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MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT

The Directors present their interim management ntepnd the condensed consolidated financial statésnef
Morgan Stanley and Co. International plc (the “Camg’) and all of its subsidiary and associated wiadténgs
(together the “Group”), for the six months endedi8@e 2011. This interim report has been preparethé Group
as a whole and therefore gives greater emphasilsos®e matters which are significant to the Compang its
subsidiary and associated undertakings when vieasedwhole.

The interim management report contains certain dotdwooking statements. These statements are madbeb
Directors in good faith based on the informatiormibable at the time of their approval of this repand such
statements should be treated with caution dueddrtherent uncertainties, including both econonnid husiness
risk factors, underlying any such forward-lookimdormation.

RESULTS AND DIVIDENDS

The Group’s profit for the six months to 30 Jund RCafter tax, is $252 million (30 June 2010: $3&illion). No
interim dividends were paid or declared (30 JunEO02&nil).

PRINCIPAL ACTIVITY

The principal activity of the Group is the provisiof financial services to corporations, governraearid financial
institutions. There have not been any signifiadrénges in the Group’s principal activities in #ite months period
under review and no significant change in the Gioypincipal business is expected. The Companytbaised
and regulated by the Financial Services AuthofiBsA").

The Company operates branches in the Dubai Infienat Financial Centre, France, Greece, Korea, the
Netherlands, New Zealand, Poland, the Qatar Fiah@&ntre and Switzerland.

The Group’s ultimate parent undertaking and colitglentity is Morgan Stanley, which, together witte Group
and Morgan Stanley’s other subsidiary undertakirfgsin the Morgan Stanley Group (the “Morgan Stanley
Group”).

BUSINESS REVIEW

During the six months ended 30 June 2011, globake&bhaand economic conditions were negatively impddiy
concerns about a sovereign debt crisis in Eurogela U.S. federal debt ceiling. Global econominditions were
also affected by the natural disaster in Japanpatitical unrest in the Middle East and North A&iicEuropean
equity and debt markets were affected by adversaamic developments, including investor concernsuaithe
sovereign debt crisis, especially in Greece, Paifugeland, Spain and Italy.

The challenging market conditions present uncestafior the business outlook, which may adverselypant the
financial performance of the Group in the futuithe condensed consolidated income statement fasithmonths
to 30 June 2011 is set out on page 9. The Groupfit pfter tax for the six month period to 30 JR@11 decreased
by $99 million to $252 million, a decrease of 28&tnpared to the six month period to 30 June 2010.

The Group’s revenues are best reviewed acrossgipegate of ‘Net gains on financial instrumentsssifed as
held for trading’, ‘Net gains on financial instrunie designated at fair value through profit or lo%¢$et gains on
available-for-sale financial assets’, ‘Interestan®’, ‘Interest expense’ and ‘Other income’. Usthgs measure,
aggregate revenues have declined by 7% to $2,2Bi@min the six month period to 30 June 2011 coregato
$2,398 million for the six month period to 30 JW@10. Revenues declined primarily in Fixed Incorakes and
trading, offset by modest increases in revenues fguity sales and trading, compared to the sixthzoanded 30
June 2010. In addition, Group revenues for thensixths ended 30 June 2011 exclude $247 millionagisggnot
recognised upon initial recognition of financiasiruments where valuation techniques include urrebbé market
data, compared to $58 million for the six month8@June 2010.

The Group’s net interest expense has decreased %yt8 $26 million. Within this, interest income aimderest
expense have increased by 37% and 18% respectiMadymovement was driven by increased trading iactin
securities lending and repurchase agreements dthiengeriod. The Group’s non-interest expenses hawained
in line with the prior period.

The Group’s effective income tax rate was 40% Hfigr six months ended 30 June 2011 compared to 428hefsix
months ended 30 June 2010.



MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT (CONTINUED)

The condensed consolidated statement of finanaialtipn presented on page 12 of the financial statds
reflects increases in the Group’s total assetstatiadi liabilities of 11% as at 30 June 2011 whempared to 31
December 2010. Financial assets and financiallitigisi held for trading have increased by $38,68%on and
$25,473 million respectively. These movements aiengrily due to increases in the Group’s derivaive
instruments and corporate equity instruments, drivg increased trading activity and market voltiin the
period. Notable increases occurred in derivativietssand liabilities of $25,347 million and $26,088lion
respectively, as well as corporate equities assefl1,721 million. Other increases in the Group&ance
sheet were in trade receivables and trade payabl$$9,109 million and $26,236 million respectivetiue to
increased trading activity in the period ended 30eJ2011 compared to 31 December 2010. These sesea
have been partially offset by reductions in se@sipurchased under agreements to resell of $10n#li8n and

in securities sold under agreements to repurchia®&49288 million.

Special purpose entities and securitisation exposes

The Group is involved with various entities in thermal course of business that may be deemed spéoal
purpose entities (“SPESs”). The Group’s interestsSIREs include debt and equity interests and dérevat
instruments, and these interests primarily ariseftrading activity and structured transactionsngotidation of
SPEs is determined in accordance with the Grougtsunting policies. As at 30 June 2011 the totabtssof
SPEs in which the Group has an interest, but whiehnot consolidated by the Group, are $232 mil(@h
December 2010: $135 million) and the Group’s maxmexposure to loss relating to such SPEs is $18®mi
(31 December 2010: $59 million). The increase im-nonsolidated SPE assets and the related maximum
exposure to loss is due to increased position®maonsolidated tradesThe Group’s condensed consolidated
balance sheet includes $4,265 million of assetsngrifrom consolidated SPEs (31 December 2010:5%4,2
million). The Group’s maximum exposure to loss tielg to these assets is $1,526 million (31 Decer2f®di0:
$2,036 million). The increase in the consolidadedets is due to newly consolidated SPEs with arleximum
exposure to loss, partly offset by the unwind ¢faale that had a large maximum exposure to lossivelto the
asset base.

The Group has exposure to mortgage-related risk. atA30 June 2011 the amount recognised on thepGrou
statement of financial position in relation to desitial mortgage backed securities (‘RMBS”) was456@llion

(31 December 2010: $783 million). The Group corgmuo have exposure to commercial mortgage-backed
securities (“CMBS”) arising from its trading actieis. As at 30 June 2011 the amount recognisedhen t
statement of financial position in relation to CMBS$789 million (31 December 2010: $812 million).

Exposure to European peripheral countries

In connection with certain of its Institutional $eities business segment activities, the Groupexa®sure to
European peripheral countries, which are definedx@®sures in Greece, Ireland, Italy, Portugal Spdin. At
30 June 2011, gross funded exposure before thefibehdedges was approximately $4,200 million avet
funded exposure after hedges was approximately0$y8lllion. The majority of this gross funded expmsand
net funded exposure is concentrated in Spain aalg. It Gross funded exposure includes obligatiomsnfr
sovereign governments, corporations, and finanesitutions and the net funded exposure inclutiesimpact
of hedges held by the Group, including credit diéfswap contracts. Net funded exposure excludegdseteld
by members of the Morgan Stanley Group outsideat@ip. Gross and net funded exposures arise ondiigla
instruments classified as held for trading which i@cognised at fair value in the Group's constditiatatement
of financial position, with changes in fair valuscognised in the consolidated income statemerddtfition to
the gross funded exposure, at 30 June 2011, thepGrad European peripheral country exposure forniylet
deposits with banks of approximately $1,700 milliwhich are recognised at amortised cost in the Bsou
consolidated statement of financial position. Saugally all of these deposits are held with Sparbanks. The
Group also has unfunded loans to Italian and Shamtgporations of approximately $300 million.

US Sovereign credit downgrade

On 5 August 2011, Standard & Poor’s lowered itsglaerm sovereign credit rating on the United States
America from AAA to AA+. While U.S. lawmakers reaath agreement to raise the federal debt ceiling on 2
August 2011, the downgrade reflected Standard &’'Bogew that the fiscal consolidation plan withihat
agreement fell short of what would be necessasfdbilize the U.S. government’s medium term deltaahyics.
Subsequently, Fitch and Moody’s reaffirmed the Afeding, although Moody’s has cut its outlook to atee.

The Standard & Poor’'s downgrade could have materdaerse impacts on financial markets and economic
conditions in the United States and throughoutithdd.



MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT (CONTINUED)

US Sovereign credit downgrade (continued)

Because of the unprecedented nature of negativéit crating actions with respect to U.S. government
obligations, the ultimate impacts on global markatsl our business, financial condition and liqyicére
unpredictable and may not be immediately apparent.

Bank levy

In July 2011, the UK Government enacted legislatioposing a bank levy on relevant liabilities ampi¢ies on
the consolidated balance sheets of “UK Banking @sguas defined under the bank levy legislatiorB3At
December 2011. The Group continues to evaluaténpact of this legislation, and estimates the UkhBag
Group will incur a full year charge of $125 millioof which the Group will incur $120 million. Due the bank
levy being determined on relevant liabilities amghides at 31 December 2011, the final charge nitigrdrom
this estimate. The levy is not deductible for UKr@aration Tax purposes.

Risk management

Risk is an inherent part of both Morgan Stanleyid the Group’s business activity and is managethéyGroup
within the context of the broader Morgan Stanlep@r. The Morgan Stanley Group seeks to identifgess,
monitor and manage each of the various types kfimigolved in its activities on a global basis,docordance
with defined policies and procedures and in consiiten of the individual legal entities. The Grépwn risk
management policies and procedures are consisténthese of the Morgan Stanley Group.

Market risk

Market risk refers to the risk that a change in el of one or more market prices, rates, indideplied
volatilities (the price volatility of the underlygninstrument imputed from option prices), correa$ or other
market factors, such as liquidity, will result oskes for a position or portfolio.

The Group is managed within the Morgan Stanley @global framework. The market risk management
policies and procedures of the Group are consistéhtthose of Morgan Stanley Group, including rgjpg of
material risks identified to appropriate key mamagat personnel of the Group. Sound market risk mament
is an integral part of the Group’s culture. Theimas business units and trading desks are resgentib
ensuring that market risk exposures are well-mashagel prudent. The market risk department is resiptanfor
ensuring transparency of material market risks, itodng compliance with established limits, and adating
risk concentrations to appropriate senior managéniem execute these responsibilities, the Morgaamisy
Group monitors its market risk against limits omgEgate risk exposures, performs a variety ofaisklyses and
maintains the Value at Risk (“VaR”) system. A véyief limits are designed to control price and idijty risk.
Market risk is monitored through various measusgatistically (using VaR and related analytical meas); by
measures of position sensitivity; and through matstress testing and scenario analyses. The alatisks
identified by these processes are summarised g@odteel to senior management.

Morgan Stanley utilises Stress VaR (“S-VaR”), whista proprietary methodology that seeks to mealsatie
the Group’s market and credit risks, while adjugtiar the different liquidity characteristics ofetunderlying
risks (in contrast to traditional VaR measures Whice typically calculated using the same horizorefl risks).
It is an important metric used in establishing @reup’s risk tolerance and its capital allocaticemiework. S-
VaR simulates many stress scenarios based on imame26 years of historical data and attempts téucahe
different liquidities of various types of generaldaspecific risks. Additionally, S-VaR captures evand default
risks which are particularly relevant for creditfpolios.

