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1. Morgan Stanley

Morgan Stanley is a global financial services fitimat,
through its subsidiaries and affiliates, provideside variety
of products and services to a large and diversifismlp of
clients and customers, including corporations, govents,
financial institutions, and individuals. Unless tlmntext
otherwise requires, the terms “Morgan Stanley”ha tFirm”
mean Morgan Stanley (the “Company”) together with i
consolidated subsidiaries.

Morgan Stanley was originally incorporated under dows of
the State of Delaware in 1981, and its predecessmpanies
date back to 1924. The Firm is a financial holdammpany
under the Bank Holding Company Act of 1956, as aifeen
(the “BHC Act”), and is subject to the regulatiomdeoversight
of the Board of Governors of the Federal Resensedy (the
“Federal Reserve”).

The Firm conducts its business from its headquaisterand
around New York City, its regional offices and brhas
throughout the United States of America (“U.S."pdaits
principal offices in London, Tokyo, Hong Kong, awather
world financial centers. The basis of consolidatifor
accounting and regulatory purposes is materialy shme.
The Federal Reserve establishes capital requiresnfentthe
Firm, including well-capitalized standards, and leates the
Firm’'s compliance with such capital requirementse Office
of the Comptroller of the Currency (the “OCC”) dslishes
similar capital requirements and standards forRinm’'s U.S.
bank operating subsidiaries Morgan Stanley Banl4. Mnd
Morgan Stanley Private Bank, National Association
(collectively, “U.S. Bank Subsidiaries”).

At March 31, 2018, the Firm’s insurance subsidmserplus
capital included in the total capital of the comdaled group
was $29 million. At March 31, 2018, none of thenks
subsidiaries had capital less than the minimumiredwcapital
amount. For descriptions of the Firm's businesse se
“Business” in Part |, Item 1 of the Firm's Annuakport on
Form 10-K for the year ended December 31, 2017 1720
Form 10-K").
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2. Capital Framework

In December 2010, the Basel Committee on Banking
Supervision (“Basel Committee”) established a nsk-based
capital, leverage ratio, and liquidity frameworknokvn as
“Basel I11.” In July 2013, the U.S. banking regulet issued a
final rule to implement many aspects of Basel 1U.S. Basel
1I"M). The Firm and its U.S. Bank Subsidiaries bemasubject

to U.S. Basel lll beginning on January 1, 2014. {Ratgpry
compliance was determined based on capital raticisiding
regulatory capital and RWA calculated under theditgonal
rule until December 31, 2017. Beginning January2Q18,
regulatory compliance of capital ratios are based fuly
phased-in rules. On February 21, 2014, the Fedeeskrve
and the OCC approved the Firm's and its U.S. Bank
Subsidiaries’ respective use of the U.S. Baselativanced
internal ratings-based approach for determiningditreisk
capital requirements and advanced measurement ag@E®
for determining operational risk capital requiretserto
calculate and publicly disclose their risk-basegited ratios
beginning with the second quarter of 2014, subjecthe
“capital floor” discussed below (the “Advanced Appch”).
As a U.S. Basel lll Advanced Approach banking oization,
the Firm is required to compute risk-based capétbs using
both (i) standardized approaches for calculatingditr risk
weighted assets (“RWAs”) and market risk RWAs (the
“Standardized Approach”); and (ii) an advanced rim
ratings-based approach for calculating credit RNAS, an
advanced measurement approach for calculating tqeah
risk RWAs, and an advanced approach for marketRMKAs
calculated under U.S. Basel lll. For a further dgsion of the
regulatory capital framework applicable to the Faurd other
regulatory developments, see “Management’s Disonsand
Analysis of Financial Condition and Results of Giiems
(“MD&A")—Liquidity and Capital Resources—Regulatory
Requirements” and “Management’s Discussion and ysisl
of Financial Conditon and Results of Operations
(“MD&A")—Liquidity and Capital Resources—Regulatory
Developments” in the Firm’s Quarterly Report on fiot0-Q
for the quarter ended March 31, 2018 (“Form 10-@iy in
Part I, Item 7 of the 2017 Form 10-K.

U.S. Basel lll requires banking organizations thatculate

risk-based capital ratios using the Advanced Apgnpa
including the Firm, to make qualitative and quaatiite

disclosures regarding their capital and RWAs onuarigrly

basis (“Pillar 3 Disclosures”). This report conitihe Firm's

Pillar 3 Disclosures for its credit, market and gienal risks

for the quarter ended March 31, 2018, in accordavitte the

U.S. Basel Ill, 12 C.F.R. § 217.171 through 217.15f&1

217.212.
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The Firm’s Pillar 3 Disclosures are not requiredb® and 4, Capital Adequacy

have not been, audited by the Firm's independegistered

public accounting firm. Some measures of exposuresCapital strength is fundamental to the Firm’'s ofieraas a
contained in this report may not be consistent @&itbounting  credible and viable market participant. To asshssamount
principles generally accepted in the U.S. ("U.S.APA), and  of capital necessary to support the Firm's curremid
may not be comparable with measures reported i€  prospective risk profile, which ultimately inforntke Firm’s

Form 10-K and Form 10-Q. capital distribution capacity, the Firm determiriess overall
capital requirement under normal and stressed btpegra
3. Capital Structure environments, both on a current and forward-lookivagis.

For a further discussion on the Firm's required itedp

The Firm has issued a variety of capital instruméntmeet its ~ framework, see “MD&A—Liquidity and Capital Resousse-
regulatory capital requirements and to maintaintng ~ Regulatory Requirements—Attribution of Average Coomm
capital base. These capital instruments includencomstock ~ Equity According to the Required Capital Framewoirk'the
that qualifies as Common equity Tier 1 (“CET1") itah non- ~ Form 10-Q.

cumulative perpetual preferred stock that qualifias

Additional Tier 1 capital, and subordinated deksttthualifies [N determining its overall capital requirement, tférm
as Tier 2 capital, each under U.S. Basel lIl. Fdisgussion of ~ classifies its exposures as either “banking book™trading
the Firm’s capital instruments, see Note 11 (Boingw and  book.” Banking book positions, which may be accedntor
Other Secured Financings) and Note 15 (Total Eyjtitythe at amortized cost, lower of cost or market, failueaor under
consolidated financial statements in Part I, I@wf the 2017  the equity method, are subject to credit risk adpit
Form 10-K, and Note 10 (Borrowings and Other Setture requirements which are discussed in Section 5 “CiRidk”
Financings) and Note 14 (Total Equity) to the cdidsted included herein. Trading book positions represesditns
financial statements, as well as “MD&A — Liquiditgnd  that the Firm holds as part of its market-makingd an

Capital Resources — Regulatory Requirements — Regyl ~ underwriting businesses. These positions, whiclecefissets
Capital Requirements” in the Form 10:Q. or liabilities that are accounted for at fair valad certain

banking book positions which are subject to botkditrrisk

and market risk charges, (collectively, “coveredipons”) as
well as certain non-covered positions included ialué-at-

Risk (“VaR"), are subject to market risk capitatjsgrements,
which are discussed in Section 9 “Market Risk”luded

herein. Some trading book positions, such as dieras are
also subject to counterparty credit risk capitajuieements.
Credit and market risks related to securitizatispasures are
discussed in Section 7 “Securitization Exposure=luded

herein.

1. Regulatory requirements, including capital requieets and certain covenants contained in variouseagents governing indebtedness of the Firm mayicette
Firm’s ability to access capital from its subsiéar For discussions of restrictions and other majpediments to transfer of funds or capital, $®isk Factors—
Liquidity Risk” in Part I, Item 1A, “Quantitativeral Qualitative Disclosures about Market Risk—Riskrdgement—Liquidity Risk” in Part Il, Item 7A, ahbte 14
(Regulatory Requirements) to the consolidated firdrstatements in Part Il, ltem 8 of the 2017 FA®K. For further information on the Firm’s capigructure in
accordance with U.S. Basel lll, see “MD&A—Liquidiand Capital Resources—Regulatory RequirementiariForm 10-Q.
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The following table presents components of the BRRWAS The following tables present the risk-based capatibs for

in accordance with the Advanced Fully Phased-inrApph: the Firm and its U.S. Bank Subsidiaries under btita
Advanced and Standardized approaches. At Marci2@18,
Risk-weighted assets by U.S. Basel Ill exposure cat  egory the Firm's risk-based capital ratios were lower emdhe
Standardized Approach rules; similarly, the rislsdzh capital
- At ratios for the Firm’s U.S. Bank Subsidiaries welgdower
$ in millions March 31, 2018* .
under the Standardized Approach rules.
Credit risk RWAs:
Wholesale exposures $ 109,108

Regulatory Capital
Retail exposures:

Residential mortgage 2,217 Morgan Stanley
Qualifying revolving 19 $ in millions Standardized Advanced
Other retail 3,094 Approach Approach
Securitization exposures: CET1 capital $ 60,568 $ 60,568
Subject to Supervisory Formula . .
Approach 2,370 Tier 1 capital $ 69,213 $ 69,213
Subject to Simplified Supervisory Total capital $ 79,363 $ 79,138
Formula Approach 6,576 Total RWA $ 390,390 $ 378,442
Subject to 1,250% risk weight 228 )
. Adjusted average assets $ 846,868 N/A
Cleared transactions 2,970
. ) Supplementary leverage
Equity exposures: exposure N/A $ 1,091,518
Subject to the Simple Risk- : ) o o
Weighted Approach 21,365 CET1 capital ratio 15.5% 16.0%
. . o Tier 1 capital ratio 17.7% 18.3%
Subject to the Alternative Modified P ’ °
Look-Through Approach 1,499 Total capital ratio 20.3% 20.9%
Other assets? 24,759 Tier 1 leverage ratio 8.2% N/A
Credit valuation adjustment 19,909 Sl:_pplementary leverage N/A 6.3%
Total credit risk RWAs * $ 194,114 ratio
Market risk RWAs:
Regulatory VaR $ 6,816 Morgan Stanley Bank, N.A.
Regulatory stressed VaR 24,684 Standardized Advanced
Incremental risk charge 10,985 Approach Approach
Comprehensive risk measure 1,104 CET1 capital ratio 19.7% 30.1%
Specific risk: Tier 1 capital ratio 19.7% 30.1%
Non-securitizations 16,681 Total capital ratio 20.1% 30.5%
Securitizations 11,574 Tier 1 leverage ratio 11.8% N/A
Total market risk RWAs * $ 71,843
: . Supplementary leverage N/A 9.0%
Total operational risk RWAs 112,485 ratio
Total RWAs $ 378,442
Morgan Stanley
1. For information on the Firm’s credit risk RWAs, market risk RWAs and Private Bank, N.A.
operational risk RWAs roll-forward from December 31, 2017 to March 31,
2018, see “MD&A—Liquidity and Capital Resources—Regulatory Standardized Advanced
Requirements—Regulatory Capital Requirements” in the Form 10-Q. Approach Approach
2. Amount reflects assets not in a defined category of $21,308 million, non- - -
material portfolios of exposures of $1,248 milion and unsettled CET1 capital ratio 24.2% 47.7%
transactions of $2,202 million. . . .
3. In accordance with U.S. Basel lll, credit risk RWAs, with the exception of Tier 1 capital ratio 24.2% 47.7%
Credit Valuation Adjustment (“CVA”), reflect a 1.06 multiplier. Total capital ratio 24.4% 47.8%
4. For more information on the Firm’s measure for market risk and market _ .
risk RWAs, see Section 9 “Market Risk” herein. Tier 1 leverage ratio 9.7% N/A
Supplementary leverage N/A 9.3%
ratio




Risk Management Objectives, Structure and Policies

For a discussion of the Firm’'s risk management aihjes,
structure and policies, including its risk managetistrategies
and processes, the structure and organization ofrigk
management function, the scope and nature of B& ri
reporting and measurement systems, and its politoes
hedging and mitigating risk and strategies and gsses for
monitoring the continuing effectiveness of hedgesd a
mitigants, see “Quantitative and Qualitative Discles about
Market Risk—Risk Management” in the Form 10-Q.

