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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.

Comimnitments.

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) ....... $10,790 $ 4 % 4 $ — $ 10,798
Letters of credit issued by subsidiaries that are guaranteed
bythe Company ............ccoiiiiiiiinennan.. 197 1,186 194 3,674 5,251
Investment activities(2) ..............iiiiii.. 318 238 108 647 1,311
Investment grade primary lending commitments(3)(4) . ... 19,656 5,791 23,323 1,421 50,191
Non-investment grade primary lending
commitments(3)(4) . ... .o 789 1,072 3,931 14,220 20,012
Investment grade secondary lending commitments(4)(5) .. — — — 1,406 1,406
Non-investment grade secondary lending
commitments(4)(5) . ..o 81 27 151 2,090 2,349
Commitments for secured lending transactions(6) ....... 3,824 4,095 1,073 2,628 11,620
Commercial and residential mortgage-related
commitments(7) ......... 5,680 — — — 5,680
Other commitments(8) . ........... ... ... .. 964 19 5 — 988
Total ... ... .. $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).

(5) This amount represents commitments associated with the Company’s Institutional Securities sales and trading activities.
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(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 e $ 549
2000 504
2000 e 403
20 L o 348
200 e 328
Thereafter . ... 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 management business. At November 30, 2007, future minimum rental commitments under such
leases were as follows (dollars in millions):

Fiscal Year

20008 .. $650

20000 . L e 357

2000 . . 212

20 L 117

20 93

Thereafter . . ... ... . 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
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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 event payments are required under such liquidity
facilities as well as make-whole or recourse provisions with the trust sponsors.
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The table below summarizes certain information regarding these guarantees at November 30, 2007:

Maximum Potential Payout/Notional

Years to Maturity Carrying Collateral/

Type of Guarantee Less than 1 1-3 3-5 Over 5 Total Amount  Recourse

(dollars in millions)
Notional amount of
derivative contracts ... $999,552 $1,004,069 $2,546,374 $2,570,385 $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” 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.
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Contingencies.

Legal. 1In 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 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.
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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 . ........... .. .. ... L. 1,049 1,058
Net impact of stock option exercises and other share issuances .................. 59 43
Treasury stock purchases . ........... .. (52) (52)
Shares outstanding at end of period . ......... .. .. . .. . 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 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.
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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:

At At
November 30, November 30,
2007 2006
(dollars in millions)
Foreign currency translation adjustments, netof tax ............... .. ... ...... $114 $ 49
Net change in cash flow hedges, netoftax ......... ... ... ... . . . .. (58) ()
Minimum pension liability adjustment, netoftax ............... ... ... .. .... @7 @)
SFAS No. 158 pension adjustment, netoftax ............... .. ... ... .. ..... (208) —
Accumulated other comprehensive loss, netof tax . ........................... $(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
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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 ... $ 9,534  $6,195
Cumulative foreign currency translation adjustments resulting from net
investments in subsidiaries with a non-U.S. dollar functional currency ....... $1290 $ 741
Cumulative foreign currency translation adjustments resulting from realized or
unrealized losses on hedges, netoftax ............ ... .. ... ... (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):

Fiscal 2007  Fiscal 2006 Fiscal 2005

Basic EPS:
Income from continuing operations before cumulative effect of
accounting change, Net. . ..........ouuuieiineeineennnnennn.. $2,563 $6,335 $4,532
Gain on discontinued operations, net . . ................c......... 646 1,137 358
Cumulative effect of accounting change, net ...................... — — 49
Preferred stock dividend requirements . ................. ... ... .. (68) (19) —
Net income applicable to common shareholders . ................... $3,141 $7.453 $4,939
Weighted average common shares outstanding . . ................... 1,002 1,010 1,050
Earnings per basic common share:
Income from continuing operations . ... .............ieiinaee.... $ 2.49 $ 6.25 $ 4.32
Gain on discontinued operations . ............... ... ... 0.64 1.13 0.33
Cumulative effect of accounting change, net ...................... — — 0.05
Earnings per basic common share .............. ... ... ... ..., $ 3.13 $ 7.38 $ 4.70
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Fiscal 2007 Fiscal 2006 Fiscal 2005

Diluted EPS:
Net income applicable to common shareholders .. .................. $3,141 $7.453 $4.,939
Weighted average common shares outstanding . . ................... 1,002 1,010 1,050
Effect of dilutive securities:
Stock options and restricted stock units .......... ... .. ... 52 45 30
Weighted average common shares outstanding and common stock
eqUIVALBNLS . . ot 1,054 1,055 1,080
Earnings per diluted common share:
Income from continuing Operations . .................ooveeenn.... $ 2.37 $ 5.99 $ 4.19
Gain on discontinued operations . ................. ... 0.61 1.08 0.33
Cumulative effect of accounting change, net ...................... — — 0.05
Earnings per diluted common share ............................. $ 2.98 $ 7.07 $ 4.57

The following securities were considered antidilutive and, therefore, were excluded from the computation of
diluted EPS:

Fiscal Fiscal Fiscal
2007 2006 2005

(shares in millions)

