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MORGAN STANLEY DEANWITTER & CO.

CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(dollarsin millions, except share and per share data)

ASSETS
Cash N0 CASN EQUIVAIENES........c.cuueuereueicieiceeieeeeeas s ess e s st es e s e s e e s e s e e s e e s e s e s e e s b e b e e s e e s b s bt s bbbt s e s en st en et ensenes .
Cash and securities deposited with clearing organizations or segregated under federal and other regulations
(including securities at fair value of $8,035 at August 31, 1999 and $7,518 at November 30, 1998).........ceurereererrereereereereeseeseeneens .
Financial instruments owned:
U.S. government and agency securities
Other sovereign government obligations..
Corporate and other deb.....
Corporate equities
Derivative contracts
Physical commodities
Securities purchased under agreementsto resell....
Receivable for securities provided as collateral
Securities borrowed
Receivables:
Consumer loans (net of allowances of $766 at August 31, 1999 and $787 at November 30, 1998) ....
CUSLOMENS, NEL ...
Brokers, dealers and clearing organizations..
Fees, interest and other ...
Office facilities, at cost (less accumulat
$1,375 at November 30, 1998).....

LIABILITIESAND SHAREHOLDERS EQUITY
Commercial paper and Other SNOI-TEIMN DOITOWINGS. .......c.cururuterieeeieieieieeseie s seseseesesebses s s s bbb n b ensenaes .
DIEPOSIES. ... eeceeaeeiaete i st s e s es e s e s s e s e s s e s e AR AR AR R AR A E R AR R A £ R AR R £ R AR A A £ AR A A e A AR A A e A e st s e .

Financial instruments sold, not yet purchased:
U.S. government and agency securities....
Other sovereign government obligations..
Corporate and other deb.....

Corporate equities....
Derivative contracts.
Physical commodities.....

Securities sold under agreements to repurchase.

Obligation to return securities received as collateral ...

SECUMHIES TOBNMEM. ... .

Payables:

CUSIOMIELS ...t ss s sse s s 444 b st .
Brokers, dealers and clearing organizations..
Interest and dividends....................

Other liabilities and accrued expenses

Long-term borrowings...

Capital Units
Preferred Securities | ssued by Subsidiaries
Commitments and contingencies
Shareholders equity:
PLEFEITEA SOCK ...t ees .
Common stock ($0.01 par value, 1,750,000,000 shares authorized, 605,842,952 and 605,842,952 shares
issued, 559,244,249 and 565,670,808 shares outstanding at August 31, 1999 and November 30, 1998)....
Paid-in capital
Retained earnings.
Employee stock trust...
Cumulative trandation adjustment:
Subtotal...
Note receivable related to sde of preferred stock to ESOP...
Common stock held in treasury, at cost ($0.01 par value, 46,598,703 and 40,172,144 shares at August 31,
1999 and November 30, 1999)......
Common stock issued to employeetrust ..
Tota shareholders equity.....
Total liabilities and shareholders' equity.

See Notes to Condensed Consolidated Financial Statements.

MORGAN STANLEY DEANWITTER & CO.

August 31,
1999
(unaudited)
$13,382

10,418

18,249
16,720
25,782
16,228
21,024
858
80,169
5,482
72,862

15,791
23,074
5,392
4,152

2,145
9,142
$340,870
$22,231
9,286

12,526
10,398

November 30,
1998

$16,878

10,531



CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(dollarsin millions, except share and per share data)

ThreeMonths Nine Months
Ended August 31 Ended August 31
1999 1998 1999 1998
(unaudited) (unaudited)
Revenues:
INVESIMENE DENKING ......ovviieii s $1,207 $819 $3,186 $2,607
Principal transactions:
Trading. 1,184 499 4,801 2,493
78 (274) 493 (€3]
729 608 2,183 1,766
Fees:
Asset management, distribution and adminiStration...........c.cocvvecennnenssennenes 799 718 2,278 2,135
Merchant and CardmembDEr ..o 392 438 1,090 1,270
SEIVICING ..ottt bbb 313 255 876 658
Interest and dividends 4,961 4,283 12,130 12,429
13 39 52 124 154
Tota revenues 9,702 7,498 27,161 23,511
Interest expense 4,246 3,377 10,401 10,076
Provision for conSUMEr 108N IOSSES........c.ccviviiiiieiereiceeeisiss et renas 113 280 409 960
NEL FEVENUES. ..ottt s 5,343 3,841 16,351 12,475
Norr-interest expenses:
Compensation and DENEFILS..........ccriirer s 2,302 1,609 7,078 5,414
Occupancy and equipment................. 166 148 465 431
Brokerage, clearing and exchange fees..... 128 160 369 416
Information processing and communications.. 325 291 949 833
Marketing and business development........... 408 354 1,184 934
Professional services...........coccuue. 214 176 567 460
6.1 - TN R— 237 193 646 548
Total NON-INtENESt EXPENSES.......veeceeeirire ettt bbb 3,780 2,931 11,258 9,036
Income before income taxes and cumulative effect of accounting change..........cococccueueee. 1,563 910 5,093 3,439
Provision for income taxes 593 284 1,935 1,270
Income before cumulative effect of accounting Change..........covvcciernneceerrneceiens 970 626 3,158 2,169
Cumulative effect of accounting Change...........cceurrricirirnreee s — — — (117)
NEt INCOME......cevrieerieirieeee s $970 $626 $3,158 2,052
Preferred stock dividend requirements... $11 $14 $33 $43
Earnings applicable to commOon ShareS(1) ........ococeeeueurirerieieieirerenessisisiseseseses e sessessenns $959 $612 $3,125 $2,009
Basic earnings per share:
Income before cumulative effect of accounting change .........ccvveccrrnnecennenes $1.74 $1.07 $5.65 $3.65
Cumulative effect of accounting change..................... — — — (.20)
NEL INCOME ...ttt $1.74 $1.07 $5.65 $3.45
Diluted earnings per share:
Income before cumulative effect of accounting change .........ccovveeccrrnenecennenes $1.65 $1.01 $5.35 $3.47
Cumulative effect of accounting Change ..........ccocerrreeinirrnneeee s — — — (.19)
NEL INCOME ...ttt $1.65 $1.01 $5.35 $3.28
Average common shares outstanding
BESIC....oceitit s 550,056,731 573,170,507 553,362,966 582,105,755
DIHIULEA. ..ot s 580,700,823 604,779,594 584,717,406 613,265,207

(1) Amounts shown are used to calculate basic earnings per common share.

See Notes to Condensed Consolidated Financial Statements.




MORGAN STANLEY DEANWITTER & CO.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(dollarsin millions)

Three Months Nine Months
Ended August 31, Ended August 31,
1999 1998 1999 1998
(unaudited) (unaudited)
INEE TNCOMIE. .ttt ettt e e et e et e st e st e sat e e e et e st eseneesareeesrenesneesareenas . $970 $626 $3,158 $2,052
Other comprehensive income, net of tax:
Foreign currency trandation adjustment............ccocoeeeveeiieenieniieeen . 8 6 (16) gEh)
COoMPreNeNSIVE INCOME. ......coiuuieiieeiiee ettt ettt ae e saee s . $978 $632 $3,142 $2,051

See Notes to Condensed Consolidated Financial Statements



MORGAN STANLEY DEANWITTER & CO.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollarsin millions)

Nine Months
Ended August 31
1999 1908
(unaudited)
Cash flows from operating activities
[N = T TeTo T =TSRSS . $3158 $2,052
Adjustments to reconcile net income to net cash used for operating activities:
Cumulative effect of accounting change.............cocooiiiiniiici e . — 117
Other non-cash charges included in Net iNCOME..........oociiiiiiiiiiii e . 860 1,382
Changes in assets and liabilities:
Cash and securities deposited with clearing organizations or segregated under
federal and other regulations..............ceiiiiiiiieiie e . 134 (3,302
Financial instruments owned, net of financial instruments sold, not yet
PUICHESEA ...t . (4,972) (8,974)
Securities borrowed, net of securitiesoaned............cccoooiiiiiiiiiiin i . (4,662) (11,119)
Receivables and Other @SSALS..........oo i . (7,315) (973)
Payables and other l1abilitieS ..........ooueiiiiiii e . 6,076 17,405
Net cash used for Operating aCtiVItIES. .........ooiuei i . (6,721) (3412
Cash flows from investing activities
Net (payments for) proceeds from:
OFfiCE FACHITTIES...c.ee et e e . (560) (283)
Purchase of AB Asesores, net of cash acquired ...........cccoceeeieiini e . (223) —
Net principal disbursed 0n CONSUMEY 10@NS.........coiuiiiieriie e . (4,149) (1,130)
SaleS Of CONSUMES [0NS.........eeiieiieieee et e . 2,992 3,416
Net cash (used for) provided by investing aCtiVities.............ccceiieriiiieiii e . (1,94900 2,003
Cash flows from financing activities
Net (payments) proceeds related to short-term borroWings ..........cevceeereeenieenieenienns . (5,983) 169
Securities sold under agreements to repurchase, net of securities purchased under
a0reeMENESTO FESEIL... ..o e . 10,723 1,518
Proceeds from:
(D= 010 L PP TP TP PR . 1,089 (275)
I SSUBNCE Of COMMON SLOCK ......veiveeieeitee sttt . 245 175
[SSUANCE Of PUL OPLIONS ...ttt . 7 —
I ssuance of 10Ng-term BOrTOWINGS.......coueiiiiieiiee e . 7,227 9,245
Preferred Securities Issued by SUDSIAIANIES .........ooveeeiieiiiiee e . — 400
Payments for:
Repurchases of COMMON SLOCK .........c.uiiiiiiiiieie e . (1,732) (2,049)
Repayments of 10ng-term DOrTOWINGS ......ccocveiiieiiiiee e . (5,562) (5,614)
Redemption of cumulative preferred Stock ..........ooieeieiiiiiiiei e . — (200)
Redemption of Capital UNItS ..........coceiiiiiiiiiiiie e . (416) —
Cash AIVIAENGS..........eoiieieiee e . 433 395
Net cash provided by finaNCINg aCHIVITIES. ........ccooiiiiiiiii e . 5,165 2,974
Net (decrease) increase in cash and cash eqUIVaIENES ..........ccoieieiiiiiii e . (3,496) 1,565
Cash and cash equivalents, at beginning of Period...........cccooiiiiiiiiiiiee e . 16,878 8,255
Cash and cash equivalents, at end of Period..........cccooceiiiiiiiiie i . $13,382 $9,820

See Notes to Condensed Consolidated Financial Statements.



MORGAN STANLEY DEANWITTER & CO.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. Introduction and Basis of Presentation
The Company

The condensed consolidated financial statements include the accounts of Morgan Stanley Dean Witter & Co.
and its U.S. and international subsidiaries (the "Company"), including Morgan Stanley & Co. Incorporated
("MS&Co."), Morgan Stanley & Co. International Limited ("MSIL"), Morgan Stanley Japan Limited ("MSJL"),
Dean Witter Reynolds Inc. ("DWR"), Morgan Stanley Dean Witter Advisors Inc. and NOVUS Credit Services Inc.

The Company, through its subsidiaries, provides a wide range of financial and securities services on a global
basis and provides credit services nationally. Its Securities and Asset Management businesses include securities
underwriting, distribution and trading; merger, acquisition, restructuring, real estate, project finance and other
corporate finance advisory activities; asset management; private equity and other principal investment activities;
brokerage and research services; the trading of foreign exchange and commodities as well as derivatives on a broad
range of asset categories, rates and indices; securities lending and on-line securities services offered by Discover
Brokerage Direct, Inc. The Company's Credit Services businesses include the issuance of the Discover® Card and
other proprietary general purpose credit cards and the operation of the Discover/Novus® Network, a proprietary
network of merchant and cash access locations. The Company's services are provided to a large and diversified
group of clients and customers, including corporations, governments, financial institutions and individuals.

Basis of Financial Information

The condensed consolidated financial statements are prepared in accordance with generally accepted
accounting principles, which require management to make estimates and assumptions regarding certain trading
inventory valuations, consumer loan loss levels, the potential outcome of litigation and other matters that affect the
financial statements and related disclosures. Management believes that the estimates utilized in the preparation of
the condensed consolidated financial statements are prudent and reasonable. Actual results could differ materially
from these estimates.

Certain reclassifications have been made to prior year amounts to conform to the current presentation. All
material intercompany balances and transactions have been eliminated.

The condensed consolidated financial statements should be read in conjunction with the Company's
consolidated financial statements and notes thereto included in the Company's Annual Report on Form 10-K (the
"Form 10-K") for the fiscal year ended November 30, 1998. The condensed consolidated financial statements reflect
al adjustments (consisting only of normal recurring adjustments) which are, in the opinion of management,
necessary for the fair statement of the results for the interim period. The results of operations for interim periods are
not necessarily indicative of results for the entire year.

Financial instruments, including derivatives, used in the Company's trading activities are recorded at fair
value, and unrealized gains and losses are reflected in trading revenues. Interest and dividend revenue and interest
expense arising from financial instruments used in trading activities are reflected in the condensed consolidated
statements of income as interest and dividend revenue or interest expense. The fair values of trading positions
generally are based on listed market prices. If listed market prices are not available or if liquidating the Company's
positions would reasonably be expected to impact market prices, fair value is determined based on other relevant
factors, including dealer price quotations and price quotations for similar instruments traded in different markets,
including markets located in different geographic areas. Fair values for certain derivative contracts are derived from
pricing models which consider current market and contractual prices for the underlying financial instruments or
commodities, as well as time value and yield curve or volatility factors underlying the positions. Purchases and sales
of financial instruments are recorded in the accounts on trade date. Unrealized gains and losses arising from the
Company's dealings in over-the-counter ("OTC") financia instruments, including derivative contracts related to
financial instruments and commodities, are presented in the accompanying condensed consolidated statements of
financial condition on a net-by-counterparty basis, when appropriate



MORGAN STANLEY DEANWITTER & CO.
NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Equity securities purchased in connection with private equity and other principal investment activities are
initially carried in the condensed consolidated financial statements at their original costs. The carrying value of
such equity securities is adjusted when changes in the underlying fair values are readily ascertainable, generally as
evidenced by listed market prices or transactions which directly affect the value of such equity securities. Downward
adjustments relating to such equity securities are made in the event that the Company determines that the eventual
realizable value is less than the carrying value. The carrying value of investments made in connection with principal
real estate activities which do not involve equity securities are adjusted periodically based on independent
appraisals, estimates prepared by the Company of discounted future cash flows of the underlying real estate assets or
other indicators of fair value.