Capital Conservation Buffer, Countercyclical Capital Buffer
and Global Systemically mportant Bank Surcharge

Under U.S. Basel Ill, the Firm and its U.S. BankSidiaries
are subject to the capital conservation buffer,
countercyclical capital buffer (“CCyB”), and the opil
systemically  important bank  (“G-SIB”)  surcharge
(collectively, the “buffers”). These buffers, whielpply above
the minimum risk-based capital ratio requirementse
effective under a phased-in approach that commeinc2d16,
and will be fully phased in by the beginning of 200n a
fully phased-in basis, a greater than 2.5% Commaquiti
Tier 1 capital conservation buffer, up to a 2.5%m@Dwon
Equity Tier 1 CCyB (currently set by U.S. bankirgeacies at
zero), and a Common Equity Tier 1 G-SIB capitalckarge
(currently at 3%) are required to be maintained2017 and
2018, each of the buffers is 50% and 75% of thiy futhased-
in requirement, respectively. Failure to maintdne tuffers
would result in restrictions on the Firm and itsSUBank
Subsidiaries’ ability to make capital distributioriacluding
the payment of dividends and the repurchase okstud to
pay discretionary bonuses to executive officers.

the

The aggregate of the minimum buffers is 4.13% under
transitional provisions in 2018, and is computedh&ssum of
75% of the 2.5% capital conservation buffer plugs76f the
current 3% G-SIB surcharge plus 75% of the CCyBrenily
set at zero. At March 31, 2018, on a transitioradify the
Firm’'s capital conservation buffer of 11.0% excedtie
minimum requirement. Therefore, the Firm is notjeabto
payout ratio limitations on its eligible retainedcome of
$6,111 million, which represents the aggregatehef Eirm’s

Morgan Stanley

net income for the previous four quarters net ofy an
distributions and associated tax effects not aleatlected in
net income.

For further information on the transitional prowviss for
minimum risk-based capital ratios, see “MD&A—Ligitid
and Capital Resources—Regulatory Requirements—
Regulatory Capital Requirements—Minimum Risk-Based
Capital Ratios: Transitional Provisions” in Part liem 7 of

the 2017 Form 10-K.

5. Credit Risk

5.1. Credit Risk: General Disclosures

Credit risk refers to the risk of loss arising wreetborrower,
counterparty, or issuer does not meet its finanmldigations
to the Firm. Credit risk includes country risk, whiis the risk
that events in, or affecting a foreign country mighdversely
affect the Firm. “Foreign country” means any coyntther
than the U.S.The Firm primarily incurs credit risk exposure
to institutions and individual investors throug$ libstitutional
Securities and Wealth Management business segmants.
order to help protect the Firm from losses, thed@r&isk
Management Department establishes Firm-wide pexctio
evaluate, monitor, and control credit risk exposatethe
transaction, obligor, and portfolio levels. The dteRisk
Management Department approves extensions of credit
evaluates the creditworthiness of the Firm’s coypateies and
borrowers on a regular basis, and ensures thait exgabsure
is actively monitored and managed. For a furthecussion of
the Firm’s credit risk and credit risk managemeatrfework,
see “Quantitative and Qualitative Disclosures abdatrket
Risk—Risk Management—Credit Risk” in Part Il, [tetA of
the 2017 Form 10-K and the “Quantitative and Qatlie
Disclosures about Market Risk — Risk Managementredi
Risk” in the Form 10-Q. For a discussion of thenF# risk
governance structure, see “Quantitative and Quiakta
Disclosures about Market Risk—Risk Management—
Overview—Risk Governance Structure” in Part l[1it& A of
the 2017 Form 10-K.

1. U.S.includes the District of Columbia, Puerto Rico, and U.S. territories and possessions.

4
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The following tables present certain of the Firmis and off-balance sheet positions for which tivenRs subject to credit risk
exposure. These amounts do not include the effefctertain credit risk mitigation techniquead(, collateral and netting not
permitted under U.S. GAAP), equity investmentsiability positions that also would be subject tedit risk capital calculations,
and amounts related to items that are deducted rfeguiatory capital.

The following tables are presented on a U.S. GAABidand reflect amounts by product type, regi@s€d on the legal domicile
of the counterparty), remaining contractual mayusitd counterparty or industry type.

Credit Risk Exposures by Product Type and Geographi ¢ Region
At March 31, 2018

Europe,
Middle East Quarterly
$ in millions Americas and Africa Asia Netting Total Average *
Product Type
Cash? $ 42,689 $ 31,440 $ 13,188 $ -$ 87,317 $ 83,360
Derivative and other contracts® 118,305 166,983 15,301 (267,441) 33,148 33,504
Investment securities 80,631 10 - - 80,641 79,719
Securities financing transactions™* 188,000 89,575 57,270 (118,764) 216,081 210,431
Loans® 133,793 17,611 5,978 - 157,382 150,769
Other® 19,264 14,109 11,142 - 44,515 42,975
Total on-balance sheet $ 582,682 $ 319,728 $ 102,879 $  (386,205)$ 619,084 $ 600,758
Commitments’ $ 105,692 $ 62,720 $ 37,978 $ -$ 206,390 $ 188,536
Guarantees® 11,345 113 4 - 11,462 11,514
Total off-balance sheet $ 117,037 $ 62,833 $ 37,982 $ -$ 217,852 $ 200,050

Remaining Contractual Maturity Breakdown by Product Type

At March 31, 2018
Years to Maturity

Less
$ in millions than 1 1-5 Over 5 Netting Total
Product Type
Cash’ $ 87,317 $ -$ -$ -$ 87,317
Derivative and other contracts® 79,511 76,737 144,341 (267,441) 33,148
Investment securities 8,317 26,460 45,864 - 80,641
Securities financing transactions® * 332,390 2,455 - (118,764) 216,081
Loans® 81,059 41,740 34,583 - 157,382
Other® 32,744 4,352 7,419 - 44,515
Total on-balance sheet $ 621,338 $ 151,744 $ 232,207 $ (386,205)$ 619,084
Commitments’ $ 106,815 $ 90,662 $ 8,913 $ -$ 206,390
Guarantees” 4,173 2,386 4,903 - 11,462
Total off-balance sheet $ 110,988 $ 93,048 $ 13,816 $ -$ 217,852
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Distribution of Exposures by Product Type and Count erparty or Industry Type

At March 31, 2018

Wholesale
Corporate

$ in millions Bank® Sovereign  and Other *° Retail Netting Total

Product Type

Cash” $ 34,011 $ 39,105 $ 14,201 $ -$ -$ 87,317

Derivative and other contracts® 163,413 7,711 129,465 - (267,441) 33,148

Investment securities - 77,801 2,840 - - 80,641

Securities financing transactions™* 29,814 32.368 272,663 } (118,764) 216,081

Loans® 350 444 82,611 73,977 - 157,382

Other® 14 3,575 40,926 - - 44,515

Total on-balance sheet $ 227,602 $ 161,004 $ 542,706 $ 73,977 $ (386,205)% 619,084
Commitments’ $ 17,787 $ 3,663 $ 177,975 $ 6,965 $ -$ 206,390
Guarantees® - - 11,462 - - 11,462

Total off-balance sheet $ 17,787 $ 3,663 $ 189,437 $ 6,965 $ -$ 217,852

1. Average balances are calculated based on month-end balances or, where month-end balances are unavailable, quarter-end balances are used.

2. Amounts include Cash and due from banks, Interest bearing deposits with banks, as well as Restricted cash.

3. For further discussions on master netting agreements and collateral agreements, see Note 4 (Derivative Instruments and Hedging Activities) and Note 6
(Collateralized Transactions) to the consolidated financial statements in the Form 10-Q.

4. Amounts reflect Securities purchased under agreements to resell and Securities borrowed.

5. Amounts reflect loans held for investment, loans held for sale, and banking book loans designated at fair value, as well as margin lending and employee
loans.

6. Amounts primarily reflect Customer and other receivables, Intangible assets, premises, equipment and software costs and banking book U.S. government
and agency securities designated at fair value.

7. Amounts reflect letters of credit and other financial guarantees obtained to satisfy collateral requirements, lending commitments, forward-starting securities
purchased under agreement to resell and securities borrowed. For a further discussion on the Firm's commitments, see Note 11 (Commitments,
Guarantees and Contingencies) to the consolidated financial statements in the Form 10-Q.

8. Amounts reflect standby letters of credit and other financial guarantees issued, and liquidity facilities. For a further discussion on the Firm’s guarantees,
see Note 11 (Commitments, Guarantees and Contingencies) to the consolidated financial statements in the Form 10-Q.

9. Bank counterparties primarily include banks and depository institutions.

10. Corporate and Other counterparties include exchanges and clearing houses.



5.2. Credit Risk: General Disclosurefor
Impaired and Past Due L oans

The Firm provides loans or lending commitments imitis
Institutional Securities and Wealth Management iess
segments. The Firm accounts for loan and loan commemits
using the following designations: held for invesiméeld for
sale, and fair value. The allowance for loan lossstimates
probable losses inherent in the held for investrpentfolio as
well as probable losses related to loans spedificaéntified
as impaired.

For a discussion of the Firm’s loan disclosuresl(iding
current and comparable prior period loan infornmatiby
product type), such as the allowance for loan kssepaired
loans, reconciliation of changes in allowance foan losses,
and credit quality indicators,
Allowance for Credit Losses) to the consolidatedaficial
statements in Part Il, Item 8 of the 2017 Form 1@#d Note

7 (Loans, Lending Commitments and Allowance for ditre

Losses) to the consolidated financial statementhénForm
10-Q.

For a discussion of the Firm’s determination oftpdise or
delinquency status, placing of loans on nonaccsiatus,
returning of loans to accrual status, identificataf impaired
loans for financial accounting purposes, methodpldgr
estimating allowance for loan losses, and charfg-of
uncollectible amounts, see Note 2 (Significant Acting
Policies) to the consolidated financial statemant$art Il,
Item 8 of the 2017 Form 10-K.

see Note 7 (Loansd an

Morgan Stanley

The following tables are presented on a U.S. GAABidand
reflect details on impaired and past due loans galaiith
allowances and charge-offs for the Firm’s loansdhfdr
investment. The tables also include loans heldstde and
loans held in the banking book designated at faluer in the
“Past due 90 days loans and on nonaccrual” limadte

At March 31, 2018

Corporate
$ in millions Bank'  Sovereign and Other® Retail Total
Impaired loans with
allowance $ - $ - % 15 $ -$ 15
Impaired loans
without allowance® . . 69 49 118
Past due 90 days
loans and on
nonaccrual 5 - 269 417 691
Allowance for loan
losses 2 1 214 26 243

Net charge-offs for
the quarter ended
March 31, 2018 - - - - -

1. Bank counterparties primarily include banks and depository institutions.
2. Corporate and Other counterparties include exchanges and clearing houses.
3. At March 31, 2018, no allowance was recorded for these loans as the
present value of the expected future cash flows (or alternatively, the
observable market price of the loan or the fair value of the collateral held)
exceeded or equaled the carrying value.
At March 31, 2018
Europe,
Middle
East
$ in millions Americas and Africa Asia Total
Impaired loans $ 129 $ - $ 4 $ 133
Past due 90 days loans
and on nonaccrual 544 27 120 691
Allowance for loan losses 199 42 2 243

Loans Past Due and on Nonaccrual by Counterparty or
Industry Type

At March 31, 2018

90-<120 120-<180 180 Days

$ in millions Days Days or more Total
Counterparty Type

Bank $ -$ -$ 5% 5
Sovereign - - - -
Corporate and other - - 269 269
Retail 2 387 28 417
Total $ 23 387 $ 302 $ 691




5.3. Portfolios Subject to Internal Ratings-Based
Risk-Based Capital Formulas

The Firm utilizes its internal ratings system ie #alculation
of RWAs for the purpose of determining U.S. BasHl |
regulatory capital requirements for wholesale aredair
exposures, as well as other internal risk manageprenesses
such as determining credit limits.

