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Morgan Stanley: 2013 CCAR Disclosure

March 14, 2013 - Morgan Stanley (the “Company”) @nmced today that it received no objection fromBleard of
Governors of the Federal Reserve System (the “Bédgserve”) to the Company’s 2013 capital plart thas
submitted to the Federal Reserve on January 7,,284 3%reviously disclosed. This capital plan ineldiche
Company’s potential cash acquisition of the renmgjr85% interest in Morgan Stanley Smith Barney higd LLC
(the “Wealth Management JV”), the completion of ethis subject to applicable regulatory approvals.

1. Background to Comprehensive Capital Analysis an&Review (“CCAR”) and Dodd-Frank Stress Tests

In July 2010, the Dodd-Frank Wall Street Reform @whsumer Protection Act (the “Dodd-Frank Act”) vegned
into federal law requiring the Federal Reservedoduct annual stress tests of Bank Holding CompafigHCs")

with total consolidated assets of $50 billion orren@‘Covered Company”). In connection with the CCARCcess,
the Federal Reserve issued final rules on capi&sp(“Capital Plans”) in November 2011, requiriagge BHCs
such as the Company to submit Capital Plans onnama basis in order for the Federal Reserve tesasthe
BHCs’ systems and processes that incorporate foreaking projections of revenues and losses toitap@and
maintain their internal capital adequacy. The rak® require that such companies receive no dbjeétom the
Federal Reserve before executing a capital action.

Dodd-Frank Stress Test Requirements

In October 2012, the Federal Reserve issued arfitalon Supervisory and Company-run Stress TegtiiRements
for Covered Companies, including the Company, auires the Company to conduct semi-annual compamy-
stress tests under baseline, adverse and severaysa economic scenarios. Under this rule, thefaédReserve is
also required to conduct an annual supervisorgstiest of Covered Companies, including the Compéhg rule
requires Covered Companies to disclose publicly rémults of their stress tests under the Federakme’s
Severely Adverse Stress Scenario, which describedypothetical evolution of certain specific mamonomic
and market variables consistent with a severelyes#y post-war recession. Each Covered Companyrtisefu
required to employ the following assumptions (tb®dd Frank Act Stress Testing Capital Actions”)aetling its
projected capital actions over the planning horizon

 Payment of common stock dividends equal to the tgtgraverage dollar amount of common stock
dividends paid in the previous year;

» Payments on any other instrument eligible for iemun in the numerator of a regulatory capital ratiual
to the stated dividend, interest or principal doesoch instrument; and

* No redemption or repurchase of any capital instmtmaigible for inclusion in the numerator of a
regulatory capital ratio.

Additionally, as a BHC with substantial trading acwlinterparty exposures, the Company was requireghply a

hypothetical, instantaneous global market shodksttrading book, private equity positions and deuparty credit
exposures as of the market close on November 18.20he hypothetical global market shock prescribg the

Federal Reserve was generally based on the priteada® movements observed in the second half 08.20@&lso

incorporated hypothetical Eurozone-based shocksluding sharp increases in government vyields, witgen
corporate and sovereign credit default swap spreamba large depreciation of the euro against n@joencies.

The results of the Company’s company-run stregsuesler the Federal Reserve’s severely adveressssicenario,
assuming the Dodd Frank Act Stress Testing Capitélons and global market shock, (the “SupervisStyess
Scenario”) are presented under “Company-Run Stress— Holding Company” included herein.
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2. Forecast Methodologies Reflected in Company-Rustress Test

The Company’s capital ratios under the Supervigirgss Scenario reflect the effect of prescribedragonomic
and market environment on the revenues and theines® (e.g. assets, expenses and headcount) dvddathe
major products or businesses within each of the gamy's business segments. Under the Supervisogssstr
Scenario, the Company employed various forecashadelogies to quantify the impact of the hypothadtic
assumptions over the forecast time horizon inclgidirut not limited to, the following:

Revenues

The Company’s revenue forecast, under the SupewBimess Scenario, reflected a detailed procesgioh each
major business developed a projection over the-guregter capital planning horizon. This forecasbimporates the
impact of the hypothetical macroeconomic and mamketironment prescribed under the Supervisory Stres
Scenario. The Supervisory Stress Scenario revemnaedst also reflected the level of resources prejeto be
employed by each major business over the capitinghg horizon, as well as the business’ expectatiof
customer behavior and competitive dynamics.