Loans made in connection with private equity and investment banking activities are carried at cost plus accrued
interest less reserves, if deemed necessary, for estimated losses.

The Company has entered into various contracts as hedges against specific assets, liabilities or anticipated
transactions. These contracts include interest rate swaps, foreign exchange forwards and foreign currency swaps.
The Company uses interest rate and currency swaps to manage the interest rate and currency exposure arising from
certain borrowings and to match the repricing characteristics of consumer loans with those of the borrowings that
fund these loans. For contracts that are designated as hedges of the Company's assets and liabilities, gains and losses
are deferred and recognized as adjustments to interest revenue or expense over the remaining life of the underlying
assets or liahilities. For contracts that are hedges of asset securitizations, gains and losses are recognized as
adjustments to servicing fees. Gains and losses resulting from the termination of hedge contracts prior to their stated
maturity are recognized ratably over the remaining life of the instrument being hedged. The Company also uses
foreign exchange forward contracts to manage the currency exposure relating to its net monetary investment in non-
U.S. dollar functional currency operations. The gain or loss from revaluing these contracts is deferred and reported
within cumulative tranglation adjustments in shareholders equity, net of tax effects, with the related unrealized
amounts due from or to counterparties included in receivables from or payables to brokers, dealers and clearing
organizations.

Accounting Change

In the fourth quarter of fiscal 1998, the Company adopted American Institute of Certified Public Accountants
("AICPA™) Statement of Position 98-5, "Reporting on the Costs of Start-Up Activities' ("SOP 98-5"), with respect to
the accounting for offering costs paid by investment advisors of closed-end funds where such costs are not
specifically reimbursed through separate advisory contracts. In accordance with SOP 98-5 and per an announcement
by the Financial Accounting Standards Board ("FASB") staff in September 1998, such costs are to be considered
start-up costs and expensed as incurred. Prior to the adoption of SOP 98-5, the Company deferred such costs and
amortized them over the life of the fund. The Company recorded a charge to earnings for the cumulative effect of
the accounting change as of December 1, 1997, of $117 million, net of taxes of $79 million. The third quarter of
fiscal 1998 was also retroactively restated to reflect this change, decreasing net income by $21 million.

Accounting Pronouncements

As of December 1, 1998, the Company adopted Statement of Financial Accounting Standards ("SFAS") No.
130, "Reporting Comprehensive Income.” This statement establishes standards for the reporting and presentation of
comprehensive income.

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative Instruments and Hedging
Activities," which establishes accounting and reporting standards for derivative instruments, including certain
derivative instruments embedded in other contracts, and for hedging activities. As issued, SFAS No. 133 was
effective for fiscal years beginning after June 15, 1999. In June 1999, the FASB issued SFAS No. 137, "Accounting
for Derivative Instruments and Hedging Activities—Deferral of the Effective Date of FASB Statement No. 133."
SFAS No. 137 defers the effective date of SFAS No. 133 for one year to fiscal years beginning after June 15, 2000.
The Company is in the process of evaluating the impact of adopting SFAS No. 133.



MORGAN STANLEY DEANWITTER & CO.

NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

In February 1998, the FASB issued SFAS No. 132, "Employers Disclosures about Pensions and Other
Postretirement Benefits,” which revises and standardizes pension and other postretirement benefit plan disclosures
that are to be included in the employers financial statements. SFAS No. 132 does not change the measurement or
recognition rules for pensions and other postretirement benefit plans.

In June 1997, the FASB issued SFAS No. 131, "Disclosures about Segments of an Enterprise and Related
Information.” This statement establishes the standards for determining an operating segment and the required
financial information to be disclosed.

2. Consumer Loans

Activity in the allowance for consumer loan losses was as follows (dollars in millions):

Three Months Nine M onths

Ended Ended
August 31 August 31
1099 1998 1999 1998

Balance, beginning of PErOd ..........cccvciiiiiice e . $768 $824 $787 $884
Provision for 08N [OSSES ........ciiiiiiiiie e . 113 280 409 960
Less deductions:

Charge-0ffS.....ei i . 201 318 683 1,112

RECOVEIES. ...ttt ettt sbe e e aee e sare e . (27) (400 (89 (139

NEL Charge-OffS ... . 174 278 594 973
L@ 101 O ) TP U T URURRUUP . 59 29 164 (16)
Balance, end Of PEriOQ.........ooviiieiieiie et nree s . $766 $855 $766 $855

(1) Primarily reflectstransfers related to asset securitizations and the fiscal 1998 sale of the Company's Prime Option sv MasterCard® portfolio.

Interest accrued on loans subsequently charged off, recorded as a reduction of interest revenue, was $26 million
and $89 million in the quarter and nine month periods ended August 31, 1999 and $42 million and $157 million in
the quarter and nine month periods ended August 31, 1998.

The Company received net proceeds from asset securitizations of $525 million and $2,992 million in the
quarter and nine month periods ended August 31, 1999 and $1,213 million and $3,416 million in the quarter and
nine month periods ended August 31, 1998. The uncollected balances of consumer loans sold through asset
securitizations were $17,824 million at August 31, 1999 and $16,506 million at November 30, 1998.

3. Long-Term Borrowings
Long-term borrowings at August 31, 1999 scheduled to mature within one year aggregated $6,726 million.

During the nine month period ended August 31, 1999 the Company issued senior notes aggregating $7,311
million, including non-U.S. dollar currency notes aggregating $2,314 million, primarily pursuant to its public debt
shelf registration statements. The weighted average coupon interest rate of these notes was 4.3% at August 31,
1999; the Company has entered into certain transactions to obtain floating interest rates based primarily on short-
term LIBOR trading levels. Maturities in the aggregate of these notes by fiscal year are as follows: 2000, $1,014
million; 2001, $1,294 million; 2002, $1,584 million; 2004, $2,574 million; and thereafter, $845 million. In the nine
month period ended August 31, 1999, $5,562 million of senior notes were repaid.



MORGAN STANLEY DEANWITTER & CO.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
4. Preferred Stock, Capital Unitsand Preferred Securities I ssued by Subsidiaries

Preferred stock is composed of the following issues:

Shar es Outstanding at Balance at
August 31, November 30, August 31, November 30,
1999 1998 1999 1998

(dollarsin millions)

ESOP Convertible Preferred Stock, liquidation

Preference $35.88 ......cccveiiiiieii e . 3513290 3,581,964 $126 $129
Series A Fixed/Adjustable Rate Cumulative Preferred
Stock, stated value $200..........ccueeeiiiiiieiciiee e . 1,725,000 1,725,000 345 345
7-3/4% Cumulative Preferred Stock, stated value $200............... . 1,000,000 1,000,000 200 200
10 €= R . $671 $674

Each issue of outstanding preferred stock ranks in parity with all other outstanding preferred stock of the
Company.

The Company has Capital Units outstanding which were issued by the Company and Morgan Stanley Finance
plc ("MS plc"), a U.K. subsidiary. A Capital Unit consists of (a) a Subordinated Debenture of M S plc guaranteed by
the Company and having maturities from 2013 to 2017 and (b) a related Purchase Contract issued by the Company,
which may be accelerated by the Company beginning approximately one year after the issuance of each Capital
Unit, requiring the holder to purchase one Depositary Share representing shares (or fractional shares) of the
Company's Cumulative Preferred Stock.

Effective March 1, 1999, the Company redeemed all of the outstanding 7.82% Capital Units and 7.80% Capital
Units. The aggregate principal amount of the Capital Units redeemed was $352 million. During the quarter ended
May 31, 1999, the Company repurchased in a series of transactions in the open market approximately $64 million
of the $134 million outstanding 8.03% Capital Units. During the third fiscal quarter the Company retired these
repurchased Capital Units.

In fiscal 1998, MSDW Capital Trust I, a Delaware statutory business trust (the "Capital Trust"), all of the
common securities of which are owned by the Company, issued $400 million of 7.10% Capital Securities (the
"Capital Securities") that are guaranteed by the Company. The Capital Trust issued the Capital Securities and
invested the proceeds in 7.10% Junior Subordinated Deferrable Interest Debentures issued by the Company, which
are due February 28, 2038.

5. Common Stock and Shareholders Equity

MS&Co. and DWR are registered broker-dealers and registered futures commission merchants and,
accordingly, are subject to the minimum net capital requirements of the Securities and Exchange Commission, the
New York Stock Exchange and the Commodity Futures Trading Commission. MS& Co. and DWR have consistently
operated in excess of these net capital requirements. MS&Co.'s net capital totaled $3,337 million at August 31,
1999, which exceeded the amount required by $2,931 million. DWR's net capital totaled $711 million at August 31,
1999 which exceeded the amount required by $588 million. MSIL, a London-based broker-dealer subsidiary, is
subject to the capital requirements of the Securities and Futures Authority, and MSJL, a Tokyo-based broker-dealer,
is subject to the capital requirements of the Japanese Financial Supervisory Agency. MSIL and MSJL have
consistently operated in excess of their respective regulatory capital requirements.



MORGAN STANLEY DEANWITTER & CO.
NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Under regulatory net capital requirements adopted by the Federal Deposit I nsurance Corporation ("FDIC") and
other regulatory capital guidelines, FDIC-insured financial institutions must maintain (a) 3% to 5% of Tier 1
capital, as defined, to total assets ("leverage ratio”) and (b) 8% combined Tier 1 and Tier 2 capital, as defined, to
risk weighted assets ("risk-weighted capital ratio”). At August 31, 1999, the leverage ratio and risk-weighted capital
ratio of each of the Company's FDIC-insured financial institutions exceeded these and all other regulatory
minimums.

Certain other U.S. and non-U.S. subsidiaries are subject to various securities, commodities and banking
regulations, and capital adequacy requirements promulgated by the regulatory and exchange authorities of the
countries in which they operate. These subsidiaries have consistently operated in excess of their local capital
adequacy requirements.

In an effort to enhance its ongoing stock repurchase program, the Company may sell put options on shares of
its common stock to third parties. These put options entitle the holder to sell shares of the Company's common stock
to the Company on certain dates at specified prices. As of August 31, 1999, put options were outstanding on an
aggregate of 1,068,500 shares of the Company's common stock. The maturity dates of these put options range from
September 1999 through November 1999. The Company may elect cash settlement of the put options instead of
taking delivery of the stock.



MORGAN STANLEY DEANWITTER & CO.

NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

6. Earnings per Share

Basic EPS reflects no dilution from common stock equivalents. Diluted EPS reflects dilution from common
stock equivalents and other dilutive securities based on the average price per share of the Company's common stock
during the period. The following table presents the calculation of basic and diluted EPS (in millions, except for per

share data):
ThreeMonths Nine Months
Ended Ended
August 31 August 31
1099 1998 1999 1998
Basic EPS:
Income before cumulative effect of accounting change..........cccccceveeeee. . $970 $626 $3,158 $2,169
Cumulative effect of accounting change............cccooceiiiiiii s . — — — (117)
Preferred stock dividend requirements..........cooceeeeeeieeenieeniee e . (11 (14 (33 (43
Net income available to common shareholders..........coccovvvviienieieennen, . $959 $612 $3,125 $2,009
Weighted-average common shares outstanding ..........ccceceeeveeevienriiennne . 550 573 553 582
Basic EPS before cumulative effect of accounting change............c.c.c....... . $174 $1.07 $565 $365
Cumulative effect of accounting change...........ocooevoiiiiiies . — — — (0.20
BASIC EPS ... e . $1.74 $1.07 $565 $345
Diluted EPS:
Income before cumulative effect of accounting change..........cccceeveneee. . $970 $626 $3,158 $2,169
Cumulative effect of accounting change...........ocooe e . — — — (117)
Preferred stock dividend requirements..........cooceeeeeereeenieesiee e . 9 (13 (27) (38
Net income available to common shareholders..........ccccovvvviienieiinnnen, . $961 $613 $3,131 $2,014
Weighted-average common shares outstanding ..........cccoceeeveeerienncieeene . 550 573 553 582
Effect of dilutive securities:
SEOCK OPILIONS.....ceiiiieieiee ittt b e . 19 20 20 19
ESOP convertible preferred StocK ..........ooeiiiiiiiiinienee e . 12 12 12 12
Weighted-average common shares outstanding and common stock
EOUIVAIENES. ..ttt . 581 605 585 613
Diluted EPS before cumulative effect of accounting change..................... . $165 $1.01 $535 $347
Cumulative effect of accounting change...........ocooeviiiiiiiies . — — — (019
DIlULEA EPS. ...ttt e . $1.65 $1.01 $535 $328

7. Commitments and Contingencies

In the normal course of business, the Company has been named as a defendant in various lawsuits and has been
involved in certain investigations and proceedings. Some of these matters involve claims for substantial amounts.
Although the ultimate outcome of these matters cannot be ascertained at this time, it is the opinion of management,
after consultation with outside counsel, that the resolution of such matters will not have a material adverse effect on
the consolidated financial condition of the Company, but may be material to the Company's operating results for any
particular period, depending upon the level of the Company's net income for such period.

