














Employee Benefit Plans. On June 1, 2010, Morgan Stanley Employees Retirement Plan (the “Pension Plan”)
for U.S. participants was amended to cease accruals of benefits under the Pension Plan effective January 1, 2011.
Any benefits earned by participants under the Pension Plan at December 31, 2010 will be preserved and will be
payable in the future based on the Pension Plan’s provisions. In addition, the Company will not accrue any future
service costs after December 31, 2010. As a result, the Company reduced Compensation and benefits expense by
approximately $51 million on the condensed consolidated statements of income for the quarter ended June 30,
2010. Additionally, the Company remeasured the obligation and assets of the Pension Plan at May 31, 2010 and
recognized a gain of $166 million ($102 million after-tax) on the condensed consolidated statements of
comprehensive income, after reflecting the $51 million reduction in Compensation and benefits expense.

MSSB. During the quarter and six months ended June 30, 2010, the Company recorded deal closing costs of
approximately $6 million and $12 million, respectively, and integration costs of approximately $106 million and
$206 million, respectively. During the quarter and six months ended June 30, 2009, the Company recorded deal
closing costs of approximately $204 million and $214 million, respectively, and integration costs of
approximately $41 million and $71 million, respectively. The deal closing costs in 2009 include a one-time
expense of $124 million for replacement of deferred compensation awards for MSSB retirement-eligible
employees. The costs of these replacement awards were fully allocated to Citi.

Real Estate Investments. The Company recorded losses in the following business segments related to real
estate investments. These amounts exclude investments that benefit certain deferred compensation and employee
co-investment plans.

Three Months
Ended June 30,

Six Months
Ended June 30,

2010 2009 2010 2009

(dollars in billions)
Institutional Securities

Continuing operations(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $— $(0.3) $— $(0.8)
Discontinued operations(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — (0.9) —

Total Institutional Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (0.3) (0.9) (0.8)
Asset Management:

Continuing operations(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (0.3) — (0.5)
Discontinued operations(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (0.1) — (0.4)

Total Asset Management . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (0.4) — (0.9)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $— $(0.7) $(0.9) $(1.7)

(1) Losses related to net realized and unrealized losses from the Company’s limited partnership investments in real estate funds and are
reflected in Principal transactions net investment revenues in the condensed consolidated statements of income.

(2) On March 31, 2010, the Board of Directors authorized a plan of disposal for Revel, a development stage enterprise and subsidiary of the
Company that is primarily associated with a development property in Atlantic City, New Jersey. The results of Revel, including the loss
from the planned disposal, are reported as discontinued operations for all periods presented and were formerly included within the
Institutional Securities business segment. In the Asset Management business segment, amounts relate to Crescent.

(3) Losses related to net realized and unrealized losses from real estate investments in the Company’s merchant banking business and are
reflected in Principal transactions—Investments in the condensed consolidated statements of income.

See “Other Matters—Real Estate” herein for further information.

Settlement with DFS. On February 11, 2010, the Company and DFS entered into an agreement in which each
party released the other party from claims related to the sharing of proceeds from the lawsuit against Visa and
MasterCard. In addition, the Company and DFS entered into an agreement to provide that payments made by DFS
to the Company in satisfaction of its obligations under the special dividend declared by DFS in June 2007, shall not
exceed $775 million. Also on February 11, 2010, DFS paid the Company $775 million in complete satisfaction of
its obligations to the Company under the special dividend. This payment is included in discontinued operations in
the condensed consolidated statement of income for the six months ended June 30, 2010.
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MSCI. In May 2009, the Company divested all of its remaining ownership interest in MSCI. The gain on sale,
net of taxes was approximately $310 million. The results of MSCI are reported as discontinued operations for all
periods presented. The results of MSCI were formerly included in the continuing operations of the Institutional
Securities business segment.

Structured Investment Vehicles. The Company recognized gains of $128 million and $171 million in the
quarter and six months ended June 30, 2009, respectively, related to securities issued by structured investment
vehicles (“SIVs”) included in the Company’s condensed consolidated statements of financial condition.

EPS. The quarter ended June 30, 2009 included adjustments that reduced earnings per basic and diluted share
by approximately $1.22. Such adjustments included $850 million related to the accelerated amortization of the
issuance discount on the Company’s Fixed Rate Cumulative Perpetual Preferred Stock, Series D, par value $0.01
per share, liquidation preference $1,000 per share (the “Series D Preferred Stock”) as a result of the Company’s
repurchase of the Series D Preferred Stock, $202 million related to the repurchase by the Company of a portion
of its Series C Non-Cumulative Non-Voting Perpetual Preferred Stock and MUFG’s related purchase of common
stock and other preferred dividends and amortization of $353 million. See Note 13 to the consolidated financial
statements for the year ended December 31, 2009 included in the Form 10-K for further information.
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Business Segments.

Substantially all of the Company’s operating revenues and operating expenses can be directly attributed to its
business segments. Certain revenues and expenses have been allocated to each business segment, generally in
proportion to its respective revenues 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 the Asset Management
business segment to the Global Wealth Management Group business segment associated with sales of certain
products and the related compensation costs paid to the Global Wealth Management Group business segment’s
global representatives. Intersegment Eliminations also reflect the effect of fees paid by the Institutional Securities
business segment to the Global Wealth Management Group business segment related to the bank deposit
program. Losses from continuing operations before income taxes recorded in Intersegment Eliminations were
$13 million and $5 million in the quarters ended June 30, 2010 and 2009, respectively, and $15 million and $7
million in the six months ended June 30, 2010 and 2009, respectively.

See “Other Matters—Segments” herein for further information regarding transactions affecting the Global
Wealth Management Group and Institutional Securities business segments.
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INSTITUTIONAL SECURITIES

INCOME STATEMENT INFORMATION

Three Months
Ended June 30,

Six Months
Ended June 30,

2010 2009 2010 2009

(dollars in millions)

Revenues:
Investment banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 885 $1,126 $1,772 $1,937
Principal transactions:

Trading . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,109 1,520 6,520 2,626
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (68) (184) 106 (974)

Commissions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 625 565 1,206 1,077
Asset management, distribution and administration fees . . . . . . . . . . . . 39 19 65 45
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 311 166 497

Total non-interest revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,616 3,357 9,835 5,208

Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,367 1,388 2,775 3,406
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,481 1,778 2,764 4,046

Net interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (114) (390) 11 (640)

Net revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,502 2,967 9,846 4,568

Compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,638 2,109 3,809 3,149
Non-compensation expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,294 1,156 2,400 2,181

Total non-interest expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,932 3,265 6,209 5,330

Income (loss) from continuing operations before income
taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,570 (298) 3,637 (762)

Provision for (benefit from) income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . 197 (168) 527 (775)

Income (loss) from continuing operations . . . . . . . . . . . . . . . 1,373 (130) 3,110 13

Discontinued operations:
(Loss) gain from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . (25) 508 (963) 525
Provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 193 — 199

(Loss) gain from discontinued operations . . . . . . . . . . . . . . . . (25) 315 (963) 326

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,348 185 2,147 339
Net (loss) income applicable to non-controlling interests . . . . . . . (9) 3 (5) (10)

Net income applicable to Morgan Stanley . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,357 $ 182 $2,152 $ 349

Amounts attributable to Morgan Stanley common shareholders:
Income (loss) from continuing operations, net of tax . . . . . . . . . . . . . . . $1,382 $ (122) $3,115 $ 39
(Loss) gain from discontinued operations, net of tax . . . . . . . . . . . . . . . (25) 304 (963) 310

Net income applicable to Morgan Stanley . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,357 $ 182 $2,152 $ 349

Investment Banking. Investment banking revenues for the quarter ended June 30, 2010 decreased 21% from
the comparable period of 2009, primarily reflecting lower equity and fixed income underwritings, partially offset
by higher advisory fees from merger, acquisition and restructuring transactions. Advisory fees from merger,
acquisition and restructuring transactions were $288 million, an increase of 7% and reflected higher levels of
completed activity from the comparable period of 2009. Underwriting revenues of $597 million decreased 30%
from the quarter ended June 30, 2009 due to lower levels of market activity. Equity underwriting revenues
decreased 41% to $269 million. Fixed income underwriting revenues decreased 18% to $328 million.
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Investment banking revenues in the six months ended June 30, 2010 decreased 9% from the comparable period
of 2009, primarily due to lower equity and fixed income underwritings and lower advisory revenues.

Sales and Trading Revenues. Sales and trading revenues are composed of principal transactions trading
revenues, commissions, asset management, distribution and administration fees and net interest revenues
(expenses). In assessing the profitability of its sales and trading activities, the Company views principal trading,
commissions, asset management, distribution and administration fees and net interest revenues (expenses) in the
aggregate. In addition, decisions relating to principal transactions are based on an overall review of aggregate
revenues and costs associated with each transaction or series of transactions. This review includes, among other
things, an assessment of the potential gain or loss associated with a transaction, including any associated
commissions, dividends, the interest income or expense associated with financing or hedging the Company’s
positions, and other related expenses.

See “Other Matters—Segments” and “Other Matters—Dividend Income” herein for further information.

Total sales and trading revenues increased 113% in the quarter ended June 30, 2010 from the comparable period
of 2009.

Sales and trading revenues by business were as follows:

Three Months
Ended June 30,

Six Months
Ended June 30,

2010 2009(1) 2010 2009(1)

(dollars in millions)

Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,415 $ 776 $2,834 $1,730
Fixed income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,345 903 5,068 2,147
Other(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (101) 35 (100) (769)

Total sales and trading revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,659 $1,714 $7,802 $3,108

(1) All prior-period amounts have been reclassified to conform to the current period’s presentation.
(2) Other sales and trading net revenues primarily include net gains (losses) from loans and lending commitments and related hedges

associated with the Company’s Institutional Securities’ lending and other corporate activities.

Equity. Equity sales and trading revenues increased 82% to $1,415 million in the quarter ended June 30, 2010
from the comparable period of 2009. Equity sales and trading revenues reflected positive revenue of
approximately $129 million in the quarter ended June 30, 2010 due to the widening of the Company’s credit
spreads resulting from the decrease in the fair value of certain of the Company’s long-term and short-term
borrowings, primarily structured notes, for which the fair value option was elected, compared with losses of
approximately $757 million in the quarter ended June 30, 2009, related to the tightening of the Company’s credit
spreads. Lower net revenues from cash and derivative products reflected a challenging trading environment,
partially offset by improved customer flows.

In the quarter ended June 30, 2010 equity sales and trading revenues also reflected unrealized losses of
approximately $60 million related to changes in the fair value of net derivative contracts attributable to the
widening of the counterparties’ credit default spreads compared with unrealized gains of approximately $150
million related to changes in the fair value of net derivative contracts attributable to the tightening of the
counterparties’ credit default spreads in the quarter ended June 30, 2009. The Company also recorded unrealized
gains of $80 million in the quarter ended June 30, 2010 related to changes in the fair value of net derivative
contracts attributable to the widening of the Company’s credit default swap spreads compared with unrealized
losses of approximately $92 million in the quarter ended June 30, 2009 related to changes in the fair value of net
derivative contracts attributable to the tightening of the Company’s credit default swap spreads. The unrealized
gains and losses on credit default spreads do not reflect any gains or losses on related hedging instruments.
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Fixed Income. Fixed income sales and trading revenues increased 160% to $2,345 million in the quarter ended
June 30, 2010 from $903 million in the prior year quarter. Interest rate, credit and currency product revenues
decreased 49% in the quarter ended June 30, 2010 reflecting a challenging trading environment, partially offset
by strong client revenues. Interest rate, currency and credit product net revenues in the quarter ended June 30,
2009 reflected favorable positioning in volatile markets. Results in the quarter ended June 30, 2010 included
positive revenue of approximately $602 million due to the widening of the Company’s credit spreads resulting
from the decrease in the fair value of certain of the Company’s long-term and short-term borrowings, primarily
structured notes, for which the fair value option was elected compared with losses of approximately $1.3 billion
from the tightening of the Company’s credit spreads. Commodity net revenues increased 30% in the quarter
ended June 30, 2010, primarily due to higher revenues recognized on structured transactions.

In the quarter ended June 30, 2010, fixed income sales and trading revenues reflected net unrealized losses of
$820 million related to changes in the fair value of net derivative contracts attributable to the widening of the
counterparties’ credit default spreads compared with unrealized gains of approximately $2,496 million in the
quarter ended June 30, 2009 from the tightening of the counterparties’ credit default spreads. The Company also
recorded unrealized gains of $919 million in the quarter ended June 30, 2010, related to changes in the fair value
of net derivative contracts attributable to the widening of the Company’s credit default swap spreads compared
with unrealized losses of approximately $1,095 million in the quarter ended June 30, 2009 related to the
tightening of the Company’s credit default spreads. The unrealized gains and losses on credit default spreads do
not reflect any gains or losses on related hedging instruments.

Other. In addition to the equity and fixed income sales and trading revenues discussed above, sales and trading
revenues include other trading revenues, consisting primarily of certain activities associated with the Company’s
corporate lending activities. In the quarter ended June 30, 2010, other sales and trading net revenues reflected a
net loss of $101 million compared with net gains of $35 million in the quarter ended June 30, 2009. Results for
the quarter ended June 30, 2010 included net losses of $277 million (mark-to-market valuations and realized
losses of $388 million, partially offset by gains on related hedges of $111 million) associated with loans and
lending commitments. Results for the prior year quarter included net gains of approximately $633 million
(mark-to-market valuations and realized gains of approximately $2,520 million partially offset by losses on
related hedges of approximately $1,887 million) associated with loans and lending commitments largely related
to certain “event-driven” lending to non-investment grade companies. The valuation of these commitments could
change in future periods depending on, among other things, the extent that they are renegotiated or repriced or if
the associated acquisition transaction does not occur. Results in the quarter ended June 30, 2010 also included
gains of $176 million related to other hedging activities. Results in the quarter ended June 30, 2009 also included
a negative adjustment of $195 million, reflecting the improvement in the Company’s debt-related credit spreads
on certain debt related to CIC’s investment in the Company and losses of approximately $400 million from
mark-to-market movements on swaps previously designated as hedges of a portion of the Company’s long-term
debt and other hedging activities.

Sales and Trading Revenues in the Six Months Ended June 30, 2010. Total sales and trading revenues increased
151% in the six months ended June 30, 2010 from the comparable period of 2009, reflecting higher equity and
fixed income sales and trading revenues and lower losses on other sales and trading revenues. Equity sales and
trading revenues increased 64% primarily due to positive revenues of approximately $177 million in the six
months ended June 30, 2010 due to the widening of the Company’s debt-related credit spreads compared with
negative revenue of approximately $1.3 billion in the six months ended June 30, 2009 due to the tightening of the
Company’s debt-related credit spreads. Lower net revenues from derivative and equity cash products were
partially offset by higher revenues in prime brokerage. Fixed income sales and trading revenues increased 136%
primarily due to gains of approximately $604 million in the six months ended June 30, 2010 due to the widening
of the Company’s debt-related credit spreads compared with negative revenue of approximately $2.3 billion in
the six month ended June 30, 2009 due to the tightening of such spreads. This increase in fixed income sales and
trading revenues was partially offset by lower revenues in interest rate, credit and currency products and
commodity products. In the six months ended June 30, 2010, other sales and trading losses were $100 million
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compared with losses of $769 million in the six months ended June 30, 2009. Results in the six months ended
June 30, 2010 included losses related to certain activities associated with the Company’s corporate lending
activities. Results in the six months ended June 30, 2009 included losses reflecting the improvement in the
Company’s debt-related credit spreads on certain debt related to CIC’s investment in the Company. Results in the
six months ended June 30, 2010 also included losses related to securities in the Company’s domestic subsidiary
banks, Morgan Stanley Bank, N.A. and Morgan Stanley Private Bank, National Association (formerly, Morgan
Stanley Trust).

Principal Transactions—Investments. Principal transaction net investment losses of $68 million and net
investment gains of $106 million were recognized in the quarter and six months ended June 30, 2010 compared
with net investment losses of $184 million and $974 million in the quarter and six months ended June 30, 2009,
respectively. The losses in the quarter ended June 30, 2010 were primarily due to lower equity valuations. The
gains in the six months ended June 30, 2010 and the losses in the quarter and six months ended June 30, 2009
were primarily related to principal investments in real estate funds and investments associated with certain
employee deferred compensation plans.