Credit risk

Credit risk refers to the risk of loss arising frdwmrrower or counterparty default when a borroweunterparty
or obligor does not meet its obligations.

The Morgan Stanley Group manages credit risk exjgosn a global basis as well as giving considenatio
each individual legal entity. It does this by emsgrtransparency of material credit risks, ensugogpliance
with established limits, approving material extensi of credit, escalating risk concentrations tprapriate
senior management and mitigating credit risk thhotle use of collateral and other arrangements.
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INTERIM MANAGEMENT REPORT (CONTINUED)

Risk management (continued)
Liquidity and funding risk

Liquidity and funding risk refers to the risk thie Group will be unable to meet its funding obiigas in a
timely manner. Liquidity risk stems from the pdiahrisk that the Group will be unable to obtaiecessary
funding through borrowing money at favourable iegtrrates or maturity terms, or selling assets iimaly
manner and at a reasonable price. The Morgan &taBtoup’s senior management establishes the dveral
liquidity and funding policies of the Morgan Stayl&roup and the liquidity risk management policaxl
procedures conducted within the Group are condistéh those of the Morgan Stanley Group. The Muorg
Stanley Group’s liquidity and funding risk managenpolicies are designed to mitigate the potentsd that
entities within the Morgan Stanley Group and the@r may be unable to access adequate financingréacs
their financial liabilities when they become payahlithout material, adverse franchise or businegmtt. The
key objective of the liquidity and funding risk megement framework is to support the successfuluiat of
both the Group’s and the Morgan Stanley Group’sinass strategies while ensuring ongoing and sefiici
liquidity through the business cycle and duringqas of stressed market conditions.

In managing both the Group’s and the Morgan Sta@eyup’s liquidity and funding risk the compositiand
size of the entire balance sheet, not just finddiehilities, is monitored and evaluated. A sulogia portion of
the Group and Morgan Stanley Group’s total assetssist of liquid marketable securities and shamnte
receivables arising from its sales and tradingviies. The liquid nature of these assets proviiesGroup and
the Morgan Stanley Group with flexibility in finaimg and managing its business.

This liquidity and funding risk management framekvopntinues to provide sufficient liquidity to tihdorgan
Stanley Group and to the Group, and as a reseliGtioup’s capital and liquidity position is satisfary.

Operational risk

Operational risk refers to the risk of financial ather loss, or damage to the Group’s or the Morg§tamley
Group’s reputation, resulting from inadequate dlethinternal processes, people, resources, systemam
other internal or external events (e.g. internaéxternal fraud, legal and compliance risks, dantagehysical
assets, etc.). Legal and compliance risk is ireduith the scope of operational risk and is disalidstow under
“Legal and regulatory risk”.

The Group’s business is highly dependent on théityalio process, on a daily basis, a large numbker o
transactions across numerous and diverse marketamy currencies. In general, the transactionsqased are
increasingly complex. The Group relies on thditgbof its employees, its internal systems, andtegs at
technology centres operated by third parties tagss a high volume of transactions.

The Group also faces the risk of operational failor termination of any of the clearing agents,haxges,
clearing houses or other financial intermediartessies to facilitate securities transactions. hi@ évent of a
breakdown or improper operation of the Group’s thied party’s systems or improper action by thpatties or
employees, the Group could suffer financial logsjrapairment to its liquidity, a disruption of iisinesses,
regulatory sanctions or damage to its reputation.

The Group’s operations rely on the secure procgssitorage and transmission of confidential anderoth
information in its computer systems and may be enslhle to unauthorized access, mishandling or mjsus
computer viruses and other events that could hasecarity impact on such systems. If one or morsuwh
events occur, this potentially could jeopardize @mup’s or the Group’s clients’ or counterpartiegrsonal,
confidential, proprietary or other information pessed and stored in, and transmitted through, e
computer systems. Furthermore, such events couldecaterruptions or malfunctions in the Groupise t
Group’s clients’, the Group’s counterparties’ oirdhparties’ operations, which could result in regional
damage, litigation or regulatory fines or penaltiest covered by insurance maintained by the Grarp,
adversely affect the business, financial conditionesults of operations.

The Morgan Stanley Group has established an opegdtiisk management process which operates oalalg|
and regional basis to identify, measure, monitad aaontrol risk. Effective operational risk manageines
essential to reducing the impact of operationd ieidents and mitigating legal, regulatory, aegutational
risks.

Despite the business contingency plans the Groaprhplace, the Group’s ability to conduct its Imgsis may
also be adversely affected by a disruption in tHestructure that supports its business and themamities in
which it is located. This may include a disruptimvolving physical site access, terrorist actistielisease
pandemics, catastrophic events, electrical, enmigrtal, communications or other services used &y&toup,
its employees or third parties with whom the Greopducts business.

4



MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT (CONTINUED)

Risk management (continued)
Operational risk (continued)

The business continuity management function isaesiple for identifying key risks and threats te torgan
Stanley Group’s resiliency and planning to ensurecavery strategy and required resources areaiteor the
resumption of critical business functions followiagdisaster or other business interruption. Disasteovery
plans are in place for critical facilities and resmes on a global basis. The key components oflibester
recovery plans include: crisis management; busimessvery plans; applications / data recovery; war&a
recovery; and other elements addressing managearatysis, training and testing.

Legal and regulatory risk

Legal and regulatory risk includes the risk of esgp@ to fines, penalties, judgements, damages amd /
settlements in conjunction with regulatory or legealions as a result of non-compliance with appliedegal or
regulatory requirements or litigation. Legal rigkso includes contractual risk such as the risk tha
counterparty’s performance obligations will be uioeceable. In the current environment of rapid aondsibly
transformational regulatory change, the Morgan IBtaGroup also views regulatory change as a comptoofe
legal risk.

The Morgan Stanley Group has established procedbassd on legal and regulatory requirements on a
worldwide basis that are designed to foster compgawith applicable statutory and regulatory regmients.
The Morgan Stanley Group, principally through theghl and Compliance Division, also has established
procedures that are designed to require that thegdfoStanley Group’s policies relating to condethjcs and
business practices be followed globally. In conioectvith its businesses, the Morgan Stanley Groagp énd
continuously develops various procedures addressmges such as regulatory capital requirementss sand
trading practices, new products, potential cordfliof interest, structured transactions, use anekeaping of
customer funds and securities, credit granting, egdaundering, privacy and recordkeeping. In additithe
Morgan Stanley Group has established proceduresiitigate the risk that a counterparty’s performance
obligations will be unenforceable, including corsition of counterparty legal authority and capaetiequacy

of legal documentation, the permissibility of ansaction under applicable law and whether appléeabl
bankruptcy or insolvency laws limit or alter comttzal remedies. The legal and regulatory focustran
financial services industry presents a continuiagitess challenge for the Morgan Stanley Group.

Significant changes in the way that major finans@ilvices institutions are regulated are occuriinthe UK,

the rest of Europe, the US and worldwide. The rmafo being discussed and, in some cases, already
implemented, include several that contemplate cetmamsive restructuring of the regulation of theaficial
services industry. Such measures will likely leadstricter regulation of financial institutions rgally, and
heightened prudential requirements for systemidatiyortant firms in particular. Such measures dantlude
taxation of financial transactions, an increasehi@ number of jurisdictions taxing liabilities amanployee
compensation as well as reforms of the over-thexayu(“*OTC") derivatives markets, such as mandated
exchange trading and clearing, position limits, giarcapital and registration requirements.

Many of these reforms, if enacted, may materiatfga the Group’s and the Morgan Stanley Group’sibess,
financial condition, results of operations and cfaWs in the future.
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Going concern

The economic conditions for the first half of theay were challenging and present difficulties andeutainty
for the business outlook which may adversely implaetfinancial performance of the Group in the fatuThe
Group’s senior management views capital as an itapbisource of financial strength. The Morgan Stanl
Group actively manages its consolidated capitaitiposbased upon, among other things, businessrtygites,
risks, capital availability and rates of returnatiter with internal capital policies, regulatorgugements and
rating agency guidelines and, therefore, in tharutmay expand or contract its capital base to emddthe
changing needs of its businesses.

In line with this active management, during Jund20Morgan Stanley strengthened its capital pasitg
converting it's outstanding Series B Non-CumulatNen-Voting Perpetual Convertible Preferred Stodthva
face value of $7.8 billion and a 10% dividend igbtie Mitsubishi UFJ Financial Group Inc (“MUFG")off
385,464,097 shares in Morgan Stanley’'s common stock

As set out above, the Group operates within thbeajlbquidity management framework of the Morgaargey
Group. This framework is expected to continue tovjate sufficient liquidity to the Morgan Stanley @kip and
to the Group, and the Group’s capital and liquighogition is satisfactory.

Taking all of the above factors into consideratit Directors have no reason to believe that tlwi@will not
have access to adequate resources to continueemtmmal existence for the foreseeable future cofdingly
they continue to adopt the going concern basisreparing the half-yearly report and condensed fifen
statements.

Approved by the Board and signed on its behalf by

Director
25 August 2011



MORGAN STANLEY & CO. INTERNATIONAL plc

DIRECTORS’ RESPONSIBILITY STATEMENT

The Directors, the names of whom are set out betowfirm that to the best of their knowledge:

(a) the condensed set of financial statements has Ipgepared in accordance with International
Accounting Standard (“IAS”) 34Interim Financial Reportingas adopted by the European Union
(“EU"), give a true and fair view of the assetabiiities, financial position and result of the @po and

(b) the interim management report includes a fair ngwd the information required by DTR4.2.7R of the
Disclosure and Transparency Rules, being an indicatf the important events that have occurred
during the period and their impact on the condesstaf financial statements, and a descriptiothef
principal risks and uncertainties for the remairsilgmonths of the financial year.

By order of the Board on 25 August 2011

Director

Board of Directors:

P Bailas

C Bryce

L Francois
C Kelleher
F Petitgas

R Rooney

D Russell

C Woodman



INDEPENDENT REVIEW REPORT TO MORGAN STANLEY & CO.
INTERNATIONAL plc

We have been engaged by the Company to reviewdahdetised set of financial statements in the halftye
financial report for the six months ended 30 Ju@&12which comprises the condensed consolidatedriaco
statement, the condensed consolidated statemerdomiprehensive income, the condensed consolidated
statement of changes in equity, the condensed bdatml statement of financial position, the corsbzh
consolidated statement of cash flows, and relatéelsnl to 10. We have read the other informatiarained in

the half-yearly financial report and considered thke it contains any apparent misstatements or riahte
inconsistencies with the information in the condhset of financial statements.

This report is made solely to the Company in acaoce with International Standard on Review Engagesne
(UK and Ireland) 2410;Review of Interim Financial Information Performdxy the Independent Auditor of the
Entity” issued by the Auditing Practices Board. Our wbas been undertaken so that we might state to the
Company those matters we are required to statéeim tin an independent review report and for no rothe
purpose. To the fullest extent permitted by law,d@enot accept or assume responsibility to anydherdhan

the Company, for our review work, for this repant.for the conclusions we have formed.