Internal Ratings System Design

As a core part of its responsibility for the indadent

management of credit risk, the Credit Risk Manag#me

Department maintains a control framework to evaludhe risk
of obligors and the structure of credit facilitié®r loans,
derivatives, securities financing transactions,.)etboth at
inception and periodically thereafter. For both leisale and
retail exposures, the Firm has internal ratingshowslogies
that assign a Probability of Default (“PD”) and ass Given
Default (“LGD”). These risk parameters, along witkposure
at Default (“EAD"), are used to compute credit riRkxVAs
under the Advanced Approach. Internal credit ratingrve as
the Credit Risk Management Department’s assessroént
credit risk, and the basis for a comprehensive icdadits
framework used to control
guantitative models and judgment to estimate th@®wa risk
parameters related to each obligor and/or crediilitia
Internal ratings procedures, methodologies, andefsoare all

credit risk. The Firm sse

Morgan Stanley

Internal Ratings System Process

The performance of the overall internal ratingstesys is
monitored on a quarterly basis. This involves denevof key
performance measures that include rating overridbs,
accuracy ratio and a comparison of internal ratimgssus
applicable agency ratings. The review is perforniigdan
independent group, and the results and conclusiares
reported to corresponding credit risk governancarodgtees.
The overall effectiveness of the internal ratingstem is
assessed annually and the evaluation results gughra
rigorous challenge process by various governanoangtiees
before they are presented to the Firm’'s Board oé@ors.

Wholesale Exposures

Wholesale exposures refer to credit exposures #rat
evaluated and rated on an individual basis. Whidesa
exposures may be to companies, sovereigns, indilgdu
trusts, funds, or Special Purpose Entities/SpeBiatpose
Vehicles that may arise from a variety of businastvities,

including, but not limited to, entering into swap other

derivative contracts under which counterparties ehav
obligations to make payments to the Firm; extendiraglit to
clients through various lending commitments; prawgdshort-
term or long-term funding that is secured by phaisior
financial collateral whose value may at times Isufficient to
fully cover the loan repayment amount; and postimaygin
and/or collateral and/or deposits to clearing heuséearing

independently and formally governed, and models andagencies, exchanges, banks, securities companither
methodologies are reviewed by a separate model riskinancial counterparties.

management oversight function.

Credit Risk Management employs a PD scale thatctsflthe
long-run
probability of counterparties in every rating catsg The
LGD is an estimate of the expected economic losgried by
the Firm during an economic downturn in the evdrdefault

by an obligor within a one-year horizon, or anrestie of the
long-run default-weighted average economic lossirired by
the Firm in the event of default by an obligor witta one-
year horizon, whichever is greater, expressed psreentage
of EAD. The estimation of LGD considers all the tsosf

workout and collections net of recoveries (adjudi@dtime

value of money). EAD is the estimated amount dubeatime
of default, expected during economic downturn cbods, if

the default occurs within a one-year horizon. EAID dertain
products may be reduced by certain credit risk gaiits.
Contingent liabilities, such as undrawn commitmeatsd

standby letters of credit, are considered in deaténg EAD.

“through the cycle” average one-year difau

The Credit Risk Management Department rates whigdesa
counterparties based on an analysis of the obligod

industry- or sector-specific qualitative and queatitve factors.
The ratings process typically includes an analysisthe

obligor's financial statements; evaluation of itsanket

position, strategy, management, legal and environahe
issues; and consideration of industry dynamicsctiffg its

performance. The Credit Risk Management Departraésu

considers securities prices and other financial ketar to

assess financial flexibility of the obligor. The e@it Risk

Management Department collects relevant informatnate

an obligor. If the available information for an mar is

limited, a conservative rating is assigned to mtflencertainty
arising from the limited information.
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Retail Exposures Retail exposures consist of many small loans, themaking

] . o it generally inefficient to assign ratings to eaicidividual

and exposures to small businesses that are maaagealt of  aggregated into pools. The Credit Risk Management
a pool of exposures with similar risk charactecistiand not  pepartment develops the methodology to assign FBD,L
on an individual exposure basis. The Firm incurgaife and EAD estimates to these pools of exposures siittilar
exposure credit risk within its Wealth Managemesstidential  risk characteristics, using factors that may inelutie Fair

mortgage business by making single-family residdnti |saac Corporation (“FICO”) scores of the borrowers.
mortgage loans in the form of conforming, nonconfimg, or

home equity lines of credit (‘HELOC"). In additiothe Firm Internal Ratings System Exposures

grants loans to certain Wealth Management employees ] . o
primarily in conjunction with a program to retaincarecruit 1 he following table provides a summary of the dhsttion of
such employees. The primary source of the Firmwilre Internal Ratings Based Advanced Approach risk patara
exposure is concentrated in two of three U.S. BHbebtail  that the Firm uses to calculate credit risk RWAsvidiolesale
exposure categories: Residential Mortgages andrQRkéail and retail exposures. The table also provides geerask-
Exposures. The third U.S. Basel Ill retail categ@yalifying ~ Weighted values across obligor types and ratingl@gaThe
Revolving Exposures, is not currently relevantte Eirm as it~ Firm currently does not have any high volatilitynumercial
has no assets related to this category. real estate or qualifying revolving  exposures.

At March 31, 2018

Average
Average PD Average Undrawn Counterparty Average risk
$ in millions PD Band (%) (%) LGD %" ? Commitment EAD 2 EAD® weight (%)
Subcategory
Wholesale
Exposures  0.00< PD <0.35 0.07% 39.05% $ 89,280 $ 299,113 % 10,052 19.65%
0.35< PD<1.35 0.74% 39.89% 15,869 29,721 492 76.47%
1.35<PD < 10.00 4.38% 41.87% 12,602 15,030 132 145.34%
10.00 = PD < 100.00 28.11% 46.92% 241 1,640 102 274.27%
100 (Default) 100.00% N/A 360 1,169 89 106.00%
Sub-total $ 118,352 $ 346,673  $ 10,867
Residential
Mortgages  0.00< PD <0.15 0.05% 16.05% $ 343 % 21594 % 1 2.46%
0.15< PD<0.35 0.32% 13.94% 11 3,375 2 8.22%
0.35<PD<1.35 1.33% 11.55% 0 1,925 4 18.51%
1.35<PD < 10.00 3.17% 21.36% 1 562 1 63.99%
10.00 < PD < 100.00 20.86% 36.68% - 302 1 203.68%
100 (Default) 100.00% N/A 0 91 1 106.00%
Sub-total $ 356 $ 27,849  $ 10
Other Retail
Exposures  0.00< PD < 1.50 - - $ -8 - 8 - -
1.50< PD < 3.00 2.21% 100.00% - 43 17 60.81%
3.00 = PD < 5.00 A4.77% 14.54% - 97 0 22.65%
5.00 < PD < 8.00 6.38% 51.60% - 3,399 2 83.02%
8.00 < PD < 100.00 - - - - - -
100 (Default) 100.00% N/A - 211 1 106.00%
Sub-total $ - $ 3,750 % 20
Total $ 118,708 $ 378,272  $ 10,897

N/A—Not Applicable

1. Amounts reflect the effect of eligible guarantees and eligible credit derivatives.

2. Under U.S. Basel lll, credit risk mitigation in the form of collateral may be applied by reducing EAD or adjusting the LGD. The Firm may apply one or the
other approach depending on product type.

3. Amounts represent the weighted average EAD per counterparty within the respective PD band, weighted by its pro rata EAD contribution.
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5.4. General Disclosurefor Wholesale event of a counterparty default (such as bankrupmicya
Counterparty Credit Risk of Derivative counterparty’s failure to pay or perform), with thight to net

. . a counterparty’s rights and obligations under sagteement,
Contracts, Repo-Style Transactions, and Eligible and liquidate and set off collateral held by therFagainst the

Margin Lending net amount owed by the counterparty. Under theseeagents
and transactions, the Firm either receives or plewi
Counterparty Credit Risk Overview collateral, including U.S. government and agencgustes,

) ) ) ) other sovereigrgovernment obligations, corporate and other
Counterparty credit exposure arises from the Ik parties  gept, and corporate equities.

are unable to meet their payment obligations unideivative

contracts, repo-style transactions, and eligiblegmaloans. Eligible Margin Lending

Derivative contracts and securities underlying refyde ) ] ) ]
transactions have a risk of increased potentialuréut The Firm also engages in customer margin lendind an
counterparty exposure from changes in movementsarket ~ Securities-based lending to its Institutional Séms and
prices and other risk factors. Potential future asxpe is ~ Wealth Management clients that allow clients to roer
mitigated by the use of netting and collateral agrents. The  against the value of qualifying securities. Thisdimg activity
Firm uses internal models to compute exposureitiindes IS included within Customer and other receivablesaans in
the mitigating effects of netting and collateravuing over- ~ the consolidated balance sheets. The Firm monitayaired
the-counter (“OTC”) and exchange-traded derivatigatracts ~ Margin levels and established credit terms daily, pursuant
and repo-style transactions. For eligible margindlag, the  t0 such guidelines, requires customers to depagiitianal
Firm uses either internal models or the collatemalrcut  collateral or reduce positions, when necessary.

approach (“CHA”") as prescribed in the U.S. Baselrliles. Nettin

The use of netting, collateral, internal models hrodblogy 9
(“IMM”), and CVAs are discussed further below, iddition  The Firm recognizes netting in its estimation ofE#here it

to other counterparty credit risk management peasti has a master netting agreement in place and otievant
requirements are met. The ISDA Master Agreemenaris
industry-standard master netting agreement thaypially
The Firm actively manages its credit exposure thhothe  Used to document derivative transactions. The Fjemerally
application of collateral arrangements and readigilable ~ Uses the ISDA Master Agreement and similar maseting
market instruments such as credit derivatives. Tlhe of ~ agreements to document derivative and repo-style
collateral in managing derivative risk is standarthe market ~ transactions. For a discussion of the Firm’'s masteting
place, and is governed by appropriate documentatimh as ~ agreements, see Note 4 (Derivative InstrumentsHeuging

the Credit Support Annex to the International Swapsi  Activities) and Note 6 (Collateralized Transactiprie the
Derivatives Association, Inc. (ISDA”) documentatioln line ~ consolidated financial statements in the Form 10-Q.

with these standards, the Firm generally acceptg oash, Collateral

government bonds, corporate debt, and main indeiies as
collateral. The Firm has policies and proceduresduiewing  The Firm may require collateral depending on theditr
the legal enforceability of credit support documsenih  pnrofile of the Firm's counterparties. There is astablished
accordance with applicable rules. infrastructure to manage, maintain, and value taid on a
daily basis. Collateral held is managed in accoedanith the
Firm’s guidelines and the relevant underlying agreasts.