The Company had approximately $7.6 billion and $5.7 billion of letters of credit outstanding at August 31,
1999 and at November 30, 1998, respectively, to satisfy various collateral requirements.
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MORGAN STANLEY DEANWITTER & CO.
NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
8. Derivative Contracts

In the normal course of business, the Company enters into a variety of derivative contracts related to financial
instruments and commodities. The Company uses swap agreements in managing its interest rate exposure. The
Company also uses forward and option contracts, futures and swaps in its trading activities; these derivative
instruments also are used to hedge the U.S. dollar cost of certain foreign currency exposures. In addition, financial
futures and forward contracts are actively traded by the Company and are used to hedge proprietary inventory. The
Company also enters into delayed delivery, when-issued, and warrant and option contracts involving securities.
These instruments generally represent future commitments to swap interest payment streams, exchange currencies
or purchase or sell other financial instruments on specific terms at specified future dates. Many of these products
have maturities that do not extend beyond one year; swaps and options and warrants on equities typicaly have
longer maturities. For further discussion of these matters, refer to "Management's Discussion and Analysis of
Financial Condition and Results of Operations—Derivative Financial Instruments’ and Note 9 to the consolidated
financial statements for the fiscal year ended November 30, 1998, included in the Form 10-K.

These derivative instruments involve varying degrees of off-balance sheet market risk. Future changes in
interest rates, foreign currency exchange rates or the fair values of the financial instruments, commodities or indices
underlying these contracts ultimately may result in cash settlements exceeding fair value amounts recognized in the
condensed consolidated statements of financial condition, which, as described in Note 1, are recorded at fair value,
representing the cost of replacing those instruments.

The Company's exposure to credit risk with respect to these derivative instruments at any point in time is
represented by the fair value of the contracts reported as assets. These amounts are presented on a net-by-
counterparty basis (when appropriate), but are not reported net of collateral, which the Company obtains with
respect to certain of these transactions to reduce its exposure to credit losses.
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MORGAN STANLEY DEANWITTER & CO.
NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The credit quality of the Company's trading-related derivatives at August 31, 1999 and November 30, 1998 is
summarized in the tables below, showing the fair value of the related assets by counterparty credit rating. The credit
ratings are determined by external rating agencies or by equivalent ratings used by the Company's Credit
Department:

Collateralized Other

Non- Non-
Investment Investment
AAA AA A BBB Grade Grade Total

(dollarsin millions)
At August 31, 1999
Interest rate and currency swaps and options (including

caps, floors and swap options) and other fixed income

SECUNEIES CONLIACES ...t . $1559 $3835 $2,607 $785 $186 $289 $9.261
Foreign exchange forward contracts and options............c.ccceuue. . 417 1,617 1,087 235 — 172 3,528
Equity securities contracts (including equity swaps,

WIrants and OPLONS) ..........coevreveeerneeneeseeneesseseesssessenenenenns . 1,499 1,731 841 207 1,082 268 5,628
Commodity forwards, options and SVaPS ...........ccccrerereeereerrenenes . 173 725 433 591 28 556 2,506
Mortgage-backed securities forward contracts, swaps

AN OPHONS .oconnsssssssssssssss s s . 43 30 21 2 2 3 401

Tota .. $3691 $7,938 $4,989 1,820 1,298 1,288 $21,024
Percent Of tOtal........coeveveriirir et . 18%  38% 24% 8% 6% 6% 100%
At November 30, 1998
Interest rate and currency swaps and options (including

caps, floors and swap options) and other fixed income

SECUIEIES CONLIACES ..oovvvverrieieieiee et . $894 $3,727 $3,694 $1,181 $98 $510 $10,104
Foreign exchange forward contracts and options............c.ccceun. . 306 1,413 1,435 337 — 263 3,754
Equity securities contracts (including equity swaps,

WIrants and OPLiONS) ..........coeveveeremreeneeseeneessessssnsensensenenenns . 1,995 1,105 478 61 1,364 165 5,168
Commodity forwards, options and SVaPS............ccccverereeereerrenens . 71 448 401 708 46 534 2,208
Mortgage-backed securities forward contracts, swaps

AN OPHONS .cooovnnssssssssssssssssss s e . 130 51 21 3 = 3 208

Tota .. $33% $6,744 $6,029 2,290 1,508 1475 $21,442
Percent Of tOtal........coevevereiirre e . 16% 31% 28% 11% 1% 1% _100%

A substantial portion of the Company's securities and commodities transactions are collateralized and are
executed with and on behalf of commercial banks and other ingtitutional investors, including other brokers and
dealers. Positions taken and commitments made by the Company, including positions taken and underwriting and
financing commitments made in connection with its private equity and other principal investment activities, often
involve substantial amounts and significant exposure to individual issuers and businesses, including non-investment
grade issuers. The Company seeks to limit concentration risk created in its businesses through a variety of separate
but complementary financial, position and credit exposure reporting systems, including the use of trading limits
based in part upon the Company's review of the financial condition and credit ratings of its counterparties.

See also "Risk Management” in the Form 10-K for discussions of the Company's risk management policies and
procedures for its securities businesses.

9. Business Acquisition

During the second quarter of fiscal 1999, the Company completed its acquisition of AB Asesores, the largest
independent financial services firm in Spain. AB Asesores has strategic positions in personal investment, asset
management, institutional research and brokerage, and investment banking. The Company's fiscal 1999 results
include the operations of AB Asesores since March 25, 1999, the date of acquisition. In connection with this
acquisition, the Company issued 688,943 shares of common stock having a fair value of $64 million on the date of
acquisition.
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INDEPENDENT ACCOUNTANTS REPORT

To the Directors and Shareholders of
Morgan Stanley Dean Witter & Co.

We have reviewed the accompanying condensed consolidated statement of financial condition of Morgan Stanley
Dean Witter & Co. and subsidiaries as of August 31, 1999, and the related condensed consolidated statements of
income and comprehensive income for the three and nine month periods ended August 31, 1999 and 1998, and cash
flows for the nine month periods ended August 31, 1999 and 1998. These condensed consolidated financial
statements are the responsibility of the management of Morgan Stanley Dean Witter & Co.

We conducted our review in accordance with standards established by the American Institute of Certified Public
Accountants. A review of interim financial information consists principally of applying analytical procedures to
financial data and making inquiries of persons responsible for financial and accounting matters. It is substantially
less in scope than an audit conducted in accordance with generally accepted auditing standards, the objective of
which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we do not
express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to such condensed
consolidated financial statements for them to be in conformity with generally accepted accounting principles.

We have previously audited, in accordance with generally accepted auditing standards, the consolidated statement of
financial condition of Morgan Stanley Dean Witter & Co. and subsidiaries as of November 30, 1998, and the related
consolidated statements of income, cash flows and changes in shareholders equity for the fiscal year then ended
(not presented herein) included in Morgan Stanley Dean Witter & Co.'s Annual Report on Form 10-K for the fiscal
year ended November 30, 1998; and, in our report dated January 22, 1999, we expressed an unqualified opinion on
those consolidated financial statements based on our audit (which report includes an explanatory paragraph for a
change in the method of accounting for certain offering costs of closed-end funds).

/s/ DELOITTE & TOUCHE LLP

New York, New York
October 15, 1999
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MANAGEMENT'S DISCUSSION AND ANALY SIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Introduction

Morgan Stanley Dean Witter & Co. (the "Company") is a pre-eminent global financial services firm that
maintains leading market positions in each of its businesses—Securities and Asset Management and Credit
Services. The Company combines global strength in investment banking (including underwriting public offerings of
securities and mergers and acquisitions advice) and institutional sales and trading with strength in providing
investment and global asset management products and services and, primarily through its Discover Card brand,
quality consumer credit products. The Company's business also includes direct-marketed activities such as the on-
line securities services offered by Discover Brokerage Direct, Inc.

Results of Operations*
Certain Factors Affecting Results of Operations

The Company's results of operations may be materialy affected by market fluctuations and economic factors.
In addition, results of operations in the past have been and in the future may continue to be materially affected by
many factors of a global nature, including economic and market conditions; the availability of capital; the level and
volatility of equity prices and interest rates; currency values and other market indices; technological changes and
events (such as the increased use of the Internet and the Year 2000 issue); the availability of credit; inflation;
investor sentiment; and legislative and regulatory developments. Such factors may also have an impact on the
Company's ability to achieve its strategic objectives on a global basis, including (without limitation) continued
increased market share in its securities activities, growth in assets under management and the expansion of its
Credit Services business.

The Company's Securities and Asset Management business, particularly its involvement in primary and
secondary markets for all types of financial products, including derivatives, is subject to substantial positive and
negative fluctuations due to a variety of factors that cannot be predicted with great certainty, including variations in
the fair value of securities and other financial products and the volatility and liquidity of global trading markets.
Fluctuations also occur due to the level of market activity, which, among other things, affects the flow of investment
dollars into mutual funds, and the size, number and timing of transactions or client assignments (including
realization of returns from the Company's private equity and other principal investments).

In the Company's Credit Services business, changes in economic variables may substantially affect consumer
loan levels and credit quality. Such variables include the number and size of personal bankruptcy filings, the rate of
unemployment and the level of consumer debt as a percentage of income.

The Company's results of operations also may be materially affected by competitive factors. In addition to
competition from firms traditionally engaged in the securities and asset management businesses, there has been
increased competition from other sources, such as commercial banks, insurance companies, mutual fund groups,
online service providers and other companies offering financial services both in the U.S. and globally. As a result of
recent and pending legislative and regulatory initiatives in the U.S. to remove or relieve certain restrictions on
commercial banks, competition in some markets that have traditionally been dominated by investment banks and
retail securities firms has increased and may continue to increase in the near future. In addition, recent and
continuing global convergence and consolidation in the financial services industry will lead to increased
competition from larger diversified financial services organizations.

Such competition, among other things, affects the Company's ability to attract and retain highly skilled
individuals. Competitive factors also affect the Company's success in attracting and retaining clients and assets

* This Management's Discussion and Analysis of Financial Condition and Results of Operations contains forward-looking statements as well as a discussion of some of
the risks and uncertainties involved in the Company's business that could affect the matters referred to in such statements.
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through its ability to meet investors saving and investment needs by consistency of investment performance and
accessihility to a broad array of financial products and advice. In the credit services industry, competition centers on
merchant acceptance of credit cards, credit card account acquisition and customer utilization of credit cards.
Merchant acceptance is based on both competitive transaction pricing and the volume of credit cards in circulation.
Credit card account acquisition and customer utilization are driven by the offering of credit cards with competitive
and appealing features such as no annual fees, low introductory interest rates and other customized features
targeting specific consumer groups and by having broad merchant acceptance.

As a result of the above economic and competitive factors, net income and revenues in any particular period
may not be representative of full-year results and may vary significantly from year to year and from quarter to
guarter. The Company intends to manage its businesses for the long term and help mitigate the potential effects of
market downturns by strengthening its competitive position in the global financial services industry through
diversification of its revenue sources and enhancement of its global franchise. The Company's overall financia
results will continue to be affected by its ability and success in maintaining high levels of profitable business
activities, emphasizing fee-based assets that are designed to generate a continuing stream of revenues, managing
risks in both the Securities and Asset Management and Credit Services businesses, evaluating credit product pricing
and monitoring costs. In addition, the complementary trends in the financial services industry of consolidation and
globalization present, among other things, technological, risk management and other infrastructure challenges that
will require effective resource allocation in order for the Company to remain competitive.

The impact of either anticipated or actual Y ear 2000 problems in the financial services industry may reduce the
general level of investment banking activity and trading activity by market participants and may have an adverse
affect on the Company's business and operations in the fourth quarter of fiscal 1999 and the first quarter of fiscal
2000. For further information on the Year 2000 issue, refer to the Company's "Year 2000 Readiness Disclosure”

beginning on page 33.
Global Market and Economic Conditions in the Quarter Ended August 31, 1999

Global market and economic conditions in the quarter ended August 31, 1999 were generaly favorable,
although not as positive as during the first two quarters of fiscal 1999. Economic growth remained robust in the
U.S., while conditions in Europe and the Far East continued to exhibit signs of improvement. Market conditions
during the quarter were significantly more favorable than those which existed in the third quarter of fiscal 1998.
During that period, severe economic turmoil in Russia, Asia and certain emerging market nations adversely affected
investor confidence and led to periods of extreme volatility, low levels of liquidity and increased credit spreads,
creating difficult conditions in the global financial markets.

In the U.S,, the domegtic economy continued to exhibit postive fundamentals and a steady rate of growth. The
grength of the U.S. economy reflected several favorable domestic trends, including low unemployment, high levels of
consumer confidence and spending, and a high demand for imports. In addition, the U.S. economy benefited from the
ongoing recovery in certain international markets. Throughout the quarter, there were numerous indications that U.S.
economic growth was continuing a a brisk pace and at a higher rate than anticipated. Such indications, coupled with the
renewed vigor in international markets, greatly increased fears of accelerating inflation. As a result, the Federal Reserve
Board (the "Fed") raised the overnight lending rate by 0.25% on two separate occasions during the quarter, and also raised
the discount rate by 0.25%. While the Fed announced that it was adopting a neutral stance toward interest rates,
congderable uncertainty still remained as to whether additional actions would be necessary in order to mitigate inflationary
pressures.