Directors' responsibilities

The half-yearly financial report is the responsipibf, and has been approved by, the Directorg Dhrectors
are responsible for preparing the half-yearly firiahreport in accordance with the Disclosure anan§parency
Rules of the United Kingdom’s Financial Servicegharity.

As disclosed in note 1, the annual financial statets of the Group are prepared in accordance WSk as
adopted by the European Union. The condensed ditawitial statements included in this half-yedihancial

report has been prepared in accordance with Iriem@ Accounting Standard 34interim Financial

Reporting”, as adopted by the European Union.

Our responsibility

Our responsibility is to express to the Companymctusion on the condensed set of financial stamésnia the
half-yearly financial report based on our review.

Scope of review

We conducted our review in accordance with Intéonal Standard on Review Engagements (UK and Idglan
2410,"“Review of Interim Financial Information Performdxy the Independent Auditor of the Entifgsued by
the Auditing Practices Board for use in the Unikddgdom. A review of interim financial informatiotonsists
of making enquiries, primarily of persons respolesifor financial and accounting matters, and apuglyi
analytical procedures and other review procedufeseview is substantially less in scope than anitaud
conducted in accordance with International Starglard Auditing (UK and Ireland) and consequentlynet
enable us to obtain assurance that we would beeavaee of all significant matters that might be idféed in

an audit. Accordingly, we do not express an augiition.

Conclusion

Based on our review, nothing has come to our aterthat causes us to believe that the condensedfse
financial statements in the half-yearly financigbort for the six months ended 30 June 2011 ipregared, in
all material aspects, in accordance with Intermaticd\ccounting Standard 34 as adopted by the Earofmion
and the Disclosure and Transparency Rules of theetdKingdom’s Financial Services Authority.

Deloitte LLP

Chartered Accountants and Statutory Auditor
London

25 August 2011



MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED INCOME STATEMENT
Six months ended 30 June 2011

Note Six months Six months

ended 30 ended 30

June 2011 June 2010

$millions $millions

(unaudited) (unaudited)

Net gains on financial instruments classified dd far trading 2,061 2,442
Net gains on financial instruments designatediawédue

through profit or loss 41 106

Net gains on available-for-sale financial assets - 57

Interest income 2,314 1,685

Interest expense (2,340) (1,985)

Other income 144 93

Other expense (2,797) (1,793)

PROFIT BEFORE TAX 423 605

Income tax expense 2 (172) (254)

PROFIT FOR THE PERIOD 252 351

Attributable to:

Equity holders of the Company 251 350

Non-controlling interests 1 1

PROFIT FOR THE PERIOD 252 351

All operations were continuing in the current amipperiod.

The notes on pages 14 to 44 form an integral gdheofinancial statements.



MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE |

Six months ended 30 June 2011

PROFIT FOR THE PERIOD

OTHER COMPREHENSIVE INCOME

Currency translation reserve:
Foreign currency translation differences arisingameign
operations during the period

Fair value reserve:
Available-for-sale financial assets:
Net change in fair value recognised directly iniggu

Income tax relating to components of other compnsive
income

OTHER COMPREHENSIVE INCOME AFTER INCOME
TAX

TOTAL COMPREHENSIVE INCOME
Attributable to:
Equity holders of the Company

Non-controlling interests

TOTAL COMPREHENSIVE INCOME

Note

NCOME
Six months Six months
ended ended
30 June 30 June
2011 2010
$millions $millions
(unaudited) (unaudited)
252 351
70 9)
7 1)
9) -
68 (20)
320 341
313 351
7 (20)
320 341

The notes on pages 14 to 44 form an integral gahteocondensed financial statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUI TY
Six months ended 30 June 2011

Equity
attributable
2010 Currency Capital Capital Fair to equity Non-
Share Share translation redemption contribution value Retained holders of the  controlling Total
capital  premium reserve reserve reserve reserve earnings Company interest equity
$millions  $millions $millions  $millions $millions  $millions $millions $millions $millions  $millions
Balance at 1 January 3,078 513 (62) 1,399 3 3) 1,815 6,743 74 6,817
2010
Profit for the period - - - - - - 350 350 1 351
Other comprehensive
income:
Foreign currency
translation
differences on
foreign operations - - 2 - - - - 2 11) ©)
Net change in fair
value of available-
for-sale assets
recognised directly
in equity - - - - - @ - ] - 1)
Total comprehensive - - 2 - - Q) 350 351 (20) 341
income
Balance at 30 June 3,078 513 (60) 1,399 3 (4) 2,165 7,094 64 7,158
2010
2011
Balance at 1 January 5,578 513 (149) 1,399 3 2) 1,716 9,058 73 9,131
2011
Profit for the period - - - - - - 251 251 1 252
Other comprehensive
income:
Foreign currency
translation
differences on
foreign operations ° - 64 - - - - 64 6 70
Net change in fair
value of available-
for-sale assets
recognised directly
in equity - - ) - - 5 - 2 - 2
Total comprehensive - - 57 - - 5 251 313 7 320
income
Balance at 30 June 5,578 513 (92) 1,399 3 3 1,967 9,371 80 9,451
2011

The notes on pages 14 to 44 form an integral gahteocondensed financial statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

Registered Number: 2068222

CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSIT

As at 30 JUNE 2011

ASSETS
Loans and receivables:
Cash at bank
Securities borrowed
Reverse repurchase agreements
Trade receivables
Other receivables

Financial assets classified as held for tradingioth
approximately $71,819 million (2010: $51,974 mitljavere
pledged to various parties)

Financial assets designated at fair value througfitfor loss
Available-for-sale financial assets

Current tax

Deferred tax assets

Prepayments and accrued income

Property, plant and equipment

Joint venture

TOTAL ASSETS

LIABILITIES AND EQUITY
Financial liabilities at amortised cost:
Bank loans and overdrafts
Securities loaned
Repurchase agreements
Trade payables
Other payables
Subordinated loans
Preference shares

Financial liabilities classified as held for tragin

Financial liabilities designated at fair value thgh profit or loss
Provisions

Current tax

Deferred tax liabilities

Accruals and deferred income

Retirement benefit obligations

TOTAL LIABILITIES

EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF
THE COMPANY

Share capital

Share premium account

Other reserves

Retained earnings

Non-controlling interest
TOTAL EQUITY
TOTAL LIABILITIES AND EQUITY

ION
30 June 31 December
2011 2010
$millions $millions
(unaudited)
15,302 10,436
33,899 27,852
101,370 112,183
83,136 64,027
8,091 13,567
241,798 228,065
309,679 270,994
10,760 9,359
51 44
410 377
46 48
42 29
10 12
7 7
562,803 508,935
298 60
71,099 53,059
88,240 102,528
101,875 75,639
21,955 24,557
7,906 7,906
786 786
292,159 264,535
246,266 220,793
14,255 13,713
20 29
403 434
5 5
240 291
4 4
553,352 499,804
5,578 5,578
513 513
1,313 1,251
1,967 1,716
9,371 9,058
80 73
9,451 9,131
562,803 508,935

The notes on pages 14 to 44 form an integral gahteocondensed financial statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

As at 30 June 2011

NET CASH FLOWS FROM OPERATING ACTIVITIES
INVESTING ACTIVITIES

Purchase of property, plant and equipment
Purchase of available-for-sale financial assets
Proceeds from sale of available-for-sale finanassets

NET CASH FLOWS FROM INVESTING ACTIVITIES

FINANCING ACTIVITIES
Interest paid on subordinated loans

NET CASH FLOWS FROM FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS
Currency translation differences on foreign curgecash
balances

CASH AND CASH EQUIVALENTS AT THE BEGINNING
OF THE PERIOD

CASH AND CASH EQUIVALENTS AT THE END OF
THE PERIOD

Note Six months Six months
ended ended
30 June 30 June
2011 2010
$millions $millions
(unaudited) (unaudited)
3(b) 4,383 1,175
1
(2)
- 2
- 1
(61) (69)
(61) (69)
4,322 1,107
306 (598)
10,376 13,454
3(a) 15,004 13,963

The notes on pages 14 to 44 form an integral gahteocondensed financial statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

1. BASIS OF PREPARATION
a. General information

The information in this interim report does not stitute statutory accounts within the meaning aftide
434 of the Companies Act 2006.

The information for the year ended 31 December 2fdds not constitute statutory accounts as defimed
section 434 of the Companies Act 2006. A copy efstatutory accounts for that year has been deliver
the Registrar of Companies. The auditors’ reporttase accounts, which was unqualified, did notmdra
attention to any matters by way of emphasis andndidcontain statements under section 237(2) oo{3)
the Companies Act 2006.

b. Accounting policies

The Group prepares its annual financial statemeneccordance with International Financial Repaytin
Standards (“IFRS”) as adopted by the European U(iiBl)"). The condensed financial statements have
been prepared in accordance with the Disclosure HBmhsparency Rules of the Financial Services
Authority and in accordance with International Aooting Standard (“IAS”) 34 ‘Interim Financial
Reporting’, as adopted by the EU.

In preparing these condensed financial statemdmsGroup has applied consistently the accounting
policies and methods of computation used in theu@mo financial statements for the year ended 31
December 2010.

New standards and interpretations adopted during tle period

The following standards and interpretations relévanthe Group’s operations were adopted during the
period. Except where otherwise stated, the stalsdand interpretations did not have a material ohpa
the Group’s financial statements.

IAS 24 ‘Related party disclosures’ was revisedhmy tASB in November 2009 for retrospective applarat
in annual periods beginning on or after 1 Janu@¥12 The revised standard was endorsed by thenEU i
July 2010.

An amendment to IAS 3Financial instruments: presentation — classifiaati of rights issuesivas issued
by the IASB in October 2009 for retrospective aggiion in annual periods beginning on or after 1
February 2010. The amendment was endorsed byldhia Becember 2009.

As part of the May 2010mprovements to IFRSthe IASB made amendments to the following stathslar
that are relevant to the Group’s operations: IFRBU3iness combinationgind IAS 27'Consolidated and
separate financial statementdor application in accounting periods beginningar after 1 July 2010). The
improvements were endorsed by the EU in Februaty 20

An amendment to IFRIC 14frepayments of a minimum funding requiremevds issued by the IASB in
November 2009 for retrospective application in airperiods beginning on or after 1 January 201he T
amendment was endorsed by the EU in July 2010.

IFRIC 19°‘Extinguishing financial liabilities with equity struments'was issued by the IASB in November
2009 for retrospective application in annual pesibéginning on or after 1 July 2010 and was endidoye
the EU in July 2010.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

1. BASIS OF PREPARATION (CONTINUED)
New standards and interpretations not yet adopted

At the date of authorisation of these financialtestzents, the following standards and interpretation
relevant to the Group’s operations were issuechby ASB but not yet mandatory. Except where otlszw
stated, the Group does not expect that the adopfitire following standards and interpretationd thve a
material impact on the Group’s financial statements

An amendment to IAS 12ifcome taxeswas issued by the IASB in December 2010 for reteotve
application in annual periods beginning on or aftdanuary 2012.