Other. Other revenues decreased 92% and 67% in the quarter and six months ended June 30, 2010,
respectively. The quarter and six months ended June 30, 2009 primarily included gains of approximately $254
million and $487 million, respectively, related to the Company’s repurchase of its debt in the open market,
partially offset by an impairment charge on certain loans. The decrease in the six months ended June 30, 2010
was partially offset by higher net servicing fee income.

Non-interest Expenses. Non-interest expenses decreased 10% and increased 16% in the quarter and six months
ended June 30, 2010. The decrease in the quarter was primarily due to lower compensation expense. The increase
in the six months was primarily due to higher compensation expense. Compensation and benefits expenses
decreased 22% in the quarter ended June 30, 2010 primarily due to lower net revenues, excluding the impact of
the Company’s debt-related credit spreads. Compensation and benefits expenses in the quarter and six months
ended June 30, 2010 included a charge of $354 million related to the U.K. government’s payroll tax on 2009
discretionary bonuses. Compensation and benefits expenses increased 21% in the six months ended June 30,
2010, primarily due to a higher level of net revenues. Non-compensation expenses increased 12% and 10% in the
quarter and six months ended June 30, 2010. Occupancy and equipment expense decreased 7% and 14% in the
quarter and the six months ended June 30, 2010, primarily due to lower leasing costs and lease exiting costs that
were incurred in the prior year periods. Brokerage, clearing and exchange fees increased 40% in the quarter and
six months ended June 30, 2010, primarily due to increased trading activity. Information processing and
communications expense increased 10% and 9% in the quarter and six months ended June 30, 2010, primarily
due to higher data processing and data storage costs. Marketing and business development expense increased
61% and 47% in the quarter and six months ended June 30, 2010, primarily due to higher levels of business
activity. Professional services expense increased 25% and 16% in the quarter and six months ended June 30,
2010, respectively, primarily due to higher legal and consulting expenses. Other expenses decreased 17% and
14% in the quarter and six months ended June 30, 2010, primarily due to an insurance recovery in the quarter and
six months ended June 30, 2010 and a loss provision in deferred compensation plans reflected in the quarter and
six months ended June 30, 2009. These decreases were partially offset by higher provisions for litigation and
regulatory proceedings, including $102.7 million related to the Assurance of Discontinuance entered into by the
Company and the Office of the Attorney General for the Commonwealth of Massachusetts (see Part II—“Other
Information—Legal Proceedings”).
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GLOBAL WEALTH MANAGEMENT GROUP

INCOME STATEMENT INFORMATION

Three Months
Ended June 30,

Six Months Ended
June 30,

2010 2009 2010 2009

(dollars in millions)
Revenues:

Investment banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 201 $ 165 $ 374 $ 226
Principal transactions:

Trading . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 303 591 549
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 1 6 (13)

Commissions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 692 412 1,374 674
Asset management, distribution and administration fees . . . . . . . . . . . . 1,572 816 3,200 1,327
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72 66 155 112

Total non-interest revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,786 1,763 5,700 2,875

Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 387 265 726 491
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99 105 247 144

Net interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 288 160 479 347

Net revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,074 1,923 6,179 3,222

Compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,966 1,362 3,938 2,206
Non-compensation expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 901 632 1,756 968

Total non-interest expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,867 1,994 5,694 3,174

Income (loss) from continuing operations before income
taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 207 (71) 485 48

Provision for (benefit from) income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . 61 (29) 125 17

Income (loss) from continuing operations . . . . . . . . . . . . . . . 146 (42) 360 31

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 146 (42) 360 31
Net income (loss) applicable to non-controlling interests . . . 36 (118) 151 (118)

Net income applicable to Morgan Stanley . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 110 $ 76 $ 209 $ 149

On May 31, 2009, MSSB was formed (see Note 3 to the consolidated financial statements for the year ended
December 31, 2009 included in the Form 10-K). The Company owns 51% of MSSB, which is consolidated. As a
result, the operating results for MSSB are included in the Global Wealth Management Group business segment
since May 31, 2009. Net income applicable to non-controlling interests of $36 million and $151 million,
respectively, in the quarter and six months ended June 30, 2010 primarily represents Citi’s interest in MSSB. Net
loss applicable to non-controlling interests of $118 million in the quarter and six months ended June 30, 2009
represents Citi’s interest in MSSB for the one month period ended June 30, 2009.

Investment Banking. Investment banking revenues increased 22% and 65% in the quarter and six months
ended June 30, 2010, respectively, primarily due to the consolidation of operating revenues of MSSB.

Principal Transactions—Trading. Principal transactions trading revenues decreased 18% in the quarter ended
June 30, 2010, primarily due to lower revenues from fixed income securities and net losses related to investments
associated with certain employee deferred compensation plans. Higher revenues from municipals and foreign-
exchange related securities partially offset the decrease. Principal transactions trading revenues increased 8% in the
six months ended June 30, 2010, partially due to the consolidation of the operating revenues of MSSB, partially
offset by net losses related to investments associated with certain employee deferred compensation plans.

Principal Transactions—Investments. Principal transaction net investment gains were $6 million in the six
months ended June 30, 2010 compared with net investment losses of $13 million in the six months ended
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June 30, 2009. The results in the six months ended June 30, 2010 primarily reflected gains related to investments
associated with certain employee deferred compensation plans compared with losses on such plans in the prior
year period.

Commissions. Commission revenues increased 68% and 104% in the quarter and six months ended June 30,
2010, respectively, reflecting the consolidation of operating revenues of MSSB and higher client activity.

Asset Management, Distribution and Administration Fees. Asset management, distribution and administration
fees increased 93% and 141% in the quarter and six months ended June 30, 2010, respectively, primarily due to
the consolidation of the operating revenues of MSSB. From June 2009 until April 1, 2010, revenues in the bank
deposit program were primarily included in Asset management, distribution and administration fees. Prior to
June 2009, these revenues were previously reported in Interest income. The change was the result of agreements
that were entered into in connection with the MSSB transaction. Beginning on April 1, 2010, revenues in the
bank deposit program held at Morgan Stanley depository institutions are recorded as Interest income, due to
renegotiations of the revenue sharing agreement as part of the Global Wealth Management Group business
segment’s retail banking strategy. The Global Wealth Management Group business segment will continue to earn
referral fees for deposits placed with Citi depository institutions, and these fees will continue to be recorded in
Asset management, distribution and administration fees until the legacy Smith Barney deposits are migrated to
the Company’s depository institutions.

Balances in the bank deposit program rose to $109.5 billion at June 30, 2010 from $105.7 billion at June 30,
2009, primarily due to new deposit activity related to MSSB, which include balances held at Citi’s depository
institutions. Deposits held by certain of the Company’s FDIC-insured depository institutions were $52.3 billion
of the $109.5 billion deposits at June 30, 2010.

Client assets in fee-based accounts increased to $396 billion and represented 26% of total client assets at June 30,
2010, compared with $325 billion and 23% at June 30, 2009, respectively. Total client asset balances increased to
$1,500 billion at June 30, 2010 from $1,420 billion at June 30, 2009, primarily due to improved market
conditions at June 30, 2010 compared with June 30, 2009. Client asset balances in households with assets greater
than $1 million increased to $1,067 billion at June 30, 2010 from $951 billion at June 30, 2009.

Other. Other revenues were $72 million and $155 million in the quarter and six months ended June 30, 2010,
respectively, compared with $66 million and $112 million in the quarter and six months ended June 30, 2009,
respectively, primarily due to the consolidation of the operating results of MSSB.

Net Interest. Net interest revenues increased 80% and 38% in the quarter and six months ended June 30, 2010,
respectively, primarily resulting from the securities available for sale portfolio (see “Other Matters—Securities
Available for Sale” herein) and the consolidation of operating results of MSSB. The current quarter also reflected
higher revenues due to the change in classification of the bank deposit program noted above.

Non-interest Expenses. Non-interest expenses increased 44% and 79% in the quarter and six months ended
June 30, 2010, respectively. The quarter and six months ended June 30, 2010 included higher costs related to the
consolidation of operating expenses of MSSB and the amortization of MSSB’s intangible assets. The quarter and
six months ended June 30, 2010 included deal closing costs of $6 million and $12 million, respectively, and
integration costs of $106 million and $206 million, respectively, for MSSB. The quarter and six months ended
June 30, 2009 included deal closing costs of approximately $204 million and $214 million for MSSB,
respectively. Deal closing costs include a one-time expense of $124 million primarily for replacement deferred
compensation awards. The cost of these replacement awards was fully allocated to Citi within non-controlling
interests. The quarter and six months ended June 30, 2009 included integration costs of approximately $41
million and $71 million for MSSB, respectively.
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Compensation and benefits expense increased 44% and 79% in the quarter and six months ended June 30, 2010,
respectively, primarily reflecting the consolidation of operating expenses of MSSB, partially offset by a
reduction in Compensation and benefits expense related to changes in the Company’s Pension Plan (see “Certain
Factors Affecting Results of Operations, Total Equity and Earnings Per Common Share—“Employee Benefit
Plans” herein). Non-compensation expenses increased 43% and 81% in the quarter and six months ended
June 30, 2010, respectively. During the quarter and six months ended June 30, 2010, occupancy and equipment
expense increased 38% and 70%, respectively, information processing and communications expense increased
84% and 108%, respectively, professional services expense increased 26% and 53%, respectively, and other
expenses increased 47% and 122%, respectively, primarily due to the consolidation of operating expenses of
MSSB.
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ASSET MANAGEMENT

INCOME STATEMENT INFORMATION

Three Months
Ended June 30,

Six Months
Ended June 30,

2010 2009 2010 2009

(dollars in millions)

Revenues:
Investment banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 7 $ 5 $ 7 $ 6
Principal transactions:

Trading . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10) (90) (11) (87)
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 58 205 (288)

Asset management, distribution and administration fees . . . . . . . . . . . . . . 383 396 797 765
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 12 107 28

Total non-interest revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 432 381 1,105 424

Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 4 9 11
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25 27 51 55

Net interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (22) (23) (42) (44)

Net revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 410 358 1,063 380

Compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 282 331 557 424
Non-compensation expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 214 237 419 449

Total non-interest expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 496 568 976 873

(Loss) income from continuing operations before income
taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (86) (210) 87 (493)

(Benefit from) provision for income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (39) (120) 4 (153)

(Loss) income from continuing operations . . . . . . . . . . . . . . . . . (47) (90) 83 (340)

Discontinued operations:
Gain (loss) from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . 901 (31) 966 (307)
Provision for (benefit from) income taxes . . . . . . . . . . . . . . . . . . . . . . . . . 360 (12) 330 (120)

Gain (loss) from discontinued operations . . . . . . . . . . . . . . . . . . 541 (19) 636 (187)

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 494 (109) 719 (527)
(Loss) net income applicable to non-controlling interests . . . . . . . . . . . . . (3) (1) 113 (1)

Net income (loss) applicable to Morgan Stanley . . . . . . . . . . . . . . . . $497 $(108) $ 606 $(526)

Amounts attributable to Morgan Stanley common shareholders:
(Loss) income from continuing operations, net of tax . . . . . . . . . . . . . . . . $ (44) $ (89) $ (30) $(339)
Gain (loss) from discontinued operations, net of tax . . . . . . . . . . . . . . . . . 541 (19) 636 (187)

Net income (loss) applicable to Morgan Stanley . . . . . . . . . . . . . . . . $497 $(108) $ 606 $(526)

On June 1, 2010, the Company completed the sale of Retail Asset Management, including Van Kampen, to
Invesco. The Company recorded a cumulative after-tax gain of $673 million, of which $514 million was recorded
in the quarter ended June 30, 2010. The remaining gain of $159 million, representing tax basis benefits was
recorded primarily in the quarter ended December 31, 2009. The results of Retail Asset Management are reported
as discontinued operations within the Asset Management business segment for all periods presented.
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Statistical Data.

The results presented in the statistical tables below exclude the operations of Retail Asset Management, as those
results are included in discontinued operations for all periods presented through the date of sale (see Note 20 to
the condensed consolidated financial statements).

Asset Management’s period-end and average assets under management or supervision were as follows:

At
June 30,

Average For the
Three Months Ended

June 30,

Average For the
Six Months Ended

June 30,

2010 2009(1) 2010 2009(1) 2010 2009(1)

(dollars in billions)

Assets under management or supervision by asset class:
Core asset management:
Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 73 $ 67 $ 77 $ 64 $ 78 $ 62
Fixed income—long term . . . . . . . . . . . . . . . . . . . . 56 49 57 50 56 51
Money market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 59 51 65 53 72
Alternatives(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41 37 42 35 42 36

Total core asset management . . . . . . . . . . . . . . 220 212 227 214 229 221

Merchant banking:
Private equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 4 5 4 5 4
Infrastructure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 4 4 4 4 4
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 17 15 22 15 26

Total merchant banking . . . . . . . . . . . . . . . . . . 24 25 24 30 24 34

Total assets under management or
supervision . . . . . . . . . . . . . . . . . . . . . . . . . . 244 237 251 244 253 255

Share of minority stake assets(3) . . . . . . . . . . . 7 5 7 5 7 5

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $251 $242 $258 $249 $260 $260

(1) Prior-period information has been reclassified to conform to the current period’s presentation.
(2) The alternatives asset class includes a range of investment products such as hedge funds, funds of hedge funds, funds of private equity

funds and funds of real estate funds.
(3) Amounts represent Asset Management’s proportional share of assets managed by entities in which it owns a minority stake.
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Activity in Asset Management’s assets under management or supervision during the quarters and six months
ended June 30, 2010 and 2009 was as follows:

Three Months
Ended June 30,

Six Months
Ended June 30,

2010 2009(1) 2010 2009(1)

(dollars in billions)

Balance at beginning of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $262 $250 $266 $290
Net flows by asset class:

Core asset management:
Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) (4) (2) (5)
Fixed income—long term . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (4) 1 (9)
Money market . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (13) (8) (22)
Alternatives(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (1) — (5)

Total core asset management . . . . . . . . . . . . . . . . . . . . . . . . (1) (22) (9) (41)

Merchant banking:
Private equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (1)
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2) 1 (2)

Total merchant banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2) 1 (3)

Total net flows . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) (24) (8) (44)
Net market (depreciation)/appreciation . . . . . . . . . . . . . . . . . . . . . . . . . (10) 16 (7) (3)

Total net decrease . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (11) (8) (15) (47)
Net decrease in share of minority stake assets(3) . . . . . . . . . . . . . . . . . — — — (1)

Balance at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $251 $242 $251 $242

(1) Prior-period information has been reclassified to conform to the current period’s presentation.
(2) The alternatives asset class includes a range of investment products such as hedge funds, funds of hedge funds, funds of private equity

funds and funds of real estate funds.
(3) Amounts represent Asset Management’s proportional share of assets managed by entities in which it owns a minority stake.

Principal Transactions—Trading. In the quarter and six months ended June 30, 2010, the Company
recognized losses of $10 million and $11 million, respectively, compared with losses of $90 million and $87
million in the quarter and six months ended June 30, 2009, respectively. Trading results in the quarter and six
months ended June 30, 2010 were primarily related to contributions to money market funds, partially offset by
gains from hedges on certain investments. Trading results in the quarter and six months ended June 30, 2009
were primarily related to mark-to-market losses on a lending facility to a real estate fund sponsored by the
Company and losses from hedges on certain investments and long-term debt. Losses in the quarter and six
months ended June 30, 2009 were partially offset by net gains of $128 million and $171 million, respectively,
related to securities issued by SIVs previously held on the Company’s condensed consolidated statements of
financial condition.

Principal Transactions—Investments. The Company recorded principal transactions net investment gains of
$16 million in the quarter ended June 30, 2010 compared with gains of $58 million in the quarter ended June 30,
2009. The Company recorded net investment gains of $205 million in the six months ended June 30, 2010
compared with losses of $288 million in the six months ended June 30, 2009. The decrease in the quarter was
primarily related to lower net investment gains associated with the Company’s alternative products and equity
investments. The results in the six months ended June 30, 2010 were primarily related to net investment gains
associated with the Company’s merchant banking business, primarily due to certain consolidated real estate
funds sponsored by the Company. The losses in the six months ended June 30, 2009 were primarily related to net
investment losses associated with the Company’s merchant banking business, including real estate investments,
and losses associated with certain investments associated with the Company’s employee deferred compensation
and co-investment plans.
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Asset Management, Distribution and Administration Fees. Asset management, distribution and administration
fees decreased 3% in the quarter ended June 30, 2010 and increased 4% in the six months ended June 30, 2010.
The decrease in the quarter was primarily due to lower performance fees, partially offset by higher fund
management and administration fees. The increase in the six months reflected higher fund management and
administration fees. The higher fund management and administration fees in both periods reflected an increase in
average assets under management in equity and alternatives asset classes.