Conditions in European markets were relatively stable during the quarter. European financial markets have
benefited from positive investor sentiment relating to the European Economic and Monetary Union ("EMU"). Since
the EMU's inception on January 1, 1999, the euro has emerged as a new funding alternative for many issuers,
although its performance relative to the U.S. dollar has been negatively affected by the sluggish rate of economic
growth within the European Union (the "EU") and the ongoing strength of the U.S. economy. However, during the
quarter the prospects for improved economic performance within Europe increased due to indications of recovery in
the levels of manufacturing output and exports in Germany, the region's largest economy. Economic prospects in
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the EU have also improved due to the ongoing recovery of international economies, and from the European Central
Bank'’s (the "ECB") decision to cut interest rates by 0.50% during the second quarter of fiscal 1999.

Economic and financial difficulties have existed in the Far East since the latter half of fiscal 1997. The
Japanese economy has suffered from its worst recession since the end of World War 11, and has been adversely
affected by shrinking consumer demand, declining corporate profits, rising unemployment and deflation. However,
there were indications that the steps taken by Japan's government to mitigate these conditions, including bank
bailouts, emergency loans and stimulus packages, were beginning to have a favorable impact on the nation's
economic performance. As a result, market conditions in Japan have exhibited signs of improvement. Market
conditions elsewhere in the Far East, including Hong Kong and Korea, have also exhibited signs of recovery.
Although much uncertainty still remains, investor interest in the Far East region has generally increased as a result
of these developments.

Results of the Company for the Quarter and Nine Month Period ended August 31, 1999 and 1998

The Company's net income of $970 million and $3,158 million in the quarter and nine month periods ended
August 31, 1999 represented increases of 55% and 54% from the comparable periods of fiscal 1998. Net income for
the nine month period ended August 31, 1998 included a charge of $117 million resulting from the cumulative
effect of an accounting change. Excluding the impact of the cumulative effect of an accounting change, net income
for the nine month period ended August 31, 1999 increased 46% from the comparable prior year period. Diluted
earnings per common share were $1.65 and $5.35 in the quarter and nine month periods ended August 31, 1999 as
compared to $1.01 and $3.28 in the quarter and nine month periods ended August 31, 1998. Excluding the
cumulative effect of an accounting change, diluted earnings per share for the nine month period ended August 31,
1998 was $3.47. The Company's annualized return on common equity was 25.9% and 28.9% for the quarter and
nine month periods ended August 31, 1999, as compared to 18.9% and 20.3% for the comparable periods of fiscal
1998. Excluding the cumulative effect of an accounting change, the annualized return on common equity for the
nine month period ended August 31, 1998 was 21.3%.

The increase in net income in the quarter and nine month periods ended August 31, 1999 from the comparable
prior year periods was primarily due to higher principal trading, principal investment, commission and investment
banking revenues coupled with improved operating results from the Company's Credit Services business. These
increases were partially offset by higher incentive-based compensation and other non-interest expenses. In addition,
the results of the comparable quarterly period in fiscal 1998 were adversely affected by difficult conditions in the
global financial markets. The Company's income tax rate for the quarter and nine month periods ended August 31,
1999 was 38.0%, as compared to 31.2% and 37.0% in the quarter and nine month periods ended August 31, 1998.
The higher income tax rate in the fiscal 1999 quarterly and nine month periods reflects, among other things, a less
favorable mix of earnings in certain geographic locations; the prior year's results also included the impact of
favorable tax transactions.

Business Acquisition

During the second quarter of fiscal 1999, the Company completed its acquisition of AB Asesores, the largest
independent financial services firm in Spain. AB Asesores has strategic positions in personal investment, asset
management, institutional research and brokerage, and investment banking. Through its approximately 290
financial advisors, it offers its individual investors proprietary mutual funds and other financial products. This
acquisition reflects the Company's strategic initiative to build an international Securities and Asset Management
business to serve the needs of individual investors. The Company's fiscal 1999 results include the operations of AB
Asesores since March 25, 1999, the date of acquisition.

The remainder of Results of Operations is presented on a business segment basis. Substantially all of the
operating revenues and operating expenses of the Company can be directly attributable to its two business segments:
Securities and Asset Management and Credit Services. Certain reclassifications have been made to prior period
amounts to conform to the current year's presentation.
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The accompanying business segment information includes the operating results of Discover Brokerage Direct,
Inc. ("DBD"), the Company's provider of electronic brokerage services, within the Securities and Asset Management
segment. Previously, the Company had included DBD's results within its Credit Services segment. The segment
data of prior periods have been restated in order to reflect this change.

17



SECURITIES AND ASSET MANAGEMENT

Statements of Income (dollarsin millions)

Three Months Nine M onths
Ended August 31, Ended August 31,
1999 1998 1999 1998

(unaudited) (unaudited)
Revenues:
Investment BanKing..........ccoceeeiiiieriee e s . $1,207 $819 $3,186 $2,607
Principal transactions:
THAOING eeetietee e e . 1,184 499 4801 2,493
NVESLMENES. ..ottt e . 78  (174) 493 (1)
COMMISSIONS ..ottt ettt ettt sb e bbb sne e sne e sneesne e e . 729 608 2,183 1,766
Asset management, distribution and administration fees..........c.ccoce.. . 799 718 2,278 2,135
Interest and diVidendS..........cccoeiieiiiiicie e . 4,415 3,603 10,506 10,297
OFNEY ... . 39 51 124 150
TOLAl FEVENUES. ..o e . 8451 6,124 23571 19,447
INEEIESE EXPENSE ...ttt . 4,043 3146 9,779 9,301
NEL FTEVENUES......cveetieiteertee sttt sreesreenree s . 4,408 2978 13,792 10,146
Non-interest expenses:
Compensation and benefits ... . 2170 1,468 6,704 4,991
Occupancy and EQUIPIMENL ...........cueeererarererireesieesieeesreeeseeeeseeeseeeeees . 150 130 425 380
Brokerage, clearing and exchange fees. ..o, . 128 160 369 416
Information processing and COMMUNICALIONS. ...........ceeereeerieerieenieanns . 202 175 600 489
Marketing and business development ...........ccoceeiieiee e, . 155 135 471 377
Professional SErVICES ........cooiiiieiieieere e . 184 151 485 388
OFNEY ... . 189 140 504 395
Total NON-INLEreSt EXPENSES ...ccvveeiiee ittt e . 3178 2359 9558 7,436
Income before income taxes and cumulative effect of accounting change...... . 1,230 619 4,234 2,710
[NCOME tAX EXPENSE ....eiiiiiiee ettt ettt ettt e e e e e s b e e e e s e e e e s nreee s . 462 177 1,613 1,000
Income before cumulative effect of accounting change............ccccocoeeiieenen. . 768 442 2,621 1,710
Cumulative effect of accounting change .........cccooceviiiieiii i . — — — (117)
NEL INCOME. .ottt sre e sreesbeesreesreesreens . $768 $442 $2,621 $1,593

Securities and Asset Management net revenues of $4,408 million and $13,792 million in the quarter and nine
month period ended August 31, 1999 represented an increase of 48% and 36% from the comparable periods of
fiscal 1998. Securities and Asset Management net income of $768 million and $2,621 million in the quarter and
nine month period ended August 31, 1999 represented an increase of 74% and 65% from the comparable periods of
fiscal 1998. Net income for the nine month period ended August 31, 1998 included a charge of $117 million
representing a cumulative effect of an accounting change. Excluding the cumulative effect of an accounting change,
net income for the nine month period ended August 31, 1999 increased 53% from the comparable prior year period.
In both periods, the increases were primarily attributable to higher principal trading, principal investment,
investment banking and commission revenues, partially offset by higher incentive-based compensation and other
non-interest expenses.

Investment Banking

Investment banking revenues are derived from the underwriting of securities offerings and fees from advisory
services. Investment banking revenues in the quarter ended August 31, 1999 increased 47% primarily due to higher
revenues from merger, acquisition and restructuring activities and higher revenues from both debt and equity
underwritings. Investment banking revenues in the quarter ended August 31, 1998 were adversely affected by high
levels of volatility in the global financial markets, primarily attributable to periods of economic turmoil which
existed in Russiaand Asia.
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Revenues from merger, acquisition and restructuring activities increased to record levels in the quarter ended
August 31, 1999. The global market for such transactions continued to be robust during the quarter, particularly in
the U.S. and Europe. The high level of transaction activity reflected the continuing trend of consolidation and
globalization across many industry sectors. The generally favorable market conditions which existed during the
guarter and the Company's strong global market share in many industry sectors contributed to the high level of
revenues from merger and acquisition transactions. Higher revenues from real estate advisory transactions also
contributed to the increase.

Equity underwriting revenues in the quarter ended August 31, 1999 increased from the comparable prior year
period. Equity underwriting revenues benefited from the high volume of equity offerings which occurred during the
beginning of the quarter, particularly in the U.S. and Europe. The Company's strong global market share also
continued to have a favorable impact on equity underwriting revenues.

Fixed income underwriting revenues in the quarter ended August 31, 1999 also increased from the comparable
prior year period. The volume of fixed income underwriting transactions continued to be strong, benefiting from the
need for strategic financing and the relatively low level of interest rates in the U.S. In addition, the EMU has
permitted many corporate issuers to access the euro-denominated credit market, which continued to have afavorable
impact on the volume of fixed income primary transactions.

Investment banking revenues in the nine month period ended August 31, 1999 increased 22% from the
comparable period of fiscal 1998. The increase was attributable to higher revenues from merger, acquisition and
restructuring activities and from both equity and debt underwritings, reflecting continued strong transaction
volumes.

Principal Transactions

Principal transaction trading revenues, which include revenues from customer purchases and sales of
securities, including derivatives, in which the Company acts as principal and gains and losses on securities held for
resale, increased 137% in the quarter ended August 31, 1999 from the comparable period of fiscal 1998. The
significant increase reflected higher levels of fixed income, equity and commodity trading revenues, partially offset
by a decline in foreign exchange trading revenues. The increase also reflects the difficult global market and
economic conditions which adversely affected principal trading revenues during the quarter ended August 31, 1998.

Fixed income trading revenues increased in the quarter ended August 31, 1999 from the comparable period of
fiscal 1998, primarily reflecting higher revenues from trading investment grade securities and global high yield
securities. Conditions in the fixed income markets during the third quarter of fiscal 1999 were affected by
heightened concerns of inflation in the U.S., speculation as to the Fed's monetary policy and widening credit spreads
in certain markets. However, such conditions were more favorable than those which existed during the third quarter
of fiscal 1998, when difficult economic conditions in Russia, Asia and certain emerging markets caused investor
preferences to shift toward less risky financial instruments, principally to U.S. Treasury securities. Such conditions
negatively affected the trading of credit sensitive fixed income products by widening credit spreads, reducing
liquidity, and de-coupling the historical price relationships between credit sensitive securities and government
bonds.

Equity trading revenues increased in the quarter ended August 31, 1999 as compared to the prior year period,
primarily reflecting higher revenues from equity cash products. Higher revenues from trading in equity cash
products were primarily driven by increased levels of customer trading volumes in both listed and over-the-counter
securities, particularly in the U.S. and in Europe. Revenues from equity cash products in Asian markets also
increased, as improved conditions in the region led to increased customer trading volumes. Higher revenues from
certain proprietary trading activities also contributed to the increase in equity trading revenues. Such increases were
partialy offset by a decline in revenues from equity derivative products, primarily attributable to lower levels of
volatility, particularly in U.S. markets.
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Commodity trading revenues increased significantly in the quarter ended August 31, 1999 as compared to the
prior year period, primarily driven by higher revenues from trading in energy related products. Trading revenues
from energy related products benefited from a sharp rise in global energy prices throughout the quarter, which was
primarily attributable to reduced production volumes and lower inventory levels. In addition, natural gas prices also
rose during the quarter, as warm temperatures in certain regions of the U.S. increased demand.

Foreign exchange trading revenues decreased in the quarter ended August 31, 1999 as compared to the prior
year period. Trading revenues were negatively impacted by reduced customer activity and lower levels of volatility
in the foreign exchange markets. The value of the euro against the U.S. dollar continued to be affected by the strong
economic performance of the U.S., coupled with sluggish growth within much of Europe. During the quarter there
was also uncertainty in the direction of the euro due to the Fed's interest rate actions and speculation about possible
interest rate actions by the ECB. The Japanese yen strengthened against the U.S. dollar during the quarter due to the
prospects of improved economic performance in Japan and increased investor demand for yen-denominated assets.

Principal transaction investment gains aggregating $78 million were recorded in the quarter ended August 31,
1999, as compared to losses of $174 million in the quarter ended August 31, 1998. Fiscal 1999's results primarily
reflect gains from increases in the value of certain private equity and venture capital investments. Fiscal 1998's
results primarily reflect losses from an institutional leveraged emerging markets debt portfolio, partially offset by
gains from increases in the value of certain private equity investments, including gains from the initial public
offering of Equant N.V., a Netherlands based data communications company.

Principal transaction trading revenues increased 93% in the nine month period ended August 31, 1999 from
the comparable prior year period, primarily reflecting higher fixed income, equity and commodity trading revenues.
Fixed income trading revenues increased due to higher revenues from trading investment grade, global high yield
and derivative securities, and benefited from improved overall conditions in the global financial markets, strong
customer transaction volume and market volatility. The increase in equity trading revenues reflected higher
revenues from trading both cash and derivative equity products. Equity trading revenues benefited from high levels
of customer trading volume and market volatility, particularly in the U.S. and in Europe. Higher revenues from
certain proprietary trading activities also contributed to the increase in equity trading revenues. Commodity trading
revenues also increased, reflecting higher revenues from commodity derivatives and energy products which
benefited from rallying energy prices. These increases were partially offset by lower foreign exchange trading
revenues.