An amendment to IAS 19Employee benefitsivas issued by the IASB in June 2011 for retrospect
application in annual periods beginning on or aftdanuary 2013.

IAS 27 ‘Consolidated and separate financial statememtsd IAS 28‘Investment in associates and joint
ventures’were revised by the IASB in May 2011, for applioatiin accounting periods beginning on or
after 1 January 2013.

As part of the May 2010 Improvements to IFRSs, tR€B made amendments to IFRS‘Financial
instruments: Disclosuregfor application in accounting periods beginningamafter 1 January 2011) and
in October 2010 an amendment to IFRS 7 was issyetthdo IASB for prospective application in annual
periods beginning on or after 1 July 2011.

IFRS 9‘Financial instruments'was issued by the IASB in November 2009 for retessive application in
annual periods beginning on or after 1 January 2088ough there are expected to be significarsnges
to the presentation of financial instruments by &reup, there is not expected to be a significangact on
net assets.

IFRS 10‘Consolidated financial statementdFRS 11'Joint arrangementsand IFRS 12Disclosure of
interests in other entitiesivere issued by the IASB in May 2011 for retrospectpplication in annual
periods beginning on or after 1 January 2013. T{geeted impact on the Group financial statements of
adopting these new standards is currently beingsassl.

IFRS 13‘Fair value measurementias issued by the IASB in May 2011 for retrospectpplication in
annual periods beginning on or after 1 January 20b8 expected impact of adopting this standarthen
Group financial statements is currently being aseses

Use of estimates and sources of uncertainty

The preparation of financial information requirbe Group to make judgements, estimates and assumapti
regarding the valuation of certain financial instents, pension obligations, the outcome of litgatand
other matters that affect the financial statememid related disclosures. The Group believes that th
estimates utilised in preparing the financial stegats are reasonable, relevant and reliable. Acasailts
could differ from these estimates.

2. TAXEXPENSE

The Group’s tax expense for the period has beeruaddbased on the expected tax rate of 40% for the
period to 30 June 2011 (30 June 2010: 42%). Tdked into account current expectations concerning
allocation of group relief within the Morgan Stapl&JK tax group and prevailing tax rates in the
jurisdictions in which the Group operates.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

3. ADDITIONAL CASH FLOW INFORMATION
a. Cash and cash equivalents

For the purposes of the cash flow statement, cashcash equivalents comprise the following balances
which have less than three months maturity.

30 June 30 June

2011 2010

$millions $millions

Cash at bank 15,302 14,166
Bank loans and overdrafts (298) (203)
15,004 13,963

Included within ‘Cash at bank’ is $9,167 million0(3une 2010: $7,864 million) of segregated cliemidf
that are not available for use by the Group. Theesponding payable is recognised and included in
‘financial liabilities at amortised cost'.

b. Reconciliation of cash flows from operating activies

Six months Six months
ended ended
30 June 30 June
2011 2010
$millions $millions
Profit for the period 252 351
Adjustments for:
Depreciation on property, plant and equipment 1 2
Net gains on available-for-sale investments - (57)
Interest income (2,314) (1,685)
Interest expense 2,340 1,985
Income tax expense 171 254
Profit before changes in operating assets anditiabi 450 850
Change in operating assets
Net increase in loans and receivables (8,690) (38,194)
Net increase in financial assets classified ad fogltrading (38,685) (16,569)
Net increase in financial assets designated avé#dire through
profit or loss (1,401) (682)
(48,776) (55,445)
Change in operating liabilities
Net increase in financial liabilities at amortisembt 26,981 32,898
Net increase in financial liabilities classifiedfzdd for trading 25,473 21,290
Net increase in financial liabilities designatedaat value
through profit or loss 543 1,527
Net decrease in provisions (9) (1)
52,988 55,714
Effect of foreign exchange movements (245) 587
Cash from operating activities 4,417 1,706
Interest received 2,124 1,178
Interest paid (1,924) (1,675)
Income taxes paid (234) (34)
Net cash flows from operating activities 4,383 1,175
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS

Six months ended 30 June 2011

4. FINANCIAL ASSETS AND FINANCIAL LIABILITIES CLASSIFI

ED AS HELD FOR TRADING

Financial assets and financial liabilities categedli as held for trading are summarised in the taddtmw.

31 December 31 December

30 June 2011 30 June 2011 2010 2010
Assets Liabilities Assets Liabilities
$millions $millions $millions $millions

Fair value
Government debt securities 16,433 16,843 16,371 15,105
Corporate equities 57,909 11,995 46,188 14,029
Corporate and other debt 23,651 4,407 22,096 4,721
Derivatives 211,686 213,021 186,339 186,938
309,679 246,266 270,994 220,793

5. SEGMENT REPORTING

Segment information is presented in respect of @meup’s business and geographical segments. The
business segments and geographical segments @@ dashe Group’s management and internal reporting

structure. Transactions between business segnmentsmanormal commercial terms and conditions.

Business segments

Morgan Stanley structures its business segmemsapty based upon the nature of the financial potsiu

and services provided to customers and Morgan &taninternal management structure. The Group’s own

business segments are consistent with those ofdndgganley.

The Group has one reportable business segmeritutiostal Securities, which provides financial sees to
corporations, governments and financial institwiagmcluding sales, trading, financing and markekimg
activities in equity and fixed income securitieddarlated products, including foreign exchange. gaor

Stanley Global Wealth Management and Asset Managemesinesses are presented within ‘Other’ in the

tables below.

Selected financial information to reconcile segniefitirmation to the Group’s consolidated informatic

presented below.

Condensed consolidated income statement
information
Six months ended 30 June 2011

Net gains on financial instruments classified dd far
trading

Net gains on financial instruments designatediat fa
value through profit or loss

Net gains on available-for-sale financial assets
Net interest

Other income

External revenues net of interest expense

Other expense

Profit / (loss) before tax

Income tax (expense) / credit

Profit / (loss) for the period

Institutional
Securities Other Total
$millions $millions $millions
2,049 12 2,061
41 - 41
(28) 2 (26)
140 4 144
2,202 18 2,220
(1,753) (44) (1,797)
449 (26) 423
(181) 10 (a71)
268 (16) 252
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

5. SEGMENT REPORTING (CONTINUED)

Business segments (continued)

Condensed consolidated statement of financial Institutional

position information Securities Other Total
As at 30 June 2011 $millions $millions $millions
Segment assets 558,332 4,464 562,796
Associate 7 - 7
Total assets 558,339 4,464 562,803
Segment liabilities 548,897 4,455 553,352
Total Liabilities 548,897 4,455 553,352
Other segment information

Property, plant and equipment capital expenditure - - -
Depreciation on property, plant and equipment 1 - 1
Condensed consolidated income statement Institutional

information Securities Other Total
Six months ended 30 June 2010 $millions $millions $millions
Net gains on financial instruments classified dd far

trading 2,443 Q) 2,442
Net gains on financial instruments designatediat fa

value through profit or loss 106 - 106
Net gains on available-for-sale financial assets 57 - 57
Net interest (310) 10 (300)
Other income 100 (7) 93
External revenues net of interest expense 2,396 2 2,398
Other expense (1,751) (42) (1,793)
Profit / (loss) before tax 645 (40) 605
Income tax (expense) / credit (271) 17 (254)
Profit / (loss) for the period 374 (23) 351
Condensed consolidated statement of financial

position information

As at 31 December 2010

Segment assets 503,600 5,328 508,928
Joint venture 7 - 7
Total assets 503,607 5,328 508,935
Segment liabilities 496,503 3,301 499,804
Total Liabilities 496,503 3,301 499,804
Other Segment Information

Property, plant and equipment capital expenditure - - -
Depreciation on property, plant and equipment 2 2
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

5. SEGMENT REPORTING (CONTINUED)
Geographical segments
The Group operates in three geographic regionistasl Ibelow:
e Europe, Middle East and Africa (‘"EMEA")
* Americas
» Asia

The following table presents selected consolidatedme statement and consolidated statement afidiab
position information of the Group’s operations bgographic area. The external revenues (net ofdster
expense) and total assets disclosed in the folipwéble reflect the regional view of the Group’srgtions,
on a managed basis. The basis for attributing rateevenues (net of interest expense) and tossEtass
determined by a combination of client and tradiegldlocation.

Geographical EMEA Americas Asia Total
segments
30June 30June 30June 30June 30June 30June 30June 30 June
2011 2010 2011 2010 2011 2010 2011 2010
$millions $millions $millions $millions $millions $millions $millions  $millions

External 2,153 2,352 60 48 7 (2) 2,220 2,398
revenues net
of interest
Profit / (loss) 371 646 46 25 6 (66) 423 605
before income
tax
30 June 31 Dec 30 June 31 Dec 30 June 31 Dec 30 June 31 Dec
2011 2010 2011 2010 2011 2010 2011 2010
$millions  $millions $millions $millions $millions $millions  $millions  $millions

Total assets 478,010 401,829 33,234 58,653 51,559 48,453  562,8(808,935
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

6. FINANCIAL RISK MANAGEMENT

Risk is an inherent part of both Morgan Stanleyid the Group’s business activity and is managethby
Group within the context of the broader Morgan &wnGroup. The Morgan Stanley Group seeks to
identify, assess, monitor and manage each of theugatypes of risk involved in its business adi@s in
accordance with defined policies and procedureshe Group’s own risk management policies and
procedures are consistent with those of the Mo&tanley Group.

As disclosed in the interim management report,Gneup has exposure to European peripheral countries
which are defined as Portugal, Ireland, Italy, @eeand Spain. The Group’s exposure is includetimvit
either the credit risk or the market risk disclesubelow consistent with how the financial instraimis
managed.

Significant risks faced by the Group resulting frasmtrading, financing and investment activities aet out
below.

Credit risk
Credit risk refers to the risk of loss arising franborrower or counterparty default.

The Morgan Stanley Group manages credit risk exjgosn a global basis, but in consideration of each
individual legal entity, including those of the Gm The credit risk management policies and proaesiof
the Morgan Stanley Group include ensuring transpgar®f material credit risks, ensuring compliandéhw
established limits, approving material extensiofisredit and escalating risk concentrations to apgate
senior management. Credit risk management polaidsprocedures for the Group are consistent \Wwithe

of the Morgan Stanley Group and include escalaticappropriate key management personnel of the [isrou

The Group is exposed primarily to significant sexglme credit risk, requiring credit analysis oédfic
counterparties, both initially and on an ongoingibaCredit risk management takes place at thesaction,
counterparty and portfolio levels. In order to hphotect the Group from losses resulting from itsibess
activities, the Group analyses all material lendiagd derivative transactions and ensures that the
creditworthiness of the Group’s counterparties hadowers is reviewed regularly and that creditesye

is actively monitored and managed. The Group assiguligor credit ratings to its counterparties and
borrowers which are intended to assess a countgiparobability of default and are derived using
methodologies generally consistent with those ligeexternal rating agencies. For lending traneastithe
Group evaluates the relative position of its paftic exposure in the borrower’s capital structurd eelative
recovery prospects. Where applicable, the Grosp ebnsiders collateral arrangements and othertstal
elements of the particular transaction. The Groap dredit guidelines that limit potential credipegure to
any one borrower or counterparty and to aggregafeborrowers or counterparties; these limits are
monitored and credit exposures relative to thesédiare reported to key management personnel.