Number of antidilutive securities (including stock options and restricted stock units)
outstanding atend of period .. ... ... . 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 .. ... $1,592 $1,763 $589
Stock OPLIONS . . ..ot 241 152 143
Employee Stock Purchase Plan . ........ .. ... ... .. ... .. ... ... 9 8 8

Total ... $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 2003,
respectively.
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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 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.
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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 ............... 95 60 78
Granted .. ... ..o e 31 38 4
Conversions to common Stock . ........................ (12) (12) (18)
Canceled(2) . ... _(6) (5 @)
Restricted stock units atend of year(3) .................. 108 ﬂ @

(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):

Fiscal 2007
Weighted
Number Average
of Grant Date
Shares(1) Fair Value(1)
Unvested restricted stock units at beginning of period .......... ... ... ... ... ...... 60 $46.55
Granted . . ... e 31 66.68
VeSted .o 27) 51.33
Canceled(2) . ..ot ﬁ) 54.21
Unvested restricted stock units at end of period(3) .......... ... ... .. . .. 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.
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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-free interest rate . .. . ......ouu it 4.4% 4.8% 3.7%
Expected option life inyears .. .......... ..o iuiuiiniinn.. 6.0 33 3.1

Expected stock price volatility ............. .. .. .. i 23.8% 28.6% 34.3%
Expected dividend yield .......... ... .. .. ... 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):

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
Options outstanding at beginning of period . .. ... 128.6 $44.15 1258  $51.01 1522 $47.09
Granted ..........0 i 18.9 66.90 2.1 64.05 0.9 54.73
BXECISed .. .o voee e (24.7) 3986  (14.5) 4460 (195 18.13
Canceled(2) . ..o oo 47 5519  (40) 5741 (7.8) 5701
Options outstanding at end of period(3) ......... 118.1 $48.22 1094  $51.88 1258  $51.01
Options exercisable at end of period ........... 96.7 $45.22 92.6  $51.65 95.4  $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.
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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
Range of Exercise Prices Outstanding  Exercise Price(1)  Life (Years) Exercisable Exercise Price(1)  Life (Years)
$22.00-$29.99 ........ 53 $22.91 0.1 5.3 $22.91 0.1
$30.00 - $39.99 ........ 23.6 34.20 3.5 23.6 34.20 3.5
$40.00 - $49.99 ........ 44.3 47.14 5.1 39.3 47.32 5.0
$50.00 - $59.99 ........ 24.9 53.66 2.7 24.8 53.66 2.7
$60.00 — $69.99 ........ 18.9 66.56 8.1 2.7 65.57 2.5
$70.00 - $79.99 ........ 0.7 72.89 32 0.6 73.12 1.9
$80.00 - $91.99 ........ 0.4 87.45 1.6 0.4 87.45 1.6
Total ................ 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 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.
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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)

Other @SSELS . . vt et e e e e $ 9,153 $(302) $ 8,851
Other liabilities and accrued expenses ....................c..... 24,561 45 24,606
Net deferred tax asSets . . ..o vttt t ittt 5,454 139 5,593
Accumulated other comprehensive income (loss) ................ 9 (208) (199)
Total shareholders’ equity ... ... 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.

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.
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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

VAT © et $ 109 $ 111 $ 101 $ 7 $ 8 $ 7
Interest cost on projected benefit

obligation ....................... 125 119 110 8 10 9
Expected return on plan assets ......... (124) (116) (107) — — —
Net amortization—prior-service cost . . . . (8) (7) (8) (1) 2) (1)
Net amortization—actuarial loss ....... 41 51 41 — 2 2
Special termination benefits . .......... 2 2 — — — —
Net periodic benefit expense .......... $ 145 $ 160 $ 137 $ 14 $ 18 $ 17
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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

Reconciliation of benefit obligation:

(dollars in millions)

Benefit obligation at beginning of year ................. $2,563 $2,524 $ 168 $ 196
Service cost(1) ... ... 109 133 7 10
Interest COSt(2) ...t 125 139 8 11
Plan amendments ............ ... . ... .. . ... ©)) 2 (@) —
Actuarial (gain) loss . .......... .. . i (46) (88) 14 (40)
Benefitspaid . ...... ..o (102) (169) (8) 9)
Plan settlements .................c.cuiiiiiiinnnn... (1) 21 — —
Special termination benefits ............. ... ... ... ... 2 2 — —
Transfers/divestitures(3) .. ........... ... .. ... (400) — (23) —
Other, including foreign currency exchange rate changes . . . 22 41 — —
Benefit obligation atend of year .................. $2,263 $2,563 $ 162 $ 168
Reconciliation of fair value of plan assets:
Fair value of plan assets at beginning of year ............ $2,312 $2,217 $— $—
Actual return on plan assets . ... 161 144 — —
Employer contributions . ........... ... ... ... .. ... 131 114 8 9
Benefitspaid . ........ ... . (102) (169) ®) 9
Plan settlements ................ ... ... . ... @)) 21 — —
Transfers/divestitures(3) .. ...t .. (405) — — —
Other, including foreign currency exchange rate changes . . . 17 27 — —
Fair value of plan assets atend of year.............. $2,113 $2.,312 $— $ —
Funded status:
Unfunded Status .. ..........uuuiuneeiean.. $ (150)  $ (251) $(162) $(168)
Amount contributed to plan after measurement date . . ... .. 24 4 — —
Unrecognized prior-service cost . ... .......ouvuvnen.... — (113) — (6)
Unrecognized loss .......... .. .. . ... — 708 — 9
Net amount recognized .. ...........ooviieeon... $ (126) $ 348 $(162) $(165)
Amounts recognized in the consolidated statements of financial
condition consist of:
ASSEIS o oottt $ 162 $ 598 $— $—
Liabilities .. ...t (288) (263) (162) (165)
Intangible asset ... ... — 1 — —
Accumulated other comprehensive income .............. — 12 — —
Net amount recognized .. ............coouinn.... $ (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.
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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 obligation . ............. ... . . $511 $338
Fair value of plan assets . ........... it 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 obligation . ............. ... $474 $287
Fair value of plan assets .. ...... ... 216 36