The Company’s assets under management increased $9 billion from June 30, 2009 to June 30, 2010 reflecting
market appreciation, partially offset by net customer outflows of $5.1 billion primarily in the Company’s money
market funds.

Other. Other revenues increased $24 million and $79 million in the quarter and six months ended June 30,
2010 compared with the quarter and six months ended June 30, 2009, respectively, reflecting higher revenues
associated with Avenue Capital Group, a New York-based investment manager, and Lansdowne Partners, a
London-based investment manager, in which the Company owns a minority stake.

Non-interest Expenses. Non-interest expenses decreased 13% in the quarter ended June 30, 2010 compared
with the quarter ended June 30, 2009, primarily reflecting a decrease in compensation and benefits expense.
Non-interest expenses increased 12% in the six months ended June 30, 2010 compared with the six months ended
June 30, 2009, primarily reflecting an increase in compensation and benefits expense. Compensation and benefits
expenses decreased 15% in the quarter ended June 30, 2010, primarily reflecting principal investment losses
associated with employee deferred compensation and co-investment plans compared with gains in the prior year
period, partially offset by certain international tax equalization payments. Compensation and benefits expenses
increased 31% in the six months ended June 30, 2010, primarily reflecting principal investment gains in the
current year related to employee deferred compensation and co-investment plans, compared with losses in the
prior year period. Non-compensation expenses for the quarter and six months ended June 30, 2010 included
intangible asset impairment charges related to certain investment management contracts of $17 million and $27
million, respectively.
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Accounting Developments.

Scope Exception Related to Embedded Credit Derivatives.

In March 2010, the Financial Accounting Standards Board issued accounting guidance that changes the
accounting for credit derivatives embedded in beneficial interests in securitized financial assets. The new
guidance will eliminate the scope exception for embedded credit derivatives, unless they are created solely by
subordination of one financial instrument to another. Bifurcation and separate recognition may be required for
certain beneficial interests that are currently not accounted for at fair value through earnings. This new guidance
is effective for the Company beginning in the quarter ending September 30, 2010. The Company does not expect
the new accounting guidance to have any impact on the condensed consolidated financial statements.
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Other Matters.

Real Estate.

The Company acts as the general partner for various real estate funds and also invests in certain of these funds as
a limited partner. The Company’s real estate investments as of June 30, 2010 and December 31, 2009 are
described below. Such amounts exclude investments that benefit certain employee deferred compensation and
co-investment plans.

At June 30, 2010 and December 31, 2009, the condensed consolidated statements of financial condition include
amounts representing real estate investment assets of consolidated subsidiaries of approximately $1.7 billion and
$2.1 billion, respectively, net of non-controlling interests of approximately $1.2 billion and $0.6 billion,
respectively. This net presentation represents a non-GAAP financial measure. The Company considers such
presentation a useful measure for investors as it represents the Company’s net exposure. The decrease from
December 31, 2009 to June 30, 2010 was primarily due to the $951 million write-off in connection with the
planned disposition of Revel (see Note 1 to the condensed consolidated financial statements). In addition, the
Company has contractual capital commitments, guarantees, lending facilities and counterparty arrangements with
respect to these investments of $1.2 billion at June 30, 2010 (see Note 11 to the condensed consolidated financial
statements). One of the Company’s real estate funds is currently engaged in negotiations with its lenders
regarding a potential restructuring of loans provided to a specific investment in the fund’s portfolio. These loans
have been extended to allow negotiations to continue. In that context, the lenders may allege various claims that
would imply that the fund is obliged to support this investment to an extent that would exceed the fund’s
available liquid resources. In that event, the fund would assert substantial defenses to such claims. The Company
is not obliged to provide any support to the fund. A consolidated subsidiary of the Company is the general
partner of the fund but the loans and guarantees are non-recourse to any other entity or assets of the Company.
While the Company cannot provide assurance that the fund’s negotiations will result in a restructuring, it does
not currently believe that the resolution of the restructuring will require the Company to pay or contribute
amounts in excess of the amount of guarantees.

See “Certain Factors Affecting Results of Operations, Total Equity and Earnings Per Common Share—Real
Estate Investments” herein for further information.

Japan Securities Joint Venture.

On May 1, 2010, the Company and MUFG closed the previously announced transaction to form a joint venture in
Japan of their respective investment banking and securities businesses. MUFG and the Company have integrated
their respective Japanese securities companies by forming two joint venture companies. MUFG contributed the
investment banking, wholesale and retail securities businesses conducted in Japan by Mitsubishi UFJ Securities
Co., Ltd. into one of the joint venture entities named Mitsubishi UFJ Morgan Stanley Securities Co., Ltd.
(“MUMSS”). The Company contributed the investment banking operations conducted in Japan by its subsidiary,
Morgan Stanley MUFG Securities, Co., Ltd. (“MSMS”), formerly known as Morgan Stanley Japan Securities
Co., Ltd. into MUMSS (MSMS, together with MUMSS, the “Joint Venture”). MSMS will continue its sales and
trading and capital markets business conducted in Japan. Following the respective contributions to the Joint
Venture and a cash payment of 26 billion yen from MUFG to the Company at closing of the transaction (subject
to certain post-closing cash adjustments), the Company owns a 40% economic interest in the Joint Venture and
MUFG owns a 60% economic interest in the Joint Venture. The Company holds a 40% voting interest and
MUFG holds a 60% voting interest in MUMSS, while the Company holds a 51% voting interest and MUFG
holds a 49% voting interest in MSMS. At May 1, 2010, the Company continues to include MSMS in its financial
statements and accounts for its interest in MUMSS as an equity method investment.

See “Certain Factors Affecting Results of Operations, Total Equity and Earnings Per Common Share—Gain on
Sale of Non-Controlling Interests” herein for further information.
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Segments.

Global Wealth Management Group.

From June 2009 until April 1, 2010, revenues in the bank deposit program were primarily included in
Asset management, distribution and administration fees. Prior to June 2009, these revenues were previously
reported in Interest income. The change was the result of agreements that were entered into in connection with
the MSSB transaction. Beginning on April 1, 2010, revenues in the bank deposit program held at Morgan Stanley
depository institutions are recorded as Interest income, due to renegotiations of the revenue sharing agreement as
part of the Global Wealth Management Group business segment’s retail banking strategy. The Global Wealth
Management Group business segment will continue to earn referral fees for deposits placed with Citi depository
institutions, and these fees will continue to be recorded in Asset management, distribution and administration
fees until the legacy Smith Barney deposits are migrated to the Company’s depository institutions.

Global Wealth Management Group and Institutional Securities.

Effective January 1, 2010, certain transfer pricing arrangements between the Global Wealth Management Group
business segment and the Institutional Securities business segment relating to Global Wealth Management Group
business segment’s fixed income trading activities were modified to conform to agreements with Citi in
connection with MSSB. In addition, with an effective date of January 1, 2010, the Global Wealth Management
Group business segment sold approximately $3 billion of Auction Rate Securities to the Institutional Securities
business segment at book value.

Institutional Securities. The Company changed the allocation methodology for funding costs between equity
and fixed income sales and trading to more accurately reflect business activity. Effective January 1, 2010,
funding costs are allocated 35% to equity sales and trading and 65% to fixed income sales and trading. Prior to
January 1, 2010, funding costs were allocated 20% and 80% to equity and fixed income sales and trading,
respectively.

Effective January 1, 2010, Equity sales and trading revenues include Asset management, distribution and
administrations fees as these fees relate to administrative services primarily provided to the Company’s prime
brokerage clients and therefore, closely align to equity sales and trading revenues. Prior periods have been
adjusted to conform to the current presentation.

Dividend Income.

Effective January 1, 2010, the Company reclassified dividend income associated with trading and investing
activities to Principal transactions—Trading or Principal transactions—Investments depending upon the business
activity. Previously, these amounts were included in Interest and dividends on the condensed consolidated
statements of income. These reclassifications were made in connection with the Company’s conversion to a
financial holding company. Prior periods have been adjusted to conform to the current presentation.

Securities Available for Sale.

During the first quarter of 2010, the Company established a portfolio of debt securities in order to manage
interest rate risk. The securities have been classified as securities available for sale (“AFS”) in accordance with
accounting guidance for investments in debt and equity securities and are included within the Global Wealth
Management Group business segment.

During the second quarter of 2010, the Company classified certain marketable equity securities received in
connection with the Company’s sale of Retail Asset Management as AFS securities (see “Discontinued
Operations-Retail Asset Management Business” herein for further information) and these equity securities are
included within the Asset Management business segment.
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See Note 5 to the condensed consolidated financial statements for further information on securities available for
sale.

China Investment Corporation.

On July 1, 2010, Moody’s Investors Service, Inc. (“Moody’s”) announced that it was lowering the equity credit
assigned to future, as well as outstanding, hybrid securities, such as the Company’s Equity Units that were issued
to a subsidiary of China Investment Corporation in December 2007. The terms of the Equity Units permit the
Company to redeem the junior subordinated debentures underlying the Equity Units upon the occurrence and
continuation of such a change in equity credit (a “Rating Agency Event”). In response to this Rating Agency
Event, the Company has obtained the necessary approvals from the Federal Reserve in connection with the
redemption of the underlying debentures. As a consequence of such redemption these trust preferred securities
will not be remarketed as would have been required under the terms of the Equity Units.

Regulatory Outlook.

On July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform and Consumer Protection Act
(the “Dodd-Frank Act”) into law. While certain portions of the Dodd-Frank Act will be effective immediately,
other portions will be effective only following extended transition periods. At this time, it is difficult to assess
fully the impact that the Dodd-Frank Act will have on the Company and on the financial services industry
generally. Implementation of the Dodd-Frank Act will be accomplished through numerous rulemakings by
several governmental agencies. Therefore, it will take some time for the comprehensive effects of the legislation
to emerge and be understood. The Dodd-Frank Act also mandates the preparation of studies on a wide range of
issues, which could lead to additional legislation or regulatory changes. In addition, various legislative and
regulatory initiatives continue outside the United States which may also affect the Company’s business and
operations. For example, the Basel Committee on Banking Supervision (the “Basel Committee”) has proposed
new standards to raise the quality of capital, increase capital requirements for securitizations, trading book
exposure and counterparty credit risk exposure, and it is not clear how the Basel Committee proposals, when
finalized and adopted, will interact with the capital and leverage standards set forth in the Dodd-Frank Act.

The Dodd-Frank Act may significantly affect a wide range of the Company’s business and operations, including:
limiting the Company’s ability to engage in private equity, hedge fund and proprietary trading activities;
subjecting swap dealers and major swap participants to extensive new oversight and regulations, including new
capital, margin, exchange trading, clearing and settlement requirements and business conduct standards and
position limits; imposing heightened capital, leverage, prudential and other requirements under the new systemic
risk regime, limiting the Company’s concentration of risk and credit exposure to non-affiliates and enhancing
lending limits between depository institutions and their affiliates; applying a new orderly liquidation authority for
liquidating financial companies and certain of their subsidiaries if the U.S. Department of the Treasury makes
certain financial distress and systemic risk determinations; requiring the Company to come up with a credible
plan to help unwind in the event of failure; enhancing corporate governance and imposing certain compensation
reforms; and creating a new agency, the Bureau of Consumer Financial Protection, which will have exclusive
rulemaking and primary enforcement and examination authority over the Company with respect to federal
consumer financial laws to the extent applicable to the Company. See also “Supervision and Regulation” in
Part I, Item 1 of the Form 10-K.
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Critical Accounting Policies.

The Company’s condensed consolidated financial statements are prepared in accordance with accounting
principles generally accepted in the U.S., which require the Company to make estimates and assumptions (see
Note 2 to the condensed consolidated financial statements). The Company believes that of its significant
accounting policies (see Note 2 to the consolidated financial statements for the year ended December 31, 2009 in
the Form 10-K), the following involve a higher degree of judgment and complexity.

Fair Value.

Financial Instruments Measured at Fair Value. A significant number of the Company’s financial instruments
are carried at fair value. The Company makes estimates regarding valuation of assets and liabilities measured at
fair value in preparing the condensed consolidated financial statements. These assets and liabilities include but
are not limited to:

• Financial instruments owned and Financial instruments sold, not yet purchased;

• Securities available for sale;

• Securities received as collateral and Obligation to return securities received as collateral;

• Certain Commercial paper and other short-term borrowings, primarily structured notes;

• Certain Deposits;

• Other secured financings; and

• Certain Long-term borrowings, primarily structured notes and certain junior subordinated debentures.

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the
“exit price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Company uses various valuation approaches. A hierarchy for inputs is used in
measuring fair value that maximizes the use of observable prices and inputs and minimizes the use of
unobservable prices and inputs by requiring that the relevant observable inputs be used when available. The
hierarchy is broken down into three levels, wherein Level 1 uses observable prices in active markets, and Level 3
consists of valuation techniques that incorporate significant unobservable inputs and therefore require the
greatest use of judgment. In periods of market disruption, the observability of prices and inputs may be reduced
for many instruments. This condition could cause an instrument to be reclassified from Level 1 to Level 2 or
Level 2 to Level 3. In addition, a downturn in market conditions could lead to declines in the valuation of many
instruments. For further information on the fair value definition, Level 1, Level 2, Level 3 and related valuation
techniques, see Notes 2 and 4 to the condensed consolidated financial statements.

Level 3 Assets and Liabilities. The Company’s Level 3 assets before the impact of cash collateral and
counterparty netting across the levels of the fair value hierarchy were $40.8 billion and $43.4 billion at June 30,
2010 and December 31, 2009, respectively, and represented approximately 12% and 14% at June 30, 2010 and
December 31, 2009, respectively, of the assets measured at fair value (5% and 6% of total assets at June 30, 2010
and December 31, 2009, respectively). Level 3 liabilities before the impact of cash collateral and counterparty
netting across the levels of the fair value hierarchy were $16.4 billion and $15.4 billion at June 30, 2010 and
December 31, 2009, respectively, and represented approximately 9% of the Company’s liabilities measured at
fair value at both dates.

Transfers In/Out of Level 3 During the Quarter Ended June 30, 2010. The Company reclassified
approximately $1.9 billion of certain Corporate and other debt, primarily corporate loans, from Level 3 to
Level 2. The Company reclassified the corporate loans as external prices and/or spread inputs for these
instruments became observable.
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The Company also reclassified approximately $0.6 billion of certain Corporate and other debt from Level 2 to
Level 3. The Company reclassified corporate loans as external prices and/or spread inputs became unobservable.

Assets and Liabilities Measured at Fair Value on a Non-Recurring Basis. Certain of the Company’s assets
were measured at fair value on a non-recurring basis. The Company incurs losses or gains for any adjustments of
these assets to fair value. A downturn in market conditions could result in impairment charges in future periods.

For assets and liabilities measured at fair value on a non-recurring basis, fair value is determined by using
various valuation approaches. The same hierarchy as described above, which maximizes the use of observable
inputs and minimizes the use of unobservable inputs by generally requiring that the observable inputs be used
when available, is used in measuring fair value for these items.

For further information on financial assets and liabilities that are measured at fair value on a non-recurring basis,
see Note 4 to the condensed consolidated financial statements.

Fair Value Control Processes. The Company employs control processes to validate the fair value of its
financial instruments, including those derived from pricing models. These control processes are designed to
assure that the values used for financial reporting are based on observable inputs wherever possible. In the event
that observable inputs are not available, the control processes are designed to assure that the valuation approach
utilized is appropriate and consistently applied and that the assumptions are reasonable. These control processes
include reviews of the pricing model’s theoretical soundness and appropriateness by Company personnel with
relevant expertise who are independent from the trading desks. Additionally, groups independent from
the trading divisions within the Financial Control Group, Market Risk Department and Credit Risk Management
Department participate in the review and validation of the fair values generated from pricing models, as
appropriate. Where a pricing model is used to determine fair value, recently executed comparable transactions
and other observable market data are considered for purposes of validating assumptions underlying the model.

Consistent with market practice, the Company has individually negotiated agreements with certain counterparties
to exchange collateral (“margining”) based on the level of fair values of the derivative contracts they have
executed. Through this margining process, one party or each party to a derivative contract provides the other
party with information about the fair value of the derivative contract to calculate the amount of collateral
required. This sharing of fair value information provides additional support of the Company’s recorded fair value
for the relevant over-the-counter (“OTC”) derivative products. For certain OTC derivative products, the
Company, along with other market participants, contributes derivative pricing information to aggregation
services that synthesize the data and make it accessible to subscribers. This information is then used to evaluate
the fair value of these OTC derivative products. For more information regarding the Company’s risk
management practices, see “Quantitative and Qualitative Disclosures about Market Risk—Risk Management” in
Part II, Item 7A of the Form 10-K.