As well as assessing and monitoring its credit eyp® and risk at the individual counterparty levbg
Group also reviews its credit exposure and risgagographic regions. As at 30 June 2011, credit &x@o
was concentrated in North America and Western Eeapnpountries including certain European peripheral
countries. In addition, the Group pays particatiention to smaller exposures in emerging margtsn
their higher risk profile. Country ceiling ratingse derived using methodologies generally condisté
those employed by external rating agencies.

The Group also reviews its credit exposure and taskypes of customers. At 30 June 2011, the Goup’
material credit exposure was to corporate entifiesluding financial institutions) and sovereigrated
entities.

Collateral and other credit enhancements

The amount and type of collateral required by theup depends on an assessment of the credit rigkeof
counterparty. Collateral held is managed in acawdawith the Group’s guidelines and the relevant
underlying agreements. The market value of seearieceived as collateral is monitored on a dadgis
and securities provided as collateral generallyraterecognised in the consolidated statementnanitial
position.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)
Reverse repurchase agreements and securities bedow

The Group manages credit exposure arising fromrseveepurchase agreements and securities borrowed
transactions by, in appropriate circumstances, rieigteinto master netting agreements and collateral
arrangements with counterparties that provide theu in the event of a counterparty default, tigatrto
liquidate collateral and the right to offset a ctuparty’s rights and obligations. Under these rexe
repurchase agreements and securities borrowedattioss, the Group receives collateral, including.U
government and agency securities, other soveredgergment obligations, corporate and other dekd, an
corporate equities. The Group also monitors thievalue of the underlying securities compared he t
related receivable or payable, including accruedrast, and, as necessary, requests additionateell to
ensure such transactions are adequately collaedali

Derivatives

The Group may seek to mitigate credit risk from derivatives transactions in multiple ways. At the
transaction level, the Group seeks to mitigate ttiskugh management of key risk elements suchzasasid
maturity. The Group actively hedges its credit esqpe arising from derivatives through various ficiah
instruments which may include single name, ponfahnd structured credit derivatives. Additionaliiye
Group may enter into master netting agreementscafidteral arrangements with counterparties. These
master netting agreements and collateral arrangisnmeay provide the Group with the ability to offset
counterparty’s rights and obligations, to requedditgonal collateral when necessary and to liquadtite
collateral in the event of counterparty defaulteT®roup monitors the creditworthiness of countenpaito
these transactions on an ongoing basis and reqaestitional collateral in accordance with collatera
arrangements when deemed necessary.

Exposure to credit risk

The maximum exposure to credit risk of the Groupa80 June 2011 is disclosed below, based on the
carrying amount of the financial assets the Grogipebes is subject to credit risk, without takinggaunt of

any collateral held or any other credit enhancemé&mxposure arising from financial instruments not
recognised on the consolidated statement of fimdupdsition is measured as the maximum amounttitieat
Group could have to pay, which may be significagifgater than the amount that would be recognisesl a
liability. This table does not include receivabkessing from pending securities transactions withrket
counterparties. The “unrated” balance represergsptiol of counterparties that individually generate
material credit exposure. This pool is highly dsiéed, monitored and subject to limits.

Financial assets classified as held for trading|ushing derivatives, are subject to traded cradk through
exposure to the issuer of the financial asset@wp manages this issuer credit risk through asket risk
management infrastructure and this traded cresht is incorporated within the VaR-based risk measur
included in the market risk disclosure.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE

Six months ended 30 June 2011

6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)

Exposure to credit risk by class

Class

Loans and receivables:
Cash at bank
Securities borrowed
Reverse repurchase agreements
Trade receivables
Other receivables
Financial assets classified as held for trading:
OTC Derivatives
Financial assets designated at fair value througfitr loss

Unrecognised financial instruments
Contingent commitments
Financial guarantees
Underwriting commitments
Loan commitments
Unsettled reverse repurchase agreements

Maximum exposure to credit risk by credit ratiHg

Credit rating

AAA
AA

A

BBB

BB

B

CCcC
Unrated
Total

Gross credit

MENTS

Gross credit

exposure exposure
30 June 31 December
2011 2010

$millions $millions
15,302 10,436
33,899 27,852
101,370 112,183
36,504 39,632
7,907 13,437
196,732 171,386
10,760 9,359
402,474 384,285
3,227 1,194

1 -

76 128

771 682
49,939 29,784
456,488 416,073

Gross credit

Gross credit

exposure exposure
30 June 31 December
2011 2010
$millions $millions
16,751 34,944
112,514 99,461
265,914 230,416
26,377 22,707
7,766 7,402
13,258 5,932
6,333 7,984
7,575 7,227
456,488 416,073

(1) Internal credit rating derived using method@sggenerally consistent with those used by exteatiag agencies.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)

At 30 June 2011 there were no financial assetsghastut not impaired (31 December 2010: None 3Gt
June 2011 there were no financial assets individimpaired (31 December 2010: None).

Liquidity risk

Liquidity risk is the risk that the entity may encder difficulty in meeting obligations associatedth
financial liabilities that are settled by delivaginash or another financial asset.

The Morgan Stanley Group’s senior management esiedsl the overall liquidity and funding policiestbé
Morgan Stanley Group and the liquidity risk managampolicies and procedures conducted within the
Group are consistent with those of the Morgan &a@roup. The Morgan Stanley Group’s liquidity and
funding risk management policies are designed tgate the potential risk that entities within thie@rgan
Stanley Group, including those of the Group, mayubable to access adequate financing to servide the
financial liabilities when they become payable with material, adverse franchise or business impabe

key objective of the liquidity and funding risk n@gement framework is to support the successfulugieat

of both the Group’s and the Morgan Stanley Grouplsiness strategies while ensuring ongoing and
sufficient liquidity through the business cycle ahding periods of stressed market conditions.

Liquidity management policies

The principal elements of the Morgan Stanley Greusmd the Group’s liquidity management framework,
are the Contingency Funding Plan (“CFP”) and ligyideserves. Comprehensive financing guidelines
(secured funding, long-term funding strategy, ausptapacity, diversification and staggered maasgijti
support the Morgan Stanley Group, as well as tfeu@s, target liquidity profile.

Contingency Funding Plan CFP is the Morgan Stanley Group’s primary ligtyidisk management tool.
The CFP models a potential, prolonged liquidity tcaction over a one-year time period and sets farth
course of action to effectively manage a liquiditeent. The CFP and liquidity risk exposures aiadated
on an ongoing basis and reported to the Firm Risk@ittee, Asset / Liability Management Committeaq a
other appropriate risk committees including thedpean Financial Risk Committee

CFP is produced on a Morgan Stanley Group as veelinajor group and subsidiary level, including the
Group, to capture specific cash requirements asll agailability at various legal entities. The C&3umes
that Morgan Stanley does not have access to casimidly be held at certain subsidiaries due to etgny,
legal or tax constraintisut that the Group does have access to the caljuatity reserve held by Morgan
Stanley as do all other Morgan Stanley subsidiaries

The Morgan Stanley Group’s and the Group’s CFP maumrporates scenarios with a wide range of
potential cash outflows during a liquidity stressemst, including, but not limited to, the followindi)
repayment of all unsecured debt maturing within gear and no incremental unsecured debt issuaiice; (
maturity roll-off of outstanding letters of credifth no further issuance and replacement of ca$lhtecal;

(iii) return of unsecured securities borrowed amy aash raised against these securities; (iv) @il
collateral that would be required by counterpartieshe event of a three-notch long-term creditngst
downgrade; (v) higher haircuts on or lower avallgbof secured funding; (vi) client cash withdraa(vii)
drawdowns on unfunded commitments provided to tipiadgties; and (viii) discretionary unsecured debt
buybacks.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2011

6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk (continued)
Liquidity management policies (continued)

Global Liquidity ReservesThe Morgan Stanley Grougeeks to maintain a target liquidity reserve ("the
global liquidity reserve”) that is sized to covaailgt funding needs and meet strategic liquiditygtds as
outlined in the CFP. The global liquidity reserigeheld within Morgan Stanley and the Morgan Stanle
Group’s major operating subsidiaries and consi$tsash and cash equivalents and central bank Higib
unencumbered securities (predominantly consistihd)&. and European government bonds and U.S.
agency and agency mortgage-backed securities)addfition to the global liquidity reserve, the Group
maintains a locally managed liquidity reserve whicimsists of cash and cash equivalents and cedvardd
eligible unencumbered (predominantly consistingeafopean and UK government bonds). In addition to
the liquidity reserve held by the Group, the Grdwas access to the global liquidity reserve. Therddn
Stanley Group’s and the Group’s funding requiremeamid target liquidity reserves may vary based on
changes to the level and composition of its balasfwet, timing of specific transactions, clientaficing
activity, market conditions and seasonal factors.

Funding management policies

The Morgan Stanley Group’s funding management jediare designed to provide for financings that are
executed in a manner that reduces the risk of plienu to the Morgan Stanley Group’s and the Group’s
operations. The Morgan Stanley Group pursues aegly of diversification of secured and unsecured
funding sources (by product, by investor and byamgand attempts to ensure that the tenor of tiegih
Stanley Group’s, and the Group’s, liabilities egual exceeds the expected holding period of thetsss
being financed. Maturities of financings are dasid) to manage exposure to refinancing risk in amy o
period.

The Morgan Stanley Group funds its balance sheet giobal basis through diverse sources. Thesessu
may include the Morgan Stanley Group’s equity apibng-term debt, repurchase agreements, sauriti
lending, deposits, commercial paper, letters oflitrand lines of credit. The Morgan Stanley Grdgs
active financing programs for both standard andicttired products in the U.S., European and Asian
markets, targeting global investors and currensiesh as U.S. dollar, Euro, British pound, Australillar
and Japanese Yen.

In managing both the Group’s and the Morgan Sta@eyup’s funding risk the composition and sizehs t
entire statement of financial position, not justaficial liabilities, is monitored and evaluated.substantial
portion of the Morgan Stanley Group’s total assetssist of highly liquid marketable securities ashebrt-

term receivables arising from its Institutional Gefies sales and trading activities. The liquature of

these assets provides the Group and the Morgate$t@noup with flexibility in financing and managjrits

business.