Losses

The Supervisory Stress Scenario measured stresssldsom market risk, credit default risk and operal risk
exposures across the Company, utilizing the folfmainethodologies:

Market Risk: Market risks included all mark-to-market positidnsluding credit valuation adjustments (“CVA”),
loans carried at fair value, and private equityestments. Stress losses were estimated by re-gtiotnCompany’s
mark-to-market portfolio by applying the FederakBeve’s prescribed global market shock.

Credit Default Risk: Credit default stress losses reflected losses(iprioans held for investment, including
commercial and industrial, other consumer and dtbers; (ii) secured financing transactions, inglgdrepurchase
agreements and stock loans; (iii) available foe s&curities; as well as (iv) incremental deftagses on mark to
market and CVA positions.

Credit default losses for commercial and industoahs were estimated using stressed Probabiliedéult, Loss
Given Default and Exposure at Default under thesqnibed stressed conditions. In addition, stressedlit
transition matrices were used in the calculatiothefchanges to the Allowance for Credit Losses.

Credit default losses for positions that are martednarket were estimated using the Company’s mergal
Default Risk (“IDR”) model. The IDR model represera version of the Company's Incremental Risk Charg
model, which is compliant with the Basel Committesiarket risk capital framework (also known as ‘#®ds5"),

to calculate the default risk of mark-to-market @syres and CVAs.

Operational Risk: Operational risk loss estimates were calculatezsbdbaon the Company’s Internal Loss Data
(“ILD") model. The ILD model calculated estimates the operational risk types defined by the B&&mnmittee
on Banking Supervision.

Capital Position

The Company’s capital position was projected byragating revenue and loss estimates as outlinedeahnd
deriving their respective impact on the levels arTL Common, Tier 1 Capital and Total Capital oguarterly
basis over the nine-quarter capital planning harizo
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3. Company-Run Stress Test — Holding Company

The results presented below contain forward-lookingjections that represent estimates based ohyjhethetical,
severely adverse economic scenario prescribedé¥dderal Reserve. The estimates also refledicaequired
assumptions regarding the Company’'s capital actioviich are noted above. The quantitative outputd a
qualitative discussion herein should not be vievasdforecasts of expected outcomes or capital ratioas a
measure of the Company’s or MSBNA's solvency ouakfinancial performance or condition. Instedd dbutputs
and discussions are estimates from forward-looldrgrcises that consider possible outcomes baseal set of
hypothetical, highly adverse economic scenarios. addition, the outputs of the analyses and theudison
contained herein may not align with those produbgdthe Federal Reserve and other financial in&ibst
conducting similar exercises, even if a similar aehypothetical stress scenarios were used, dulifferences in
methodologies and assumptions used to produce thuipats.

The most significant cause of reduction in capitalos under the Supervisory Stress Scenario egbditbm the
application of the prescribed global market shaeliected in Trading and Counterparty Losses arfteOtosses
and Gains. Additionally, Risk Based Capital Ratwsre further reduced by increases in Risk Weighedets
(“RWASs") in the second quarter (1Q 2013) of the ita@pplanning horizon related to reporting of theripany’s
RWAs under Basel 2.5, which became effective omdgnl, 2013.

Projected Capital Ratios through December 31, 2014
Under the Supervisory Stress Scenario

Stressed Ratios Under
Supervisory Stress Scenaric

Minimum
Actual Over

As of As of Planning

September 30, December 31, Horizon
2012 2014 (1)
Tier 1 common capital ratio..........ccc.eescommmmean. 13.9% 7.5% 6.7%
Tier 1 capital ratio......ccccveveeeeeeeeiiiiiccciieieeeee, 16.9% 9.4% 8.5%
Total risk-based capital ratio.............ceceeceennee 17.0% 10.4% 9.6%
Tier 1 leverage ratio........cccccvvvvvveeeesmmeennennnnnnn, 7.2% 5.7% 4.6%

(1) The minimum capital ratios do not necessardgu in the same quarter of the planning horizon.
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Projected Losses, Revenue and Net Income before Tsx
September 30, 2012 through December 31, 2014
Under the Supervisory Stress Scenario
(dollars in billions)

Amount
Pre-provision net revenue (1)......ccccooouvmmmmcveeeeeeennees 3 6.3
Other 10SSES (2) ..cceeiieeiieiiiii et (0.2)
Less: Provision for loan and lease losses.................. 1.0
Less: Realized losses/gains on AFS /HTM secur(8gs 0.0
Less: Trading and counterparty losses.(4)................ 11.1
Less: Other losses/gains (5) ........ccoevvvceevreereeveeeeeeeenn. 6.7
Net income before taX.......ccocccveeiveiiieeie v $ (12.6)

@) Pre-provision net revenue includes losses fromatjmeral risk events, mortgage put-back expensesotmet
real estate owned (OREOQ) costs.