Goodwill and Intangible Assets.

Goodwill. The Company tests goodwill for impairment on an annual basis and on an interim basis when certain
events or circumstances exist. The Company tests for impairment at the reporting unit level, which is generally
one level below its business segments. Goodwill no longer retains its association with a particular acquisition
once it has been assigned to a reporting unit. As such, all of the activities of a reporting unit, whether acquired or
organically grown, are available to support the value of the goodwill. Goodwill impairment is determined by
comparing the estimated fair value of a reporting unit with its respective book value. If the estimated fair value
exceeds the book value, goodwill at the reporting unit level is not deemed to be impaired. If the estimated fair
value is below book value, however, further analysis is required to determine the amount of the impairment. The
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estimated fair values of the reporting units are derived based on valuation techniques the Company believes
market participants would use for each of the reporting units. The estimated fair values are generally determined
utilizing methodologies that incorporate price-to-book, price-to-earnings and assets under management multiples
of certain comparable companies.

Due to the volatility in the equity markets, the economic outlook and the Company’s common shares trading
below book value during the quarter ended June 30, 2010, the Company performed an impairment test for its
reporting units at June 30, 2010, which did not result in any goodwill impairment. The analysis, however, did
indicate that for one reporting unit, its estimated fair value did not significantly exceed its book value. At June
30, 2010, this reporting unit had a goodwill balance of approximately $400 million. The estimated fair value of
the reporting unit incorporated the share price of certain publicly traded comparable companies and, accordingly,
a decline in the equity markets would negatively impact the estimated fair value. Thus, a goodwill impairment
could occur in future periods, should market conditions deteriorate.

Intangible Assets. Amortizable intangible assets are amortized over their estimated useful lives and reviewed
for impairment on an interim basis when certain events or circumstances exist. For amortizable intangible assets,
an impairment exists when the carrying amount of the intangible asset exceeds its fair value. An impairment loss
will be recognized only if the carrying amount of the intangible asset is not recoverable and exceeds its fair
value. The carrying amount of the intangible asset is not recoverable if it exceeds the sum of the expected
undiscounted cash flows.

Indefinite-lived intangible assets are not amortized but are reviewed annually (or more frequently when certain
events or circumstances exist) for impairment. For indefinite-lived intangible assets, an impairment exists when
the carrying amount exceeds its fair value.

See Note 4 to the condensed consolidated financial statements for intangible asset impairments recorded during
the quarter and six months ended June 30, 2010.

For both goodwill and intangible assets, to the extent an impairment loss is recognized, the loss establishes the
new cost basis of the asset. Subsequent reversal of impairment losses is not permitted. For amortizable intangible
assets, the new cost basis is amortized over the remaining useful life of that asset.

See Note 8 to the condensed consolidated financial statements for further information on goodwill and intangible
assets.

Legal, Regulatory and Tax Contingencies.

In 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 entities 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.

Accruals for litigation and regulatory proceedings are generally determined on a case-by-case basis. Where
available information indicates that it is probable a liability had been incurred at the date of the condensed
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consolidated financial statements and the Company can reasonably estimate the amount of that loss, the
Company accrues the estimated loss by a charge to income. In many proceedings, however, it is inherently
difficult to determine whether any loss is probable or even possible or to estimate the amount of any loss. For
certain legal proceedings, the Company can estimate possible losses, additional losses, ranges of loss or ranges of
additional loss in excess of amounts accrued. For certain other legal proceedings, the Company cannot
reasonably estimate such losses, if any, since the Company cannot predict with certainty if, how or when such
proceedings will be resolved or what the eventual settlement, fine, penalty or other relief, if any, may be,
particularly for proceedings that are in their early stages of development or where plaintiffs seek substantial or
indeterminate damages. Numerous issues must be developed, including the need to discover and determine
important factual matters and the need to address novel or unsettled legal questions relevant to the proceedings in
question, before a loss or additional loss or range of loss or additional loss can be reasonably estimated for any
proceeding.

The Company is subject to the income and indirect tax laws of the U.S., its states and municipalities and those of
the foreign jurisdictions in which the Company has significant business operations. These tax laws are complex
and subject to different interpretations by the taxpayer and the relevant governmental taxing authorities. The
Company must make judgments and interpretations about the application of these inherently complex tax laws
when determining the provision for income taxes and the expense for indirect taxes and must also make estimates
about when in the future certain items affect taxable income in the various tax jurisdictions. Disputes over
interpretations of the tax laws may be settled with the taxing authority upon examination or audit. The Company
periodically assesses the likelihood of assessments in each of the taxing jurisdictions resulting from current and
subsequent years’ examinations, and unrecognized tax benefits are established as appropriate. The Company
establishes a liability for unrecognized tax benefits for potential losses that may arise out of tax audits in
accordance with accounting for income taxes. Once established, unrecognized tax benefits are adjusted when
there is more information available or when an event occurs requiring a change.

Significant judgment is required in making these estimates, and the actual cost of a legal claim, tax assessment or
regulatory fine/penalty may ultimately be materially different from the recorded accruals and unrecognized tax
benefits, if any. See Notes 11 and 17 to the condensed consolidated financial statements for additional
information on legal proceedings and tax examinations.

Special Purpose Entities and Variable Interest Entities.

The Company’s involvement with special purpose entities (“SPEs”) consists primarily of the following:

• Transferring financial assets into SPEs;

• Acting as an underwriter of beneficial interests issued by securitization vehicles;

• Holding one or more classes of securities issued by, or making loans to or investments in, SPEs that hold
debt, equity, real estate or other assets;

• Purchasing and selling (in both a market-making and a proprietary-trading capacity) securities issued by
SPEs/variable interest entities (“VIE”), whether such vehicles are sponsored by the Company or not;

• Entering into derivative transactions with SPEs (whether or not sponsored by the Company);

• Providing warehouse financing to collateralized debt obligations and collateralized loan obligations;
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• Entering into derivative agreements with non-SPEs whose value is derived from securities issued by
SPEs;

• Servicing assets held by SPEs or holding servicing rights related to assets held by SPEs that are serviced
by others under subservicing arrangements;

• Serving as an asset manager to various investment funds that may invest in securities that are backed, in
whole or in part, by SPEs; and

• Structuring and/or investing in other structured transactions designed to provide enhanced, tax-efficient
yields to the Company or its clients.

The Company engages in securitization activities related to commercial and residential mortgage loans, U.S.
agency collateralized mortgage obligations, corporate bonds and loans, municipal bonds and other types of
financial instruments. The Company’s involvement with SPEs is discussed further in Note 7 to the condensed
consolidated financial statements.

In most cases, these SPEs are deemed for accounting purposes to be VIEs. The Company applies accounting
guidance for consolidation of VIEs to certain entities in which equity investors do not have the characteristics of
a controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities
without additional subordinated financial support from other parties. Entities that previously met the criteria as
qualifying special purpose entities that were not subject to consolidation prior to January 1, 2010 became subject
to the consolidation requirements for VIEs on that date. Excluding entities subject to the Deferral (as described in
Note 2 to the condensed consolidated financial statements), effective January 1, 2010, the primary beneficiary of
a VIE is the party that both (1) has the power to direct the activities of a VIE that most significantly affect the
VIE’s economic performance and (2) has an obligation to absorb losses or the right to receive benefits that in
either case could potentially be significant to the VIE. The Company consolidates entities of which it is the
primary beneficiary.

The Company determines whether it is the primary beneficiary of a VIE upon its initial involvement with the
VIE and reassesses whether it is the primary beneficiary on an ongoing basis as long as it has any continuing
involvement with the VIE. This determination is based upon an analysis of the design of the VIE, including the
VIE’s structure and activities, the power to make significant economic decisions held by the Company and by
other parties and the variable interests owned by the Company and other parties.

In addition, the Company serves as an investment advisor to unconsolidated money market and other funds.

See Note 2 to the condensed consolidated financial statements for information on accounting guidance adopted
on January 1, 2010 for transfers of financial assets.
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Liquidity and Capital Resources.

The Company’s senior management establishes the liquidity and capital policies of the Company. Through
various risk and control committees, the Company’s senior management reviews business performance relative
to these policies, monitors the availability of alternative sources of financing, and oversees the liquidity and
interest rate and currency sensitivity of the Company’s asset and liability position. The Company’s Treasury
Department, Firm Risk Committee (“FRC”), Asset and Liability Management Committee (“ALCO”) and other
control groups assist in evaluating, monitoring and controlling the impact that the Company’s business activities
have on its condensed consolidated statements of financial condition, liquidity and capital structure.

The Balance Sheet.

The Company actively monitors and evaluates the composition and size of its balance sheet. A substantial
portion of the Company’s total assets consists of liquid marketable securities and short-term receivables arising
principally from sales and trading activities in the Institutional Securities business segment. The liquid nature of
these assets provides the Company with flexibility in managing the size of its balance sheet. The Company’s total
assets increased to $809,456 million at June 30, 2010 from $771,462 million at December 31, 2009. The increase
in total assets was primarily due to higher securities financing activities.

Within the sales and trading related assets and liabilities are transactions attributable to securities financing
activities. At June 30, 2010, securities financing assets and liabilities were $388 billion and $344 billion,
respectively. At December 31, 2009, securities financing assets and liabilities were $376 billion and $316 billion,
respectively. Securities financing transactions include repurchase and resale agreements, securities borrowed and
loaned transactions, securities received as collateral and obligation to return securities received. Securities
borrowed or purchased under agreements to resell and securities loaned or sold under agreements to repurchase
are treated as collateralized financings (see Note 2 to the condensed consolidated financial statements). Securities
sold under agreements to repurchase and securities loaned were $212 billion at June 30, 2010 and averaged $216
billion and $220 billion during the quarter and six months ended June 30, 2010, respectively. Securities
purchased under agreements to resell and securities borrowed were $324 billion at June 30, 2010 and averaged
$311 billion and $314 billion during the quarter and six months ended June 30, 2010, respectively.

Securities financing assets and liabilities also include matched book transactions with minimal market, credit
and/or liquidity risk. Matched book transactions accommodate customers, as well as obtain securities for the
settlement and financing of inventory positions. The customer receivable portion of the securities financing
transactions includes customer margin loans, collateralized by customer owned securities, and customer cash,
which is segregated according to regulatory requirements. The customer payable portion of the securities
financing transactions primarily includes customer payables to the Company’s prime brokerage clients. The
Company’s risk exposure on these transactions is mitigated by collateral maintenance policies that limit the
Company’s credit exposure to customers. Included within securities financing assets was $15 billion and $14
billion at June 30, 2010 and December 31, 2009, respectively, recorded in accordance with accounting guidance
for the transfer of financial assets that represented equal and offsetting assets and liabilities for fully
collateralized non-cash loan transactions.

The Company uses the Tier 1 leverage ratio, risk-based capital ratios (see “Regulatory Requirements” herein),
Tier 1 common ratio and the balance sheet leverage ratio as indicators of capital adequacy when viewed in the
context of the Company’s overall liquidity and capital policies. These ratios are commonly-used measures to
assess capital adequacy and frequently referred to by investors.
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The following table sets forth the Company’s total assets and leverage ratios at June 30, 2010 and December 31,
2009 and average balances during the six months ended June 30, 2010:

Balance at Average Balance(1)

June 30,
2010

December 31,
2009

For the Six
Months Ended
June 30, 2010

(dollars in millions, except ratio data)
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $809,456 $771,462 $832,546

Common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 41,415 $ 37,091 $ 39,109
Preferred equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,597 9,597 9,597

Morgan Stanley shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . 51,012 46,688 48,706
Junior subordinated debentures issued to capital trusts . . . . . . . . . . . 10,508 10,594 10,562

Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61,520 57,282 59,268
Less: Goodwill and net intangible assets(2) . . . . . . . . . . . . . . . . . . . . (7,148) (7,612) (7,531)

Tangible Morgan Stanley shareholders’ equity . . . . . . . . . . . . . . . . . $ 54,372 $ 49,670 $ 51,737

Common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 41,415 $ 37,091 $ 39,109
Less: Goodwill and net intangible assets(2) . . . . . . . . . . . . . . . . . . . . (7,148) (7,612) (7,531)

Tangible common equity(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 34,267 $ 29,479 $ 31,578

Leverage ratio(4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.9x 15.5x 16.1x

Tier 1 common ratio(5) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.2% 8.2% N/M

N/M – Not meaningful.
(1) The Company calculates its average balances based upon weekly amounts, except where weekly balances are unavailable, the month-end

balances are used.
(2) Goodwill and net intangible assets exclude mortgage servicing rights (net of disallowable mortgage servicing rights) of $125 million and

$123 million at June 30, 2010 and December 31, 2009, respectively, and include only the Company’s share of MSSB’s goodwill and
intangible assets.

(3) Tangible common equity, a non-GAAP financial measure, equals common equity less goodwill and net intangible assets as defined
above. The Company views tangible common equity as a useful measure to investors because it is a commonly utilized metric and
reflects the common equity deployed in the Company’s businesses.

(4) Leverage ratio, a non-GAAP financial measure, equals total assets divided by tangible Morgan Stanley shareholders’ equity. The
decrease in the leverage ratio was driven primarily by the increase in common equity. The leverage ratio is utilized by the Company and
investors to assess capital adequacy.

(5) The Tier 1 common ratio, a non-GAAP financial measure, equals Tier 1 common equity divided by Risk Weighted Assets (“RWAs”).
The Company defines Tier 1 common equity as Tier 1 capital less qualifying perpetual preferred stock, qualifying trust preferred
securities and qualifying restricted core capital elements, adjusted for the portion of goodwill and non-servicing assets associated with
MSSB’s non-controlling interests (i.e., Citi’s share of MSSB’s goodwill and intangibles). The Company views its definition of the Tier 1
common equity as a useful measure for investors as it reflects the actual ownership structure and economics of the MSSB joint venture.
This definition of Tier 1 common equity may evolve in the future as regulatory rules may be implemented based on a final proposal
regarding non-controlling interest (also referred to as minority interest) as initially presented in December 2009 in the Basel Committee
on Banking Supervision Consultative Document Strengthening the resilience of the banking sector (“BCBS 164”). For a discussion of
RWAs and Tier 1 capital, see “Regulatory Requirements” herein.

Balance Sheet and Funding Activity for the Six Months Ended June 30, 2010.

During the six months ended June 30, 2010, the Company issued notes with a principal amount of approximately
$14 billion, including non-U.S. dollar currency notes aggregating approximately $2 billion. In connection with
the note issuances, the Company generally enters into certain transactions to obtain floating interest rates based
primarily on short-term London Interbank Offered Rates trading levels. The weighted average maturity of the
Company’s long-term borrowings, based upon stated maturity dates, was approximately 5.7 years at June 30,
2010. Subsequent to June 30, 2010 and through July 31, 2010, the Company’s long-term borrowings (net of
repayments) increased by approximately $4 billion.

At June 30, 2010, the aggregate outstanding principal amount of the Company’s senior indebtedness was
approximately $168 billion (including guaranteed obligations of the indebtedness of subsidiaries).
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Capital Management Policies.

The Company’s senior management views capital as an important source of financial strength. The Company
actively manages its consolidated capital position based upon, among other things, business opportunities, risks,
capital availability and rates of return together with internal capital policies, regulatory requirements and rating
agency guidelines and, therefore, in the future may expand or contract its capital base to address the changing
needs of its businesses. The Company attempts to maintain total capital, on a consolidated basis, at least equal to
the sum of its operating subsidiaries’ equity.

At June 30, 2010, the Company had approximately $1.6 billion remaining under its current share repurchase
program out of the $6 billion authorized by the Company’s Board of Directors (the “Board”) in December 2006.
The share repurchase program is for capital management purposes and considers, among other things, business
segment capital needs as well as equity-based compensation and benefit plan requirements. Share repurchases by
the Company are subject to regulatory approval. During the quarter and six months ended June 30, 2010, the
Company did not repurchase common stock as part of its capital management share repurchase program (see also
“Unregistered Sales of Equity Securities and Use of Proceeds” in Part II, Item 2).

The Board determines the declaration and payment of dividends on a quarterly basis. In July 2010, the Company
announced that its Board declared a quarterly dividend per common share of $0.05. The Company also
announced that its Board declared a quarterly dividend of $252.78 per share of Series A Floating Rate
Non-Cumulative Preferred Stock (represented by depositary shares, each representing 1/1,000th interest in a
share of preferred stock and each having a dividend of $0.25278) a quarterly dividend of $25.00 per share of
Series B Non-Cumulative Non-Voting Perpetual Convertible Preferred Stock and a quarterly dividend of $25.00
per share of Series C Non-Cumulative Non-Voting Perpetual Preferred Stock.