Maturity analysis

In the following maturity analysis of financial bdities, derivative contracts and other finandiabilities
held as part of the Group’s trading activities disclosed on demand and presented at fair valuesistent
with how these financial liabilities are manageahalcial liabilities designated at fair value aisctbsed
according to their earliest contractual maturityd presented at their fair value, consistent witkv lthese
financial liabilities are managed. All other amainépresent undiscounted cash flows payable b¢thap
arising from its financial liabilities to earliesbntractual maturities as at 30 June 2011. Repatgren
financial liabilities that are subject to immediatetice are treated as if notice were given imntetiiaand
are classified as on demand. This presentatiocoisidered by the Group to appropriately reflea th
liquidity risk arising from those financial liaktiés, presented in a way that is consistent wittv libe
liquidity risk on thesdinancial liabilities is managed by the Group.
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6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk (continued)
Maturity analysis (continued)

More than 1 More than 3
month but months but More than 1

instruments

Lessthan lessthanZ less than 1year but less More than 5
On demand 1 month months year than 5 years years Total
30 June 2011 $millions  $millions  $millions  $millions  $millions  $millions  $millions
Financial liabilities
Financial liabilities at amortised cost:
Bank loans and overdrafts 298 - - - - - 298
Securities loaned 64,404 1,351 2,548 2,79€ - - 71,09¢
Repurchase agreements 25,54z 38,76¢ 15,842 7,302 2,677 - 90,132
Trade payables 101,87¢ - - - - - 101,87¢
Other payables 10,761 - - 7,812 2,272 1,11C 21,95t
Subordinated loans 9 20 89 473 8,852 9,443
Preference shares * - 16 - 70 1,203 1,28¢
Financial liabilities classified as held
for trading:
Derivatives 213,021 - - - - - 213,021
Other 33,25 - - - - - 33,24k
Financial liabilities designated at fair 9,011 57 73 820 3,761 533 14,25t
value through profit or loss
Total financial liabilities 458,157 40,186 18,499 18,819 9,253 11,698 556,612
Unrecognised financial instruments
Contingent commitments 3,227 - - - - - 3,227
Financial guarantees 1 - - - - - 1
Lease commitments 6 - - - 16 - 22
Underwriting commitments - 76 - - - - 76
Loan commitments 771 - - - - - 771
Unsettled reverse repurchase 49,93¢ - - - - - 49,93¢
agreements
Total unrecognised financial 53,944 76 - - 16 - 54,036

* The principal portion of the Preference sharesssumed to be redeemed in 20 years

The Group does not expect that all of the cash dlassociated with

commitments will be required.

contingent commitments and loan
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6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk (continued)
Maturity analysis (continued)
More than 1 More than 3 More than 1

month but months but year but
Lessthan lessthan& lessthan1 less than tMore than5

On demand 1 month months year years years Total
31 December 2010 $millions  $millions  $millions  $millions  $millions  $millions  $millions
Financial liabilities
Financial liabilities at amortised cost:
Bank loans and overdrafts 60 - - - - - 60
Securities loaned 43,33¢ 1,366 4,450 3,601 307 - 53,05¢
Repurchase agreements 30,38C 51,13C 13,07¢ 6,105 1,894 - 102,58z
Trade payables 75,63¢ - - - - - 75,639
Other payables 10,157 - - 11,187 2,137 1,076 24,557
Subordinated loans - 10 20 92 491 9,114 9,727
Preference shares * - - - 18 80 1,287 1,38t
Financial liabilities classified as held for
trading:
Derivatives 186,937 - - - - - 186,938
Other 33,85€ - - - - - 33,855
Financial liabilities designated at fair 8,012 627 208 732 3,131 1,003 13,71<

value through profit or loss

Total financial liabilities 388,376 53,133 17,751 21,735 8,040 12,480 501,515

Unrecognised financial instruments
Contingent commitments 1,194 - - - - - 1,194

Financial guarantees - - - - - - -

Lease commitments 7 - - - 19 - 26
Underwriting commitments - - 128 - - - 128
Loan commitments 682 - - - - - 682
Unsettled reverse repurchase agreements 29,784 - - - - - 29,784
Total unrecognised financial instruments 31,667 - 128 - 19 - 31,814

* The principal portion of Preference shares izias=d to be redeemed in 20 years

The Group does not expect that all of the cashdlassociated with letters of credits and loan camarits
will be required.
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6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk

Market risk refers to the risk that a change inleéhel of one or more market prices, rates, indigaplied
volatilities (the price volatility of the underlygninstrument imputed from option prices), correas or
other market factors, such as liquidity, will rasallosses for a position or portfolio.

Sound market risk management is an integral patheiGroup’s and the Morgan Stanley Group’s culture
The Group is responsible for ensuring that marleit exposures are well-managed and prudent and more
broadly for ensuring transparency of material miarigks, monitoring compliance with establisheditan

and escalating risk concentrations to approprietés management.

To execute these responsibilities, the Morgan 8ya@roup monitors the market risk of the firm again
limits on aggregate risk exposures, performs aewaf risk analyses, routinely reports risk sumegeand
maintains the Value at Risk (“VaR") system. Thhsgts are designed to control price and markeuitiity
risk. Market risk is monitored through various maas: statistically (using VaR and related anatic
measures); by measures of position sensitivity; thnough routine stress testing and scenario ag@slyghe
material risks identified by these processes amnsarised and reported to senior management.

The Group is managed within the Morgan Stanley @oglobal framework. The market risk management
policies and procedures of the Group are consiskétht those of the Morgan Stanley Group, including
reporting of material risks identified to appropei&ey management personnel of the Group.

Risk and capital management initiative

The Group also performs routine stress testing aoencomprehensively monitor the risks in the pdidfo
Morgan Stanley utilises Stress VaR (“S-VaR”), whisha proprietary methodology that seeks to measure
both the Group’s market and credit risks, whileuating for the different liquidity characteristicé the
underlying risks (in contrast to traditional VaR aseres which are typically calculated using the esam
horizon for all risks). It is an important metrsed in establishing the Group’s risk tolerance igsdapital
allocation framework. S-VaR simulates many stssnarios based on more than 25 years of historica
data and attempts to capture the different ligigiglitof various types of general and specific risks.
Additionally, S-VaR captures event and defaultsiskich are particularly relevant for credit polits.

Sales and Trading and Related Activities
Primary market risk exposures and market risk mamagnt

During the first half of 2011, the Group had expesuo a wide range of interest rates, equity prit@eign
exchange rates and commodity prices and the assddraplied volatilities and spreads, related @ ghobal
markets in which it conducts its trading activities

The Group is exposed to interest rate and credé@asprisk as a result of its market-making acegitand
other trading in interest rate sensitive finandmstruments (e.g. risk arising from changes in lthes| or
implied volatility of interest rates, the shapetié yield curve and credit spreads). The activitiesn which
those exposures arise and the markets in whichGtloeip is active include, but are not limited toe th
following: government debt, investment grade and-imvestment grade corporate debt, interest rate
derivatives, emerging market corporate and goventmbebt, and distressed corporate debt.

The Group is exposed to equity price and impliethtiity risk as a result of making markets in dgui
securities and derivatives as well as maintainingppetary positions. The Group is exposed to fprei
exchange rate and implied volatility risk as a hesifl making markets in foreign currencies and igne
currency derivatives and from holding non U.S. aetlenominated financial instruments. The Group is
exposed to commodity price and implied volatilitiskr as a result of market-making activities and
maintaining positions in physical commodities (sashbase metals) and related derivatives. Comgnodit
exposures are subject to periods of high pricetiityaas a result of changes in supply and demafhitese
changes can be caused by physical production,pioatadion and storage issues; or geopolitical athero
events that affect the available supply and le¥elesnand for these commodities.
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6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk (continued)

The Group, as part of the Morgan Stanley Groupdbagl market risk management framework manages its
trading positions by employing a variety of risktigition strategies. These strategies include difreation

of risk exposures and hedging. Hedging activitieastst of the purchase or sale of positions inteela
securities and financial instruments, includingasiety of derivative products (e.g., futures, fords swaps
and options). Hedging activities may not alwaysvjgte effective mitigation against trading losse® da
differences in the terms, specific characteristicsother basis risks that may exist between thegéed
instrument and the risk exposure that is being édddgrhe Group manages the market risk associatad w
its trading activities on a Group basis, on a gxtitde basis, on a worldwide trading division lee@ld on an
individual product strategy level. The Group marsaged monitors its market risk exposures in suelayn
as to maintain a portfolio that the Group belieiewell-diversified in the aggregate with respecitarket
risk factors and that reflects the aggregate idérance of key entities within the Group as esshbd by
the Group’s senior management.

Aggregate market risk limits have been approvedttier key entities within the Group and major trgdin
divisions globally (equity and fixed income, whigfktludes interest rate products, credit produaisgifn
exchange and commodities) as well as for the Morgtmley Group. Additional market risk limits are
assigned to trading desks and, as appropriateypt®dnd regions. Trading division risk manageeskdisk
managers, traders and the market risk departmenitenanarket risk measures against limits in acaom
with policies set by senior management.

The market risk department independently revieves@lnoup’s trading portfolios on a regular basisrfra
market risk perspective utilising VaR and othermitative and qualitative risk measures and analy$ae
Group’s trading businesses and the market risk rtiepat also use, as appropriate, measures such as
sensitivity to changes in interest rates, priceplied volatilities and time decay to monitor areport
market risk exposures. Net exposure, defined apdbential loss to the Group over a period of tim¢he
event of default of a referenced asset, assuminy rezovery, is one key measure the Group employs t
standardise the aggregation of market risk expgsaoeoss cash and derivative products. Stressgest
which measures the impact on the value of existiagfolios of specified changes in market factars f
certain products, is performed periodically anddsiewed by trading division risk managers, desk ri
managers and the market risk department.

VaR

The Group uses the statistical technique known @R ¥s one of the tools used to measure, monitor and
review the market risk exposures of its tradingtfetios. The market risk department calculates and
distributes daily VaR-based risk measures to varleuels of management.

VaR methodology, assumptions and limitations

The Group estimates VaR using a model based oarigiat simulation for major market risk factors and
Monte Carlo simulation for name-specific risk inrteén equity and fixed income exposures. Historical
simulation involves constructing a distributionhyfpothetical daily changes in the value of tradiogtfolios
based on two sets of inputs: historical observatibdaily changes in key market indices or otherkaa
factors (“market risk factors”); and information d¢ime current sensitivity of the portfolio values ttese
market risk factor changes. The Group’s VaR modssuapproximately four years of historical data to
characterise potential changes in market risk factbhe Group’s 95% one-day VaR corresponds to the
unrealised loss in portfolio value that, based mtohically observed market risk factor movememtsuld
have been exceeded with a frequency of 5%, ortfimes in every 100 trading days, if the portfoli@re
held constant for one day.

The Group’s VaR model generally takes into accdingar and non-linear exposures to price risk and
interest rate risk, and linear exposures to impliettility risks. Market risks that are incorpagdtin the
VaR model include equity and commodity prices, res¢ rates, foreign exchange rates and associated
implied volatilities. As a supplement to the usehidtorical simulation for major market risk facipthe
Group’s VaR model uses Monte Carlo simulation teptese name-specific risk in equities and credit
products (i.e. corporate bonds and credit derieaiv
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6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk (continued)

The Group’s VaR models evolve over time in respansehanges in the composition of trading portfelio
and to improvements in modelling techniques andesys capabilities. The Group is committed to
continuous review and enhancement of VaR methodkdognd assumptions in order to capture evolving
risks associated with changes in market structncedynamics. As part of regular process improvemen
additional systematic and name-specific risk factoray be added to improve the VaR model’s ability t
more accurately estimate risks to specific asseisels or industry sectors.

