 7,288 7,468
Interest expense 4,431 5,897 6,883 6,394 6,678
Net interest 778 (205) 351 894 790
Net revenues 32,417 26,102 32,227 31,221 23,183
Non-interest expenses:
Compensation and benefits 16,277 15,615 16,325 15,860 14,287
Other 11,658 9,967 9,792 9,154 7,753
Total non-interest expenses 27,935 25,582 26,117 25,014 22,040
Income from continuing operations before income taxes 4,482 520 6,110 6,207 1,143
Provision for (benefit from) income taxes 826 237 1,414 743 (298)
Income from continuing operations 3,656 757 4,696 5,464 1,441
Discontinued operations®:
Gain (loss) from discontinued operations 72) (48) 170) 600 @27
Provision for (benefit from) income taxes 29 @ (119 362 92)
Net gain (loss) from discontinued operations 43) 4D (51) 238 (35)
Net income 3,613 716 4,645 5,702 1,406
Net income applicable to redeemable noncontrolling interests® 222 124 — — —
Net income applicable to nonredeemable noncontrolling interests® 459 524 535 999 60
Net income applicable to Morgan Stanley $ 2,932 $68 $4110 $ 4703 $1,346
Preferred stock dividends 277 98 2,043 1,109 2,253
Earnings (loss) applicable to Morgan Stanley common shareholders® $ 2,655 $ (30) $ 2,067 $ 3,594 $ (907)
Amounts applicable to Morgan Stanley:
Income from continuing operations $ 2,975 $138 $ 4,168 $ 4,478 $ 1,404
Net gain (loss) from discontinued operations 43) 70 (58) 225 (58)
Net income applicable to Morgan Stanley $ 2,932 $68 $4110 $ 4703 $1,346
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SELECTED FINANCIAL DATA

Per Share Data: 2013 2012 2011 2010 2009
Earnings (loss) per basic common share®:

Income (loss) from continuing operations $1.42 $0.02 $1.28 $2.49 $0.72)

Net gain (loss) from discontinued operations (0.03) .04 (0.03) 0.15 (0.05)

Earnings (loss) per basic common share $1.39 $(0.02) $1.25 $ 264 $077

Earnings (loss) per diluted common share®:

Income (loss) from continuing operations $138 $0.02 $1.27 $2.45 $ 072

Net gain (loss) from discontinued operations ©0.02) .04 0.0 0.18 (0.05)

Earnings (loss) per diluted common share $1.36 $(0.02) $1.23 $263 $077

Book value per common share® $32.24 $ 3070 $31.42 $31.49 $ 2726
Dividends declared per common share $0.20 $0.20 $0.20 $0.20 $017
Balance Sheet and Other Operating Data:
Total assets $832,702 $ 780,960 $ 749,898 $ 807,698 $771,462
Total deposits 112,379 83,266 65,662 63,812 62,215
Long-term borrowings 153,575 169,571 184,234 192,457 193,374
Morgan Stanley shareholders’ equity 65921 62,109 62,049 57211 46,688
Return on average common equity® 4.3% N/M 3.8% 9.0% N/M
Average common shares outstanding®:

Basic 1,905,823,882 1,885,774,276  1,654,708640 1,361,670,938 1,185,414,871

Diluted 1,956,519,738 1,918,811,270 1,675,271,669 1,411,268,971 1,185,414,871

N/M—Not Meaningful.

(1) Prior-period amounts have been recast for discontinued operations. See Note 1to the consolidated financial statements in Item 8 for information on discontinued operations.

(2) Information includes 100%, 65% and 51% ownership of the retail securities joint venture between the Company and Citigroup Inc. (the “Wealth Management JV") effective

June 28, 2013, September 17, 2012 and May 31, 2009, respectively (see Note 3 to the consolidated financial statements in Item 8).
(3)  Amounts shown are used to calculate earnings per basic and diluted common share.

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

(5) Book value per common share equals common shareholders’ equity of $62,701 million at December 31,2013, $60,601 million at December 31, 2012, $60,541 million at
December 31,2011, $47,614 million at December 31, 2010 and $37,091 million at December 31, 2009, divided by common shares outstanding of 1,945 million at December 31,

2013, 1,974 million at December 31, 2012, 1,927 million at December 31, 2011, 1,512 million at December 31, 2010 and 1,361 million at December 31, 2009.

(6) The calculation of return on average common equity uses 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 Company considers to be a useful measure to the Company and

investors to assess operating performance.
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