Principal transaction investment gains aggregating $493 million were recognized in the nine month period
ended August 31, 1999 as compared to losses of $1 million in the nine month period ended August 31, 1998. Fiscal
1999's results primarily reflect realized and unrealized gains relating to the Company's investments in Equant N.V.
and Knight/Trimark Group Inc. Net gains from increases in the value of certain other private equity investments
also contributed to fiscal 1999's results. Fiscal 1998's results reflect losses from an institutional leveraged emerging
markets debt portfolio that occurred during the third quarter, partially offset by gains from increases in the carrying
values of certain private equity investments.

Commissions

Commission revenues primarily arise from agency transactions in listed and over-the-counter equity securities,
and sales of mutual funds, futures, insurance products and options. Commission revenues increased 20% in the
quarter ended August 31, 1999 from the comparable period of fiscal 1998. In the U.S,, favorable market conditions
contributed to an increased volume of customer securities transactions, including listed agency and over-the-counter
equity products. Revenues from markets in Europe also benefited from high trading volumes and market volatility,
as well as from the Company's increased sales and research coverage of the region which began in mid-1997.
Revenues from Asian markets benefited from higher trading volumes as improved economic conditions increased
investor interest in the region. The continued growth in the number of the Company's financial advisors also
contributed to the increase.
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Commission revenues increased 24% in the nine month period ended August 31, 1999 from the comparable
period of fiscal 1998. The increase primarily reflects a higher level of customer trading activity in the global equity
markets.

Asset Management, Distribution and Administration Fees

Asset management, distribution and administration revenues include fees for asset management services,
including fund management fees which are received for investment management, and fees received for promoting
and distributing mutual funds ("12b-1 fees"). Fund management fees arise from investment management services
the Company provides to registered investment companies (the "Funds’) pursuant to various contractual
arrangements. The Company receives management fees based upon each Fund's average daily net assets. The
Company receives 12b-1 fees for services it provides in promoting and distributing certain open-ended Funds. These
fees are based on either the average daily Fund net asset balances or average daily aggregate net Fund sales and are
affected by changes in the overall level and mix of assets under management and administration. The Company also
receives fees for investment management services provided to segregated customer accounts pursuant to various
contractual arrangements.

Asset management, distribution and administration revenues increased 11% and 7% in the quarter and nine
month period ended August 31, 1999 from the comparable periods of fiscal 1998, primarily reflecting higher fund
management and 12b-1 fees as well as other revenues resulting from a higher level of assets under management or
supervision. The increases were partialy offset by the absence of revenues from correspondent clearing and global
custody activities, which was attributable to the Company's sale of its correspondent clearing business in the third
quarter of fiscal 1998 and its global custody business in the fourth quarter of fiscal 1998.

Customer assets under management or supervision increased to $415 billion at August 31, 1999 from $353
billion at August 31, 1998. The increase in assets under management or supervision primarily reflected appreciation
in the value of customer portfolios. Customer assets under management or supervision included products offered
primarily to individual investors of $247 billion at August 31, 1999 and $200 billion at August 31, 1998. Products
offered primarily to institutional investors were $168 billion at August 31, 1999 and $153 billion a August 31,
1998.

Net Interest

Interest and dividend revenues and expense are a function of the level and mix of total assets and liabilities,
including financial instruments owned, reverse repurchase and repurchase agreements, trading strategies associated
with the Company's institutional securities business, customer margin loans, and the prevailing level, term structure
and volatility of interest rates. Interest and dividend revenues and expense should be viewed in the broader context
of principal trading and investment banking results. Decisions relating to principal transactions in securities are
based on an overall review of aggregate revenues and costs associated with each transaction or series of
transactions. This review includes an assessment of the potential gain or loss associated with a trade, the interest
income or expense associated with financing or hedging the Company's positions, and potential underwriting,
commission or other revenues associated with related primary or secondary market sales. Net interest revenues
decreased 19% and 27% in the quarter and nine month period ended August 31, 1999 from the comparable periods
of fiscal 1998, partially reflecting the level and mix of interest bearing assets and liabilities during the respective
periods, as well as certain trading strategies utilized in the institutional securities business.

Non-Interest Expenses

Total non-interest expenses increased 35% and 29% in the quarter and nine month period ended August 31,
1999 from the comparable periods of fiscal 1998. Within the non-interest expense category, compensation and
benefits expense increased 48% and 34% in the quarter and nine month period ended August 31, 1999, principally
reflecting higher incentive-based compensation due to higher levels of revenues and earnings. Excluding
compensation and benefits expense, non-interest expense increased 13% and 17% in the quarter and nine month
period ended August 31, 1999 from the comparable periods of fiscal 1998. Occupancy and equipment expense
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increased 15% and 12% in the quarter and nine month period ended August 31, 1999, primarily due to increased
office space in New Y ork and certain other locations, and additional rent associated with 31 new branch locations in
the U.S. Brokerage, clearing and exchange fees decreased 20% and 11% in the quarter and nine month period
ended August 31, 1999. In both periods, the decrease was primarily attributable to the inclusion of external
commissions paid in connection with the Company's launch of the Van Kampen Senior Income Trust mutual fund
in fiscal 1998's expenses. In addition, lower agent bank costs were incurred due to the Company's fiscal 1998 sale of
its global custody business. These decreases were partialy offset by higher brokerage expenses due to increased
global securities trading volume. Information processing and communications expense increased 15% and 23% in
the quarter and nine month period ended August 31, 1999, primarily due to increased costs associated with the
Company's information processing infrastructure, including server and data center costs. A higher number of
employees utilizing communications systems and certain data services also contributed to the increase. Marketing
and business development expense increased 15% and 25% in the quarter and nine month period ended August 31,
1999, reflecting higher advertising expenses associated with the Company's individual securities business. Increased
travel and entertainment costs associated with the continued high levels of activity in the global financial markets
also contributed to the increase in both periods. The increase in the nine month period also reflects higher
advertising costs associated with DBD. Professional services expense increased 22% and 25% in the quarter and
nine month period ended August 31, 1999, primarily reflecting higher consulting costs associated with certain
information technology initiatives, including the preparation for the Y ear 2000, as well as the Company's increased
global business activities. Higher legal costs also contributed to the increase. Other expense increased 35% and 28%
in the quarter and nine month period ended August 31, 1999, which reflects the impact of a higher level of business
activity on various operating expenses. The amortization of goodwill associated with the Company's acquisition of
AB Asesores in March 1999 also contributed to the increase.

Credit Services

Statements of Income (dollarsin millions)

Three Months Nine M onths
Ended Ended
August 31 August 31
1999 1998 1999 1998
(unaudited) (unaudited)
Fees.
Merchant and CardmMEMDES............cc.eeiieieeieee ettt . $392 $438 $1,090 $1,270
TS V(o] o RSP UPRT . 313 255 876 658
L1 = PR . — 1 — 4
Total NON-INLEFESE FEVENUES.........cvvveeeeeeee ittt ee ettt e e e e e e e earrre e e e e e e e eaanes . 705 694 1,966 1,932
INEEIESE FEVENUE........eeviieeii e e ettt e s e e e e st e e e e e s s nabbreeeaaeenan . 546 680 1,624 2,132
INEEIESE EXPEINSE. ...ttt ettt e s et e s st b e e e s sar e e e e anreae s . 203 231 622 775
NEL INLErESt INCOME.......eviieiiiiee et et e e e sareeeeanns . 343 449 1,002 1,357
Provision for consumer [0aN [0SSES .........ooiicuiiiiiei e . 113 280 409 960
NEL Credit INCOME....eeeiiee ittt e e e e e e s eabb e e e e e eeeas . 230 169 593 397
NEL TEVENUES ...ttt e e e s sate e s s snre e e e sareeeeanns . 935 863 2559 2,329
Non-interest expenses:
Compensation and bENEfitS ..o . 132 141 374 423
Occupancy and EQUIPIMENL .........cocueiiuerareeerieerreaaieeeseeeesieeesresseeeesseeesaeeas . 16 18 40 51
Information processing and COMMUNICALIONS. ..........cceeereerrieeriee e eiee e . 123 116 349 344
Marketing and business development ...........coooeeriieiee i . 253 219 713 557
Professional SErVICES ........ccoiiiii i . 30 25 82 72
L1 = TSR . 48 53 142 153
Total NON-INTErESt EXPENSES ...ccuveeiiieeiie ettt tee et . 602 572 1,700 1,600
INCOME DEfOre INCOME LAXES.......ccco e . 333 291 859 729
Provision for INCOME LAXES.........ccccvieiiee ettt e e e aee s . 131 107 322 270
NEt INCOME.. ..oviviieiicieciecieece et . $202 $184 $537 $459
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Credit Services net income of $202 million and $537 million in the quarter and nine month period ended
August 31, 1999 represented an increase of 10% and 17% from the comparable periods of fiscal 1998. The increases
in net income in both periods were primarily attributable to a lower provision for loan losses and increased servicing
fees, partidly offset by lower net interest income, merchant and cardmember fees and higher marketing and
business development expenses.

The quarter and nine month period ended August 31, 1999 does not include the results from operations of SPS
Transaction Services, Inc. ("SPS"), the Prime Option s MasterCard® portfolio ("POS") and certain receivables
associated with the discontinued BRAVO® Card, all of which were sold during fiscal 1998. The Company sold its
interest in the operations of SPS, which was a 73%-owned, publicly held subsidiary of the Company, in the fourth
quarter of fiscal 1998. POS, a business the Company operated with NationsBank of Delaware, N.A., was sold
during the second quarter of fiscal 1998. The Company discontinued its BRAVO Card in fiscal 1998 and sold
certain credit card receivables associated with the BRAVO Card in the fourth quarter of fiscal 1998.

During the quarter ended August 31, 1999, the Company announced plans for the launch of the Morgan
Stanley Dean Witter Card (the "MSDW SM Card") in the United Kingdom, which features a Cashback Bonus®
award, attractive pricing and no annual fee. The MSDW Card is issued by Morgan Stanley Dean Witter Bank
Limited on the Europay/MasterCard® Network. The new credit card is offered in the United Kingdom through a
major marketing initiative that includes a new advertising campaign as well as direct mail and press inserts.

Non-Interest Revenues

Total non-interest revenues increased 2% in both the quarter and nine month period ended August 31, 1999
from the comparable periods of fiscal 1998.

Merchant and cardmember fees include revenues from fees charged to merchants on credit card sales, late
payment fees, overlimit fees, insurance fees and cash advance fees. Merchant and cardmember fees decreased 11%
and 14% in the quarter and nine month period ended August 31, 1999 from the comparable periods of fiscal 1998.
In both periods, the decreases were primarily due to the Company's sale of the operations of SPS. The decrease in
the nine month period was also affected by the sale of POS. Both periods were also impacted by higher merchant
discount revenue offset by lower levels of overlimit fees associated with the Discover Card. The nine month period
ended August 31, 1999 was also impacted by a decrease in cash advance fees and late payment fees associated with
the Discover Card. The increases in Discover Card merchant discount revenue in both periods were associated with
higher levels of sales volume. Overlimit fees decreased in both periods primarily due to a lower level of owned
consumer loans. Cash advance fees decreased in the nine month period ended August 31, 1999 due to lower cash
advance transaction volume, primarily attributable to the Company's actions to limit cash advances in an effort to
improve credit quality. Late payment fees decreased in the nine month period ended August 31, 1999 primarily due
to lower levels of owned consumer loans.

Servicing fees are revenues derived from consumer loans which have been sold to investors through asset
securitizations. Cash flows from the interest yield and cardmember fees generated by securitized loans are used to
pay investors in these loans a predetermined fixed or floating rate of return on their investment, to reimburse
investors for losses of principal through charged off loans and to pay the Company afee for servicing the loans. Any
excess cash flows remaining are paid to the Company. The servicing fees and excess net cash flows paid to the
Company are reported as servicing fees in the condensed consolidated statements of income. The sale of consumer
loans through asset securitizations, therefore, has the effect of converting portions of net credit income and fee
income to servicing fees. The Company completed asset securitizations of $526 million in the quarter ended August
31, 1999 and $3,000 million in the nine month period ended August 31, 1999. During the comparable periods of
fiscal 1998, the Company completed asset securitizations of $1,234 million and $3,444 million. The asset
securitization transaction completed in the third quarter of fiscal 1999 has an expected maturity of 5 years from the
date of issuance.
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The table below presents the components of servicing fees (dollars in millions):

Three Months Nine M onths

Ended Ended
August 31 August 31
1999 1998 1999 1998
Merchant and CardmMeMDEr FEES .........ciceeeeee et ee et ee et s e s e e aeeenee s . $149 $139 $418 $359
INEEIESE FEVENUE.......cceeeiiieie ettt s e e e e s s e e e b e e e s s s e aab e e eaaees . 705 683 2,028 1,910
INEEIESE EXPENSE. .. e tie ettt ettt ettt ettt ettt e rb et s hee e be e st e e e ebe e e saee e snbeens . (264) (269) (744) (7%4)
Provision for consumer 10an [0SSES ..........ooooevveeeiiieeeee . (277) (298) (826) (857)
SEIVICING TEES. ..ottt e sb e saee s . $313 $255 $876 $658

Servicing fees increased 23% and 33% in the quarter and nine month period ended August 31, 1999 from the
comparable periods of fiscal 1998. The increase in both periods was due to higher levels of net interest cash flows,
increased fee revenue, and lower credit losses from securitized consumer loans. The increases in net interest and fee
revenue were primarily a result of higher levels of average securitized loans. The decrease in credit losses was the
result of alower level of charge-offs related to the Discover Card portfolio and the positive impact of the sale of the
operations of SPS, partially offset by anincrease in the level of securitized consumer loans.