Required Capital.

Beginning with the quarter ended June 30, 2010, the Company’s capital estimation is based on the Required
Capital framework (“Required Capital”), an internal capital adequacy measure. This framework is a risk-based
internal use of capital measure which is compared with the Company’s regulatory Tier 1 capital to help ensure
the Company maintains an amount of risk-based going concern capital after absorbing potential losses from an
extreme stress event at a point in time. The difference between the Company’s Tier 1 capital and aggregate
Required Capital is the Company’s Parent capital. Average Tier 1 capital, Required Capital and Parent capital for
the quarter ended June 30, 2010 was approximately $51.7 billion, $31.5 billion and $20.2 billion, respectively.
The Company generally holds Parent capital for prospective regulatory requirements, organic growth,
acquisitions and other capital needs.

Tier 1 capital and common equity attribution to the business segments is based on capital usage calculated by the
Required Capital. In principle, each business segment is capitalized as if it were an independent operating entity
with limited diversification benefit between the business segments. Required Capital is assessed at each business
segment and further attributed to product lines. This process is intended to align capital with the risks in each
business segment in order to allow senior management to evaluate returns on a risk-adjusted basis. The Required
Capital framework will evolve over time in response to changes in the business and regulatory environment and
to incorporate enhancements in modeling techniques.

For a further discussion of the Company’s Tier 1 capital, see “Regulatory Requirements” herein.
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The following table presents the Company’s and business segments’ average Tier 1 capital and average common
equity for the quarter ended June 30, 2010 and the quarter ended March 31, 2010. The quarter ended March 31,
2010 has been restated to conform to the Required Capital Framework.

Three Months Ended
June 30, 2010

Three Months Ended
March 31, 2010

Average
Tier 1

Capital

Average
Common

Equity

Average
Tier 1

Capital

Average
Common

Equity

(dollars in billions)

Institutional Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $26.3 $17.5 $24.9 $17.3
Global Wealth Management Group . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.0 6.8 3.0 6.9
Asset Management . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 1.7 2.2 2.1
Parent capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.2 13.6 18.4 11.3

Total from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . 51.5 39.6 48.5 37.6
Discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 0.4 0.2 0.5

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $51.7 $40.0 $48.7 $38.1

Average Tier 1 capital and common equity allocated to the Institutional Securities business segment increased
from the quarter ended March 31, 2010 driven by revaluation of market risk assessment in risk-based going
concern capital.

Capital Covenants.

In October 2006 and April 2007, the Company executed replacement capital covenants in connection with
offerings by Morgan Stanley Capital Trust VII and Morgan Stanley Capital Trust VIII (the “Capital Securities”).
Under the terms of the replacement capital covenants, the Company has agreed, for the benefit of certain
specified holders of debt, to limitations on its ability to redeem or repurchase any of the Capital Securities for
specified periods of time. For a complete description of the Capital Securities and the terms of the replacement
capital covenants, see the Company’s Current Reports on Form 8-K dated October 12, 2006 and April 26, 2007.

Liquidity and Funding Management Policies.

The primary goal of the Company’s liquidity management and funding activities is to ensure adequate funding
over a wide range of market conditions. Given the mix of the Company’s business activities, funding
requirements are fulfilled through a diversified range of secured and unsecured financing.

The Company’s liquidity and funding risk management framework, including policies and governance structure,
helps mitigate the potential risk that the Company may not have access to adequate financing. The framework is
designed to help ensure that the Company fulfills its financial obligations and to support the execution of the
Company’s business strategies. The principal elements of the Company’s liquidity and funding risk management
framework are the Contingency Funding Plan (“CFP”) and Global Liquidity Reserve that support the target
liquidity profile.

Contingency Funding Plan.

The CFP is the Company’s primary liquidity and funding risk management tool. The CFP outlines the
Company’s response to liquidity stress in the markets and incorporates stress testing to identify potential liquidity
risk. Liquidity stress tests model multiple scenarios related to idiosyncratic, systemic or a combination of both
types of events, across various time horizons. Based on the results of stress testing, the CFP sets forth a course of
action to effectively manage through a stressed liquidity event. Liquidity risk exposures are evaluated on an
ongoing basis and reported to the FRC, ALCO and other appropriate risk committees.
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The Company’s CFP incorporates a number of assumptions including, but not limited to, the following:

• No government support;

• No access to unsecured debt markets;

• Repayment of all unsecured debt maturing within one year;

• Higher haircuts and significantly lower availability of secured funding;

• Additional collateral that would be required by trading counterparties and certain exchanges and clearing
organizations related to multi-notch credit rating downgrades;

• Discretionary unsecured debt buybacks;

• Drawdowns on unfunded commitments provided to third parties;

• Client cash withdrawals;

• Limited access to the foreign exchange swap markets;

• Return of securities borrowed on an uncollateralized basis; and

• Maturity roll-off of outstanding letters of credit with no further issuance.

The CFP is produced at the Parent and major operating subsidiary levels, as well as at major currency levels, to
capture specific cash requirements and cash availability across the Company. The CFP assumes the subsidiaries
will use their own liquidity first to fund their obligations before drawing liquidity from the Parent company. The
CFP also assumes that the Parent will support its subsidiaries and will not have access to their liquidity reserves
due to regulatory, legal or tax constraints.

At June 30, 2010, the Company maintained sufficient liquidity to meet funding and contingent obligations as
modeled in its liquidity stress tests.

Global Liquidity Reserve.

The Company maintains sufficient liquidity reserves (“Global Liquidity Reserve”) to cover daily funding needs
and meet strategic liquidity targets sized by the CFP. The Global Liquidity Reserve is held within the Parent
company and major operating subsidiaries. It is comprised of cash and cash equivalents, securities that have been
reversed into the Company on an overnight basis (consisting of U.S. and European government bonds, U.S.
agency and agency mortgage-backed securities) and pools of Federal Reserve-eligible (eligible to be pledged to
the Federal Reserve’s Discount Window) securities which are held in the Company’s U.S. banking subsidiaries
(see table below). The assets that make up the Global Liquidity Reserve are all unencumbered and are not
pledged as collateral on either a mandatory or a voluntary basis. They do not include other unencumbered assets
that are available to the Company for additional monetization.

Global Liquidity Reserve by Type of Investment

The table below summarizes the Company’s Global Liquidity Reserve by type of investment:

At
June 30, 2010

(dollars in billions)

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 32
Securities purchased under agreements to resell . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81
Federal Reserve-eligible securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40

Global Liquidity Reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $153
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The vast majority of the assets held in the Global Liquidity Reserve can be monetized on a next day basis in a
stressed environment given the highly liquid and diversified nature of the reserves. The remainder of the assets
can be monetized within two to five business days.

The currency composition of the Global Liquidity Reserve is consistent with the CFP on a currency level. The
Company’s funding requirements and target liquidity reserves may vary based on changes to the level and
composition of its balance sheet, subsidiary funding needs, timing of specific transactions, client financing
activity, market conditions and seasonal factors.

Global Liquidity Reserve held by the Parent and subsidiaries

The table below summarizes the Global Liquidity Reserve held by the Parent and subsidiaries:

Average Balance

At
June 30,

2010

At
March 31,

2010

For the Three
Months Ended
June 30, 2010

For the Three
Months Ended
March 31, 2010

(dollars in billions)

Parent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 63 $ 57 $ 60 $ 65
Subsidiaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90 96 92 90

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $153 $153 $152 $155

Funding Management Policies.

The Company’s funding management policies are designed to provide for financings that are executed in a
manner that reduces the risk of disruption to the Company’s operations. The Company pursues a strategy of
diversification of secured and unsecured funding sources (by product, by investor and by region) and attempts to
ensure that the tenor of the Company’s liabilities equals or exceeds the expected holding period of the assets
being financed. Maturities of financings are designed to manage exposure to refinancing risk in any one period.

The Company funds its balance sheet on a global basis through diverse sources. These sources may include the
Company’s equity capital, long-term debt, repurchase agreements, securities lending, deposits, commercial
paper, letters of credit and lines of credit. The Company has active financing programs for both standard and
structured products in the U.S., European and Asian markets, targeting global investors and currencies such as
the U.S. dollar, euro, British pound, Australian dollar and Japanese yen.

Secured Financing. A substantial portion of the Company’s total assets consists of liquid marketable securities
and short-term receivables arising principally from its Institutional Securities sales and trading activities. The
liquid nature of these assets provides the Company with flexibility in financing these assets with collateralized
borrowings.

The Company’s goal is to achieve an optimal mix of secured and unsecured funding. The Institutional Securities
business segment emphasizes the use of collateralized short-term borrowings to limit the growth of short-term
unsecured funding, which is generally more subject to disruption during periods of financial stress. As part of
this effort, the Institutional Securities business segment continually seeks to expand its global secured borrowing
capacity.

In addition, the Company, through several of its subsidiaries, maintains committed credit facilities to support
various businesses, including the collateralized commercial and residential mortgage whole loan, derivatives,
warehouse lending, emerging market loan, structured product, corporate loan, investment banking and prime
brokerage businesses.
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The Company also has the ability to access liquidity from the Federal Reserve against collateral through the
Primary Credit Facility, which is available to provide daily access to funding for depository institutions.

Unsecured Financing. The Company views long-term debt and deposits as stable sources of funding for core
inventories and illiquid assets. Securities inventories not financed by secured funding sources and the majority of
current assets are financed with a combination of short-term funding, floating rate long-term debt or fixed rate
long-term debt swapped to a floating rate and deposits. The Company uses derivative products (primarily interest
rate, currency and equity swaps) to assist in asset and liability management and to hedge interest rate risk (see
Note 10 to the consolidated financial statements for the year ended December 31, 2009 included in the
Form 10-K).

Temporary Liquidity Guarantee Program (“TLGP”). In October 2008, the Secretary of the U.S. Treasury
invoked the systemic risk exception of the FDIC Improvement Act of 1991, and the FDIC announced the TLGP.
Based on the Final Rule adopted on November 21, 2008, the TLGP provides a guarantee, through the earlier of
maturity or June 30, 2012, of certain senior unsecured debt issued by participating Eligible Entities (including the
Company) between October 14, 2008 and June 30, 2009. At June 30, 2010 and December 31, 2009, the Company
had $23.8 billion of senior unsecured debt outstanding under the TLGP. There have been no issuances under the
TLGP since March 31, 2009.

Short-Term Borrowings. The Company’s unsecured short-term borrowings consist of commercial paper, bank
loans, bank notes and structured notes with maturities of 12 months or less at issuance.

The table below summarizes the Company’s short-term unsecured borrowings:

At
June 30, 2010

At
December 31, 2009

(dollars in millions)

Commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 803 $ 783
Other short-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,032 1,595

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,835 $2,378

Deposits. The Company’s bank subsidiaries’ funding sources include bank deposits, repurchase agreements,
federal funds purchased, certificates of deposit, money market deposit accounts, commercial paper and Federal
Home Loan Bank advances.

Deposits were as follows:

At
June 30, 2010(1)

At
December 31, 2009(1)

(dollars in millions)

Savings and demand deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $56,800 $57,114
Time deposits(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,568 5,101

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $61,368 $62,215

(1) Total deposits insured by the FDIC at June 30, 2010 and December 31, 2009 were $47 billion and $46 billion, respectively.
(2) Certain time deposit accounts are carried at fair value under the fair value option (see Note 4 to the condensed consolidated financial

statements).

With the passage of the Dodd-Frank Act on July 21, 2010, the statutory standard maximum deposit insurance
amount was permanently increased to $250,000 per depositor and is in effect for the Company’s two U.S.
depository institutions.
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Pursuant to an FDIC interim rule in April 2010, the Company’s FDIC-insured subsidiaries elected to opt out of
the Transaction Account Guarantee Program (“TAGP”) effective July 1, 2010. Thus, after June 30, 2010, funds
held in noninterest-bearing transaction accounts, and certain Negotiable Order of Withdrawal and linked Money
Market Deposit accounts are no longer guaranteed in full under the TAGP, but will be insured up to $250,000
under the FDIC’s general deposit rules.

Long-Term Borrowings. The Company uses a variety of long-term debt funding sources to generate liquidity,
taking into consideration the results of the CFP requirements. In addition, the issuance of long-term debt allows
the Company to reduce reliance on short-term credit sensitive instruments (e.g., commercial paper and other
unsecured short-term borrowings). Long-term borrowings are generally structured to ensure staggered maturities,
thereby mitigating refinancing risk, and to maximize investor diversification through sales to global institutional
and retail clients. Availability and cost of financing to the Company can vary depending on market conditions,
the volume of certain trading and lending activities, the Company’s credit ratings and the overall availability of
credit. During the six months ended June 30, 2010, the Company issued approximately $14 billion principal
amount of unsecured debt, which included approximately $2 billion of non-U.S. dollar currency notes.

The Company may from time to time engage in various transactions in the credit markets (including, for
example, debt repurchases) that it believes are in the best interests of the Company and its investors. Maturities
during the six months ended June 30, 2010 were approximately $18 billion in aggregate.

Long-term borrowings at June 30, 2010 consisted of the following (dollars in millions):

U.S. Dollar
Non-U.S.

Dollar

At
June 30,

2010

Due in 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9,048 $ 1,870 $ 10,918
Due in 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,014 8,333 26,347
Due in 2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,902 15,114 37,016
Due in 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,461 18,158 23,619
Due in 2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,031 5,534 16,565
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,367 19,978 68,345

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $113,823 $68,987 $182,810

Credit Ratings.

The Company relies on external sources to finance a significant portion of its day-to-day operations. The cost and
availability of financing generally is dependent on the Company’s short-term and long-term credit ratings. In
addition, the Company’s debt ratings can have a significant impact on certain trading revenues, particularly in
those businesses where longer term counterparty performance is critical, such as OTC derivative transactions,
including credit derivatives and interest rate swaps. Factors that are important to the determination of the
Company’s credit ratings include the level and quality of earnings, capital adequacy, liquidity, risk appetite and
management, asset quality, business mix and perceived levels of government support.

The rating agencies have stated that they currently incorporate various degrees of uplift from perceived government
support in the credit ratings of systemically important banks including the credit ratings of the Company. Recently
enacted financial reform legislation in the U.S. may be seen as limiting the possibility of extraordinary government
support for the financial system in any future financial crises which may lead to reduced uplift assumptions for U.S.
banks and thereby place downward pressure on credit ratings. At the same time, the recently enacted financial
reform legislation also has credit ratings positive features such as higher standards for capital and liquidity levels.
The net result on credit ratings and the timing of any rating agency actions is currently uncertain. The rating
agencies have stated that it will take them sometime to review and form their views on the recently enacted
legislation (see “Other Matters—Regulatory Outlook” herein).
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In connection with certain OTC trading agreements and certain other agreements associated with the Institutional
Securities business segment, the Company may be required to provide additional collateral or immediately settle
any outstanding liability balances with certain counterparties in the event of a credit rating downgrade. At
June 30, 2010, the amount of additional collateral or termination payments that could be called by counterparties
under the terms of such agreements in the event of a one-notch downgrade of the Company’s long-term credit
rating was approximately $1,481 million. A total of approximately $3,712 million in collateral or termination
payments could be called in the event of a two-notch downgrade. A total of approximately $4,403 million in
collateral or termination payments could be called in the event of a three-notch downgrade.

Also, the Company is required to pledge additional collateral to certain exchanges and clearing organizations in
the event of a credit ratings downgrade. At June 30, 2010, the increased collateral requirement at certain
exchanges and clearing organizations was approximately $188 million in the event of a one-notch downgrade of
the Company’s long-term credit rating. A total of approximately $1,178 million in additional collateral is
required in the event of a two-notch downgrade and a total of approximately $1,767 million in additional
collateral is required in the event of a three-notch downgrade.

The liquidity impact of additional collateral requirements is accounted for in the Company’s CFP.

At July 31, 2010, the Company’s and Morgan Stanley Bank, N.A.’s senior unsecured ratings were as set forth
below:

Company Morgan Stanley Bank, N.A.