Derivative Contracts

Repo-Style Transactions

Repo-style transactions include securities sold eund ) _ ) o

securities purchased under agreements to resalvgfse ~ Mitigant, including with respect to derivatives,poestyle
repurchase agreements”), securities borrowed andriies ~ transactions and eligible margin loans, see Noetivative
loaned transactions. The Firm enters into repaestyl Instruments and Hedging Activities) and Note 6
transactions to, among other things, acquire séesito cover (Collateralized Transactions) to the consolidatédhrfcial
short positions and settle other securities oligat to  Statements in the Form 10-Q. For further informatim the
accommodate customers’ needs and to finance the'sir Firm’s valuation approaches, including those fdtateral, see
inventory positions. The Firm manages credit exppsuising ~ Note 2 (Significant Accounting Policies) and Note(Rair
from such transactions by, in appropriate circumsta, Values) to the consolidated financial statementsPant I,
entering into master netting agreements and codlate |tem 8 of the 2017 Form 10-K.

agreements with counterparties that provide thenFin the
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General Disclosure for Counterparty Credit Risk

The following table presents the exposures forvééiiie and
other contracts and securities financing transastio
consisting of repo-style transactions and eligilohargin
lending, presented on a U.S. GAAP basis.

At

$ in millions March 31, 2018

Derivative and Other Contracts:

Gross positive fair value $ 300,589
Counterparty netting benefit (224,493)
Net current credit exposure $ 76,096
Securities collateral (12,646)
Cash collateral (42,968)
Net exposure (after netting and collateral) $ 20,48 2
Securities Financing Transactions:
Repo-Style Transactions:

Gross notional exposure $ 334,845

Net exposure (after netting and collateral) 8,967
Eligible Margin Lending:

Gross notional exposure® $ 66,503

1. At March 31, 2018, the fair value of the collateral held exceeded the carrying
value of margin loans.

The following table is presented on a U.S. GAAPidand
reflects the notional amount of outstanding crelditivatives
at March 31, 2018, used to hedge the Firm’'s owif@ar and
those undertaken in connection with client interragdn

activities.
At March 31, 2018

Hedge Portfolio Intermediation Activities
$ in millions Purchased Sold Purchased Sold
Credit derivative type
Credit default
swaps $ 29,327 $ 9,733 $ 228,444 $ 224,334
Total return
swaps 2,642 4,624
Credit options 450 17,007 13,528
Total $ 29,777  $ 9,733 $ 248,093 $ 242,486

For a further discussion of the Firm’s credit datives, see
“Quantitative and Qualitative Disclosures about Kédr

Risk—Risk Management—Credit Risk—Credit Exposure—

Derivatives” and Note 4 (Derivative Instruments ahetdging
Activities) to the consolidated financial statengeim the Form
10-Q.
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Internal Models M ethodology

The Firm has been approved by its primary reguatoruse
the IMM to estimate counterparty exposure for ratprdy
capital purposes. Under the IMM approach, the Firses
simulation models to estimate the distribution o@iaterparty
exposures at specified future time horizons. Theukition
models project potential values of various risktdes that
affect the Firm’s counterparty portfolie.g., interest rates,
equity prices, commodity prices, and credit sprgangler a
large number of simulation paths, and then detezmpissible
changes in counterparty exposure for each pattekpricing
transactions with that counterparty under the mtep risk
factor values. A counterparty’s expected positivposure
profile is determined from the resulting modelech@sure
distribution to estimate EAD in calculating credgk RWAs
for regulatory capital ratio purposes. For a smajpulation of
exposures not modeled under this simulation mettedFirm
calculates EAD for regulatory capital purposes gsinmore
conservative but less risk-sensitive method. Theerival
models incorporate the effects of legally enfordealetting
and collateral agreements in estimating counteypaqbosure.

Collateral Haircut Approach Methodology

For certain eligible margin loans, EAD is adjustedreflect
the risk mitigating effect of financial collateral line with the
CHA as prescribed in the U.S. Basel Il rules. Csliid other
counterparty credit risk management practices #eudsed
further below.

The table below presents the EAD used for the BErm’
determination of regulatory capital for derivatiaed other
contracts and securities financing transactionsglueling
default fund contributions.

At March 31, 2018

Internal Models

Methodology CHA Methodology Total
$ in millions EAD RWA EAD RWA EAD RWA
Derivative
and other
contracts’ $ 85,738 $ 27,082 $ -$ - $ 85738 $ 27,082
Securities
financing
transactions 38,370 11,434 2,066 3,188 40,436 14,622
Other 5,011 106 5,011 106
Total $ 129,119 $ 38,622 $ 2,066 $ 3,188 $ 131,185 $ 41,810

1. Amountincludes client exposures related to cleared transactions.



Other Counterparty Credit Risk Management Practices
Credit Valuation Adjustment

CVA refers to the fair value adjustment to reflectinterparty
credit risk in the valuation of OTC derivative caatts. U.S.
Basel Il requires the Firm to calculate RWAs for &

The Firm establishes a CVA for OTC derivative tart®ons
based on expected credit losses given the probalsihd
severity of a counterparty default. The adjustmast
determined by evaluating the credit
counterparty and by taking into account the mavkdte of a
counterparty’s credit risk as implied by creditesuis, and the
effect of allowances for any credit risk mitigargech as
legally enforceable netting and collateral agreemen

CVA is recognized in profit and loss on a daily isaand
effectively represents an adjustment to reflect tredit
component of the fair value of the derivatives realle.

Given that the previously recognized CVA reduceg th

potential loss faced in the event of a counterpaejault,
exposure metrics are reduced for CVA.

Credit Limits Framework

The Firm employs an internal comprehensive and ailob

Credit Limits Framework as one of the primary toot®ed to
manage credit risk levels across the Firm. The iCitdthits

Framework includes single-name
concentration limits by country, industry, and pwodtype.

The limits within the Credit Limits Framework aralibrated

to the Firm’s risk tolerance and reflect factorattimclude the
Firm's capital levels and the risk attributes oé thxposures
managed by the limits. Credit exposure is activabynitored

against credit limits, and excesses are identidied escalated
in accordance with established governance standdrds
addition, credit limits are evaluated and reaffichaanually or
more frequently as necessary.

Additional Collateral Requirements Due to Credit Rating
Downgrade

For a discussion of the additional collateral omi@ation
payments that may be called in the event of a éuttredit
rating downgrade of the Firm, see “MD&A—Liquiditynd
Capital Resources—Credit Ratings” in the Form 10-Q.

Wrong-Way Risk

The Firm incorporates the effect of specific wromgy risk in
its calculation of the counterparty exposure. Speeirong-
way risk arises when a transaction is structuresuirth a way
that the exposure to the counterparty is positiayrelated
with the PD of the counterparty; for example, argegparty
writing put options on its own stock or a countetpa
collateralized by its own or related party stockeTFirm
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considers specific wrong-way risk when approving
transactions. The Firm also monitors general wroag-risk,
which arises when the counterparty PD is correlatéith
general market or macroeconomic factors.
assessment process identifies these correlaticthsr@amages
the risk accordingly.

5.5. Credit Risk Mitigation

Overview

exposure to the

In addition to the use of netting and collateral fioitigating
counterparty credit risk discussed above, the Firay seek to
mitigate credit risk from its lending and deriva$vtransactions

in multiple ways, including through the use of guarantees and

hedges. At the transaction level, the Firm seeksitigate risk
through management of key risk elements such &s &nor,
financial covenants, seniority and collateral. Hien actively
hedges its lending and derivatives exposure throwggfous
financial instruments that may include single-nampertfolio,

and structured credit derivatives. Additionallye tRirm may
sell, assign, or syndicate funded loans and lenciimgmitments
to other financial institutions in the primary asgkcondary loan
market.

In connection with its derivative and other contsa@nd
securities financing transaction activities, thenfigenerally
enters into master netting agreements and
arrangements with counterparties. These agreempentisle the
Firm with the ability to demand collateral, as wadlto liquidate
collateral and offset receivables and payablesredvender the
same master netting agreement in the event of ateqarty
default. For further information on the impact @&tting on the
Firm’s credit exposures, see “Collateral” in Sect®m4 herein
and “Quantitative and Qualitative Disclosures abMarket

Risk—Risk Management—Credit Risk” in Part Il, ItefA of

the 2017 Form 10-K.

Loan Collateral Recognition and Management

Collateralizing loans significantly reduces theditr&isk to the
Firm. As part of the credit evaluation process, @redit Risk
Management Department assesses the ability of asbligp
grant collateral. The Credit Risk Management Departt may
consider the receipt of collateral as a factor wheproving
loans, as applicable.

Loans secured by customer margin accounts, a sotiaedit
exposure, are collateralized in accordance witlerial and
regulatory guidelines. The Firm monitors exposugmirst
required margin levels daily; and pursuant to sgatdelines,
requires customers to deposit additional collateralreduce
positions, when necessary. Factors consideredeimetiew of
margin loans are the amount of the loan, the irddmalirpose,
the degree of leverage being employed in the a¢cand
overall evaluation of the portfolio to ensure pnope

The credit

collatera



diversification or, in the case of concentrated ifmss,
appropriate liquidity of the underlying collaterat potential
risk reduction strategies. Additionally, transaatiorelating to
restricted positions require a review of any leggdediments to
liquidation of the underlying collateral. Underlgircollateral
for margin loans is reviewed with respect to tlogitility of the
proposed collateral positions, valuation of semsijt historic
trading range, volatility analysis and an evaluatidd industry
concentrations.

With respect to first and second mortgage loansluding
HELOC loans, a loan evaluation process is adoptitdinyva
framework of the credit underwriting policies andllateral
valuation. Loan-to-collateral value ratios are deteed based
on independent third-party property appraisal/Madns, and
the security lien position is established throuigje/dbwnership
reports.

Guarantees and Credit Derivatives

The Firm may accept or request guarantees frorteceta third
parties to mitigate credit risk for wholesale oblg Such
arrangements represent obligations for the guardotanake
payments to the Firm if the counterparty fails tdfilf its

obligation under a borrowing arrangement or ott@rtractual
obligation. The Firm typically accepts guarantea®mf
corporate entities and financial institutions withiits

Institutional Securities business segment, andviddals and
their small- and medium-sized domestic businessgsnwits

Wealth Management business segment. The Firm nmsy
hedge certain exposures using credit derivativde TFirm
enters into credit derivatives, principally througtedit default
swaps, under which it receives or provides pratectgainst
the risk of default on a set of debt obligationsued by a
specified reference entity or entities. A majoritythe Firm’'s
hedge counterparties are banks, broker-dealens;aimse, and
other financial institutions.

The Firm recognizes certain credit derivatives third-party
guarantees for the reduction of capital requiresrantler the
Advanced Approach. At March 31, 2018, the aggregate
amount of the Firm’s wholesale exposure hedgedibly sredit
derivatives or third-party guarantees, excludingd®hédges,
was $4,668 million.

a
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6. Equities Not Subject to Market Risk Capital
Rule

Overview

The Firm from time to time makes equity investmetttat
may include business facilitation or other invegtactivities.
Such investments are typically strategic
undertaken by the Firm to facilitate core businassvities.
The Firm may also make equity investments and ahpit
commitments to public and private companies, furais]
other entities. Additionally, the Firm sponsors amdnages
investment vehicles and separate accounts fortsliegeking
exposure to private equity, infrastructure, mezzarending,
and real estate-related and other alternative imargs. The
Firm may also invest in and provide capital to simiestment
vehicles.