Assumptions.

The following table presents the weighted average assumptions used to determine benefit obligations at fiscal
year-end:

Pension Postretirement
Fiscal 2007  Fiscal 2006  Fiscal 2007  Fiscal 2006
Discountrate . . ...t 6.17% 5.79% 6.34% 5.97%
Rate of future compensation increases . ..................... 5.08 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
Discountrate ...................... 5.79% 5.60% 5.90% 5.97% 5.75% 6.05%
Expected long-term rate of return on plan
ASSELS .« vt 6.65 6.65 6.95 n/a n/a n/a
Rate of future compensation increases . . . 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.

Morgan Stanley 161



MORGAN STANLEY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

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 trendrate ............................. 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:

One-Percentage  One-Percentage
Point Increase  Point (Decrease)

(dollars in millions)
Effect on total postretirement service and interest coSt . .................... $3 $ (2
Effect on postretirement benefit obligation .............................. 26 (21)

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
Equity SeCUrities . ... ....cv it e 30% 31% 44%
Fixed income securities . .............c..uuirininnnnenenen.. 70 68 51
Other—primarily cash .......... . ... ... . . . i .. — 1 5
Total ... 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.
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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.

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.

e Derivatives may not be used in a speculative manner or to leverage the portfolio under any circumstances.

e 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.

e 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 . . . ... $109 $ 8
Fiscal 2009 . . . ... 109 8
Fiscal 2010 . ..o 108 8
Fiscal 2011 . ..o e 109 9
Fiscal 2002 ..o e 119 9
Fiscal 2013-2017 ..ot 654 47

Morgan Stanley 163



MORGAN STANLEY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

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.

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:
U.S.federal ... ... $ 302 $1,084 $1,252
US.stateand local ........ ... . ... . . . . . 147 254 198
NON-U.S. 2,428 1,279 1,022
2,877 2,617 2,472
Deferred:
U.S.federal . ........ ... . . . . (1,861) 126 (873)
US.stateand local ............ ... i (69) (20) (68)
Non-U.S. e (116) 5 (58)
(2,046) 111 (999)
Provision for income taxes from continuing operations .................. $ 831 $2,728 $1,473
Provision for income taxes from discontinued operations ................ $ 378 $ 529 $ 201
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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 rate . ..............c.coeumirnennenn .. 35.0% 35.0% 35.0%
U.S. state and local income taxes, net of U.S. federal income tax benefits ... 1.5 1.6 1.4
Lower tax rates applicable to non-U.S. earnings . ....................... (2.0) 2.4) (5.5)
Domestic tax credits .. ...t (6.0) 2.3) (6.4)
Tax eXempPt iINCOME . . . ottt ettt e e e e 3.3) 0.9) (0.8)
(.11 T P 0.7 0.9 0.8
Effective income tax rate(1) . ........ ... .. ... i 24.5% 30.1% 24.5%

(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.
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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 benefitplans ............ ... .. .. .. ... ... $4,789 $2,965
Loan loss allowance . ..............iiininnne i — 321
Valuation and liability allowances ........... ... ... .. .. .. .. ... ... 498 553
Deferred eXpenses . . .. ...t 38 26
Tax credit and loss carryforward . . ........ ... ... ... 1,729 —
L 11 1) 851 806
Total deferred tax aSSELS . ...ttt e e e 7,905 4,671
Valuation allowance(l) . ..... ... i 19 —
Deferred tax assets after valuation allowance . ....................... 7,886 4,671

Deferred tax liabilities:

Valuation of inventory, investments and receivables ...................... 787 20
Prepaid commiSSions . ... ...ttt 52 91
Fixed assets .. ..o 283 368
Other ... 1,171 1,076
Total deferred tax liabilities . ............ ... . 2,293 1,555
Net deferred tax aSSetS . . ..o v vt e e e e e $5,593 $3,116

(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.
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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 a result 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 with sales of certain products and the related compensation
costs paid to the Global Wealth Management Group’s global representatives.
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Selected financial information for the Company’s segments is presented below:

Fiscal 2007

Net revenues excluding net interest . .......