Short-Term
Debt

Long-Term
Debt

Rating
Outlook

Short-Term
Debt

Long-Term
Debt

Rating
Outlook

Dominion Bond Rating Service Limited . . . . R-1 (middle) A (high) Negative — — —
Fitch Ratings . . . . . . . . . . . . . . . . . . . . . . . . . F1 A Stable F1 A+ Stable
Moody’s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . P-1 A2 Negative P-1 A1 Negative
Rating and Investment Information, Inc. . . . . a-1 A+ Negative — — —
Standard & Poor’s . . . . . . . . . . . . . . . . . . . . . A-1 A Negative A-1 A+ Negative

Commitments.

The Company’s commitments associated with outstanding letters of credit and other financial guarantees
obtained to satisfy collateral requirements, investment activities, corporate lending and financing arrangements,
mortgage lending and margin lending at June 30, 2010 are summarized below by period of expiration. Since
commitments associated with these instruments may expire unused, the amounts shown do not necessarily reflect
the actual future cash funding requirements:

Years to Maturity Total at
June 30,

2010
Less

than 1 1-3 3-5 Over 5

(dollars in millions)

Letters of credit and other financial guarantees obtained
to satisfy collateral requirements . . . . . . . . . . . . . . . . . . . . . $ 690 $ — $ 2 $ 5 $ 697

Investment activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 967 651 138 60 1,816
Primary lending commitments—investment grade(1)(2) . . . . 10,611 29,191 3,677 112 43,591
Primary lending commitments—non-investment grade(1) . . . 920 3,864 4,365 2,420 11,569
Secondary lending commitments(1) . . . . . . . . . . . . . . . . . . . . 49 112 137 7 305
Commitments for secured lending transactions . . . . . . . . . . . . 136 799 161 — 1,096
Forward starting reverse repurchase agreements(3) . . . . . . . . 61,151 101 — — 61,252
Commercial and residential mortgage-related

commitments(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,452 — — — 1,452
Other commitments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122 1 150 — 273

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $76,098 $34,719 $8,630 $2,604 $122,051
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(1) These commitments are recorded at fair value within Financial instruments owned and Financial instruments sold, not yet purchased in
the condensed consolidated statements of financial condition (see Note 4 to the condensed consolidated financial statements).

(2) This amount includes commitments to asset-backed commercial paper conduits of $275 million at June 30, 2010, of which $267 million
have maturities of less than one year and $8 million of which have maturities of one to three years.

(3) The Company enters into forward starting securities purchased under agreements to resell (agreements that have a trade date as of or
prior to June 30, 2010 and settle subsequent to period-end) that are primarily secured by collateral from U.S. government agency
securities and other sovereign government obligations. These agreements primarily settle within three business days and at June 30,
2010, $58.2 billion of the $61.3 billion settled within three business days.

Regulatory Requirements.

The Company is a financial holding company under the Bank Holding Company Act of 1956 and is subject to the
regulation and oversight of the Federal Reserve. The Federal Reserve establishes capital requirements for the
Company, including well-capitalized standards, and evaluates the Company’s compliance with such capital
requirements (see “Supervision and Regulation—Financial Holding Company” in Part I, Item 1 of the
Form 10-K). The Office of the Comptroller of the Currency and the Office of Thrift Supervision establish similar
capital requirements and standards for the Company’s national banks, respectively (see “Other Matters—
Regulatory Outlook” herein).

The Company calculates its capital ratios and RWAs in accordance with the capital adequacy standards for
financial holding companies adopted by the Federal Reserve. These standards are based upon a framework
described in the “International Convergence of Capital Measurement and Capital Standards,” July 1988, as
amended, also referred to as Basel I. In December 2007, the U.S. banking regulators published a final Basel II
Accord that requires internationally active banking organizations, as well as certain of its U.S. bank subsidiaries,
to implement Basel II standards over the next several years. The Company will be required to implement these
Basel II standards as a result of becoming a financial holding company.

At June 30, 2010, the Company was in compliance with Basel I capital requirements with ratios of Tier 1 capital
to RWAs of 16.5% and total capital to RWAs of 17.0% (6% and 10% being well-capitalized for regulatory
purposes, respectively). In addition, financial holding companies are also subject to a Tier 1 leverage ratio as
defined by the Federal Reserve. The Company calculated its Tier 1 leverage ratio as Tier 1 capital divided by
adjusted average total assets (which reflects adjustments for disallowed goodwill, certain intangible assets,
deferred tax assets, financial and non-financial equity investments). The adjusted average total assets are derived
using weekly balances for the calendar quarter.
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The following table reconciles the Company’s total shareholders’ equity to Tier 1 and Total Capital as defined by
the regulations issued by the Federal Reserve and presents the Company’s consolidated capital ratios at June 30,
2010 and December 31, 2009 (dollars in millions):

At
June 30,

2010

At
December 31,

2009

(dollars in millions)

Allowable capital
Tier 1 capital:
Common shareholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 41,415 $ 37,091
Qualifying preferred stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,597 9,597
Qualifying mandatorily convertible trust preferred securities . . . . . . . . . . . . . . . . . . . . . 5,649 5,730
Qualifying restricted core capital elements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,916 10,867
Less: Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,749) (7,162)
Less: Non-servicing intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,799) (4,931)
Less: Net deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,685) (3,242)
Less: Debt valuation adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,046) (554)
Other deductions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,757) (726)

Total Tier 1 capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53,541 46,670

Tier 2 capital:
Other components of allowable capital:
Qualifying subordinated debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,412 3,127
Other qualifying amounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 152 158
Other deductions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (827) —

Total Tier 2 capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,737 3,285

Total allowable capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 55,278 $ 49,955

Total risk-weighted assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $325,174 $305,000

Capital ratios
Total capital ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.0% 16.4%

Tier 1 capital ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.5% 15.3%

Tier 1 leverage ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.6% 5.8%

Total allowable capital is composed of Tier 1 and Tier 2 capital. Tier 1 capital consists predominately of
common shareholders’ equity as well as qualifying preferred stock, trust preferred securities mandatorily
convertible to common equity and qualifying restricted core capital elements (including other junior subordinated
debt issued to trusts and non-controlling interests) less goodwill, non-servicing intangible assets (excluding
allowable mortgage servicing rights), net deferred tax assets (recoverable in excess of one year) and DVA. DVA
represents the cumulative change in fair value of certain of the Company’s borrowings (for which the fair value
option was elected) that was attributable to changes in the Company’s own instrument-specific credit spreads and
is included in retained earnings. For a further discussion of fair value, see Note 4 to the condensed consolidated
financial statements. Pursuant to provisions of the Dodd-Frank Act, over time, the trust preferred securities will
no longer qualify as Tier 1 capital but will only qualify as Tier 2 capital. This change in regulatory capital
treatment will be phased in incrementally during a transition period that will start on January 1, 2013 and will
end on January 1, 2016. At June 30, 2010, the Company had $4.8 billion of trust preferred securities included in
the qualifying restricted core capital elements. Tier 2 capital consists principally of qualifying subordinated debt.
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At June 30, 2010, the Company calculated its RWAs in accordance with the regulatory capital requirements of
the Federal Reserve, which is consistent with guidelines described under Basel I. RWAs reflect both on and
off-balance sheet risk of the Company. The risk capital calculations will evolve over time as the Company
enhances its risk management methodology and incorporates improvements in modeling techniques while
maintaining compliance with the regulatory requirements and interpretations.

Market RWAs reflect capital charges attributable to the risk of loss resulting from adverse changes in market
prices and other factors. For a further discussion of the Company’s market risks and Value-at-Risk (“VaR”)
model, see “Quantitative and Qualitative Disclosures about Market Risk—Risk Management” in Part II, Item 7A,
of the Form 10-K and in Part I, Item 3 herein. Market RWAs incorporate two components: systematic risk and
specific risk. Systematic and specific risk charges are computed using either the Company’s VaR model or
Standardized Approach in accordance with regulatory requirements.

Credit RWAs reflect capital charges attributable to the risk of loss arising from a borrower or counterparty failing
to meet its financial obligations. For a further discussion of the Company’s credit risks, see “Quantitative and
Qualitative Disclosures about Market Risk—Credit Risk” in Part II, Item 7A, of the Form 10-K and in Part I,
Item 3 herein. Credit RWAs are determined using Basel I regulatory capital guidelines for U.S. banking
organizations issued by the Federal Reserve.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk.

Market Risk.

The Company uses Value-at-Risk (“VaR”) as one of a range of risk management tools. VaR values should be
interpreted in light of the method’s strengths and limitations, which include, but are not limited to: historical
changes in market risk factors may not be accurate predictors of future market conditions; VaR estimates
represent a one-day measurement and do not reflect the risk of positions that cannot be liquidated or hedged in
one day; and VaR estimates may not fully incorporate the risk of more extreme market events that are outsized
relative to observed historical market behavior or reflect the historical distribution of results beyond the 95%
confidence interval. A small proportion of market risk generated by trading positions is not included in VaR, and
the modeling of the risk characteristics of some positions relies upon approximations that, under certain
circumstances, could produce significantly different VaR results from those produced using more precise
measures. For a further discussion of the Company’s VaR methodology and its limitations, and the Company’s
risk management policies and control structure, see “Quantitative and Qualitative Disclosures about Market
Risk—Risk Management” in Part II, Item 7A of the Form 10-K.

The tables below present the following: the Company’s Aggregate, Trading, and Non-Trading quarter end,
quarterly average, high, and low VaRs (see Table 1 below). The VaR statistics that would result if the Company
were to adopt alternative parameters for its calculations, such as the reported confidence level (95% vs. 99%) for
the VaR statistic or a shorter historical time series (four years vs. one year) of market data upon which it bases its
simulations are also disclosed (see Table 2 below).

Aggregate VaR also incorporates certain non-trading risks, including (a) the interest rate risk generated by
funding liabilities related to institutional trading positions, (b) public company equity positions recorded as
investments by the Company and (c) corporate loan exposures that are awaiting distribution to the market.
Investments made by the Company that are not publicly traded are not reflected in the VaR results presented
below. Aggregate VaR also excludes the credit spread risk generated by the Company’s funding liabilities and
the interest rate risk associated with approximately $7.3 billion and $7.7 billion of certain funding liabilities
primarily related to fixed and other non-trading assets at June 30, 2010 and March 31, 2010, respectively. The
credit spread risk sensitivity of the Company’s mark-to-market funding liabilities corresponded to an increase in
value of approximately $11 million and $12 million for each +1 basis point widening in the Company’s credit
spread level at June 30, 2010 and March 31, 2010, respectively.

The credit spread risk relating to the Company’s mark-to-market derivative counterparty exposure is also
managed separately from VaR. The credit spread risk sensitivity of this exposure corresponds to an increase in
value of approximately $6 million and $7 million for each +1 basis point widening in the Company’s credit
spread level at June 30, 2010 and March 31, 2010, respectively.

The counterparty portfolio, which reflects adjustments, net of hedges, relating to counterparty credit risk and
other market risks, was reclassified from Non-Trading VaR into Trading VaR as of January 1, 2010. This
reclassification reflects regulatory consideration surrounding the Company’s conversion to a financial holding
company, and the trading book nature of the Company’s counterparty risk-hedging activities. Aggregate VaR
was not affected by this change; however this reclassification increased Trading VaR and decreased Non-Trading
VaR.

Since the VaR statistics reported below are estimates based on historical position and market data, VaR should
not be viewed as predictive of the Company’s future revenues or financial performance or of its ability to
monitor and manage risk. There can be no assurance that the Company’s actual losses on a particular day will not
exceed the VaR amounts indicated below or that such losses will not occur more than five times in 100 trading
days. VaR does not predict the magnitude of losses which, should they occur, may be significantly greater than
the VaR amount.
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Table 1 below presents 95%/one-day VaR for each of the Company’s primary market risk exposures and on an
aggregate basis at June 30, 2010 and March 31, 2010. The average, high and low figures for the quarters ended
June 30, 2010 and March 31, 2010 are also included.

Table 1: 95% Total VaR
95% One-Day VaR for the

Quarter Ended June 30, 2010
95% One-Day VaR for the

Quarter Ended March 31, 2010

Primary Market Risk Category
Period

End Average High Low
Period

End Average High Low

(dollars in millions)

Interest rate and credit spread . . . . . . . . . . $145 $132 $ 145 $119 $127 $127 $145 $115
Equity price . . . . . . . . . . . . . . . . . . . . . . . . 26 29 34 24 29 26 31 21
Foreign exchange rate . . . . . . . . . . . . . . . . 19 26 45 10 37 32 50 17
Commodity price . . . . . . . . . . . . . . . . . . . . 29 29 33 26 26 27 34 23
Less Diversification benefit(1) . . . . . . . . . (73) (77) (111) (48) (76) (69) (95) (48)

Total Trading VaR . . . . . . . . . . . . . . . . . . $146 $139 $ 146 $131 $143 $143 $165 $128

Total Non-Trading VaR . . . . . . . . . . . . . . $ 82 $ 67 $ 88 $ 57 $ 65 $ 62 $ 69 $ 57

Aggregate VaR . . . . . . . . . . . . . . . . . . . . . $176 $164 $ 183 $146 $167 $169 $197 $151

(1) Diversification benefit equals the difference between Total VaR and the sum of the VaRs for the four primary risk categories. This
benefit arises because the simulated one-day losses for each of the four primary market risk categories occur on different days; similar
diversification benefits also are taken into account within each category.

The Company’s average Trading VaR for the quarter ended June 30, 2010 was $139 million compared with $143
million for the quarter ended March 31, 2010. The decrease in Trading VaR was driven primarily by decreased
risk taking in emerging markets foreign exchange positions, partially offset by increased risk taking in corporate
credit and securitized products.

The Company’s average Non-Trading VaR for the quarter ended June 30, 2010 was $67 million compared with
$62 million for the quarter ended March 31, 2010. The shares from Invesco received in connection with the
Company’s sale of its Retail Asset Management business drove the increase in Non-Trading VaR.

The Company’s average Aggregate VaR for the quarter ended June 30, 2010 was $164 million compared with
$169 million for the quarter ended March 31, 2010. The decrease in Aggregate VaR was driven primarily by
decreased risk taking in foreign exchange, partially offset by increased position taking in corporate credit and
securitized products.

VaR Statistics under Varying Assumptions.

VaR statistics are not readily comparable across firms because of differences in the breadth of products included
in each firm’s VaR model, in the statistical assumptions made when simulating changes in market factors, and in
the methods used to approximate portfolio revaluations under the simulated market conditions. These differences
can result in materially different VaR estimates for similar portfolios. The impact varies depending on the factor
history assumptions, the frequency with which the factor history is updated, and the confidence level. As a result,
VaR statistics are more reliable and relevant when used as indicators of trends in risk taking rather than as a basis
for inferring differences in risk taking across firms.
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Table 2 below presents the VaR statistics that would result if the Company were to adopt alternative parameters
for its calculations, such as the reported confidence level (95% versus 99%) for the VaR statistic or a shorter
historical time series (four years versus one year) for market data upon which it bases its simulations:

Table 2: 95% and 99% Average
Trading VaR with Four-Year / One-
Year Historical Time Series

95% Average One-Day VaR
for the Quarter Ended

June 30, 2010

99% Average One-Day VaR
for the Quarter Ended

June 30, 2010

Primary Market Risk Category
Four-Year

Factor History
One-Year

Factor History
Four-Year

Factor History
One-Year

Factor History

(dollars in millions)

Interest rate and credit spread . . . . . . . . . . . . . . . . . $132 $ 90 $ 285 $ 164
Equity price . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29 26 43 39
Foreign exchange rate . . . . . . . . . . . . . . . . . . . . . . . 26 23 44 34
Commodity price . . . . . . . . . . . . . . . . . . . . . . . . . . . 29 23 47 32
Less Diversification benefit(1) . . . . . . . . . . . . . . . . (77) (62) (147) (103)

Total Trading VaR . . . . . . . . . . . . . . . . . . . . . . . . . . $139 $100 $ 272 $ 166

(1) Diversification benefit equals the difference between Total VaR and the sum of the VaRs for the four risk categories. This benefit arises
because the simulated one-day losses for each of the four primary market risk categories occur on different days; similar diversification
benefits also are taken into account within each category.

Distribution of VaR Statistics and Net Revenues for the quarter ended June 30, 2010.