Valuation for equity investments not subject to market risk
capital rule

The Firm’s equity investments include investmentpiivate
equity funds, real estate funds, and hedge fundsictw
include investments made in connection with certanployee
deferred compensation plans), as well as direcstments in
equity securities, which are recorded at fair value

The Firm applies the Alternative Modified Look-Tlgh
Approach for equity exposures to investment futbwder this
approach, the adjusted carrying value of an eqxposure to
an investment fund is assigned on a pro rata basigferent
risk weight categories based on the informatiomhi fund’s
prospectus or related documents. For all other tequi
exposures, the Firm applies the Simple Risk-Wefgigroach
(“SRWA"). Under SRWA, the RWA for each equity expos
is calculated by multiplying the adjusted carryiwrajue of the
equity exposure by the applicable regulatory pibsdr risk
weight.

The following table consists of U.S. GAAP amounischhbsed
in the Firm’s balance sheet of investments andtypes and
nature of investments, capital requirements by @mate
equity groupings, realized gains/(losses) from saénd
liquidations in the reporting period, and total esmlized
gains/(losses) on Available for sale (“AFS”) equiiycurities
reflected in Accumulated other comprehensive incgloss)
(“AOCI"), net of tax, including unrecognized gaiflesses)
related to investments carried at cost and unmgliz
gains/(losses) included in Tier 1 and/or Tier 2itzdp

investment



At March 31, 2018

Total
On-balance Risk

$ in millions Sheet" Weight % RWAs 2
Type of Equity Investments
Simple Risk-Weight Approach:

Exposures in the 0% risk

weight category $ 379 0% $ -

Exposures in the 20% risk

weight category 59 20% 12

Community development

equity exposures 1,488 100% 1,586

Non-significant equity

exposures 4,327 100% 4,943

Significant investments in

unconsolidated financial

institutions® 3,569 250% 9,393

Publicly traded equity

exposures - 300% -

Non-publicly traded equity

exposures 2 400% -

Exposures in the 600%

risk weight category 715 600% 5,430

Sub-total $ 10,538 N/A $ 21,365

Equity exposures to investment funds:

Alternative Modified Look-

Through Approach 1,196 N/A 1,499
Total Equities Not Subject to
Market Risk Capital Rule $ 11,734 N/A $ 22,864
Quarter-to-date realized gains/(losses) from sales and liquidations* $ 7

Total kmrealized gains/(losses) on AFS equity securities reflected in
AOCI -

Unrecognized gains/(losses) related to investments carried at cost* -

Unrealized gains/(losses) included in Tier 1 and/or Tier 2 capital -

N/A—Not Applicable

1. The total on-balance sheet amount reflects $9,333 million and $2,402 million
of non-publicly traded and publicly traded investments, respectively, at
March 31, 2018. The on-balance sheet amounts reflect approximate fair
value of these exposures and are presented on a U.S. GAAP basis, which
include investments in the Firm’s own capital instruments and investments in
the capital instruments of unconsolidated financial institutions that are
subject to capital deductions under U.S. Basel Ill. At March 31, 2018, the
amount of Equities Not Subject to Market Risk Capital Rule that was
deducted from Total capital was $221 million, which also includes certain
deductions applicable under the Volcker Rule. For a discussion of the Firm’s
deductions under the Volcker Rule, see “Business—Supervision and
Regulation—Financial Holding Company—Activities Restrictions under the
Volcker Rule” in Part I, Item 1 of the 2017 Form 10-K. For further information
on the Firm’'s valuation techniques related to investments, see Note 2
(Significant Accounting Policies) to the consolidated financial statements in
Part II, Item 8 of the 2017 Form 10-K.

2. In accordance with U.S. Basel Ill, RWAs reflect a 1.06 multiplier and include
both on- and off-balance sheet equity exposures.

3. Under the Advanced Approach, significant investments in unconsolidated
financial institutions in the form of common stock, which are not deducted
from Common Equity Tier 1, are assigned a 250% risk weight. Between
2014 and 2017, under the transitional rules, a 100% risk weight was applied,
and beginning 2018, under fully phased-in rules, a 250% risk weight is
applied.

4. For the quarter ended March 31, 2018.
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7. Securitization Exposures

A securitization exposure is defined (in line witie U.S.
Basel Il definition) as a transaction in which:

* All or a portion of the credit risk of the undigng
exposures is transferred to third parties, and besn
separated into two or more tranches reflectingediffit
levels of seniority;

» The performance of the securitization dependsnufhe
performance of the underlying exposures;

e All or substantially all of the underlying exposs are
financial exposures; and

» The underlying exposures are not owned by arrabipg
company or certain other issuers.

Securitization exposures include on- or off-balarsieeet
exposures (including credit enhancements) thae drism a
traditional securitization or synthetic securitization (inclogli
a re-securitization transaction); or an exposua¢ directly or
indirectly references a securitization exposweg.(a credit
derivative). A re-securitization is a securitizatiovhich has
more than one underlying exposure and in whichanmore
of the underlying exposures is itself a securitraexposure.

On-balance sheet exposures include securitizatiotesn
purchased and loans made to securitization tr@dtsbalance

sheet exposures include liquidity commitments agrivetives

(including tranched credit derivatives and derivasi for

which the reference obligation is a securitization)

Securitization exposures are classified as eitfegtittonal or
synthetic. In a traditional securitization, risk tisansferred
other than through the use of credit derivativeguarantees.
Typically, the originator establishes a specialppge entity
(“SPE”) and sells assets (either originated or pased) off its
balance sheet into the SPE, which issues securites
investors. In a synthetic securitization, credikiis transferred
to an investor through the use of credit derivativer
guarantees.

The Firm does not manage or advise entities thadsinin
securitizations sponsored by the Firm.

Except for (i) the AFS securities portfolios, fohieh the Firm
purchases mostly highly rated tranches of commiercia
mortgage and other securitizations not sponsorethdyirm,
and (ii) warehouse loans and liquidity commitmetatlient
sponsored SPEs, the Firm engages in securitizapiomsrily

as a trading activity.



The Firm retains securities issued in some of guaistization

transactions it sponsors, and it purchases sexsuiigsued in
securitization transactions sponsored by otherpaais of its

trading inventory. These interests are included the

consolidated balance sheets at fair value with Amrkarket
changes reported in net income.

For further information on securitization transans in which
the Firm holds any exposure in either the bankiogkbor the
trading book, see Note 13 (Variable Interest Eegitiand
Securitization Activities) to the consolidated fircdal
statements in Part Il, Item 8 of the 2017 Form 1@+ Note
12 (Variable Interest Entities and Securitizatioctifities) to
the consolidated financial statements in the FobrQ1

7.1. Accounting and Valuation

For a discussion of the Firm’'s accounting and uadma
techniques related to securitization, see Note ign{f&cant

Accounting Policies), Note 3 (Fair Values) and Ndt8

(Variable Interest Entities and Securitization Aities) to the
consolidated financial statements in Part I, |&wf the 2017
Form 10-K and Note 12 (Variable Interest Entitiesda
Securitization Activities) to the consolidated fircéal

statements in the Form 10-Q.

7.2. Securitization and Resecuritization
Exposuresin the Banking Book

The following table presents the total outstandéxgosures
securitized by the Firm as a sponsor for which Eiren has
retained credit or counterparty exposures in thekiog book
as securitizations at March 31, 2018. This excluskEsurities
held in the Firm’'s trading book and this table smarily
comprised of transactions in which the Firm trarrsfé assets
and entered into a derivative transaction withsbeuritization
SPE. For residential mortgage and commercial mgega
transactions, these derivatives are interest radéoa currency
swaps. Traditional securitization exposures reflecpaid
principal balances of the underlying collaterald aaynthetic
securitization exposures reflect notional amounts.

At March 31, 2018

Traditional

Amounts Sold
by Third Parties
in Transactions

Amounts Sold

by Sponsored by
$ in millions the Firm the Firm Synthetic
Exposure type
Commercial mortgages ~ $ 347 $ 315 $
Residential mortgages 475
Corporate debt
Asset-backed and other*
Total $ 822 $ 315 $

1. Amounts primarily reflect student loans, auto receivables, servicer advance
receivables, municipal bonds and credit card receivables.
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The following table is presented on a U.S. GAAPiband
reflects a summary of the Firm’s securitization\afst during
2018, regardless of whether the Firm retained tredi
counterparty exposure, including the amount of expes
securitized (by exposure type), and the correspgndi
recognized gain or loss on sale. This table indudssets

transferred by unaffiiated co-depositors into thes
transactions.
Three Months Ended March 31, 2018
Amounts Sold
by Third Parties
Amounts Sold Recognized in Transactions
by Gain/(Loss) Sponsored by
$ in millions the Firm * on Sale the Firm
Exposure type
Commercial mortgages  $ 1,011 $ 7% 1,739
Residential mortgages 89 - 5
Corporate debt
Asset-backed and other*
Total $ 1,100 $ 7% 1,744

1.  Amounts represent notional value of assets which the Firm contributed to the
securitization.



The following table is presented on a U.S. GAAPiband
reflects a summary of the Firm’s securitization\atst during
2018, for those transactions in which the Firm matsretained
an interest, including the amount of exposures rizzad (by
exposure type), and the corresponding recognizedagdoss
on sale. This table includes assets transferrednayfiliated
co-depositors into these transactions.

Three Months Ended March 31, 2018
Amounts Sold
by Third Parties

Morgan Stanley

The following table is presented on a U.S. GAAPidand
reflects the outstanding exposures intended tebergized:

$ in millions At March 31, 2018

Exposure type

Commercial mortgages $ 663
Residential mortgages

Corporate debt 40

Asset-backed and other

Amounts Sold Recognized in Transactions
by Gain/(Loss) Sponsored by Total $ 703
$ in millions the Firm * on Sale the Firm
Exposure type The following table presents the aggregate EAD arhofithe
Commercial mortgages 160 $ 13 240 Firm's outstanding on- and off-balance sheet s&zation
Residential mortgages positions by exposure type:
Corporate debt
. At March 31, 2018
Asset-backed and other
On-balance Off-balance

Total $ 160 $ 13 240 $ in millions sheet sheet Total
1. Amounts represent notional value of assets which the Firm contributed to the Exposure type

securitization. Commercial mortgages $ 6,555 $ 1,037 $ 7,592

. . . . Residential mortgages 653 91 744

The following tables include outstanding exposurgended Comorate debt 2601 1604 5 205
to be securitized, as well as securities held @mRhm’s AFS P ’ ’ ’
securities  portfolios, warehouse loans and liqyidit Assetbacked and other 4,348 3,788 8,137
commitments made to securitization entities andsaations  Total $ 15,248 $ 6520 $ 21,768

in which the Firm entered into derivative transaies with a
securitization issuer. The tables do not includmusges held
in the Firm’s trading book. For information on seties held
in the Firm's trading book, see
Resecuritization Exposures in the Trading Book'Siaction
7.3 herein.

The Firm did not recognize credit losses relatiogdtained
senior or subordinate tranches in the banking bBeoking the

“Securitization and

The following tables present the aggregate EAD arhai
securitization exposures retained or purchased el
associated RWAs for these exposures, categorizétebn
securitization and re-securitization exposures. atidition,
these exposures are further categorized into risight bands
and by risk-based capital approaches. The Firm @yspihe
Supervisory Formula Approach and the Simplified
Supervisory Formula Approach to calculate counteypa

quarter ended March 31, 2018, the Firm did not havecredit capital for securitization exposures in th&m’s

impaired/past due exposures or losses on securiigeets.

In addition, the Firm may enter into derivative trants, such

as interest rate swaps with securitization SPEses&h
derivative transactions generally represent seoidigations

of the SPEs, senior to the most senior benefigitérést

outstanding in the securitized exposures, and rarieided in

the Firm’s consolidated balance sheets primarifaiatvalue.
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banking book. The Supervisory Formula Approach uses

internal models to calculate the risk weights fecwgitization
exposures. The Simplified Supervisory Formula Apgtois a
simplified version of the Supervisory Formula Apach

under which the risk weights for securitization espres are
determined using supervisory risk weights and otmguts. In

those cases where the Firm does not apply eithethef
Supervisory Formula Approach or the Simplified Sujsory

Formula Approach, then the securitization exposuviisbe

assigned to the 1,250% risk weight category.