Net Interest Income

Net interest income represents the difference between interest revenue derived from Credit Services consumer
loans and short-term investment assets and interest expense incurred to finance those assets. Credit Services assets,
consisting primarily of consumer loans, currently earn interest revenue at fixed rates and, to a lesser extent, market-
indexed variable rates. The Company incurs interest expense at fixed and floating rates. Interest expense also
includes the effects of interest rate contracts entered into by the Company as part of its interest rate risk
management program. This program is designed to reduce the volatility of earnings resulting from changes in
interest rates and is accomplished primarily through matched financing, which entails matching the repricing
schedules of consumer loans and related financing. Net interest income decreased 24% and 26% in the quarter and
nine month period ended August 31, 1999 from the comparable periods of fiscal 1998. The decreases in both
periods were primarily due to lower average levels of owned consumer loans and a lower yield on these loans. The
decrease in owned consumer loans in both periods was due to the sale of the operations of SPS, the discontinuance
of the BRAVO Card in fiscal 1998, and a higher level of securitized Discover Card loans. The nine month period
was also affected by the sale of POS. The lower yield during both periods was due to a lower yield on Discover Card
loans coupled with the exclusion of SPS loans from the Company's portfolio. The lower yield on Discover Card
loans in the quarter ended August 31, 1999 was primarily due to the more competitive interest rates offered to both
existing and new cardmembers. In the nine month period ended August 31, 1999, the lower yield on Discover Card
loans was due to the Company's repricing of credit card receivables, coupled with the effect of changes in the
interest rates on the Company's variable loan portfolio, primarily associated with a decrease in the prime rate in the
fourth quarter of fiscal 1998.

The Company repriced a substantial portion of its existing credit card receivables to a range of fixed interest
rates beginning with cardmembers March 1999 hilling cycle. The Company believes that the repricing will not
have a material impact on net interest income, or its interest rate risk exposure, because of the Company's matched
financing objectives and because the Company has the ability to exercise its rights, with notice to cardmembers, to
adjust the interest rate the cardmember pays at the Company's discretion. Given this strategic decision, the
Company's interest rate sensitivity analysis now incorporates a pricing strategy that assumes an appropriate
repricing of fixed rate credit card receivables to reflect the market interest rate environment, the Company's liability
management policy and competitive factors.
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The following tables present analyses of Credit Services average balance sheets and interest rates for the
guarters and nine month periods ended August 31, 1999 and 1998 and changes in net interest income during those

periods:

Average Balance Sheet Analysis (dollarsin millions)

ASSETS

Interest earning assets:

General purpose credit card [oans...........ccocoeeeveeennneen.
Other consumer [0anS.........ccoovveiieiieie e

Total interest earning assetsS ..........ccceevveene.
Allowance for 10an l0SSES .......cvvveivierieiieeiee e
Non-interest earning assets........ccvvevvieeenieeniee e

Total aSSEtS....ccvee e

LIABILITIESAND SHAREHOLDER'SEQUITY
Interest bearing liahilities:

Total interest bearing deposits...............c.....
Other DOITOWINGS. ....ccouveeiieieiee et
Total interest bearing liahilities...................
Shareholder's equity/other liahilities...........cccooeeenneen.
Total liabilities and shareholder's equity......
Net INErest INCOME......c..evieiriirie it
Net interest Margin.........cccoveeieeniee e
Interest rate SPread. ........oooveveiii i

Average
Balance

$15,307
4

551
1,607
17,469
(771)
1,720
$18,418

$1,447
5,607
1,848
8,902
5,235
14,137
4,281
$18,418
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Three Months Ended August 31,

1999

Rate

13.37%
8.95
5.04
5.78

12.40

4.42%
6.21
577
5.83
5.50
571

6.69%

1998
Average
Interest Balance Rate

$516 $15913 14.61%
— 1503  16.99
7 460 556
23 1498 595
546 19,374 1391
(836)
1,602
$20,140

$16 $1,211 4.93%
88 5,643 6.53
27 2,047 6.24
131 8,901 6.25
72 6,079 5.95
203 14,980 6.13

5,160
$20,140
$343
7.79%
7.78%

Interest

$586
65

7

22
680

$15
93
32
140
91
231

£

9.17%



Average Balance Sheet Analysis (dollarsin millions)

Nine Months Ended August 31,

1999 1908
Average Average
Balance Rate Interest Balance Rate Interest
ASSETS
Interest earning assets:
General purpose credit card loans...........cccccceeveurnenee. $15,454 13.18%  $1,530 $17,559 14.02%  $1,849
Other consumer [0aNS.........coooveiieiieie e 4 9.02 — 1575 16.70 198
[NVeStMENt SECUNLIES ......ccveeieirieiriee e 712 5.09 27 435 6.70 22
Other ... 1,622 5.50 67 1419 5.96 63
Total interest earning assets..........ccvvevveeene. 17,792 12.16 1624 20,988 1353 2,132
Allowance for 10an l0SSES .......cvvveiieeiieeieeiee e (775) (857)
Non-interest earning assets........ccvvevvieeenieeniee e 1,676 1,640
Total 8SSELS.....coveevieereeree e $18,693 $21,771
LIABILITIESAND SHAREHOLDER'SEQUITY
Interest bearing liahilities:
Interest bearing deposits
SAVINGS. ...teetieitiestee ettt $1,456 4.38% $48 $1,015 4.82% $37
BroKered.......cooooiieiieieesecee e 5,238 6.37 250 5,877 6.60 291
Other time .....cceeiiiierereeeee e 1,949 5.54 81 2,203 6.16 102
Total interest bearing deposits...............c..... 8,643 5.85 379 9,095 6.29 430
Other BOrrowWings.........ocoveiieiieie e 5,853 5.52 243 7,635 6.02 345
Total interest bearing liabilities................... 14,496 572 622 16,730 6.17 775
Shareholder's equity/other liahilities...........ccccoeeenneen. 4,197 5,041
Total liabilities & shareholder's equity......... $18,693 $21,771
Net INErest INCOME......c..evieiriirie it $1,002 $1,357
Net interest Margin.........cccoveeieeniee e 7.50% 8.61%
Interest rate SPread. ........oooeeeiii i 6.44% 7.36%
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Rate/VVolume Analysis (dollarsin millions)

Three Months Ended Nine M onths Ended
August 31, 1999 vs. 1998 August 31, 1999 vs. 1998
I ncrease/(Decr ease) Due Increase/(Decrease) Dueto
to Changesin Changesin
Volume Rate Total Volume  Rate Total

INTEREST REVENUE
General purpose credit card loans...........ccooeeeeveeceiieinenas . $(22) $(48) $(70) $(222) $(97) $(319)
Other CoNSUMES 10@NS........coiiiiiiiiieriee e . (65) — (65 (198) —  (198)
INVEStMENt SECUMTIES ......cciiveiiiie et . 1 D — 14 9 5
Other ... . 2 (@) a1 9 (5) 4

Total INterest reVeNUE..........ccoeiveeiiiei e . (67) (67) (134) (325) (183) (508)
INTEREST EXPENSE
Interest bearing deposits
SAVINGS. ..t eteeteesree sttt ettt . 3 (2 1 16 (5) 11
BrOKEI€... ..o e . (@) 9 8 (32 5 (27)
Other tIMe.......eei e . 3) (2 (5) (12) (9) (21)

Total interest bearing dePOSItS. ........covveeereeiiiecrienns . — 4 4 (21) (16) (37
Other DOITOWINGS. ....coiuveeiieieiee et . (13) 19 (32 (80) (36) (116)

Total INterest EXPENSE ......oovvveiieeriee e . (13) a5 (28 (1049 (49) (153)
NEL INEErESt INCOME. ....eevieieieiie e . $(54) $(52) $(106) $(221) $(134) $(355)

The supplemental table below provides average managed loan balance and rate information which takes into
account both owned and securitized loans:

Supplemental Average Managed L oan Balance Sheet I nformation (dollarsin millions)

Three Months Ended August 31,

1999 1908
Rate Rate
Avg. Bal. % Interest _Avg.Bal. % Interest
CONSUMES 10ANS.......ccvieeieieieisieie e een s $33,379 14.30% $1,204 $34,076 15.19% $1,304
General purpose credit card [oans...........ccocoeeeieeiiieeee 33375 1430 1,203 31,955 15.06 1,212
Total interest earning assetS.........ccvvvvvereeniesie s 35537 1378 1,234 36,034 1468 1,333
Total interest bearing liabilities............cccovivviiicienen. 32,205 5.69 462 31,640 6.13 489
Consumer loan interest rate spread.........cooceeeieeeieeeeee 8.61 9.06
Interest rate SPread .........cooceveiiiiiie e 8.09 8.55
Net interest Margin... ... veeeeeiieeeee e 8.62 9.30
Nine M onths Ended August 31,
1999 1908
Rate Rate
Avg. Bal. % Interest _Avg.Bal. % Interest
CONSUMES 10ANS.......ccueeeieeieeisieie s een s $32,845 14.25% $3,515 $35,115 14.90% $3,927
General purpose credit card [oans..........cccocoveieeeiieeee 32,841 1425 3514 32887 1475 3,641
Total interest earning assetS.........ccvvvverveniesie e 35179 1367 3,609 36969 1446 4,012
Total interest bearing liabilities............cccoviviiiiiienn. 31,883 564 1,350 32,710 6.18 1,518
Consumer loan interest rate spread.........coocceeeeeeeieeeeee 8.61 8.72
Interest rate SPread .........oooceeeieieri e 8.03 8.28
Net interest Margin.........ccveveee e 8.55 8.99

Provision for Consumer Loan Losses
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The provision for consumer loan losses is the amount necessary to establish the allowance for loan losses at a
level the Company believes is adequate to absorb estimated losses in its consumer loan portfolio at the balance sheet
date. The Company's allowance for loan losses is regularly evaluated by management for adequacy on a portfolio-
by-portfolio basis and was $766 million and $855 million at August 31, 1999 and 1998, respectively. The provision
for consumer loan losses, which is affected by net charge-offs, loan volume and changes in the amount of consumer
loans estimated to be uncollectable, decreased 60% and 57% in the quarter and nine month period ended August 31,
1999 from the comparable periods of fiscal 1998. The decreases in both periods were primarily due to a lower level
of charge-offs related to the Discover Card portfolio and the positive impact of the sale of the operations of SPS and
the discontinuance of the BRAVO Card. The nine month period was also affected by the sale of POS. These
decreases were reflective of the Company's continuing efforts to improve the credit quality of its portfolio. The
provision for consumer loan losses was also positively impacted by a decline in the loan loss allowance in
connection with securitization transactions entered into prior to the third quarter of 1996. This loan loss allowance
will be fully amortized over fiscal 1999. The Company's future charge-off rates and credit quality are subject to
uncertainties that could cause actual results to differ materially from what has been discussed above. Factors that
influence the provision for consumer loan losses include the level and direction of consumer loan delinquencies and
charge-offs, changes in consumer spending and payment behaviors, bankruptcy trends, the seasoning of the
Company's loan portfolio, interest rate movements and their impact on consumer behavior, and the rate and
magnitude of changes in the Company's consumer loan portfolio, including the overall mix of accounts, products
and loan balances within the portfolio.

Consumer loans are considered delinquent when interest or principal payments become 30 days past due.
Consumer loans are charged off in the month in which they become 180 days past due, except in the case of
bankruptcies and fraudulent transactions, where loans are charged off earlier. Loan delinquencies and charge-offs
are primarily affected by changes in economic conditions and may vary throughout the year due to seasonal
consumer spending and payment behaviors.

From time to time, the Company has offered, and may continue to offer, cardmembers with accounts in good
standing the opportunity to skip a minimum monthly payment, while continuing to accrue periodic finance charges,
without being considered to be past due ("skip-a-payment”). The comparability of delinquency rates at any particular
point in time may be affected depending on the timing of the skip-a-payment program.

The following table presents delinquency and net charge-off rates with supplemental managed loan
information:

Asset Quality (dollarsin millions)

August 31 November 30
1999 1908 1908
Owned _Managed Owned M anaged Owned M anaged
Consumer loans at period-end ....................... . $16,557 $34,381 $17,657 $34,228 $15996  $32,502
Consumer loans contractually past due as a
percentage of period-end consumer loans:
30t0 89 daysS......ccvevveeiieie e . 271% 4.04% 4.15% 4.20% 3.54% 3.69%
9010 179 dayS......veevveereeiieie e . 146% 2.30% 2.95% 2.99% 2.67% 2.84%
Net charge-offs as a percentage of average
consumer loans (year-to-date) .................... . 512%  5.70% 6.77% 6.89% 6.75% 6.90%

Non-Interest Expenses

Non-interest expenses increased 5% and 6% in the quarter and nine month period ended August 31, 1999 from
the comparable periods of fiscal 1998.
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Compensation and benefits expense decreased 6% and 12% in the quarter and nine month period ended
August 31, 1999 from the comparable periods of fiscal 1998 due to a lower level of compensation costs resulting
from the sale of the operations of SPS, partially offset by higher employment costs at Discover Financial Services
associated with increased employment levels. The decrease in the nine month period was also affected by the sale of
POS. Occupancy and equipment expense decreased 11% and 22%, primarily due to the exclusion of the results of
SPS in fiscal 1999. The decrease in the nine month period was aso affected by the sale of POS. Information
processing and communications expense increased 6% and 1% due to increased external data processing costs at
Discover Financial Services, partially offset by the exclusion of the results of SPSin fiscal 1999. The increase in the
nine month period was also partially offset by the sale of POS. Marketing and business development expense
increased 16% and 28% during the quarter and nine month period ended August 31, 1999 from the comparable
periods of fiscal 1998. In both periods the increases were due to direct mailing and other promotional activities
related to the launch and continued promotion of the Discover Platinum Card and higher cardmember rewards
expense. Higher cardmember rewards expense in both periods was due to increased sales volume. Cardmember
rewards expense includes the Cashback Bonus award, pursuant to which the Company annually pays Discover
cardmembers and Private Issue® cardmembers electing this feature a percentage of their purchase amounts. The
Company expects to continue to invest in the growth of its credit card business, including the launch of the MSDW
Card in the United Kingdom which was announced during the quarter ended August 31, 1999. Professional services
expense increased 20% and 14% during the quarter and nine month period ended August 31, 1999 from the
comparable periods of fiscal 1998 due to increased costs associated with account collections and consumer credit
counseling, partially offset by a decrease in expenses associated with the sale of the operations of SPS. The increase
in the nine month period was also partially offset by the sale of POS. Other expenses decreased 9% and 7% during
the quarter and nine month period ended August 31, 1999 from the comparable periods of fiscal 1998. The
decreases in both periods were due to the exclusion of the results of SPS in fiscal 1999 and a decrease in fraud
losses, partialy offset by higher expenses related to the Discover Platinum Card and expenses associated with the
launch of the MSDW Card in the United Kingdom.