Among their benefits, VaR models permit estimatimina portfolio’s aggregate market risk exposure,
incorporating a range of varied market risks; ietflésk reduction due to portfolio diversificati@n hedging
activities; and can cover a wide range of portfalésets. However, VaR risk measures should bepreted
carefully in light of the methodology’s limitationa/hich include the following: past changes in nednisk
factors may not always yield accurate predictiohghe distributions and correlations of future netrk
movements; changes in portfolio value in responsmdrket movements (especially for complex dereati
portfolios) may differ from the responses calculay a VaR model; VaR using a one-day time horizay
not fully capture the market risk of positions thannot be liquidated or hedged within one day; the
historical market risk factor data used for VaRmeation may provide only limited insight into lossthat
could be incurred under market conditions thatiemesual relative to the historical period usedstineating
the VaR; and published VaR results reflect pastitiga positions while future risk depends on future
positions. The Group is aware of these and othgtdtions and, therefore, uses VaR as only one ool

in its risk management oversight process. As empthiabove, this process also incorporates streiage
and scenario analyses and extensive risk monitodanglysis, and control at the trading desk, dvisi
entity, group and global levels.

VaR for the six months ended 30 June 2011

The table presents the Group’s Trading, Non-tradind Aggregate VaR for each of the Group’s primary
market risk exposures on a period-end, averagehaidand low basis for the six months ending 30eJun
2011 and year ended 31 December 2010, incorporatibgtantially all financial instruments generating
market risk that are managed by the Group’s trabimgjnesses. This measure of VaR incorporates afiost
the Group'’s trading-related market risks. Howeaesmall proportion of trading positions generatingrket
risk is not included in VaR, and the modelling bEtrisk characteristics of some positions reliesenup
approximations that, under certain circumstancesidcproduce different VaR results from those pasth
using more precise measures.

The Group’s Trading VaR includes mark-to-marketdiag exposures and associated hedges. In addition,
counterparty credit valuation adjustments and eeléiedges are also included in Trading VaR.

Since the VaR statistics reported below are estismaased on historical position and market dat&® Va
should not be viewed as predictive of the Grouptsife revenues or financial performance or of litifitg to
monitor and manage risk. There can be no assuthat¢he Group’s actual losses on a particularlitly
not exceed the VaR amounts indicated below orgheh losses will not occur more than five time40®
trading days. VaR does not predict the magnitud®sdges which, should they occur, may be signifigan
greater than the VaR amount.
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6. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk (continued)

The table below presents 95% One-day VaR for e&theoGroup’s primary market risk categories and on
an aggregate basis.

95% One-Day VaR 95% One-Day VaR
for the six months for the year
95% Total VaR ended 30 June 2011 ended 31 December 2010
Period Period
Primary Market Risk End Average High Low End Average High Low
Category $m $m $m $m $m $m $m $m
Interest rate and credit
spread 47 53 65 47 55 60 79 35
Equity price 21 21 35 16 26 21 53 11
Foreign exchange rate
9 8 16 3 10 9 18 3
Commodity price 5 3 6 2 2 3 9 2
Less diversification
benefit1)(2) (32) (28) N/A N/A (24) (26) (61) (10)
Total trading VaR 50 57 78 46 69 67 98 41

(1) Diversification benefit equals the differeritween total trading VaR and the sum of the VlaRthe four risk categories. This benefit
arises because the simulated one-dayddeseach of the four primary market risk categ@ccur on different days; similar
diversification benefits also are taketo iaccount within each category.

(2) N/A - Not applicable. The minimum VaR valdesthe total and each of the four risk categonight have occurred on different days
during the period and therefore the diieegion benefit is not an applicable measure

The Group’s Average Trading VaR for the six morghsled 30 June 2011 was $57 million compared with
$67 million for the year ended 31 December 2016e @ecrease has been driven primarily by a decirase
interest rate and credit spread risk.

Interest rate risk

The Group’s Trading VaR excludes certain fundimdpilities and money market transactions. As ati8teJ
2011, the net notional amount of certain fundiadpilities and money market transactions excludethfthe
Group’s Trading VaR was approximately $1 billioongpared to $12 billion as at 31 December 2010. The
application of a parallel shift in interest ratd50 basis points increase or decrease to thesgopsswvould
result in a net gain or loss to the Group of appnaexely $2.4 million as at 30 June 2011 compared tet
gain or loss of $2.5 million as at 31 December 2010
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Market Risk (continued)
Currency risk

The Group has foreign currency exposure arisingifits investments in branches and subsidiaries avher
those investments operate in currencies otherWdollars. For the foreign currency exposure agigrom

its investment in subsidiaries and branches thataip in currencies other than US dollars, the ritgjof

this foreign currency risk has been hedged by othembers of the Morgan Stanley Group, primarily
Morgan Stanley, by utilising both forward foreigrurcency exchange contracts and non-US dollar
denominated debt.

The analysis below details this foreign currencyasure for the Group, by foreign currency, and Wates

the impact on other comprehensive income of a redsy possible parallel shift of the foreign cugn
against the US dollar, with all other variablesdhebnstant. This analysis does not take into adcthen
effect of any foreign currency hedges held by tlmm@any or by other members of the Morgan Stanley
Group.

30 June 2011 31 December 2010
Sensitivity to applied Sensitivity to applied
percentage change in percentage change in currency

currency (+/-) (+/-)

Foreign Percentage Other Foreign  Percentage Other
currency change comprehensive currency change comprehensive
exposure applied income exposure applied income
$millions % $millions $millions % $millions

Australian Dollar (29) 27% 5 (6) 27% 2
British Pound 50 29% 15 44 29% 13
Euro 474 9% 43 366 7% 25
New Taiwan Dollar 69 8% 6 60 8% 5
New Zealand Dollar 2 24% - 2 24% -
Singapore Dollar 4 9% - 4 9% -
South Korean Won 227 42% 95 183 42% 77
Swedish Krona 16 23% 4 15 23% 3
Swiss Franc 8 10% 1 5 10% -
831 673

The reasonably possible percentage change in thency rate against US dollars has been calculadsdd
on the greatest annual percentage change in thmdpeffective from 1 December 2007. The peramta
change applied may not be the same percentageeiratige currency rate for the period.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE
a. Fair value hierarchy

Financial instruments recognised at fair valuetaoken down for disclosure purposes into a threel Iair
value hierarchy based on the observability of in@s follows:

* Quoted prices (unadjusted) in an active marketifi@ntical assets or liabilities (Level %)valuations
based on quoted prices in active markets for idahtissets or liabilities that the Morgan Stanlegup
has the ability to access. Valuation adjustmentd hlock discounts are not applied to Level 1
instruments. Since valuations are based on quaiedspthat are readily and regularly available in a
active market, valuations of these products dcentdil a significant degree of judgement.

» Valuation techniques using observable inputs (L&Yelvaluations based on one or more quoted prices
in markets that are not active or for which allnéfigant inputs are observable, either directly or
indirectly.

» Valuation techniques with significant non-obsereabiiputs (Level 3} valuations based on inputs that
are unobservable and significant to the overall\failue measurement.

Fair value control processes

The Group employs control processes to validatdahevalue of its financial instruments, includitigose
derived from pricing models. These control processe designed to assure that the values usenhéorcfal
reporting are based on observable inputs wherewssilple. In the event that observable inputs ate no
available, the control processes are designedsir@ashat the valuation approach utilised is appatg and
consistently applied and that the assumptionseasonable. These control processes include reétie
pricing model’s theoretical soundness and apprtgmess by Morgan Stanley Group personnel with aglev
expertise who are independent from the tradingslesk

Additionally, groups independent from the tradingiglons within the financial control, market risiad
credit risk management departments participatbarréview and validation of the fair values gereddtom
pricing models, as appropriate. Where a pricing ehdsl used to determine fair value, recently exedut
comparable transactions and other observable matétt are considered for purposes of validating
assumptions underlying the model.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI

a. Fair value hierarchy (continued)

Financial assets and liabilities recognised at faivalue

NUED)

The following table presents the carrying valughaf Group’s financial assets and liabilities, retegd at
fair value, classified according to the fair vahierarchy described above:

30 June 2011 Valuation
techniques
Valuation with
Quoted techniques significant
prices in using non-
active observable observable
market inputs inputs
(Level 1) (Level 2) (Level 3) Total
$millions  $millions  $millions  $millions
Financial assets classified as held for trading:

- Government debt securities 11,943 4,490 - 16,433

- Corporate equities 48,172 9,523 214 57,909

- Corporate and other debt 19,648 3,981 23,651

- Derivatives 5,132 202,911 3,643 211,686
Total financial assets classified as held for tmgdi 65,269 236,572 7,838 309,679
Financial assets designated at fair value through
profit or loss - 10,760 - 10,760
Available-for-sale financial assets:

- Corporate equities 3 - 48 51
Total financial assets measured at fair value 65,27 247,332 7,886 320,490
Financial liabilities classified as held for tragin

- Government debt securities 13,652 3,191 - 16,843

- Corporate equities 9,168 2,827 11,995

- Corporate and other debt 4,402 - 4,407

- Derivatives 9,483 197,774 5,764 213,021
Total financial liabilities classified as held foading 32,308 208,194 5,764 246,266
Financial liabilities designated at fair value thgh
profit or loss - 13,917 338 14,255
Total financial liabilities measured at fair value 32,308 222,111 6,102 260,521
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)
a. Fair value hierarchy (continued)

Financial assets and liabilities recognised at faivalue (continued)

31 December 2010 Valuation
techniques
Valuation with
Quoted techniques significant
prices in using non-
active observable observable
market inputs inputs
(Level 1)  (Level2)  (Level 3) Total

$millions $millions $millions  $millions

Financial assets classified as held for trading:

- Government debt securities 12,369 4,002 - 16,371
- Corporate equities 44,908 1,134 146 46,188
- Corporate and other debt 110 18,627 3,359 22,096
- Derivatives 968 183,006 2,365 186,339
Total financial assets classified as held for tgdi 58,355 206,769 5,870 270,994

Financial assets designated at fair value through
profit or loss - 8,830 529 9,359

Available-for-sale financial assets:
- Corporate equities 4 - 40 44
Total financial assets measured at fair value 78,35 215,599 6,439 280,397

Financial liabilities classified as held for tragin

- Government debt securities 11,944 3,161 - 15,105
- Corporate equities 13,571 447 11 14,029
- Corporate and other debt - 4,695 26 4,721
- Derivatives 924 182,150 3,864 186,938
Total financial liabilities classified as held foading 26,439 190,453 3,901 220,793

Financial liabilities designated at fair value thgh
profit or loss - 12,858 855 13,713

Total financial liabilities measured at fair value 26,439 203,311 4,756 234,506
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)

a. Fair value hierarchy (continued)

Financial assets and financial liabilities classifi as held for trading and available-for-sale finéal assets

Government debt securities

The fair value of sovereign government obligatiengenerally based on quoted prices in active niarke
When quoted prices are not available, fair valuddsermined based on a valuation model that has as
inputs interest rate yield curves, cross-currenagid index spreads, and country credit spreads for
structures similar to the bond in terms of issumaturity and seniority. These bonds are generally
categorised in Levels 1 or 2 of the fair value &iehy.