Net interest .......

Net revenues . ... ..

Income from continuing operations
before losses from unconsolidated
investees and income taxes ............
Losses from unconsolidated investees . . .. ..
Income tax (benefit) provision ............

Income from continuing operations(2) . . . . ..

Fiscal 2006(3)

Net revenues excluding net interest .. ......

Net interest .......

Net revenues . .. ...

Income from continuing operations
before losses from unconsolidated
investees and income taxes ............
Losses from unconsolidated investees . . .. ..
Provision for income taxes . ..............

Income from continuing operations(2) . . . . . .

Fiscal 2005(3)

Net revenues excluding net interest . .......

Net interest .......

Net revenues ... ...

Income from continuing operations before
losses from unconsolidated investees,
income taxes and cumulative effect of
accounting change, net ................

Losses from unconsolidated investees . . .. ..

Provision for income taxes . ..............

Income from continuing operations
before cumulative effect of accounting

change, net(2)(4)

Intersegment

Eliminations(1) Total

$(286) $25,245
45 2,781

$(241)  $28,026

$ 2 $3441
— 47
1 831

$ 1 $ 2,563

Intersegment

Eliminations(1) Total

$(257) $27,960
21 1,879

$(236) $29,839

$ 23 $09,103
— 40
9 2,728

$ 14 $ 6,335

Intersegment
Eliminations Total

$(238) $21,090
— 2,435

$(238) $23,525

$ 86 $ 6,316
— 311
31 1,473

Global Wealth
Institutional ~Management Asset
Securities Group Management
(dollars in millions)
$14,085 $5,915 $5,531
2,064 710 (38)
$16,149 $6,625 $5,493
$ 817 $1,155 $1,467
47 — —
(170) 459 541
$ 940 $ 696 $ 926
Global Wealth
Institutional ~Management Asset
Securities(2) Group Management
(dollars in millions)
$19,758 $5,027 $3,432
1,352 485 21
$21,110 $5,512 $3,453
$ 7,721 $ 508 $ 851
40 — —
2,212 167 340
$ 5,469 $ 341 $ 511
Global Wealth
Institutional ~ Management Asset
Securities Group Management
(dollars in millions)
$13.416 $4,729 $3,183
2,081 318 36
$15,497 $5,047 $3,219
$ 4,609 $ 591 $1,030
311 — —
852 199 391
$ 3,446 $ 392 $ 639

$ 55 $ 4,532
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Global
Wealth
Institutional Management Asset Intersegment
Net Interest Securities Group Management Eliminations(1) Total
(dollars in millions)
Fiscal 2007
Interest and dividends . ................... $59,131 $1,221 $ 74 $(343) $60,083
Interest eXpense . ..............o.iniin... 57,067 511 112 (388) 57,302
Netinterest . ...........uuiirenenenenn.. $ 2,004 $ 710 $(38) $ 45 $ 2,781
Fiscal 2006(3)
Interest and dividends . ... ................ $42,106 $1,004 $ 48 $(382) $42,776
Interest expense . ..............oi.. 40,754 519 27 (403) 40,897
NEtinterest . ..ov v e $ 1,352 $ 485 $ 21 $ 21 $ 1,879
Fiscal 2005(3)
Interest and dividends . .. ................. $25,439 $ 650 $ 87 $(189) $25,987
Interest eXpense . ...............oenon... 23,358 332 51 (189) 23,552
Netinterest .............oeuinereenen .. $ 2,081 $ 318 $ 36 $— $ 2,435
Global Wealth
Institutional =~ Management Asset
M Securities Group Management Discover Total
(dollars in millions)
At November 30,2007 ................... $1,005,452 $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

(€]

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.

(@)
3)
“
(&)

See Note 22 for a discussion of discontinued operations.

Certain reclassifications have been made to prior-period amounts to conform to the current year’s presentation.
See Note 2 for a discussion of the cumulative effect of accounting change, net.
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.

e Asset Management: client location, except for merchant banking business, which is based on asset

location.
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Europe,
Middle
East and
Net Revenues Americas Africa Asia Total
(dollars in millions)
Fiscal 2007 . ... $12,150 $10,008 $5,868 $28,026
Fiscal 2006(1) ...t 18,803 7,762 3,274 29,839
Fiscal 2005(1) ..ot 15,375 5,711 2,439 23,525
Europe,
Middle
East and
Total Assets Americas Africa Asia Eliminations Total
(dollars in millions)
At November 30,2007 ....................... $705,728 $269,753 $83,328  $(13,400) $1,045,409
At November 30, 2006(1) . ... ovoveeeeee 708,129 347379 83315  (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.
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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 equivalents . ........... ... $ 869
Financial instruments owned—U.S. government and agency securities ................. 65
Financial instruments owned—Derivative CONtracts ... ...........c.c.ouvenenennen .. 33
Consumer JOANS . . ..o oot 22,915
Fees, interest and Other . . . .. ... 166
Office facilities and other equipment, at COSt, NEt . ... ... ...ttt . 661
Goodwill and net intan@ible assets . . .. ... ..ottt 735
OtNEr ASSEES o o oo 3,623
TOtal .« oot $29,067
Liabilities and Shareholders’ Equity
Commercial paper and other short-term borrowings . ............. ... ... ... ..., $ 3,100
DEPOSIES . .ot 13,277
Financial instruments sold, not yet purchased—Derivative contracts ................... 28
Interest and dividends payables ... ....... ... 129
Other liabilities and accrued eXPenses . .. . ... v vttt 6,508
Long-term DOITTOWINGS . . ..o o ittt e e e e e 250
Total . o 23,292
NEEASSELS .« o v v v e et e e e e e e e e e e $ 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
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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).