@ Other losses include one time expenses, and tlhitsed discontinued operations, which are noteet#d in
pre-provision net revenue.

@) Represents available-for-sale (“AFS”) and held-tatumity (“‘HTM") securities.

@ Trading and counterparty losses include the madketarket losses associated with the global mashketk
and changes in CVA and incremental default losses.

) Other losses/gains primarily include the projecdss losses on loans measured at fair value.

Projected Loan Losses by Type of Loans (1)
September 30, 2012 through December 31, 2014
Under the Supervisory Stress Scenario
(dollars in billions)

Portfolio
Cumulative Loss

Amount Rates (2)
LOAN LOSSES ..cceviiiieiieeeeeeeee e st e e $ 0.8 1.5%
First lien mortgages, domestic...............ccenee 0.0 0.2%
Junior liens and HELOCs, domestic................ 0.0 0.5%
Commercial and industrial..................ooceeeemnnn, 0.6 3.5%
Commercial real estate..........cccccvvvviimmmeneeennns 0.0 4.4%

Credit cards.........cooovvivveiiiiiiiiiicece e N/A N/A

Other CONSUMET ......cccovviieiiiiiie e, 0.1 0.7%
Other 10anS.........cveeieeiiiiiiieeeeee e, 0.1 0.6%

N/A — Not Applicable
1) Excludes held-for-sale loans and loans measur&dratalue.
@ Represents cumulative portfolio losses as a peageraf the average loan portfolio balance.
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4. Company-Run Stress Test — Morgan Stanley Bank N. (“MSBNA")

Section 165(i)(2) of the Dodd-Frank Act requiretior@al banks and federal savings associations tetti
consolidated assets of more than $10 billion tadeehannual stress tests. For 2013, this requinemas
applicable only to national banks and federal sgvimssociations with total consolidated assetsasérthan $50
billion. The Company’s only wholly owned subsidianeeting this requirement was MSBNA. Accordingly,
MSBNA conducted its own stress test under the stiguy scenarios and guidance provided by the ©ffitthe
Comptroller of the Currency (“OCC”). The OCC addsMSBNA that it need not include the OCC's gloimarket
shock scenarios in its stress testing given thidohscope of MSBNA's current activities.

The reduction in MSBNA'’s capital ratios was maidiye to an increase in RWAs from growth in certaigibesses,
credit losses driven by scenario assumptions arahticipated increase in the asset base of MSBNAdiby an
increase in sweep deposits following the plannadhmse of Citigroup Inc.’s remaining interest ie ffiorgan
Stanley Wealth Management joint venture. AdditibnaRisk Based Capital Ratios were further reduosed
increases in RWAs in the second quarter (1Q 20f8)eocapital planning horizon related to reportaidSBNA's
RWAs under Basel 2.5.

Projected Capital Ratios through December 31, 2014
Under the Supervisory Stress Scenario

Minimum

Actual Over
As of Planning
September 30, Horizon

2012 (1)

Tier 1 common capital ratio..........ccceeescmmmmmean. 14.7% 9.7%

Tier 1 capital ratio......ccccveveeeeeeeeiiiiiccciieeeee, 14.7% 9.7%
Total risk-based capital ratio.............ceeeecennee 17.1% 11.3%
Tier 1 leverage ratio........cccccvvvvvveeeeemmeennennnnnnn, 13.3% 10.0%

(1) The minimum capital ratios do not necessardgu in the same quarter of the planning horizon.

Forward-Looking Statements

The information above contains forward-looking etaénts within the meaning of Section 21E of theuites
Exchange Act of 1934 and the Private Securitieig&iion Reform Act of 1995. Readers are cautiometto place
undue reliance on forward-looking statements, wisighak only as of the date on which they are madendich
reflect current estimates, projections, expectation beliefs. These forward-looking statements subject to
numerous risks and uncertainties, and there arerimt factors that could cause actual resultsfferdmaterially
from those in any such forward-looking statementany of which are beyond the control of Morgan &tan
There can be no assurance that the above-mentiaceaisition of the Wealth Management JV will ocag
described.