As shown in Table 1 above, the Company’s average 95%/one-day Trading VaR for the quarter ended June 30,
2010 was $139 million. The histogram below presents the distribution of the Company’s daily 95%/one-day
Trading VaR for the quarter ended June 30, 2010. The most frequently occurring value was between $140
million and $143 million, while for approximately 85% of trading days during the quarter, VaR ranged between
$134 million and $146 million.
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One method of evaluating the reasonableness of the Company’s VaR model as a measure of the Company’s
potential volatility of net revenue is to compare the VaR with actual trading revenue. Assuming no intra-day
trading, for a 95%/one-day VaR, the expected number of times that trading losses should exceed VaR during the
year is 13, and, in general, if trading losses were to exceed VaR more than 21 times in a year, the accuracy of the
VaR model could be questioned. Accordingly, the Company evaluates the reasonableness of its VaR model by
comparing the potential declines in portfolio values generated by the model with actual trading results. For days
where losses exceed the 95% or 99% VaR statistic, the Company examines the drivers of trading losses to
evaluate the VaR model’s accuracy relative to realized trading results.

The Company did not incur daily trading losses in excess of the 95%/one-day Trading VaR for the quarter ended
June 30, 2010. Over the longer term, trading losses are expected to exceed VaR an average of three times per
quarter at the 95% confidence level. The Company bases its VaR calculations on the long term (or unconditional)
distribution with four years of observations, and therefore evaluates its risk from a longer term perspective. The
Company is evaluating enhancements to the VaR model to make it more responsive to more recent market
conditions, while maintaining a longer-term perspective.

The histogram below shows the distribution of daily net trading revenue for the quarter ended June 30, 2010 for
the Company’s trading businesses (these figures include revenue from the counterparty portfolio and also include
net interest and non-agency commissions but exclude certain non-trading revenues such as primary, fee-based
and prime brokerage revenue credited to the trading businesses). During the quarter ended June 30, 2010, the
Company experienced net trading losses on 11 days.
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Credit Risk.

For a further discussion of the Company’s credit risks, see “Quantitative and Qualitative Disclosures about
Market Risk—Credit Risk” in Part II, Item 7A of the Form 10-K.

Credit Exposure—Corporate Lending. In connection with certain of its Institutional Securities business
activities, the Company provides loans or lending commitments (including bridge financing) to selected clients.
Such loans and lending commitments can generally be classified as either “relationship-driven” or “event-
driven.”

“Relationship-driven” loans and lending commitments are generally made to expand business relationships with
select clients. The commitments associated with “relationship-driven” activities may not be indicative of the
Company’s actual funding requirements, as the commitment may expire unused or the borrower may not fully
utilize the commitment. The borrowers of “relationship-driven” lending transactions may be investment grade or
non-investment grade. The Company may hedge its exposures in connection with “relationship-driven”
transactions.

“Event-driven” loans and lending commitments refer to activities associated with a particular event or
transaction, such as to support client merger, acquisition or recapitalization transactions. The commitments
associated with these “event-driven” activities may not be indicative of the Company’s actual funding
requirements since funding is contingent upon a proposed transaction being completed. In addition, the borrower
may not fully utilize the commitment or the Company’s portion of the commitment may be reduced through the
syndication process. The borrower’s ability to draw on the commitment is also subject to certain terms and
conditions, among other factors. The borrowers of “event-driven” lending transactions may be investment grade
or non-investment grade. The Company risk manages its exposures in connection with “event-driven”
transactions through various means, including syndication, distribution and/or hedging.

The following table presents information about the Company’s corporate funded loans and lending commitments
at June 30, 2010. The “total corporate lending exposure” column includes both lending commitments and funded
loans. Fair value of corporate lending exposure represents the fair value of loans that have been drawn by the
borrower and lending commitments that were outstanding at June 30, 2010. Lending commitments represent
legally binding obligations to provide funding to clients at June 30, 2010 for both “relationship-driven” and
“event-driven” lending transactions. As discussed above, these loans and lending commitments have varying
terms, may be senior or subordinated, may be secured or unsecured, are generally contingent upon
representations, warranties and contractual conditions applicable to the borrower, and may be syndicated, traded
or hedged by the Company.

At June 30, 2010, the aggregate amount of investment grade loans was $5.1 billion and the aggregate amount of
non-investment grade loans was $6.8 billion. At June 30, 2010, the aggregate amount of lending commitments
outstanding was $55.2 billion. In connection with these corporate lending activities (which include corporate
funded loans and lending commitments), the Company had hedges (which include “single name,” “sector” and
“index” hedges) with a notional amount of $20.1 billion related to the total corporate lending exposure of $67.1
billion at June 30, 2010.
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The table below shows the Company’s credit exposure from its corporate lending positions and lending
commitments at June 30, 2010. Since commitments associated with these business activities may expire unused,
they do not necessarily reflect the actual future cash funding requirements:

Corporate Lending Commitments and Funded Loans at June 30, 2010

Years to Maturity Total Corporate
Lending

Exposure(2)

Corporate
Lending

Exposure at
Fair Value(3)

Corporate
Lending

Commitments(4)Credit Rating(1) Less than 1 1-3 3-5 Over 5

(dollars in millions)

AAA . . . . . . . . . . . . . . . . . . . . . $ 375 $ 266 $ — $ — $ 641 $ — $ 641
AA . . . . . . . . . . . . . . . . . . . . . . . 4,197 4,706 299 68 9,270 82 9,188
A . . . . . . . . . . . . . . . . . . . . . . . . 2,769 10,629 759 94 14,251 1,851 12,400
BBB . . . . . . . . . . . . . . . . . . . . . . 4,344 16,807 3,280 107 24,538 3,176 21,362

Investment grade . . . . . . . . 11,685 32,408 4,338 269 48,700 5,109 43,591

Non-investment grade . . . . 1,428 5,496 6,113 5,318 18,355 6,786 11,569

Total . . . . . . . . . . . . . $13,113 $37,904 $10,451 $5,587 $67,055 $11,895 $55,160

(1) Obligor credit ratings are determined by the Company’s Credit Risk Management Department.
(2) Total corporate lending exposure represents the Company’s potential loss assuming the fair value of funded loans and lending

commitments were zero.
(3) The Company’s corporate lending exposure carried at fair value includes $11.8 billion of funded loans and $0.7 billion of lending

commitments recorded in Financial instruments owned and Financial instruments sold, not yet purchased, respectively, in the condensed
consolidated statements of financial condition at June 30, 2010. The Company’s corporate lending exposure carried at amortized cost
includes $750 million of funded loans recorded in Loans in the condensed consolidated statements of financial condition.

(4) Amounts represent the notional amount of unfunded lending commitments less the amount of commitments reflected in the Company’s
condensed consolidated statements of financial condition.

“Event-driven” Loans and Lending Commitments at June 30, 2010.

Included in the total corporate lending exposure amounts in the table above at June 30, 2010 is “event-driven”
exposure of $6.3 billion composed of funded loans of $1.7 billion and lending commitments of $4.6 billion.
Included in the $6.3 billion of “event-driven” exposure at June 30, 2010 were $4.9 billion of loans and lending
commitments to non-investment grade borrowers that were closed.

Activity associated with the corporate “event-driven” lending exposure during the six months ended June 30,
2010 was as follows (dollars in millions):

“Event-driven” lending exposures at December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,621
Closed commitments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,075
Net reductions, primarily through distributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,272)
Mark-to-market adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (96)

“Event-driven” lending exposures at June 30, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,328
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Credit Exposure—Derivatives. The table below presents a summary by counterparty credit rating and
remaining contract maturity of the fair value of OTC derivatives in a gain position at June 30, 2010. Fair value is
presented in the final column net of collateral received (principally cash and U.S. government and agency
securities):

OTC Derivative Products—Financial Instruments Owned at June 30, 2010(1)

Years to Maturity

Cross-
Maturity
and Cash
Collateral
Netting(3)

Net Exposure
Post-Cash
Collateral

Net Exposure
Post-

CollateralCredit Rating(2) Less than 1 1-3 3-5 Over 5

(dollars in millions)

AAA . . . . . . . . . . . . . . . . . $ 527 $ 1,884 $ 2,759 $10,698 $ (6,756) $ 9,112 $ 8,667
AA . . . . . . . . . . . . . . . . . . . 6,124 5,474 5,368 18,184 (27,917) 7,233 6,409
A . . . . . . . . . . . . . . . . . . . . 9,026 10,209 7,269 29,043 (40,672) 14,875 12,839
BBB . . . . . . . . . . . . . . . . . . 3,774 4,853 2,803 9,120 (11,566) 8,984 7,049
Non-investment grade . . . . 2,860 3,109 1,892 4,309 (4,118) 8,052 5,847

Total . . . . . . . . . . . . . $22,311 $25,529 $20,091 $71,354 $(91,029) $48,256 $40,811

(1) Fair values shown represent the Company’s net exposure to counterparties related to the Company’s OTC derivative products. The table
does not include listed derivatives and the effect of any related hedges utilized by the Company. The table also excludes fair values
corresponding to other credit exposures, such as those arising from the Company’s lending activities.

(2) Obligor credit ratings are determined by the Company’s Credit Risk Management Department.
(3) Amounts represent the netting of receivable balances with payable balances for the same counterparty across maturity categories.

Receivable and payable balances with the same counterparty in the same maturity category are netted within such maturity category,
where appropriate. Cash collateral received is netted on a counterparty basis, provided legal right of offset exists.

The following table summarizes the fair values of the Company’s OTC derivative products recorded in Financial
instruments owned and Financial instruments sold, not yet purchased by product category and maturity at
June 30, 2010, including on a net basis, where applicable, reflecting the fair value of related non-cash collateral
for financial instruments owned:

OTC Derivative Products—Financial Instruments Owned at June 30, 2010

Years to Maturity

Cross-
Maturity
and Cash
Collateral
Netting(1)

Net Exposure
Post-Cash
Collateral

Net Exposure
Post-

CollateralProduct Type Less than 1 1-3 3-5 Over 5

(dollars in millions)

Interest rate and currency swaps,
interest rate options, credit
derivatives and other fixed income
securities contracts . . . . . . . . . . . . . . . $10,326 $18,398 $18,135 $69,246 $(81,851) $34,254 $30,126

Foreign exchange forward contracts and
options . . . . . . . . . . . . . . . . . . . . . . . . 5,230 1,071 193 55 (2,591) 3,958 3,366

Equity securities contracts (including
equity swaps, warrants and
options) . . . . . . . . . . . . . . . . . . . . . . . 2,391 1,114 301 937 (2,312) 2,431 1,348

Commodity forwards, options and
swaps . . . . . . . . . . . . . . . . . . . . . . . . . 4,364 4,946 1,462 1,116 (4,275) 7,613 5,971

Total . . . . . . . . . . . . . . . . . . . . . . . . $22,311 $25,529 $20,091 $71,354 $(91,029) $48,256 $40,811

(1) Amounts represent the netting of receivable balances with payable balances for the same counterparty across maturity and product
categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity
category, where appropriate. Cash collateral received is netted on a counterparty basis, provided legal right of offset exists.
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OTC Derivative Products—Financial Instruments Sold, Not Yet Purchased at June 30, 2010(1)

Years to Maturity

Cross-
Maturity
and Cash
Collateral
Netting(2) TotalProduct Type Less than 1 1-3 3-5 Over 5

(dollars in millions)

Interest rate and currency swaps, interest rate
options, credit derivatives and other fixed
income securities contracts . . . . . . . . . . . . . . $ 8,184 $12,673 $12,283 $41,811 $(48,218) $26,733

Foreign exchange forward contracts and
options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,340 911 232 90 (3,237) 4,336

Equity securities contracts (including equity
swaps, warrants and options) . . . . . . . . . . . . 3,144 2,482 1,175 1,286 (5,016) 3,071

Commodity forwards, options and swaps . . . . . 4,176 4,081 1,251 849 (4,902) 5,455

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $21,844 $20,147 $14,941 $44,036 $(61,373) $39,595

(1) Since these amounts are liabilities of the Company, they do not result in credit exposures.
(2) Amounts represent the netting of receivable balances with payable balances for the same counterparty across maturity and product

categories. Receivable and payable balances with the same counterparty in the same maturity category are netted within the maturity
category, where appropriate. Cash collateral paid is netted on a counterparty basis, provided legal right of offset exists.

The Company’s derivatives (both listed and OTC), on a net of counterparty and cash collateral basis, at June 30,
2010 and December 31, 2009 are summarized in the table below, showing the fair value of the related assets and
liabilities by product category:

At June 30, 2010 At December 31, 2009

Product Type Assets Liabilities Assets Liabilities

(dollars in millions)

Interest rate and currency swaps, interest rate options, credit
derivatives and other fixed income securities contracts . . . . . . . . . . $34,432 $27,029 $33,307 $20,911

Foreign exchange forward contracts and options . . . . . . . . . . . . . . . . . 3,958 4,336 3,022 2,824
Equity securities contracts (including equity swaps, warrants and

options) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,434 9,212 3,619 7,371
Commodity forwards, options and swaps . . . . . . . . . . . . . . . . . . . . . . . 8,029 7,071 9,133 7,103

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $53,853 $47,648 $49,081 $38,209

Each category of derivative products in the above tables includes a variety of instruments, which can differ
substantially in their characteristics. Instruments in each category can be denominated in U.S. dollars or in one or
more non-U.S. currencies.

The Company determines the fair values recorded in the above tables using various pricing models. For a
discussion of fair value as it affects the condensed consolidated financial statements, see “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Critical Accounting Policies” in
Part I, Item 2, herein and Notes 2 and 4 to the condensed consolidated financial statements.

Credit Derivatives. A credit derivative is a contract between a seller (guarantor) and buyer (beneficiary) of
protection against the risk of a credit event occurring on a set of debt obligations issued by a specified reference
entity. The beneficiary pays a periodic premium (typically quarterly) over the life of the contract and is protected
for the period. If a credit event occurs, the guarantor is required to make payment to the beneficiary based on the
terms of the credit derivative contract. Credit events include bankruptcy, dissolution or insolvency of the
referenced entity, failure to pay, obligation acceleration, repudiation and payment moratorium. Debt
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restructurings are also considered a credit event in some cases. In certain transactions referenced to a portfolio of
referenced entities or asset-backed securities, deductibles and caps may limit the guarantor’s obligations.

The Company trades in a variety of derivatives and may either purchase or write protection on a single name or
portfolio of referenced entities. The Company is an active market-maker in the credit derivatives markets. As a
market-maker, the Company works to earn a bid-offer spread on client flow business and manage any residual
credit or correlation risk on a portfolio basis. The Company also trades and takes credit risk in credit default swap
form on a proprietary basis. Further, the Company uses credit derivatives to manage its exposure to residential
and commercial mortgage loans and corporate lending exposures.

The Company actively monitors its counterparty credit risk related to credit derivatives. A majority of the
Company’s counterparties are banks, broker-dealers, insurance, and other financial institutions and Monolines.
Contracts with these counterparties do not include ratings-based termination events but do include counterparty
rating downgrades, which may result in additional collateral being required by the Company. For further
information on the Company’s exposure to Monolines, see “Certain Factors Affecting Results of Operations,
Total Equity and Earnings Per Common Share—Monoline Insurers” herein. The master agreements with these
Monoline counterparties are generally unsecured, and the few ratings-based triggers (if any) generally provide
the Company the ability to terminate only upon significant downgrade. As with all derivative contracts, the
Company considers counterparty credit risk in the valuation of its positions and recognizes credit valuation
adjustments as appropriate.

The following table summarizes the key characteristics of the Company’s credit derivative portfolio by
counterparty at June 30, 2010. The fair values shown are before the application of any counterparty or cash
collateral netting:

At June 30, 2010

Fair Values(1) Notionals

Receivable Payable Beneficiary Guarantor

(dollars in millions)

Banks and securities firms . . . . . . . . . . . . . . . . . . . . . . . . . . . . $115,291 $104,308 $1,948,856 $1,927,049
Insurance and other financial institutions . . . . . . . . . . . . . . . . . 19,806 15,487 305,137 299,437
Monolines . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,295 — 22,419 11
Non-financial entities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 144 71 3,629 3,571

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $137,536 $119,866 $2,280,041 $2,230,068

(1) Amounts shown are presented before the application of any counterparty or cash collateral netting. The Company’s credit default swaps
are classified in both Level 2 and Level 3 of the fair value hierarchy. Approximately 15% of receivable fair values and 11% of payable
fair values represent Level 3 amounts.

Country Exposure. At June 30, 2010, primarily based on the domicile of the counterparty, approximately 7%
of the Company’s credit exposure (for credit exposure arising from corporate loans and lending commitments as
discussed above and current exposure arising from the Company’s OTC derivative contracts) was to emerging
markets, and no one emerging market country accounted for more than 1% of the Company’s credit exposure.