At March 31, 2018

Securitizations
Simplified
Supervisory 1,250% Risk
Supervisory Formula Weight
Formula Approach Approach Category

$ in millions EAD RWAs EAD RWAs EAD RWAs
Risk Weight

0% to <=20% $ 9224 % 1955 $ 9,169 $ 1,937 $ -3 -
>20% to <=100% 987 288 372 186 - -
>100% to <=500% 9 10 1,387 3,853 - -
>500% to <1250% - - 4 38 - -
1,250% - - - 1 7 96
Total $ 10,220 $ 2,253 $ 10,932 $ 6,015 $ 73 96

At March 31, 2018
Re-securitizations
Simplified
Supervisory Supervisory
Formula Formula 1,250% Risk
Approach Approach Weight Category

$ in millions EAD RWAs EAD RWAs EAD RWAs
Risk Weight

0% to <=20% $ 550 $ 117 $ -$ -$ -$ -
>20% to <=100% - - 2 2 - -
>100% to <=500% - - - - - -
>500% to <1250% - - 46 559 - -
1250% - - - - 10 132
Total $ 550 $ 117 $ 48 $ 561 $ 10 $ 132

At March 31, 2018, the amount of exposures that wa

deducted from Tier 1 common capital, representireg dfter-
tax gain on sale resulting from securitization %46 million.

The following table presents the aggregate EAD arhofire-
securitization exposures retained or purchasecdegostzed
according to exposures to which credit risk mitigat is
applied and those not applied.

At March 31,
$ in millions 2018
Re-securitization exposures:
Re-securitization exposure to which credit risk mitigation is
applied $ -
Re-securitization exposure to which credit risk mitigation is
not applied 608
Total re-securitization exposures retained or purch ased $ 608
Total re-securitization exposure to guarantors $ -
Total re-securitization exposure not to guarantors 608
Total re-securitization exposures retained or purch ased $ 608

The credit risk of the Firm’'s securitizations ane- r
securitizations is controlled by actively monitarinand

managing the associated credit exposures. The &matuates
collateral quality, credit subordination levels asttuctural

characteristics of securitization transactionsnaeption and
on an ongoing basis, and manages exposures ag#erstal

concentration limits.
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7.3. Securitization and Resecuritization
Exposuresin the Trading Book

The Firm also engages in securitization activitielated to
commercial and residential mortgage loans, corpobainds
and loans, municipal bonds and other types of fir@n
instruments. The Firm records such activities ia trading
book.

The following table presents the Net Market Valuetloe
Firm's aggregate on- and off-balance sheet setatitin
positions by exposure type, inclusive of hedgeshatrading
book:

At March 31, 2018

$ in millions Net Market Value *
Exposures

Commercial mortgages $ 929
Residential mortgages 805
Corporate debt® 548
Asset-backed securitizations and other 615
Total $ 2,898

S

1. Net Market Value represents the fair value for cash instruments and the
replacement value for derivative instruments.

2. Amount includes correlation trading positions that are not eligible for
Comprehensive Risk Measure (“CRM”) surcharge. For more information on
CRM, see “Comprehensive Risk Measure” in Section 9.1 included herein.

The Firm closely monitors the price, basis anditldy risk in

the covered securitization and resecuritizationitpes that
are held in the trading book. Each position fafiiat least
one or more trading limits that have been set maitlithe

aggregate, concentration and basis risk in thefgiartto

acceptable levels. Holdings are monitored agahestd limits
on a daily basis.

The inherent market risk of these positions aretuwed in
various risk measurement models including ReguwattaR,
Regulatory stressed VaR and stress loss scenatimh wre
calculated and reviewed on a daily basis. Furttier, Firm
regularly performs additional analysis to comprehearious
risks in its securitization and resecuritizationrtfio, and
changes in these risks. Analysis is performed icoatance
with U.S. Basel Ill to understand structural featurof the
portfolio and the performance of underlying coliate

The Firm calculates the standard specific risk ooy
capital for securitization and resecuritization iposs under
the Simplified Supervisory Formula Approach. Undhis
approach, a risk weight assigned to each posifiaraiculated
based on a prescribed regulatory methodology. €balting
capital charge represents the higher of the tatlang or net
short capital charge calculated after applicabténge

In addition, the Firm uses a variety of hedgingtgigies to
mitigate credit spread and default risk for theusiization
and resecuritization positions. Hedging decisiamstased on



market conditions, and are evaluated within thenErrisk
governance structure.

8. Interest Rate Risk Sensitivity Analysis

The Firm believes that the net interest income ideitg
analysis is an appropriate representation of then'siU.S.
Bank Subsidiaries’ interest rate risk for non-tragactivities.
For information on the interest rate risk sendiivanalysis,
see “Quantitative and Qualitative Disclosures abidatrket
Risk—Risk Management—Market
Risks—Interest Rate Risk Sensitivity” in the ForGQ.

9. Market Risk

Market risk refers to the risk that a change inlthel of one
or more market prices, rates, indices, implied tidias (the
price volatility of the underlying instrument imgat from
option prices), correlations or other market fagtauch as
market liquidity, will result in losses for a padseit or
portfolio. Generally, the Firm incurs market risk @ result of
trading, investing and client facilitation actie$, principally
within its Institutional Securities business segmahere the
substantial majority of the Firm’'s market risk dapiis
required. In addition, the Firm incurs trading-teth market
risk within its Wealth Management business segm&he

Firm's Investment Management business segment sncur

principally non-trading market risk primarily from

investments in real estate funds and private egaiycles.
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The following table presents the Firm’'s measure rf@arket
risk and market risk RWAs in accordance with thevéced
Approach, categorized by component type. RWAs farkmet
risk are computed using either regulator-approvetgrnal
models or standardized methods that involve apglyiek-
weighting factors prescribed by regulators. PursianU.S.
Basel Ill, multiplying the measure for market risly 12.5
results in market risk RWAs.

At March 31, 2018
Measure for

$ in millions Market Risk RWAs"
Components of measure for market risk and marketri sk RWAs
Regulatory VaR? $ 545 $ 6,816
Regulatory stressed VaR® 1,975 24,684
Incremental risk charge® 879 10,985
Comprehensive risk measure® * 88 1,104
Specific risk:
Non-securitizations® 1,334 16,681
Securitizations® 926 11,574
Total market risk $ 5747 $ 71,843

1. For information on the Firm’s market risk RWAs roll-forward from December
31, 2017 to March 31, 2018, see “MD&A—Liquidity and Capital Resources—
Regulatory Requirements—Regulatory Capital Requirements” in the Form
10-Q.

2. Per regulatory requirements, the daily average of the previous 60 business
days from the period-end date is utilized in the regulatory capital calculation.
Per regulatory requirements, the weekly average of the previous 12 weeks
from the period-end date is utilized in the regulatory capital calculation.

4. Beginning March 31, 2018, amount represents the greater of the modeled
component and the 8% surcharge computed under the Standardized
approach. As of the most recent reporting date, RWA from the CRM
modeled charge was $452 million and the surcharge was $1,104 million. For
more information on CRM, see “Comprehensive Risk Measure” in Section
9.1 included herein.

5. Non-securitization specific risk charges calculated using regulatory-
prescribed risk-weighting factors for certain debt and equity positions. The
prescribed risk-weighting factors are generally based on, among other
things, the Organization for Economic Cooperation and Development's
country risk classifications for the relevant home country (in the case of
public sector and depository institution debt positions), the remaining
contractual maturity and internal assessments of creditworthiness.
Additionally, amounts include a De Minimis RWA for positions not captured
in the VaR model.

6. For information on market risk related to securitizations, see Section 7.3
“Securitization and Resecuritization Exposures in the Trading Book” included
herein.
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9.1. Model Methodology, Assumptions and 99% Regulatory VaR
Expowre M easures Quarter Ended March 31, 2018

One-Day

Holding
Regulatory VaR Period 10-Day Holding Period
The Firm estimates VaR using an internal model thaze S Daily Perigd Daily o
volatility-adjusted historical simulation for gemémarket risk £ milions Average” End  Average  Hig Low
factors and Monte Carlo simulation for name-speaifgk in ~ Interestrate $ 333 138 1048 1408 81
corporate shares, bonds, loans and related dewgatiThe  Creditspread 36 110 113 143 89
model constructs a distribution of hypotheticallgl@hanges  Equity price 20 71 65 78 47
in the value of trading portfolios based on theldfeing: Foreign exchange rate 15 56 48 80 32

historical observation of daily changes in key nearkidices ooty price 12 46 38 55 27
or other market risk factors; and information oe ensitivity .~ . .

of the portfolio values to these market risk factbanges. The  penefit?® (59)  (191) (187) N/A N/A
Firm's VaR model uses four years of historical defth a 14 reguiatory var 3 578 204 % 1818 211$ 155
volatility adjustment to reflect current market ddions.

N/A-Not Applicable
1. The daily average shown is calculated over the entire quarter. Per regulatory

The Firm utilizes the same VaR model for risk mamagnt requirements, the daily average of the previous 60 business days from the
purposes as well as regulatory capital calculatiofike period-end date is utilized in the regulatory capital calculation.

. s ., . 2. Diversification benefit equals the difference between the total Regulatory
pOI’tf0|I0 of pOSI'[IOﬂS used for the Firm's VaR foisk VaR and the sum of the component VaRs. This benefit arises because the
management purposes (“Management VaR”) differs fthat simulated one-day losses for each of the components occur on different

used for regulatory capital requirements (“ReguhaMaR”), gs%sr;)os&renrzlta.r diversification benefits also are taken into account within each

as it contains certain positions that are excludesm 3. The high and low VaR values for the total Regulatory VaR and each of the
Regulatory VaR. Examples include counterparty C\ehsl component VaRs r’_night_ hav_e occurre_d_on different c_iays during the quarter,
. K and therefore the diversification benefit is not an applicable measure.

loans that are carried at fair value and associatelges.

Regulatory Stressed VaR
For regulatory capital purposes, Regulatory VaRamputed
at a 99% level of confidence over a 10-day timeézoor. The  Regulatory stressed VaR is calculated using the esam
Firm's Management VaR is computed at a 95% level of methodology and portfolio composition as RegulatvigR.
confidence over a one-day time horizon, which isseful However, Regulatory stressed VaR is based on ancants
indicator of possible trading losses resulting framverse  one-year historical period of significant marketress,
daily market moves. For more information about Hien’'s appropriate to the Firm’s portfolio. The Firm’'s setion of the
Management VaR model, related statistics and limit one-year stressed window is evaluated on an onduEBi.
monitoring process, see “Quantitative and Qualitati
Disclosures about Market Risk—Risk Management—Miarke The following table presents the period-end, weeklgrage,
Risk” in Part Il, Item 7A of the 2017 Form 10-K arbe and high and low Regulatory stressed VaR for a dp-d
“Quantitative and Qualitative Disclosures about KarRisk —  holding period for the quarter ended March 31, 2018
Risk Management — Market Risk” in the Form 10-Q. Additionally, the weekly average Regulatory strelsg@R for

a one-day holding period is shown for comparisome T
The following table presents the period-end, dailierage, metrics below are calculated over the calendar tgquand
and high and low Regulatory VaR by risk categonydol0-  therefore may not coincide with the period appliadthe
day holding period for the quarter ended March 2Q18. regulatory capital calculations.
Additionally, the daily average Regulatory VaR foone-day

holding period is shown for comparison. The mettesow 99% Regulatory Stressed VaR

are calculated over the calendar quarter and therehay not Quarter Ended March 31, 2018
coincide with the period applied in the regulatargpital One-Day
calculations. Holding _ .
Period 10-Day Holding Period
Weekly Period Weekly
$ in millions Average’ End  Average'  High Low

Total Regulatory
stressed VaR $ 207 $ 464 $ 655 $ 950 $ 436

1. The weekly average shown is calculated over the entire quarter. Per
regulatory requirements, the weekly average of the previous 12 weeks from
the period-end date is utilized in the regulatory capital calculation.
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Incremental Risk Charge

The Incremental Risk Charge (“IRC") is an estimateefault
and migration risk of unsecuritized credit produats the
trading book. The IRC also captures recovery riakd
assumes that average recoveries are lower whenldedtes
are higher. A Monte Carlo simulation-based modalsed to
calculate the IRC at a 99.9% level of confidencercaw one-
year time horizon. A constant level of risk assuoptis
imposed which ensures that all positions in the [R@folio
are evaluated over the full one-year time horizon.