Liquidity and Capital Resources

The Company's total assets increased from $317.6 billion at November 30, 1998 to $340.9 hillion at August 31,
1999 primarily reflecting higher financial instruments owned, securities borrowed and customer receivables. A
substantial portion of the Company's total assets consists of highly liquid marketable securities and short-term
receivables arising principally from securities transactions. The highly liquid nature of these assets provides the
Company with flexibility in financing and managing its business.

The Company's senior management establishes the overall funding and capital policies of the Company,
reviews the Company's performance relative to these policies, monitors the availability of sources of financing,
reviews the foreign exchange risk of the Company and oversees the liquidity and interest rate sensitivity of the
Company's asset and liability position. The primary goa of the Company's funding and liquidity activities is to
ensure adequate financing over a wide range of potential credit ratings and market environments.

The Company views return on equity to be an important measure of its performance, in the context of both the
particular business environment in which the Company is operating and its peer group's results. In this regard, the
Company actively manages its consolidated capital position based upon, among other things, business opportunities,
capital availability and rates of return together with internal capital policies, regulatory requirements and rating
agency guidelines and therefore may, in the future, expand or contract its capital base to address the changing needs
of its businesses. The Company returns internally generated equity capital which is in excess of the needs of its
businesses to its shareholders through common stock repurchases and dividends.

The Company funds its balance sheet on a global basis. The Company's funding for its Securities and Asset
Management business is raised through diverse sources. These sources include the Company's capital, including
equity and long-term debt; repurchase agreements; U.S., Canadian, Euro and Japanese commercial paper; letters of
credit; unsecured bond borrows; securities lending; buy/sell agreements; municipal re-investments;, master notes;
and committed and uncommitted lines of credit. Repurchase agreement transactions, securities lending and a
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portion of the Company's bank borrowings are made on a collateralized basis and therefore provide a more stable
source of funding than short-term unsecured borrowings.

The funding sources utilized for the Company's Credit Services business include the Company's capital,
including equity and long-term debt; asset securitizations, commercia paper; deposits, asset-backed commercial
paper; Federal Funds; and short-term bank notes. The Company sells consumer loans through asset securitizations
using several transaction structures. Riverwoods Funding Corporation ("RFC"), an entity included in the Company's
condensed consolidated financial statements, issues asset-backed commercial paper.

The Company's bank subsidiaries solicit deposits from consumers, purchase Federal Funds and issue short-
term bank notes. Interest bearing deposits are classified by type as savings, brokered and other time deposits.
Savings deposits consist primarily of money market deposits and certificates of deposit accounts sold directly to
cardmembers and savings deposits from individual securities clients. Brokered deposits consist primarily of
certificates of deposits issued by the Company's bank subsidiaries. Other time deposits include institutional
certificates of deposits. The Company, through Greenwood Trust Company, an indirect subsidiary of the Company,
sells notes under a short-term bank note program.

The Company maintains borrowing relationships with a broad range of banks, financia institutions,
counterparties and others from which it draws funds in a variety of currencies. The volume of the Company's
borrowings generally fluctuates in response to changes in the amount of repurchase transactions outstanding, the
level of the Company's securities inventories and consumer loans receivable, and overall market conditions.
Availahility and cost of financing to the Company can vary depending upon market conditions, the volume of
certain trading activities, the Company's credit ratings and the overall availability of credit.

The Company's reliance on external sources to finance a significant portion of its day-to-day operations makes
access to global sources of financing important. The cost and availability of unsecured financing generally are
dependent on the Company's short-term and long-term debt ratings. In addition, the Company's debt ratings have a
significant impact on certain trading revenues, particularly in those businesses where longer term counterparty
performance is critical, such as over-the-counter derivative transactions.

As of September 30, 1999 the Company's credit ratings were as follows:

Commercial Senior

Paper Debt
Dominion Bond Rating Service Limited. ..o R-1 (middle) n/a
Duff & Phelps Credit Rating Co. ......c.eiiiiiaiiieiiee e D-1+ AA
FItCN IBCA TNC.citiitiiitieitee ettt F1+ AA-
Japan Rating & Investment Information, INC. (1) .....cccooieviiiiiiieeiee e alt AA
MOOAY'S INVESIOIS SENVICE ....veieiiieiiee ettt ettt P-1 Aa3
StaNdard & POOI'S (2) .....eeiieieiiiieiee ettt A-1 A+
Thomson Financial BankWatCh (3). .....ccoiiiiiiieiiiee e TBW-1 AA+

(1) On September 21, 1999, Japan Rating & Investment Information, Inc. upgraded the Company's senior debt
rating from AA- to AA.

(2) On April 16, 1999, Standard & Poor's placed the Company's senior debt ratings on Positive Outlook.

(3) On September 23, 1999, Thomson Financial BankWatch upgraded the Company's senior debt rating from AA
to AA+.

As part of its Y ear 2000 preparations, the Company's Treasury Department, in conjunction with the Company's
business areas, has developed a Year 2000 Funding Plan that addresses the issue of maintaining adequate liquidity
over the fourth calendar quarter of 1999 and the first calendar quarter of 2000. The Company's Y ear 2000 liquidity
strategy is the culmination of a global effort on the part of the Treasury Department and the Company's business
areas to determine potential funding needs, assess Y ear 2000 opportunities and extra liquidity needs, determine the
precise timing and size of these needs and evaluate appropriate currencies for funding.
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In developing this plan, the Company has attempted to identify potential levels of disruption and has
determined that, while it may well turn out that the level of disruption may be negligible or easily manageable, it is
prudent to establish a reasonable, but not extreme, amount of liquidity over the course of the remainder of 1999 in
order to avoid the potential for an illiquidity problem late in the year.

In connection with this plan, the Company has extended the maturity of a portion of its existing short-term
unsecured funding. The Company has substantially completed executing its core 1999 long-term financing plan,
and has renewed its committed credit facilities. With respect to funding liquidity, the Company's preparation for the
Y ear 2000 will continue throughout the remainder of 1999.

As the Company continues to expand globaly and as revenues are increasingly derived from various
currencies, foreign currency management is a key element of the Company's financial policies. The Company
benefits from operating in several different currencies because weakness in any particular currency is often offset by
strength in another currency. The Company closely monitors its exposure to fluctuations in currencies and, where
cost-justified, adopts strategies to reduce the impact of these fluctuations on the Company's financial performance.
These strategies include engaging in various hedging activities to manage income and cash flows denominated in
foreign currencies and using foreign currency borrowings, when appropriate, to finance investments outside the
u.s.

During the nine month period ended August 31, 1999, the Company issued senior notes aggregating $7,311
million, including non-U.S. dollar currency notes aggregating $2,314 million, primarily pursuant to its public debt
shelf registration statements. These notes have maturities from 2000 to 2029 and a weighted average coupon
interest rate of 4.3% at August 31, 1999; the Company has entered into certain transactions to obtain floating
interest rates based primarily on short-term LIBOR trading levels. At August 31, 1999 the aggregate outstanding
principal amount of the Company's Senior Indebtedness (as defined in the Company's public debt shelf registration
statements) was approximately $37.8 hillion.

Effective March 1, 1999, the Company redeemed all of the outstanding 7.82% Capital Units and 7.80% Capital
Units. The aggregate principal amount of the Capital Units redeemed was $352 million. During the quarter ended
May 31, 1999, the Company repurchased in a series of transactions in the open market approximately $64 million
of the $134 million outstanding 8.03% Capital Units. During the third fiscal quarter the Company retired these
repurchased Capital Units.

On May 5, 1999, the Company's shelf registration statement for the issuance of an additional $12 hillion of
debt securities, units, warrants or purchase contracts or any combination thereof in the form of units or preferred
stock, became effective.

During the nine month period ended August 31, 1999, the Company purchased $1,732 million of its common
stock. Subsequent to August 31, 1999 and through September 30, 1999, the Company purchased an additional $222
million of its common stock.

In an effort to enhance its ongoing stock repurchase program, the Company may sell put options on shares of
its common stock to third parties. These put options entitle the holder to sell shares of the Company's common stock
to the Company on certain dates at specified prices. As of August 31, 1999, put options were outstanding on an
aggregate of 1,068,500 shares of the Company's common stock. The maturity dates of these put options range from
September 1999 through November 1999. The Company may elect cash settlement of the put options instead of
taking delivery of the stock.

On April 28, 1999, the Company renewed its senior revolving credit agreement with a group of banks to
support general liquidity needs, including the issuance of commercial paper (the "MSDW Facility”). Under the
terms of the MSDW Facility, the banks are committed to provide up to $5.5 hillion. The MSDW Facility contains
restrictive covenants which require, among other things, that the Company maintain shareholders equity of at least
$9.1 billion at al times. The Company believes that the covenant restrictions will not impair the Company's ability
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to pay its current level of dividends. At August 31, 1999, no borrowings were outstanding under the MSDW
Facility.

The Company maintains a master collateral facility that enables Morgan Stanley & Co. Incorporated
("MS&Co."), one of the Company's U.S. broker-dealer subsidiaries, to pledge certain collateral to secure loan
arrangements, letters of credit and other financial accommodations (the "MS&Co. Facility"). As part of the
MS& Co. Facility, MS& Co. also maintains a secured committed credit agreement with a group of banks that are
parties to the master collateral facility under which such banks are committed to provide up to $1.875 hillion. Both
the master collateral facility and the secured committed credit agreement were renewed on June 8, 1999. At August
31, 1999, no borrowings were outstanding under the MS& Co. Facility.

On May 25, 1999, the Company renewed its revolving committed financing facility that enables Morgan
Stanley & Co. International Limited ("MSIL"), the Company's London-based broker-dealer subsidiary, to secure
committed funding from a syndicate of banks by providing a broad range of collateral under repurchase agreements
(the "MSIL Facility"). Such banks are committed to provide up to an aggregate of $1.91 hillion available in 6
currencies. At August 31, 1999 no borrowings were outstanding under the MSIL Facility.

On June 7, 1999, Morgan Stanley Japan Limited ("MSJL"), the Company's Tokyo-based broker-dealer
subsidiary, entered into a committed revolving credit facility guaranteed by the Company, that provides funding to
support general liquidity needs, including support of MSJL's unsecured borrowings (the "M SJL Facility”). Under the
terms of the MSJL Facility, a syndicate of banks is committed to provide up to 60 billion Japanese yen.

RFC aso maintains a $2.6 hillion senior bank credit facility which supports the issuance of asset-backed
commercial paper. On July 12, 1999, the RFC senior bank credit facility was renewed. RFC has never borrowed
from its senior bank credit facility.

The Company anticipates that it will utilize the MSDW Facility, the MS& Co. Facility, the MSIL Facility or the
MSJL Facility for short-term funding from time to time.

At August 31, 1999, certain assets of the Company, such as real property, equipment and leasehold
improvements of $2.1 hillion, and goodwill and other intangible assets of $1.4 billion, were illiquid. In addition,
certain equity investments made in connection with the Company's private equity and other principal investment
activities, high-yield debt securities, emerging market debt, certain collateralized mortgage obligations and
mortgage-related loan products, bridge financings, and certain senior secured loans and positions are not highly
liquid.

In connection with its private equity, real estate and certain other principal investment activities, the Company
has equity investments (directly or indirectly through funds managed by the Company) in privately and publicly
held companies. At August 31, 1999, the aggregate carrying value of the Company's equity investments in privately
held companies (including direct investments and partnership interests) was $239 million, and its aggregate
investment in publicly held companies was $436 million. The Company also has commitments of $448 million at
August 31, 1999 in connection with its private equity and other principal investment activities.

In addition, at August 31, 1999, the aggregate value of high-yield debt securities and emerging market loans
and securitized instruments held in inventory was $1,551 million (a substantial portion of which was subordinated
debt). These securities, loans and instruments were not attributable to more than 4% to any one issuer, 22% to any
one industry or 6% to any one geographic region. Non-investment grade securities generally involve greater risk
than investment grade securities due to the lower credit ratings of the issuers, which typically have relatively high
levels of indebtedness and are, therefore, more sensitive to adverse economic conditions. In addition, the market for
non-investment grade securities and emerging market loans and securitized instruments has been, and may continue
to be, characterized by periods of volatility and illiquidity. The Company has in place credit and other risk policies
and procedures to control total inventory positions and risk concentrations for non-investment grade securities and
emerging market loans and securitized instruments that are administered in a manner consistent with the
Company's overall risk management policies and procedures (see "Management's Discussion and Analysis of
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Financial Condition and Results of Operations—Risk Management” and Note 9 to the consolidated financial
statements for the fiscal year ended November 30, 1998, included in the Company's Annual Report on Form 10-K).