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

DS $ 850 $1,681 $1,025
QUILET . . ot 174 27 20
Aircraft leasing . . ... ..o — 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
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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 [PO, 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.

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)

COoNnSUMET LOANS .« o o vttt et e e e e e e $1,316
GoodWill . . .. 247
Amortizable intangible assets ... ....... ... 123
Other @SSEtS . .\ vttt e 20
Total assets acquired ............. ... . 1,706
Total liabilities assumed . . . . ... . . . 30
Net assets aCqUired . .. ..o e ettt $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).
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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.

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.
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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):

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 $ 12 $ 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) $ 14 $— $ 13
Net income for the three months ended May 31, 2006 ........ $(116)  $— $— $(116)
Net income for the six months ended May 31,2006 .......... $(117)  $ 14 $— $(103)
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The aggregate impact of these adjustments is summarized below (dollars in millions, except per share data):

Previously As
As of and for the Three Months Ended February 28, 2006 Reported  Adjustment  Adjusted
Other ASSELS . . ottt et e $ 15,988 $ 12 $ 16,000
Other Habilities . ... ... ... $ 14984 $ (98) $ 14,886
Long-term DOITOWINGS . .« .ottt et ettt e e e e e e $121,395 $ 131 $121,526
Shareholders’ eqUity . . ... ....uet et $ 30,124 $ (1) $ 30,103
Principal transactions trading revenue ..................c.coiiiiiii.... $ 3,073 $ 13 $ 3,086
Compensation and benefits eXpense .. ..........ooueeiineeinneenn... $ 4,032 $ 22) $ 4,010
INEETESt EXPEISE .« « « . v vt ettt e e e e e e e e $ 9216 $ 15 $ 9231
NELINCOME . o v e v et e e e e e e e e e e e e e $ 1,561 $ 13 $ 1,574
Diluted EPS . . ... $ 147 $0.01 $ 148

Previously As
As of and for the Three Months Ended May 31, 2006 Reported  Adjustment  Adjusted
OFRET ASSELS .« . v o v e e e e e e e e e e $ 17,651 $ 12 $ 17,663
Other liabilities . ... ... ... $ 18,159  $(162) $ 17,997
Long-term BOITOWINGS . . .ottt t et et e et $127,985 $ 311 $128,296
Shareholders’ equity . ... ...ttt $ 32,255 $(137) $ 32,118
Principal transactions trading revenue . ................c.c.iiiiai.... $ 3,729 $(170) $ 3,559
Compensation and benefits eXpense . ...............ooiiiineinenn. .. $ 3,587 $ — $ 3,587
INEETESE EXPENSE . . o o o ettt e e e ettt e e e $ 9,735 $ 9 $ 9,744
NEtINCOME . o o v et e e e e e e e e e e e $ 1,957 $116) $ 1,841
Diluted EPS . . ... $ 186 $0.11) $ 1.75

Previously As
For the Six Months Ended May 31, 2006 Reported Adjustment  Adjusted
Principal transactions trading revenue . ................c..oiiiiii.... $ 6,802 $(157) $ 6,645
Compensation and benefits €Xpense .. ............c.oueeuiieenneenn... $ 7619 $ (22) $ 7,597
INEETESt EXPEISE .« « v v v vt ettt e e e e e e e e e e $ 18,951 $ 24 $ 18,975
NEtINCOME .. oottt et et e e e e e e e e $ 3518 $(103) $ 3415
Diluted EPS . . ... e $ 333 $0.10)0 $ 3.23

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.
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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.

Morgan Stanley 177



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

27.

Total revenues
Interest expense

Net revenues

Total non-interest eXpenses . ...............

Income (losses) from continuing operations
before (losses) gains from unconsolidated
investees and income taxes

(Losses) gains from unconsolidated
investees

Provision for (benefit from) income taxes . . ...

Income (losses) from continuing operations . . .
Discontinued operations(3):
Gain from discontinued operations
Provision for income taxes

Gain on discontinued operations

Net income

Preferred stock dividend requirements

Earnings applicable to common
shareholders . .......... ... ... ... .. ...

Earnings per basic common share(4):
Income (losses) from continuing

operations

Gain on discontinued operations

Earnings per basic common share .......