The IRC model differentiates the underlying
instruments by liquidity horizons, with the minimumuidity
horizon set to 3 months. Lower rated issuers recéwnger
liquidity horizons of between 6 and 12 months. didion to
the ratings-based liquidity horizon, the Firm alapplies
liquidity horizon penalties to positions that areeded
concentrated.

The following table presents the period-end, weeklgrage,
and high and low IRC for the quarter ended MarchZ3118.
The metrics below are calculated over the calegdarter and
therefore may not coincide with the period appliadthe
regulatory capital calculations.

Quarter Ended March 31, 2018

Period Weekly
$ in millions End Average’  High Low
Total Incremental Risk Charge $ 879 $ 828 % 1,011$% 675

1. The weekly average shown is calculated over the entire quarter. Per

regulatory requirements, the weekly average of the previous 12 weeks from
the period-end date is utilized in the regulatory capital calculation.

Comprehensive Risk Measure

CRM is an estimate of risk in the correlation traglportfolio,

taking into account credit spread, correlation,idazcovery
and default risks. A Monte Carlo simulation-baseddsi is
used to calculate the CRM at a 99.9% level of cmfce over
a one-year time horizon, applying the constantll@ferisk

assumption.

All positions in the CRM portfolio are given a liiglity
horizon of 6 months.

Positions eligible for CRM are also subject to & 8apital
surcharge, which is reflected in
measure” in the “Components of measure for mark&tand
market risk RWAS” table in Section 9 herein.

traded

“Comprehensivek ris
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Correlation Trading Positions

A correlation trading position is a securitizatiposition for
which all or substantially all of the value of thederlying
exposure is based on the credit quality of a singhapany for

which a two-way market exists, or on commonly tchde

indices based on such exposures for which a two+wasket
exists on the indices. Hedges of correlation trgdinsitions
are also considered correlation trading positioRer the
quarter ended March 31, 2018, the Firm's aggre@:R/

eligible correlation trading positions had a Netrkéd Value
of $204 million, which is comprised of net long rketr values
of $135 million and net short market values of $6lion.

The net long and net short market values are inausf
netting permitted under U.S. Basel .

The following table presents the period-end, weeklgrage,
and high and low CRM for the quarter ended March2811 8.
The metrics below are calculated over the calegdarter and
therefore may not coincide with the period appliadthe
regulatory capital calculations.

Quarter Ended March 31, 2018

Period Weekly
$ in millions End Average * High? Low?
Comprehensive Risk Measure
Modeled 53 $ 38 $ 65 $ 16
Comprehensive Risk Measure
Surcharge 86 89 93 86

1. The weekly average shown is calculated over the entire quarter. Per

regulatory requirements, the weekly average of the previous 12 weeks from
the period-end date is utilized in the regulatory capital calculation.

Beginning March 31, 2018, CRM is the greater of the modeled component
and the 8% surcharge computed under the Standardized approach.

9.2. Model Limitations

The Firm uses VaR and Stressed VaR as componerds
range of risk management tools. Among their besefitaR
models permit estimation of a portfolio’s aggregatarket
risk exposure, incorporating a range of varied marisks and
portfolio assets. However, VaR has various limitasi, which
include, but are not limited to: use of historicdlanges in
market risk factors, which may not be accurate iptets of
future market conditions, and may not fully incorgte the
risk of extreme market events that are outsizedtive to
observed historical market behavior or reflect thistorical
distribution of results beyond the 99% confidenogeiival;
and reporting of losses over a defined time horiashich
does not reflect the risk of positions that canmetiquidated
or hedged over that defined horizon.

n



The Firm also uses IRC and CRM models to measueulie
and migration risk of credit spread and correlatteeding

positions in the trading book. Among their benefitisese
models permit estimation of a portfolio’s aggregai@osure
to default and migration risk, incorporating a rargf market
risk factors in a period of financial stress. Hoeewvthe IRC
and CRM models have various limitations, which umg, but
are not limited to: use of historical default rateedit spread
movements, correlation and recovery rates, whick ntd be

accurate predictors of future credit environmeats] may not
fully incorporate the risk of extreme credit evetiat are
outsized relative to observed historical behavioreflect the
historical distribution of results beyond the 99.@#&nfidence
interval.

Regulatory VaR, Regulatory stressed VaR, IRC andMCR
numbers are not readily comparable across firmswse of
differences in the firms’ portfolios, modeling assutions and
methodologies. In IRC and CRM, those differencey ra
particularly pronounced because of the long riskizom
measured by these models as well as the difficifty
performing backtesting. These differences can tesul
materially different numbers across firms for samil
portfolios. As a result, the model-based numbenrsl o be
more useful when interpreted as indicators of tsanda firm's
risk profile rather than as an absolute measuraséfto be
compared across firms.

9.3. Model Validation

The Firm validates its Regulatory VaR model, Retuia

Morgan Stanley

The Firm regularly conducts a comparison of its MaRed
estimates with buy-and-hold gains or losses expeeié
(“backtesting”). The buy-and-hold gains or lossess defined
in the U.S. Basel Il as profits or losses on cedepositions,
as defined in Section 9.5 below, excluding feesmissions,
reserves, net interest income and intraday traditng buy-
and-hold gains or losses utlized for Regulatory Rva
backtesting differs from the daily net trading rewe as
disclosed in “Quantitative and Qualitative Disclossi about
Market Risk—Risk Management—Market Risk” in the ifror
10-Q. The Firm had no Regulatory VaR backtestingepion
during the quarter ended March 31, 2018.

9.5. Covered Positions

During the quarter ended March 31, 2018, the Firad h
exposures to a wide range of interest rates, crguliead,
equity prices, foreign exchange rates and commquites—
and the associated implied volatilities and spreadsated to
the global markets in which it conducts its tradadjivities.
For more information about such exposures, see ri(@ative
and Qualitative Disclosures about Market Risk—Risk
Management—Market Risk—Sales and Trading and Rklate
Activities” in Part Il, Item 7A of the 2017 Form 1.

Under U.S. Basel lll, covered positions includeling assets
or liabilities held by the Firm for the purpose stiort-term
resale or with the intent of benefiting from actoalexpected
price movements related to its market-making aidisj as
well as, foreign exchange and commodity exposureedfain
banking book positions. CVA is not a covered positunder

stressed VaR model, IRC model and CRM model on any.s. Basel Il and as a result, hedges to the mwered CVA

ongoing basis. The Firm's model validation procéass
independent of the internal models’
implementation and operation. The validation preces
includes, among other things, an evaluation ofdteceptual
soundness of the internal models.

The Firm’'s Regulatory VaR model, Regulatory strdsgaR
model, IRC model and CRM model have all been apguov
for use by the Firm’s regulators.

9.4. Regulatory VaR Backtesting

One method of evaluating the reasonableness ofitm’s

VaR model as a measure of the Firm’s potential tiljaof

net revenue is to compare the VaR with the hypathlebuy-
and-hold trading revenue. Assuming no intra-dagtitrg, for a
99%/one-day VaR, the expected number of timestthding
losses should exceed VaR during the year is twdohtee
times, and, in general, if trading losses werexoeed VaR
more than ten times in a year, the adequacy of/#ie model
would be questioned. For days where losses exdeed/dR
statistic, the Firm examines the drivers of tradlogses to
evaluate the VaR model's accuracy relative to zedlitrading
results.
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development,

are themselves not eligible to be covered positidiswever,
any foreign exchange or commodity exposure of C\édldes
is a covered position.

The Firm manages its covered positions by employing
variety of risk mitigation strategies. These siyade include
diversification of risk exposures and hedging. Hedg
activities consist of the purchase or sale of pmsstin related
securities and financial instruments, including ariety of
derivative products €g., futures, forwards, swaps and
options). Hedging activities may not always proveféective
mitigation against trading losses due to differande the
terms, specific characteristics or other basissrithat may
exist between the hedge instrument and the risksxe that
is being hedged. The Firm manages the market ssticiated
with its trading activities on a Firm-wide basis) a world-
wide trading division level and on an individuabguct basis.
The Firm manages and monitors its market risk exyessin
such a way as to maintain a portfolio that the Hialieves is
well-diversified in the aggregate with respect tarket risk
factors and that reflects the Firm's aggregate tidérance as
established by the Firm’s senior management.



Valuation Policies, Procedures, and Methodologies for
Covered Positions

For more information on the Firm's valuation podis

procedures, and methodologies for covered positfyasing

assets and trading liabilities), see Note 2 (Sigaift

Accounting Policies) and Note 3 (Fair Values) toe th
consolidated financial statements in Part Il, I@wf the 2017

Form 10-K.

9.6. Stress Testing of Covered Positions

The Firm stress tests the market risk of its cad@masitions at
a frequency appropriate to each portfolio and incase less
frequently than quarterly. The stress tests take atcount
concentration risk, illiquidity under stressed metrkonditions
and other risks arising from the Firm'’s tradingiétes.

In addition, the Firm utilizes a proprietary econonstress

testing methodology that comprehensively measutes t

Firm's market and credit risk. The methodology detes

many stress scenarios based on more than 25 ydars

historical data and attempts to capture the diffeliguidities
of various types of general and specific risks. rEvand
default risks for relevant credit portfolios ares@taptured.

Furthermore, as part of the Federal

Morgan Stanley

The Firm is evaluating the potential impact of fweposal,
which is subject to further rulemaking procedurebor a
further discussion of the Firm’'s operational riskee
“Quantitative and Qualitative Disclosures about Kédr
Risk—Risk Management—Operational Risk” in Partiitm
7A of the 2017 Form 10-K and “Quantitative and Qtative

Disclosures about Market Risk — Risk Management —

Operational Risk” in the Form 10-Q.

As an advanced approach banking organization, tira B
required to compute operational risk RWAs usingadmanced
measurement approach. The Firm has established
operational risk framework to identify, measure,nitar, and
control risk across the Firm. Effective operationask
management is essential to reducing the impacpefational
risk incidents and mitigating legal risks. The fework is
continually evolving to account for changes in Hien and to
respond to the changing regulatory and businesisoemeent.
The Firm has implemented operational
assessment systems to monitor and analyze inteandl
external operational risk events, to assess
gnvironment and internal control factors, and tafqren

scenario analysis. The collected data elements

incorporated in the operational risk capital moddie model

encompasses both quantitative and qualitative ealsne
Internal loss data and scenario analysis resudtsliagct inputs

Reserve's annuato the capital models, while external operatioigk mcidents

Comprehensive Cap|ta| Ana|ysis and Review, Common|yand business environment and internal control factare

referred to as “CCAR,” the Firm is required to peni annual
capital stress testing under scenarios prescripatieoFederal
Reserve. The stress testing results are submdatteetFederal
Reserve and a summary of the results under theredgve
adverse economic scenario is publicly disclosed. fRore
information on the Firm’s capital plans and stréssts, see
“MD&A—Liquidity and Capital
Requirements” in Part Il, Item 7 of the 2017 ForfhiK. and
“MD&A — Liquidity and Capital Resources — Regulator
Requirements” in the Form 10-Q.