The Company acts as an underwriter of and as a market-maker in mortgage-backed pass-through securities,
collateralized mortgage obligations and related instruments, and as a market-maker in commercial, residential and
real estate loan products. In this capacity, the Company takes positions in market segments where liquidity can vary
greatly from time to time. The carrying value of the portion of the Company's mortgage-related portfolio at August
31, 1999 traded in markets that the Company believed were experiencing lower levels of liquidity than traditional
mortgage-backed pass-through securities approximated $1,350 million.

In connection with certain of its business activities, the Company provides financing or financing commitments
(on a secured and unsecured basis) to companies in the form of senior and subordinated debt, including bridge
financing on a selective basis. The borrowers may be rated investment grade or non-investment grade and the loans
may have varying maturities. As part of these activities, the Company may syndicate and trade certain positions of
these loans. At August 31, 1999, the aggregate value of loans and positions were $1,927 million. The Company has
also provided additional commitments associated with these activities aggregating $6,909 million at August 31,
1999. At September 30, 1999, the Company had loans and positions outstanding of $2,165 million and aggregate
commitments of $5,789 million. The higher level of the Company's commitments as compared to prior periods is
primarily attributable to increased merger and acquisition activities, particularly in Europe. However, there can be
no assurance that the level of such activities will continue in future periods.

The Company has entered into an agreement that will result in the development of an office tower in New
York City. Pursuant to this agreement, the Company has entered into a 99-year lease for the land at the proposed
development site. The total investment in this project (which will be incurred over the next severa years) is
estimated to be approximately $650 million.

At August 31, 1999 financial instruments owned by the Company included derivative products (generaly in
the form of futures, forwards, swaps, caps, collars, floors, swap options and similar instruments which derive their
value from underlying interest rates, foreign exchange rates or commodity or equity instruments and indices) related
to financial instruments and commodities with an aggregate net replacement cost of $21.0 billion. The net
replacement cost of all derivative products in a gain position represents the Company's maximum exposure to
derivatives related credit risk. Derivative products may have both on- and off-balance sheet risk implications,
depending on the nature of the contract. It should be noted, however, that in many cases derivatives serve to reduce,
rather than increase, the Company's exposure to losses from market, credit and other risks. The risks associated
with the Company's derivative activities, including market and credit risks, are managed on an integrated basis with
associated cash instruments in a manner consistent with the Company's overall risk management policies and
procedures. The Company manages its credit exposure to derivative products through various means, which include
reviewing counterparty financial soundness periodically; entering into master netting agreements and collateral
arrangements with counterparties in appropriate circumstances; and limiting the duration of exposure.

Year 2000 Readiness Disclosure

Many of the world's computer systems (including those in non-information technology equipment and systems)
currently record years in a two-digit format. If not addressed, such computer systems may be unable to properly
interpret dates beyond the year 1999, which could lead to business disruptions in the U.S. and internationally (the
"Year 2000" issue). The potential costs and uncertainties associated with the Year 2000 issue may depend on a
number of factors, including software, hardware and the nature of the industry in which a company operates.
Additionally, companies must coordinate with other entities with which they electronically interact.

The Company has established a firm-wide initiative to address issues associated with the Y ear 2000 issue. Each
of the Company's business areas has taken responsibility for the identification and remediation of Y ear 2000 issues
within its own areas of operations and for addressing all interdependencies. A corporate team of internal and
external professionals supports the business teams by providing direction and company-wide coordination as
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needed. The Year 2000 project has been designated as the highest priority activity of the Company. To ensure that
the Company's computer systems are Y ear 2000 compliant, a team of Information Technology professionals began
preparing for the Year 2000 issue in 1995. Since then, the Company has reviewed its systems and programs to
identify those that contain two-digit year codes and has upgraded its global infrastructure and corporate facilities. In
addition, the Company is actively working with its major external counterparties and suppliers to assess their
compliance and remediation efforts and the Company's exposure to them.

In addressing the Year 2000 issue, the Company has identified the following phases. In the Awareness phase,
the Company defined the Y ear 2000 issue and obtained executive level support and funding. In the Inventory phase,
the Company collected a comprehensive list of items that may be affected by Year 2000 compliance issues. Such
items include facilities and related non-information technology systems (embedded technology), computer systems,
hardware, and services and products provided by third parties. In the Assessment phase, the Company evaluated the
items identified in the Inventory phase to determine which will function properly with the change to the new
century, and ranked items which will need to be remediated based on their potential impact to the Company. The
Remediation phase included an analysis of the items that are affected by Year 2000, the identification of problem
areas and the repair of non-compliant items. The Testing phase included a thorough testing of all repairs, including
present and forward date testing which simulates dates in the Year 2000. The Implementation phase consisted of
placing all items that were remediated and successfully tested into production. Finally, the Integration and External
Testing phase includes exercising business critical production systems in a future time environment and testing with
external entities.

The Company has completed the Awareness, Inventory, Assessment, Remediation, Testing and
Implementation phases pursuant to plan. As of September 30, 1999, Integration Testing has been completed.
External Testing is substantially complete, although the Company will continue to participate in global external
testing through the remainder of 1999 as deemed necessary.

The Company continues to survey and communicate with counterparties, intermediaries, and vendors with
whom it has important financial and operational relationships to determine the extent to which they are vulnerable
to Year 2000 issues. In addition, the major operational relationships with vendors of the Company have been
identified, and the most critical of them have been tested. The Company is closely monitoring the status of non-
compliant vendors. In some cases, the Company has implemented risk reduction steps or created specific
contingency plans to mitigate the risk associated with the non-compliant vendor.

The Company has participated in the planning and execution of the Year 2000 Industrywide Tests organized
by the membership of the Securities Industry Association (the "SIA™). Such testing involved the participation of
hundreds of firms and a significant number of simulated transactions and conditions. Additionally, the Company
has participated in a variety of external testsin the U.S., U.K., Japan, Hong Kong and selected European countries.
The Company has achieved successful resultsin each of the testsin which it participated.

There are many risks associated with the Year 2000 issue, including the possibility of a failure of the
Company's computer and non-information technology systems. Such failures could have a material adverse effect on
the Company and may cause systems malfunctions; incorrect or incomplete transaction processing resulting in
failed trade settlements; the inability to reconcile accounting books and records; the inability to reconcile credit card
transactions and balances; the inability to reconcile trading positions and balances with counterparties; and
inaccurate information to manage the Company's exposure to trading risks and disruptions of funding requirements.
In addition, even if the Company successfully remediates its Year 2000 issues, it can be materially and adversely
affected by failures of third parties to remediate their own Year 2000 issues. The Company recognizes the
uncertainty of such external dependencies since it can not directly control the remediation efforts of third parties.
The failure of third parties with which the Company has financial or operational relationships such as securities
exchanges, clearing organizations, depositories, regulatory agencies, banks, clients, counterparties, vendors
(including data center, data network and voice service providers) and utilities, to remediate their computer and non-
information technology systems issues in a timely manner could result in a material financial risk to the Company.



If the above mentioned risks are not remedied, the Company may experience business interruption or
shutdown, financial loss, regulatory actions, damage to the Company's global franchise and legal liability. In
addition, the Company is monitoring the extent to which the impact of either anticipated or actual Year 2000
problems in the financial services industry, such as a reduction in the general level of investment banking activity
and trading activity by market participants, may affect its business and operations.

The Company has business continuity plans in place for its critical business functions on a worldwide basis.
The Company also has in place a Y ear 2000 Funding Plan (see "Liquidity & Capital Resources”). To help mitigate
the impact of potential Year 2000-related issues, the Company is continuing to review the status of its major
external counterparties and suppliers with respect to their Year 2000 preparation. Where necessary, contingency
plans have been expanded or developed to address specific Y ear 2000 risk scenarios. In addition, the Company has
established a global Command, Control and Communication network (the "C3 Network™) to monitor internal and
external status, manage escalation procedures and provide a rapid response mechanism to address critical issues.
The objective of the C3 Network isto enable Company management, on both a global and regional basis, to monitor
and manage any Y ear 2000 related issues and their impact on the Company's business activities. This preparation
includes the development of analytical tools to monitor critical business functions over the event horizon.
Monitoring and status reporting will be continuous during the event period.

The Company has begun and will continue to test Y ear 2000 specific contingency plans during the remainder
of calendar year 1999 as part of its Year 2000 mitigation efforts. As part of this process, the Company expects to
conduct "dress rehearsals' among all of the Company's business areas and regional locations. The dress rehearsals
will include simulations of potential event scenarios to test the effectiveness of the Company's decision-making
ability and escalation tools and certain of the Company's contingency plans as well as the responsiveness of the
Company's C3 Network.

The Company notes that no contingency plan can guarantee that mission critical systems will not be impacted
by the Y ear 2000 issue, particularly with respect to systemsthat interact with third party products or services outside
the Company's control.

Based upon current information, the Company estimates that the total cost of implementing its Year 2000
initiative will be between $225 million and $250 million. The increase in these estimates from amounts previously
reported primarily relate to revised internal estimates associated with the C3 Network and contingency planning.
The Year 2000 costs include all activities undertaken on Year 2000 related matters across the Company, including,
but not limited to, remediation, testing (internal and external), third party review, risk mitigation and contingency
planning. Through August 31, 1999, the Company has expended approximately $190 million on the Year 2000
project. The majority of the remaining costs are expected to be incurred primarily in relation to the C3 Network and
contingency planning activities. These costs have been and will continue to be funded through operating cash flow
and are expensed in the period in which they are incurred.

The Company's expectations about future costs and the effectiveness of its Year 2000 activities are subject to
uncertainties that could cause actual results to differ materially from what has been discussed above. Factors that
could influence the amount of future costs and the effectiveness of the Year 2000 project include the success of the
Company in identifying computer programs and non-information technology systems that contain two-digit year
codes; the nature and amount of programming and testing required to upgrade or replace any newly discovered Y ear
2000 issues; the nature and amount of testing, verification and reporting required by the Company's regulators
around the world, including securities exchanges, central banks and various governmental regulatory bodies; the
rate and magnitude of related labor and consulting costs; and the success of the Company's external counterparties
and suppliers, as well as worldwide exchanges, clearing organizations and depositories, in addressing the Y ear 2000
issue.

35



Item 3. Quantitative and Qualitative Disclosures About Market Risk

As of August 31, 1999, the Company's market risk (in its trading and related activities) as measured by its
Value-at-Risk ("VaR") model (with a 99% / one day confidence level) has decreased to $31 million as compared to
$38 million at November 30, 1998. This decrease primarily reflected a decrease in the interest rate component of
VaR attributable to a reduction in certain interest rate risk positions, as well as a greater overall diversification
benefit. The decrease was partially offset by an increase in the commodity price component of aggregate value at
risk, which was attributable to increased prices in certain commodities, including energy-related products.

For a further discussion of the Company's risk management policy and control structure, refer to the "Risk
Management” section of the Company's Annual Report on Form 10-K for the fiscal year ended November 30, 1998.
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Part I1. OTHER INFORMATION
Item 1. Legal Proceedings.

The following developments have occurred with respect to certain matters previously reported in the
Company's Annual Report on Form 10-K for the fiscal year ended November 30, 1998 and in the Company's
Quarterly Reports on Form 10-Q for the fiscal quarters ended February 28, 1999 and May 31, 1999.

Penalty Bid Litigation. In Myers v. Merrill Lynch & Co., Inc., et al., on August 23, 1999, the court denied
plaintiffs motion to remand the action, and granted a motion filed by certain defendants to dismiss the complaint on
the grounds of preemption. On September 23, 1999, plaintiffs appealed the decision to the United States Court of
Appeals for the Ninth Circuit.

Nenni, et al. v. Dean Witter Reynolds Inc. On September 29, 1999, the court granted defendant's motion to
dismiss the amended complaint.

Term Trust Class Actions. Motions to dismiss were filed by the defendants in the Florida action on August 30,
1999 and in the New Jersey action on July 26, 1999 and in the New Y ork action on September 10, 1999. The New
Jersey motion was denied by the court on September 27, 1999.

Item 2. Changesin Securities and Use of Proceeds.

(c) To enhance its ongoing stock repurchase program, during the quarter ended August 31, 1999, the Company
sold European-style put options on an aggregate of 700,000 shares of its common stock in addition to those
previously reported. These put options expire on various dates through November 1999. They entitle the holder to
sell common stock to the Company at prices ranging from $84.1220 to $95.2413 per share, athough the Company
may elect cash settlement of the put options instead of taking delivery of the stock. The sale of these put options,
which were made as private placements to third parties, generated proceeds to the Company of approximately $3
million.

Item 6. Exhibits and Reports on Form 8-K.

(a) Exhibits

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

(b) Reports on Form 8-K

Form 8-K dated June 15, 1999 reporting Items 5 and 7.

Form 8-K dated June 24, 1999 reporting Items 5 and 7.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the under signed thereunto duly authorized.

MORGAN STANLEY DEAN WITTER & CoO.
(Registrant)

/s/ JOANNE PACE
By:

Joanne Pace, Controller and
Principal Accounting Officer

Dated: October 15, 1999
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EXHIBIT INDEX
MORGAN STANLEY DEANWITTER & CO.

Quarter Ended August 31, 1999

Description
Dean Witter Reynolds Inc. Branch Manager Compensation Plan, Amended and Restated as of

September 21, 1999.

Dean Witter Reynolds Inc. Financial Advisor Productivity Compensation Plan, Amended and Restated
as of September 21, 1999.

Tax Deferred Equity Participation Plan, Amended and Restated as of September 21, 1999.

Services Agreement by and between the Company and International Business Machines Corporation,
Effective as of July 1, 1999 (Portions of this Exhibit have been omitted pursuant to a request for
confidential treatment of such omitted information under Rule 24b-2).

Computation of earnings per share.

Computation of ratio of earningsto fixed charges.

Letter of awareness from Deloitte & Touche LLP, dated October 14, 1999, concerning unaudited
interim financial information.

Financial Data Schedule.
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