Earnings per diluted common share(4):
Income (losses) from continuing

operations

Gain on discontinued operations

Earnings per diluted common share

Dividends to common shareholders
Bookvalue ............. ... .. .. . ...

€]
(@)
3)
“

Quarterly Results (unaudited).

MORGAN STANLEY

shares and share equivalents throughout the year.

28. Subsequent Event.

China Investment Corporation Investment.

Results for the Company in the fourth quarter of fiscal 2007 included $9.4 billion in mortgage-related writedowns.
Results for the Company for the first two quarters of fiscal 2006 were adjusted (see Note 24).

See Note 22 for a discussion of discontinued operations.

Summation of the quarters’ earnings per common share may not equal the annual amounts due to the averaging effect of the number of

2007 Fiscal Quarter 2006 Fiscal Quarter

First Second Third Fourth(1) First(2) Second(2) Third Fourth
(dollars in millions, except per share data)

$23,192  $26,195 $21,230  $14,711 $16,644 $17,257 $18,613  $18,222
13,198 15,671 13,272 15,161 9,231 9,744 11,549 10,373
9,994 10,524 7,958 (450) 7,413 7,513 7,064 7,849
6,538 7,000 5,693 5,354 5,503 5,212 4,820 5,201
3,456 3,524 2,265 (5,804) 1,910 2,301 2,244 2,648
(26) (20) (19) 18 (19) 24 20 (65)
1,116 1,141 772 (2,198) 603 848 676 601
2,314 2,363 1,474 (3,588) 1,288 1,477 1,588 1,982
564 349 111 — 453 583 399 231
(206) (130) (42) — (167) (219) (136) 7
358 219 69 — 286 364 263 224
$ 2,672 $ 2,582 $ 1,543 $(3,588) $ 1,574 $ 1,841 $ 1,851 $ 2,206
17 $ 17 $ 17 $ 17 $ — $ — $ — $ 19
$ 2,655 $ 2,565 $ 1,526 $(3,605) $ 1,574 $ 1,841 $ 1,851 $ 2,187
228 $ 235 $ 145 $ 3.61) $ 126 $ 146 $ 157 $ 197
0.35 0.22 0.07 — 0.28 0.36 0.26 0.22
263 $ 257 $ 152 $ 361) $ 154 $ 1.82 $ 183 §$ 219
217 $ 224 $ 1.38 $ 3.61) $ 121 $ 1.40 $ 150 $ 1.87
0.34 0.21 0.06 — 0.27 0.35 0.25 0.21
251 $ 245 $ 144 $ (3.61) $ 1438 $ 175 $ 175 $ 208
027 $ 027 $ 027 $ 027 $ 027 $ 027 $ 027 $ 027
$ 3471 $ 3652 $ 32.14 $ 28.56 $ 28.12 $ 29.97 $ 31.24 $ 32.67

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
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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:

(1) an undivided 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

(ii) 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
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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
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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.

Morgan Stanley 181



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:

e Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of Morgan Stanley;

e 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.
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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 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.

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 Internal 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
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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
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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”

e “Item 1—Election of Directors—Board Meetings and Committees”

Information relating to Morgan Stanley’s executive officers is contained in Part I, Item 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.

e “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
Plan Category and rights warrants and rights reflected in column (a))(1)

Equity compensation plans

approved by security

holders ................. 118,130,600 $48.2201 149,206,247(2)
Equity compensation plans not

approved by security

holders ................. — — 4,993,329(3)

Total ..................... 118,130,600 $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:
e 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.

e 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.

e 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.

e 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.

e 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.
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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.

& sk ook

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.

e “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.

e 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/ JoHN 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
/s/ _JOHN J. MACK Chairman of the Board and Chief Executive Officer

(John J. Mack) (Principal Executive Officer)

/s/ CoLM KELLEHER Executive Vice President and Chief Financial Officer
(Colm Kelleher) (Principal Financial Officer)

/s/ _PauL C. WIRTH Controller and Principal Accounting Officer
(Paul C. Wirth) (Principal Accounting Officer)

/s/ _RoY J. BOSTOCK Director

(Roy J. Bostock)

/s/ ERSKINE B. BOWLES Director
(Erskine B. Bowles)

/s/ HOWARD J. DAVIES Director
(Howard J. Davies)

/s/ C. ROBERT KIDDER Director
(C. Robert Kidder)

/s/  DONALD T. NICOLAISEN Director
(Donald T. Nicolaisen)
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Signature Title

/s/  CHARLES H. NOsK1 Director
(Charles H. Noski)

/s/  HUTHAM S. OLAYAN Director
(Hutham S. Olayan)

/s/ CHARLES E. PHILLIPS, JR. Director
(Charles E. Phillips, Jr.)