The Company defines emerging markets to include generally all countries where the economic, legal and
political systems are transitional and in the process of developing into more transparent and accountable systems
that are consistent with advanced countries.
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The following tables show the Company’s percentage of credit exposure from its primary corporate loans and
lending commitments and OTC derivative products by country at June 30, 2010:

Country
Corporate Lending

Exposure(1)

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65%
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Netherlands . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
France . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Switzerland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
United Arab Emirates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Luxembourg . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100%

(1) Credit exposure amounts are based on the domicile of the counterparty.

Country
OTC Derivative
Products(1)(2)

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36%
Cayman Islands . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
Italy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
France . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Jersey . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Ireland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Luxembourg . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Netherlands . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100%

(1) Credit exposure amounts are based on the domicile of the counterparty.
(2) Credit exposure amounts do not reflect the offsetting benefit of financial instruments that the Company utilizes to hedge credit exposure

arising from OTC derivative products.

Industry Exposure. The Company also monitors its credit exposure to individual industries for credit exposure
arising from corporate loans and lending commitments as discussed above and current exposure arising from the
Company’s OTC derivative contracts.
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The following table shows the Company’s percentage of credit exposure from its primary corporate loans and
lending commitments and OTC derivative products by industry at June 30, 2010:

Industry
Corporate Lending

Exposure

Telecommunications and media . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13%
Utilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
Energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
Financial institutions(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
Pharmaceutical and healthcare . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7
Chemicals, metals, mining and other materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
Food, beverage and tobacco . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Capital goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Transportation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100%

(1) Percentage reflects credit exposures from special purpose entity vehicles, other diversified financial service entities, mutual and pension
funds, exchanges and clearing houses, and private equity and real estate funds.

Industry
OTC Derivative

Products

Financial institutions(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32%
Sovereign governments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
Regional governments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
Utilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8
Energy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Pharmaceutical and healthcare . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Chemicals, metals, mining and other materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Transportation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100%

(1) Percentage reflects credit exposures from special purpose entity vehicles, other diversified financial service entities, mutual and pension
funds, exchanges and clearing houses, and private equity and real estate funds.
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Item 4. Controls and Procedures.

Under the supervision and with the participation of the Company’s management, including our Chief Executive
Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness of the Company’s
disclosure controls and procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”)). Based on this evaluation, our Chief Executive Officer and Chief Financial
Officer concluded that our disclosure controls and procedures were effective as of the end of the period covered
by this report.

No change in the Company’s internal control over financial reporting (as defined in Rule 13a-15(f) of the
Exchange Act) occurred during the period covered by this report that materially affected, or is reasonably likely
to materially affect, the Company’s internal control over financial reporting.
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FINANCIAL DATA SUPPLEMENT (Unaudited)
Average Balances and Interest Rates and Net Interest Income

Three Months Ended June 30, 2010

Average
Weekly
Balance Interest

Annualized
Average

Rate

(dollars in millions)
Assets
Interest earning assets:

Financial instruments owned(1):
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $141,597 $ 860 2.5%
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105,566 207 0.8

Securities available for sale:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,726 55 1.2

Loans:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,231 65 3.7
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 198 5 10.2

Interest bearing deposits with banks:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,480 18 0.2
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,123 24 0.4

Federal funds sold and securities purchased under agreements to resell and
securities borrowed:

U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204,316 27 0.1
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106,595 148 0.6

Other:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,103 399 5.4
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,805 (53) (1.1)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $690,740 $1,755 1.0%

Non-interest earning assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141,711

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $832,451

Liabilities and Equity
Interest bearing liabilities:

Commercial paper and other short-term borrowings:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,736 2 0.5%
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,321 1 0.3

Deposits:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64,928 78 0.5
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78 — —

Long-term debt:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 182,847 1,151 2.6
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,807 3 0.3

Financial instruments sold, not yet purchased(1):
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,999 — —
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69,840 — —

Securities sold under agreements to repurchase and securities loaned:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 139,046 196 0.6
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77,445 227 1.2

Other:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 89,027 (209) (1.0)
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,510 154 1.9

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $680,584 $1,603 1.0%

Non-interest bearing liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151,867

Total liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $832,451

Net interest income and net interest rate spread . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 152 — %
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FINANCIAL DATA SUPPLEMENT (Unaudited)—Continued
Average Balances and Interest Rates and Net Interest Income

Six Months Ended June 30, 2010

Average
Weekly
Balance Interest

Annualized
Average

Rate

(dollars in millions)
Assets
Interest earning assets:

Financial instruments owned(1):
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $148,208 $1,835 2.5%
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103,253 375 0.7

Securities available for sale:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,738 65 1.1

Loans:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,042 129 3.7
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203 11 11.0

Interest bearing deposits with banks:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,880 41 0.2
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,088 42 0.4

Federal funds sold and securities purchased under agreements to resell and
securities borrowed:

U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 204,157 60 0.1
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110,044 265 0.5

Other:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,137 740 5.2
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,960 (60) (0.6)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $689,710 $3,503 1.0%

Non-interest earning assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142,836

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $832,546

Liabilities and Equity
Interest bearing liabilities:

Commercial paper and other short-term borrowings:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,625 $ 4 0.5%
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,037 2 0.4

Deposits:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64,134 160 0.5
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 97 — —

Long-term debt:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 185,833 2,227 2.4
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,576 6 0.3

Financial instruments sold, not yet purchased(1):
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,043 — —
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67,754 — —

Securities sold under agreements to repurchase and securities loaned:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 142,331 342 0.5
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77,508 366 1.0

Other:
U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86,533 (260) (0.6)
Non-U.S . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,672 123 0.7

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $681,143 $2,970 0.9%

Non-interest bearing liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151,403

Total liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $832,546

Net interest income and net interest rate spread . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 533 0.1%
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FINANCIAL DATA SUPPLEMENT (Unaudited)—Continued
Average Balances and Interest Rates and Net Interest Income

Six Months Ended
June 30, 2009

Average
Balance(2) Interest

Annualized
Average

Rate

(dollars in millions)

Assets
Interest earning assets:

Financial instruments owned(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $184,573 $2,432 2.7%
Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,768 101 3.0
Interest bearing deposits with banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67,661 175 0.5
Federal funds sold and securities purchased under agreements to resell and

securities borrowed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 232,011 576 0.5
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,630 609 2.9

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $533,643 $3,893 1.5%

Non-interest earning assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 157,120

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $690,763

Liabilities and Equity
Interest bearing liabilities:

Commercial paper and other short-term borrowings . . . . . . . . . . . . . . . . . . $ 4,056 $ 34 1.7%
Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59,151 172 0.6
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 177,616 2,770 3.2
Financial instruments sold, not yet purchased(1) . . . . . . . . . . . . . . . . . . . . . 59,008 — —
Securities sold under agreements to repurchase and securities loaned . . . . . 132,721 858 1.3
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114,759 320 0.6

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $547,311 $4,154 1.5%

Non-interest bearing liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143,452

Total liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $690,763

Net interest income and net interest rate spread . . . . . . . . . . . . . . . . . . . . . . . . . . $ (261) — %

(1) Interest expense on Financial instruments sold, not yet purchased is reported as a reduction of Interest income.
(2) The Company calculates its average balances based upon weekly amounts, except where weekly balances are unavailable, month-end

balances are used.
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FINANCIAL DATA SUPPLEMENT (Unaudited)—Continued

Rate/Volume Analysis

The following table sets forth an analysis of the effect on net interest income of volume and rate changes:

Six Months Ended June 30, 2010 versus
Six Months Ended June 30, 2009

Increase (decrease) due to change in:

Net changeVolume Rate

(in millions)

Interest earning assets
Financial instruments owned . . . . . . . . . . . . . . . . . . . . . . . . . . $ 881 $(1,103) $ (222)
Securities available for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . 65 — 65
Loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 32 39
Interest bearing deposits with banks . . . . . . . . . . . . . . . . . . . . (30) (62) (92)
Federal funds sold and securities purchased under agreements

to resell and securities borrowed . . . . . . . . . . . . . . . . . . . . . 204 (455) (251)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 92 (21) 71

Change in interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,219 $(1,609) $ (390)

Interest bearing liabilities
Commercial paper and other short-term borrowings . . . . . . . . $ (12) $ (16) $ (28)
Deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 (27) (12)
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200 (737) (537)
Securities sold under agreements to repurchase . . . . . . . . . . . . 563 (713) (150)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 (475) (457)

Change in interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 784 $(1,968) $(1,184)

Change in net interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 435 $ 359 $ 794
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Part II—Other Information.
Item 1. Legal Proceedings.
In addition to the matters described in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2009 (the “Form 10-K”), the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended March 31, 2010 (the “First Quarter Form 10-Q”) and those described below, in 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
entities 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. Where
available information indicates that it is probable a liability had been incurred at the date of the condensed
consolidated financial statements and the Company can reasonably estimate the amount of that loss, the
Company accrues the estimated loss by a charge to income.

In many proceedings, however, it is inherently difficult to determine whether any loss is probable or even
possible or to estimate the amount of any loss. The Company cannot predict with certainty if, how or when such
proceedings will be resolved or what the eventual settlement, fine, penalty or other relief, if any, may be,
particularly for proceedings that are in their early stages of development or where plaintiffs seek substantial or
indeterminate damages. Numerous issues must be developed, including the need to discover and determine
important factual matters and the need to address novel or unsettled legal questions relevant to the proceedings in
question, before a loss or additional loss or range of loss or additional loss can be reasonably estimated for any
proceeding. Subject to the foregoing, the Company believes, based on current knowledge and after consultation
with counsel, that the outcome of such proceedings will not have a material adverse effect on the consolidated
financial condition of the Company, although the outcome of such proceedings could be material to the
Company’s operating results and cash flows for a particular period depending on, among other things, the level
of the Company’s revenues or income for such period.

The following developments have occurred with respect to certain matters previously reported in the Form 10-K
and the First Quarter Form 10-Q:

Residential Mortgage-Related Matters.

Regulatory and Governmental Matters

On June 24, 2010, the Company and the Office of the Attorney General for the Commonwealth of Massachusetts
(“Massachusetts OAG”) entered into an Assurance of Discontinuance (“AOD”) to resolve the Massachusetts
OAG’s investigation of the Company’s financing, purchase and securitization of certain subprime residential
mortgages. The AOD provides for the Company to make payments totaling approximately $102.7 million, and
for the Company to use its best efforts to implement certain business practices related to such activities on a
prospective basis.

Class Actions

On April 30, 2010, the lead plaintiffs in In Re Washington Mutual, Inc. Securities Litigation, pending in the
United States District Court for the Western District of Washington, filed a motion for class certification, which
defendants are opposing.
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On June 5, 2010, the underwriter defendants moved to dismiss the amended complaint filed by the lead plaintiffs
on April 23, 2010 in In re: Lehman Brothers Equity/Debt Securities Litigation, pending in the United States
District Court for the Southern District of New York (“SDNY”).

On June 21, 2010, the court presiding over In re IndyMac Mortgage-Backed Securities Litigation, pending in the
SDNY, granted in part and denied in part the underwriter defendants’ motion to dismiss the amended
consolidated class action complaint.

Other Litigation

On September 25, 2009, the Company was named as a defendant in a lawsuit styled Citibank, N.A. v. Morgan
Stanley & Co. International, PLC, which is pending in the SDNY. The lawsuit relates to a credit default swap
referencing the Capmark VI CDO (“Capmark”), which was structured by Citibank, N.A. (“Citi N.A.”). At issue
is whether, as part of the swap agreement, Citi N.A. was obligated to obtain the Company’s prior written consent
before it exercised its rights to liquidate Capmark upon the occurrence of certain contractually-defined credit
events. Citi N.A. is seeking approximately $245 million in compensatory damages plus interest and costs. On
May 13, 2010, the court granted Citi N.A.’s motion for judgment on the pleadings on its claim for breach of
contract. The Company plans to appeal that decision and has asserted equitable counterclaims which are still
pending.

Item 1A. Risk Factors.
For a discussion of the risk factors affecting the Company, see “Risk Factors” in Part I, Item 1A of the
Form 10-K.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
The table below sets forth the information with respect to purchases made by or on behalf of the Company of its
common stock during the quarterly period ended June 30, 2010.

Issuer Purchases of Equity Securities
(dollars in millions, except per share amounts)

Period

Total
Number

of
Shares

Purchased

Average Price
Paid Per

Share

Total Number of
Shares Purchased
As Part of Publicly
Announced Plans
or Programs (C)

Approximate Dollar
Value of Shares
that May Yet Be
Purchased Under

the Plans or
Programs

Month #1
(April 1, 2010—April 30, 2010)

Share Repurchase Program (A) . . . . . . . . . . . . . — — — $1,560
Employee Transactions (B) . . . . . . . . . . . . . . . . 129,521 $29.50 — —

Month #2
(May 1, 2010—May 31, 2010)

Share Repurchase Program (A) . . . . . . . . . . . . . — — — $1,560
Employee Transactions (B) . . . . . . . . . . . . . . . . 283,092 $27.52 — —

Month #3
(June 1, 2010—June 30, 2010)

Share Repurchase Program (A) . . . . . . . . . . . . . — — — $1,560
Employee Transactions (B) . . . . . . . . . . . . . . . . 72,890 $24.68 — —

Total

Share Repurchase Program (A) . . . . . . . . . . . . . — — — $1,560
Employee Transactions (B) . . . . . . . . . . . . . . . . 485,503 $27.62 — —
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(A) On December 19, 2006, the Company announced that its Board of Directors authorized the repurchase of up to $6 billion of the
Company’s outstanding stock under a share repurchase program (the “Share Repurchase Program”). The Share Repurchase Program is a
program for capital management purposes that considers, among other things, business segment capital needs, as well as equity-based
compensation and benefit plan requirements. The Share Repurchase Program has no set expiration or termination date. Share repurchases
by the Company are subject to regulatory approval.

(B) Includes: (1) shares delivered or attested in satisfaction of the exercise price and/or tax withholding obligations by holders of employee
and director stock options (granted under employee and director stock compensation plans) who exercised options; (2) shares withheld,
delivered or attested (under the terms of grants under employee and director stock compensation plans) to offset tax withholding
obligations that occur upon vesting and release of restricted shares; and (3) shares withheld, delivered and attested (under the terms of
grants under employee and director stock compensation plans) to offset tax withholding obligations that occur upon the delivery of
outstanding shares underlying restricted stock units. The Company’s employee and director stock compensation plans provide that the
value of the shares withheld, delivered or attested shall be valued using the fair market value of the Company’s common stock on the
date the relevant transaction occurs, using a valuation methodology established by the Company.

(C) Share purchases under publicly announced programs are made pursuant to open-market purchases, Rule 10b5-1 plans or privately
negotiated transactions (including with employee benefit plans) as market conditions warrant and at prices the Company deems
appropriate.

Item 6. Exhibits.

An exhibit index has been filed as part of this Report on Page E-1.
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SIGNATURE

Pursuant to the requirements 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.

MORGAN STANLEY
(Registrant)

By: /S/ RUTH PORAT

Ruth Porat
Executive Vice President and

Chief Financial Officer

By: /S/ PAUL C. WIRTH

Paul C. Wirth
Finance Director and Controller

Date: August 6, 2010
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EXHIBIT INDEX

MORGAN STANLEY

Quarter Ended June 30, 2010

Exhibit No. Description

10 Amended and Restated Trust Agreement dated as of April 20, 2010 by and between Morgan
Stanley and State Street Bank and Trust Company.

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

15 Letter of awareness from Deloitte & Touche LLP, dated August 6, 2010, concerning unaudited
interim financial information.

31.1 Rule 13a-14(a) Certification of Chief Executive Officer.

31.2 Rule 13a-14(a) Certification of Chief Financial Officer.

32.1 Section 1350 Certification of Chief Executive Officer.

32.2 Section 1350 Certification of Chief Financial Officer.

101 Interactive data files pursuant to Rule 405 of Regulation S-T: (i) the Condensed Consolidated
Statements of Financial Condition—June 30, 2010 and December 31, 2009, (ii) the Condensed
Consolidated Statements of Income—Three and Six Months Ended June 30, 2010 and 2009,
(iii) the Condensed Consolidated Statements of Comprehensive Income—Three and Six Months
Ended June 30, 2010 and 2009, (iv) the Condensed Consolidated Statements of Cash Flows—Six
Months Ended June 30, 2010 and 2009, (v) the Condensed Consolidated Statements of Changes in
Total Equity—For the Six Months Ended June 30, 2010 and 2009, and (vi) Notes to Condensed
Consolidated Financial Statements (unaudited).*

* As provided in Rule 406T of Regulation S-T, this information is furnished and not filed for purposes of Sections 11 and 12 of the Securities
Act of 1933 and Section 18 of the Securities Exchange Act of 1934.
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