10. Operational Risk

As defined by U.S. Basel lll, operational riskhigtrisk of loss
resulting from inadequate or failed internal preess people,
and systems or from external events (includinglleig& but

excluding strategic and reputational risk). TherFinay incur

operational risk across the full scope of its besmactivities,
including revenue-generating activitiesy, sales and trading)
and support and control groupsg(, information technology

Resources—Regulatory

evaluated as part of the scenario analysis proddss.Firm
maintains governance, review, and validation preegf its
advanced measurement approach framework.

The Firm uses the Loss Distribution Approach to etod
operational risk exposures. In this approach, fosguency
and severity distributions are separately modelsithguthe
Firm’s internal loss data experience and combiegroduce
an Aggregate Loss Distribution at various confidehevels
over a one-year period. Regulatory Operational Regtital is
calculated at the 99.9% confidence level. The maulsb
includes Scenario Analysis estimates to compleniet
Internal Loss Data model. Scenario Analysis is ewévd-
looking systematic process to obtain plausible héghierity
and low frequency estimates of operational rislséssbased
on expert opinion. This modeling process is perfmm
separately on each of the units of measure. Thaltseare
aggregated across all units of measure, taking actount
diversification, to determine operational risk rkgary
capital.

and trade processing). On December 7, 2017, theelBas |, aqgition, the Firm employs a variety of risk pesses and

Committee on Banking Supervision updated its prapésr
calculating operational risk regulatory capital. ndér the
proposal, which would eliminate the use of an imémodel-
based approach, required levels of operationalragkilatory
capital would generally be determined under a stetided
approach based primarily on a financial statemesed
measure of operational risk exposure and adjussnieased
on the particular institution’s historic operatibmass record.
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mitigants to manage its operational risk exposurdsese
include a strong governance framework, a comprehemsk

management program and insurance. The Firm cotiffnua

undertakes measures to improve infrastructure aitidjate
operational risk. The goal of the Firm's operatiomsk
management framework is to identify and assessifisignt
operational risks, and to ensure that appropriaitégation

an

risk data and

busines

are
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actions are undertaken. Operational risks and &gsdcrisk Summary comparison of accounting assets and
exposures are assessed relative to the risk takeran supplementary leverageratio
established by the Firm's Board of Directors anck ar

prioritized accordingly. The breadth and range pérational  The following table presents the consolidated tatabets

risk are such that the types of mltlgatlng actbstiare wide- under U.S. GAAP and the Supp|ementary |eve|’age&u(p0
ranging. Examples of activities include the enhagdefenses

against cyberattacks, use of legal agreementsamuacts to

o ; ; o . At

transfer and/or limit operational risk exposurese diiligence; g, milions March 31, 2018
implementation of enhanced policies and procedureS'Lr o idated aseet od in oublished fimancia
exception management processing controls; andg&ipa of  goementss PN 858,495
duties. _ _ _ o

Adjustment for investments in banking, financial, insurance or

commercial entities that are consolidated for accounting
See “Capital Adequacy" in Section 4 herein for fem’s purposes but outside the scope of regulatory consolidation -
operational risk RWAs at March 31! 2018. Adjustment for fiduciary assets recognized on balance sheet

but excluded from total leverage exposure -
11. Supp| ementary L ever age Ratio Adjustment for derivative exposures’ 162,334

Adjustment for repo-style transactions® 17,631
The Supplementary Leverage Ratio (“SLR”) becam_eme Adjustment for off-balance sheet exposures® 64,685
as a cgpltal §tandard on January 1, 2018. We grered to Other adjustments
maintain a Tier 1 supplementary leverage ratio%f & well a. Adjustments for deductions from tier 1 capital® (9,870)
as an enhanced SLR capital buffer of at least 2g(total of o o, ’
at least 5%) in order to avoid limitations on capit —X-Adustmentsforfrequency calculations (1,757)
distributions, including dividends and stock refwages, and  Supplementary leverage exposure $ 1,091,518

discretionary bonus payments to executive officehs.
addition. our U.S. Bank Subsidiaries must maingirSLR of 1. Total consolidated on-balance sheet assets under U.S. GAAP at quarter

. . L end.
6% to be considered well-capitalized. In additiortfie SLR, 2. Computed as the arithmetic mean of the month-end balances over the
the Firm is also subject to a Tier 1 leverage raiipital calendar quarter. ! L )
. . 3. Reflects adjustments to Tier 1 capital, including disallowed goodwill,
standard that is currently in effect. intangible assets, certain deferred tax assets and certain investments in the

capital instruments of unconsolidated financial institutions.
4. Reflects the difference between spot and average daily balance of

The Tier 1 Ieverage ratio and SLR are Capltal messthat consolidated total assets under U.S. GAAP during the calendar quarter.

are both computed under U.S. Basel 1l rules, withprimary
difference between the two being that the SLR denator
includes off-balance sheet exposures. The SLR deraton is
calculated for each reporting period based on tieeage daily
balance of consolidated on-balance sheet assetsr Wwhé.
GAAP during the calendar quarter less certain arsoun
deducted from Tier 1 capital at quarter-end. TheRSL
denominator also includes the arithmetic mean ohtimend
balances during the calendar quarter of certairbaldfince
sheet exposures associated with derivatives (ifmdud
derivatives that are centrally cleared for cliesmsl sold credit
protection), repo-style transactions and otherbatfince sheet
items. For more information on the supplementameilage
ratio, see “MD&A—Liquidity and Capital Resources—
Regulatory Requirements—Supplementary LeverageRiati
the Form 10-Q.
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Supplementary leverageratio: The following table presents the Firm’s Tier ¢deage ratio, as well as the detailed components
of the SLR computation, under U.S. Basel Il fytlyased-in rules.

$ in millions March gtl 2018
On-balance sheet exposures
On-balance sheet assets (excluding on-balance sheet assets for repo-style transactions and derivative
exposures, but including cash collateral received in derivative transactions)* $ 611,516
Less: Amounts deducted from tier 1 capital2 (9,870)
Total on-balance sheet exposures (excluding on-balance sheet assets for repo style
transactions and derivatives exposures, but including cash collateral received in derivative transactions) 601,646
Derivative disclosures
Replacement cost for derivative exposures (net of cash variation margin)* $ 33,466
Add-on amounts for potential future exposure (PFE) for derivatives® 152,892
Gross-up for cash collateral posted if deducted from the on-balance sheet assets, except for cash
variation margin that meets qualifying criteria® -
Less: Deductions of receivable assets for cash variation margin posted in derivative
transactions, if included in on-balance sheet assets -
Less: Exempted CCP leg of client-cleared transactions” -
Effective notional principal amount of sold credit protection® 275,206
Less: Effective notional principal amount offsets and PFE adjustments for sold credit protection® (265,764)
Total derivatives exposures $ 195,800
Repo-style transactions
On-balance sheet assets for repo-style transactions, including the gross value of receivables for
reverse repurchase transactions and the value of securities that qualified for sales treatment, and
excluding the value of securities received in a security-for-security repo-style transaction where
the securities lender has not sold or re-hypothecated the securities received* $ 325,448
Less: Reduction of the gross value of receivables in reverse repurchase transactions by cash
payables in repurchase transactions under netting agreements’ (113,692)
Counterparty credit risk for all repo-style transactions® 17,631
Exposure for repo-style transactions where a banking organization acts as an agent -
Total repo-style transactions $ 229,387
Other off-balance sheet exposures
Off-balance sheet exposures at gross notional amounts® ° $ 152,758
Less: Adjustments for conversion to credit equivalent amounts® (88,073)
Total off-balance sheet exposures $ 64,685
Supplementary leverage exposure $ 1,091,518
Tier 1 capital® 69,213
Supplementary leverage ratio’ 6.3%
Tier 1 leverage ratio® 8.2%
1. Computed as the average daily balance of consolidated total assets under U.S. GAAP during the calendar quarter.
2. Reflects adjustments to Tier 1 capital, including disallowed goodwill, intangible assets, certain deferred tax assets, certain investments in the capital
instrument of unconsolidated financial institutions and other adjustments.
3. Computed as the arithmetic mean of the month-end balances over the calendar quarter.
4. In accordance with U.S. GAAP, the Central Counterparty (CCP)-facing leg of client-cleared transactions is not included in on-balance sheet asset;
therefore, an adjustment is not required under the SLR rules.
5. Off-balance sheet exposures primarily include lending commitments, forward starting reverse repurchase agreements, standby letters of credit and other
unfunded commitments and guarantees.
6. Amount represents Tier 1 capital calculated under U.S. Basel Ill fully phased-in rules.
7. The Supplementary leverage ratio equals Tier 1 capital (calculated under U.S. Basel Ill rules) divided by the Supplementary leverage exposure.
8. The Tier 1 leverage ratio equals Tier 1 capital (calculated under U.S. Basel lll rules) divided by the average daily balance of consolidated on-balance

sheet assets under U.S. GAAP during the calendar quarter, adjusted for disallowed goodwill, intangible assets, certain deferred tax assets, certain
investments in the capital instruments of unconsolidated financial institutions and other adjustments in accordance with U.S. Basel Ill rules.

24



12. Disclosure Map

Morgan Stanley

For the quarterly period ended
March 31, 2018

Disclosure starts on page number Description Form 10-Q Pillar 3 Report
Basel Il Pillar 3 Requirement
Scope of Application Business 1
Regulatory capital framework 20 1
Capital Structure Capital instruments 20,68,78 2
Restrictions and other major impediments to transfer of funds or capital 2
Capital structure 20 2
Capital Adequacy Required capital framework 20 2
Credit risk, market risk and operational risk RWAs 23 3
Risk management objectives, structure and policies 3
Transitional provisions for minimum risk-based capital ratio 21 4
Credit Risk Credit risk and credit risk management framework 31 4
Risk governance structure 4
Master netting agreements and collateral agreements 57,64 6
Commitments 68 6
Guarantees 68 6
Reconciliation of changes in allowance for loan losses 67 7
Credit quality indicator 66 7
Determination of past due or delinquency status 7
Identification of impaired loans for financial accounting purposes 7
General Disclosure for Wholesale Use of collateral as a credit risk mitigants and master netting agreements 57,64 10
Counterparty Credit Risk of Derivative  Valuation approaches 10
Contracts, Repo-Style Transactions Credit derivatives 60 11
and Margin Lending Additional collateral requirements due to credit rating downgrade 59 12
Credit Risk Mitigation Impact of netting on the Firm's credit exposures 35 12
Equities Not Subject to Market Risk Valuation techniques related to investments 14
Capital Rule Deductions under the Volcker Rule 14
Securitization Securitization transactions 72 14
Accounting and valuation techniques related to securitization 72 15
Interest Rate Risk for Non-Trading Interest rate risk sensitivity analysis on non-trading activities 31 18
Activities
Market Risk Market risk RWAs 23 18
Management VaR model, related statistics and limit monitoring process 29 19
Daily net trading revenues 30 21
Primary market risk exposures and market risk management 29 21
Valuation policies, procedures and methodologies for covered positions 22
Stress testing and Regulatory Stressed VaR 24 22
Operational Risk Operational Risk 38 22
Supplementary Leverage Ratio Supplementary Leverage Ratio 24 23
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