/s/ O. GRIFFITH SEXTON Director
(O. Griffith Sexton)

/s/ _LAURA D’ANDREA TYSON Director
(Laura D’ Andrea Tyson)

/s/ KLAUS ZUMWINKEL Director
(Klaus Zumwinkel)
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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 equivalents . .......... ... . ... . $ 10,224 $ 6,879
Financial instruments owned . . . ... 8,551 14,823
Securities purchased under agreement to resell with affiliate . . .............. 54,137 40,353
Advances to subSIdIaries . . . . ...ttt 156,446 145,550
Investment in subsidiaries, at equity ... ........ ...t 34,946 36,966
Other ASSEES .« . 4,149 4,629
Total ASSELS . . v v ottt $268,453 $249,200
Liabilities and Shareholders’ Equity:
Commercial paper and other short-term borrowings ...................... $ 20,615 $ 14,255
Financial instruments sold, not yet purchased ........................... 253 9,359
Payables to subsidiaries . . .. ... 32,523 48,105
Other liabilities and accrued eXpenses .. ..........uoevrenenennenenenen.. 1,037 2,969
Long-term borrowings . ... ... ...ttt 182,756 139,148

237,184 213,836

Commitments and contingencies
Shareholders’ equity:
Preferred StOCK . . ..o 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 ... ... ... 1,902 2,213
Retained €arnings ... ... .. ...ttt 38,045 41,422
Employee stock trust . ... ... 5,569 4,315
Accumulated other comprehensive loss ......... ... ... ... . (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 . . ..., (9,591) (9,348)
Common stock issued to employee trust . . .. ...t (5,569) (4,315)
Total shareholders’ equity .. ............ i .. 31,269 35,364

Total liabilities and shareholders” equity ...............c.iuiiiinninnnnn.... $268,453 $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 . .. ... .. i $ 9,211 $6,036 $3,698
Principal transactions ... ........... .. 613 (156) 159
O her ..o 2) 3 6
Total TEVENUES . . . o ottt et e e 9,822 5,883 3,863
Expenses:
INETESt EXPENSE . . v ot ettt et e e 9,834 6,744 3,126
NON-INLETESE EXPEISES « - v v v v ettt et et e ettt e et e e e e 427 146 106
Total EXPENSES . .« v vttt 10,261 6,890 3,232
(Loss) income before income tax benefit (provision) and equity in earnings of
SUDSIAIATICS . . . o\ttt et e e e (439) (1,007) 631
Income tax benefit (Provision) . ......... ... 173 296 (143)
(Loss) income before equity in earnings of subsidiaries ...................... (266) (711) 488
Equity in earnings of subsidiaries, net of tax (including a cumulative effect of
accounting change of $49 in fiscal 2005) .. ........ ... .. i 3,475 8,183 4,451
NELINCOIME . .\ttt ettt et e e e e e e $ 3,209 $ 7472 $4,939
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment . . . ............................ 65 104 (89)
Net change in cash flow hedges .......... .. ... .. .. ... ... .. ... .... 19 53 (70)
Minimum pension liability adjustment ... ........... ... ... .. .. ... .... (40) 2) 25
Comprehensive iNCOME . . . ..ottt e e $ 3,253 $7,627 $4,805
NELINCOME . .o\ttt ettt e e e $ 3,209 $7472 $4,939
Preferred stock dividend requirements .. ..............ooiiiiiiiiiiii. $ 68 $ 19 § —
Earnings applicable to common shareholders .............................. $ 3,141 $ 7,453 $4,939

See Notes to Condensed Financial Statements.
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MORGAN STANLEY
(Parent Company Only)

Condensed Statements of Cash Flows
(dollars in millions)

Fiscal
2007

SCHEDULE I

Fiscal Fiscal
2006 2005

Cash flows from operating activities:
NELINCOME .« . o v e e e e e e e e e e e e $ 3,209
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 .......... 1,941
Equity in subsidiaries’ earnings, net of dividends .................. 3,500
Change in assets and liabilities:
Financial instruments owned, net of financial instruments sold, not yet

$ 7472 $ 4939

— (49)
1,955 836
(6,345) 1,269

(1,857) 554
7,091 (4,123)
10,064 1,255

purchased ... ... ... (2,625)
Other aSSELS oo 6,346
Other liabilities and accrued eXpenses ... .........ouvvrerenenenn .. (23,855)
Net cash (used in) provided by operating activities ................... (11,484)

18,380 4,681

Cash flows from investing activities:

(32,837) 1,044
(16,055)  (14,297)

(48,892) (13,253)

Advances to and investments in subsidiaries ........................ (12,376)
Securities purchased under agreement to resell with affiliate ........... (13,784)
Net cash used for investing activities . ..................coo.... (26,160)
Cash flows from financing activities:
Net proceeds from (payments for) short-term borrowings ............. 6,360
MSCI Inc. initial public offering ........ ... ... ... ... ... .. ... ... 265
Tax benefits associated with stock-based awards .................... 281

Net proceeds from:
Issuance of preferred stock . . ......... .. ... —

(3,375) (11,179)

144 355
1,097 —
643 327

44,009 31,304

(3,376)  (3,693)
(14,363) (14,579)
(1,167)  (1,180)

23,612 1,355

(6,900)  (7,217)
13,779 20,996

Issuance of common stock . .......... .. .. .. 927
Issuance of long-term borrowings ................cc.o .. 60,651
Payments for:
Repurchases of common stock .. ........ ... .. ... .. .. . ... (3,753)
Repayments of long-term borrowings ............. ... ... ... (22,523)
Cashdividends . .......... i e (1,219)
Net cash provided by financing activities ...................... 40,989
Net increase (decrease) in cash and cash equivalents ..................... 3,345
Cash and cash equivalents, at beginning of period ....................... 6,879
Cash and cash equivalents, at end of period ............ ... ... ... ...... $ 10,224

$ 6,879 $ 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.

S-5 Morgan Stanley



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.

Morgan Stanley S-6



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
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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 New York as trustee (Supplemental to Amended and Restated Senior Indenture dated as of
May 1, 1999).

4.4 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 New York, as trustee (Supplemental to Senior Indenture dated as of November 1, 2004).

4.6 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).

4.7 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. 333-75289)).

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).

(1) 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.
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Exhibit
No.

4.10

4.11

4.12

4.13

4.14

4.15

4.16

4.17

4.18

4.19

4.20

4.21

10.1

Description

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)).

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).

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).

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).

Depositary Receipt for Depositary Shares, representing Floating Rate Non-Cumulative Preferred Stock,
Series A (included in Exhibit 4.13 hereto).

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).

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).

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).

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).

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).

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).

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.

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
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Exhibit
No.

10.2

10.3

10.4t

10.5F

10.61*
10.77

10.8F

10.9*
10.10F

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 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).

Amendment to Morgan Stanley 401(k) Plan, dated as of November 20, 2007.

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 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).

Tax Deferred Equity Participation Plan as amended and restated as of November 26, 2007.

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).

E-3 Morgan Stanley



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).

10.121* Employees’ Equity Accumulation Plan as amended and restated as of November 26, 2007.

10.131 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).

10.141 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).

10.15F 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).

10.161 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).

10.171* Amendment to Morgan Stanley & Co. Incorporated Excess Benefit Plan, dated as of November 20,
2007.

10.181 Supplemental Executive Retirement Plan (Exhibit 10.32 to Morgan Stanley’s Annual Report on Form
10-K for 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, 20006).

10.221* Amendment to 1995 Equity Incentive Compensation Plan, dated as of November 26, 2007.

10.231 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).
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Exhibit
No.

10.24%

10.25%

10.267

10.27%

10.287

10.297

10.307

10.317

10.327

10.337*

10.34+%*

10.357

10.367

10.377

10.38F

10.397*
10.407

10.417*

Description

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).

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).

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).

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).

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).

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).

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).

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).

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).

Morgan Stanley Branch Manager Compensation Plan as amended and restated as of November 26,
2007.

Morgan Stanley Financial Advisor and Investment Representative Compensation Plan as amended and
restated as of November 26, 2007.

Morgan Stanley UK Share Ownership Plan (Exhibit 4.1 to Morgan Stanley’s Registration Statement
on Form S-8 (No. 333-146954)).

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).

Form of Restrictive Covenant Agreement (Exhibit 10 to Morgan Stanley’s Current Report on Form
8-K dated November 22, 2005).

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).

2007 Equity Incentive Compensation Plan as amended and restated as of November 26, 2007.

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).

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).
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Exhibit
No.

11

12%

21%
23.1%*
24
31.1%*
31.2%%*
32.1%*
32.2%%

Description

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).

Statement Re: Computation of Ratio of Earnings to Fixed Charges and Computation of Ratio of
Earnings to Fixed Charges and Preferred Stock Dividends.

Subsidiaries of Morgan Stanley.

Consent of Deloitte & Touche LLP.

Powers of Attorney (included on signature page).

Rule 13a-14(a) Certification of Chief Executive Officer.
Rule 13a-14(a) Certification of Chief Financial Officer.
Section 1350 Certification of Chief Executive Officer.
Section 1350 Certification of Chief Financial Officer.

*  Filed herewith.

*+*  Furnished herewith.

¥ 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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EXHIBIT 31.1
Certification

I, John J. Mack, certify that:

1. I have reviewed this annual report on Form 10-K of Morgan Stanley;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, 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;

c¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: January 28, 2008

/s/  JOHN J. MACK

John J. Mack
Chairman of the Board and Chief Executive Officer




EXHIBIT 31.2
Certification

I, Colm Kelleher, certify that:

1. I have reviewed this annual report on Form 10-K of Morgan Stanley;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, 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;

c¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: January 28, 2008

/s/  CoLM KELLEHER

Colm Kelleher
Executive Vice President and Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Morgan Stanley (the “Company”) on Form 10-K for the fiscal year
ended November 30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, John J. Mack, Chairman of the Board and Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

/s/  JOHN J. MACK

John J. Mack
Chairman of the Board and Chief Executive Officer

Dated: January 28, 2008



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Morgan Stanley (the “Company”) on Form 10-K for the fiscal year
ended November 30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Colm Kelleher, Executive Vice President and Chief Financial Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

/s/  CoLM KELLEHER

Colm Kelleher
Executive Vice President and Chief Financial Officer

Dated: January 28, 2008
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