Corporate equities

Exchange-Traded Equity Securitie€xchange traded equity securities are generallyed based on
guoted prices from the exchange. To the extesetisecurities are actively traded, valuation adjasts
are not applied and they are categorised in Levef the fair value hierarchy; otherwise, they are
categorised in Level 2.

Investments. The Group’s investments include exchange-tradedtyegacurities, direct private equity
investments and investments in private equity fumdal estate funds and hedge funds. Initiallg, th
transaction price is generally considered by theuBras the exit price and is the Group’s best edarof
fair value.

After initial recognition, in determining the faualue of internally and externally managed funtte t
Group considers the net asset value of the fundiged by the fund manager to be the best estinfate o
fair value. For direct private investments andvgitely held investments within internally managed
funds, fair value after initial recognition is bdsen an assessment of each underlying investment,
considering rounds of financing third party trarigats, discounted cash flow analyses and marketebas
information, including comparable company trangawj trading multiples and changes in market
outlook, among other factors. If the investmemésexchange-traded they will be categorised aslleve
otherwise they will be categorised as Level 3.

Corporate and other debt

Corporate Bonds.The fair value of corporate bonds is estimated gusatently executed transactions,
market price quotations (where observable), bomeagjs or credit default swap spreads adjustednfpr a
basis difference between cash and derivative imgnis. The spread data used are for the sameityatur
as the bond. If the spread data does not refertbiecissuer, then data that reference a compaisler

are used. When observable price quotations aravailable, fair value is determined based on dash
models with yield curves, bond or single name dreldifault swap spreads and recovery rates as
significant inputs. Corporate bonds are generedliiegorised in Level 2 of the fair value hierarchy;
instances where prices, spreads or any other aifdtrementioned key inputs are unobservable, they a
categorised in Level 3 of the fair value hierarchy.

Residential Mortgage-Backed Securities (“RMBS";ommercial Mortgage-Backed Securities
(“CMBS”), and other Asset-Backed Securities (“ABS"RMBS, CMBS and other ABS may be valued
based on external price or spread data. Wheni@ospecific external price data are not observabie
valuation is based on prices of comparable bondkiation levels of RMBS and CMBS indices are used
as an additional data point for benchmarking pugpas to price outright index positions.

Fair value for retained interests in securitiseficial assets (in the form of one or more tranctig¢ke
securitisation) is determined using observable egrior, in cases where observable prices are not
available for certain retained interests, the Yailue is estimated based on the present valuepsoted
future cash flows using the best estimate of thg &ssumptions, including forecasted credit losses,
prepayment rates, forward yield curves and discoates commensurate with the risks involved.

RMBS, CMBS and other ABS, including retained ingtsein these securitised financial assets, are
categorised in Level 3 if external prices or spré@guts are unobservable or if the comparability
assessment involves significant subjectivity reldteproperty type differences, cash flows, perfanoe
and other inputs; otherwise, they are categoriseavel 2 of the fair value hierarchy.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)

a. Fair value hierarchy (continued)

Financial assets and financial liabilities classifi as held for trading and available-for-sale ficéal assets
(continued)

Corporate and other debt (continued)

Collateralised Debt Obligations (“CDOs”")The Group holds CDOs where the collateral pringaisi
synthetic and references either a basket crediiutte$wap or CDO-squared (a CDO-squared is a dpecia
purpose vehicle that issues interests, or tranthasare backed by tranches issued by other CDIDs).
correlation input between reference credits wittie collateral is unobservable and is benchmarked t
standardised proxy baskets for which correlatidia dae available. The other model inputs such editcr
spreads, interest rates and recovery rates arevabse CDOs are categorised in Level 2 of thevfalue
hierarchy when the correlation input is insignifitaln instances where the correlation input isndee to

be significant, these instruments are categorisegvel 3 of the fair value hierarchy.

Derivatives

Listed Derivative Contractd.isted derivatives that are actively traded araigdlbased on quoted prices
from the exchange and are categorised in Leveltheofair value hierarchy. Listed derivatives thed

not actively traded are valued using the same a@ubes as those applied to OTC derivatives; they are
generally categorised in Level 2 of the fair vahierarchy.

OTC Derivative ContractOTC derivative contracts include forward, swap aption contracts related
to interest rates, foreign currencies, credit stamaf reference entities, equity prices or commpodi
prices.

Depending on the product and the terms of the aiction, the fair value of OTC derivative producésc
be either observed or modelled using a series dfniques, and model inputs from comparable
benchmarks, including closed-form analytical forasusuch as the Black-Scholes option pricing model,
and simulation models or a combination thereof.niaricing models do not entail material subjedtivi
because the methodologies employed do not nedessitmificant judgement, and the pricing inputs ar
observed from actively quoted markets, as is thee dar generic interest rate swaps, certain option
contracts and certain credit default swaps. Incs® of more established derivative productsptloéng
models used are widely accepted by the financialices industry. A substantial majority of OTC
derivative products valued using pricing model$ifgb this category and are categorised withinelex

of the fair value hierarchy.

Other derivative products, including complex pradubat have become illiquid, require more judgetmen
in the implementation of the valuation techniqueplegal due to the complexity of the valuation
assumptions and the reduced observability of inpiitis includes derivative interests in certain
mortgage-related CDO securities, basket credituliefavaps, CDO-squared positions and certain tgpes
ABS credit default swaps where direct trading astior quotes are unobservable. These instruments
involve significant unobservable inputs and aregatised in Level 3 of the fair value hierarchy.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)

a. Fair value hierarchy (continued)

Financial assets and financial liabilities classifi as held for trading and available-for-sale ficéal assets
(continued)

Derivatives (continued)
OTC Derivative Contracts (continued)

Derivative interests in mortgage-related CDOs, aretlit default swaps, for which observability of
external price data is extremely limited, are velbased on an evaluation of the market and moget in
parameters sourced from similar positions as indicdy primary and secondary market activity. Each
position is evaluated independently taking intosideration the underlying collateral performance an
pricing, behaviour of the tranche under various alative loss and prepayment scenarios, deal stestu
(e.g., non-amortising reference obligations, catht@ires) and liquidity. While these factors may be
supported by historical and actual external obsEms, the determination of their value as it resato
specific positions nevertheless requires signifigagigement.

For basket credit default swaps and CDO-squarediqmus the correlation input between reference
credits is unobservable for each specific swap iandenchmarked to standardised proxy baskets for
which correlation data are available. The othedehdnputs such as credit spread, interest ratds an
recovery rates. In instances where the correlatipat is deemed to be significant, these instrusare
categorised in Level 3 of the fair value hierarchy.

The Group trades various derivative structures widmmodity underlyings. Depending on the type of
structure, the model inputs generally include iesérrate yield curves, commodity underlier curves,
implied volatility of the underlying commodities é&nin some cases, the implied correlation between
these inputs. The fair value of these productstisrated using executed trades and broker and osuse
data to provide values for the aforementioned ispWthere these inputs are unobservable, relatipsishi
to observable commodities and data points, basddstoric and / or implied observations, are emptby
as a technique to estimate the model input valGesamodity derivatives are generally categorised in
Level 2 of the fair value hierarchy; in instancebere significant inputs are unobservable, they are
categorised in Level 3 of the fair value hierarchy.

Financial assets and financial liabilities desigadtat fair value through profit or loss
Prepaid OTC contracts and issued structured noessgthated as fair value through profit or loss

The Group issues structured notes and trades pr€pBC derivatives that have coupons or repayment
terms linked to the performance of debt or equégusities, indices, currencies or commodities. r Fai
value of structured notes and prepaid OTC derieatiis estimated using calculation models for the
derivative and debt portions of the notes. Thes®lals incorporate observable inputs referencing
identical or comparable securities, including psitieat the notes are linked to, interest rate yieides,
option volatility and currency, commodity or equigtes. Independent, external and traded prigethéo
notes are also considered. The impact of own temieads is also based on observed secondary bond
market spreads. Most structured notes and prép&( derivatives are categorised in Level 2 of the f
value hierarchy.

This includes financial liabilities such as thosisiag from the consolidation of certain speciatpmse
entities and those that arise as a result of coiminrecognition of certain assets, where the Grretgins
substantially all the risks and rewards of the gfarred assets, and the simultaneous recognitican of
associated liability. The fair value of these fio@h liabilities, which are effectively secured dimcing
liabilities, is estimated using the appropriateuasion methodology for the related assets thaticoatto

be recognised, adjusted for any differences betwkerassets that continue to be recognised and the
liability that is simultaneously recognised. Getligrthese financial liabilities are recognised ievel 2

of the fair value hierarchy.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)
b. Changes in Level 3 assets and liabilities measuredi fair value

The following table presents the changes in the ¥alue of the Group’s Level 3 financial assets and
financial liabilities for the six months ended 3th@ 2011:

30 June 2011 Unrealised
gains or
Total gains or (losses) fol
Total gains losses ) Net level 3 assets
Balance orlosses recognised ir §) 3 S transfers in liabilities
atl recognisec other Jo! ” e g and /orout Balance at outstanding as
January in profitor comprehensive S Kb} g E= of Level 3 30 June at 30 June 2011
2011 loss income & 3 3 3 (1) 2011 %)
$millions  $millions $millions $millions $millions $millions $millions  $millions $millions $millions
Financial assets classified as
held for trading:
- Corporate equities 146 2 - 124 (85) - - 27 214 -
- Corporate and other debt 3,359 67 - 1,493 (957) - (143) 162 3,981 133
Total financial assets
classified as held for trading 3,505 69 - 1,617 (1,042) - (143) 189 4,195 133
Financial assets designated at
fair value through profit or
loss 529 - - - - - - (529) - -
Available-for-sale financial
assets:
- Corporate equities 40 - 8 - - - - - 48 -
Total financial assets
measured at fair value 4,074 69 8 1,617 (1,042) - (143) (340) 4,243 133
Financial liabilities classified
as held for trading:
- Corporate equities 1) _ _ _ B B 11 B B _
- Corporate and other debt (26) 73 _ _ (50) B 3 B B _
- Net derivative contracts (3) (1,499) 46 R R } } (670) 2 (2,121) 530
Total financial liabilities
classified as held for trading  (1,536) 119 - - (50) - (656) 2 (2,121) 530
Financial liabilities
designated at fair value
through profit or loss (855) 14 - - - - 37 466 (338) 14
Total financial liabilities
measured at fair value (2,391) 133 - - (50) - (619) 468 (2,459) 544

(1) For financial assets and financial liab#itithat were transferred into and out of Level 8nduthe period, gains or (losses) are presented
as if the assets or liabilities had been transfeimt® or out of Level 3 as at the beginning of pleeiod.

(2) Amounts represent unrealized gains or (Iggseshe period related to assets and liabilitig$ outstanding as at the end of the period.

(3) Net derivative contracts represent Financiaétssclassified as held for trading — derivativietarts net of Financial liabilities classified
as held for trading — derivative contracts.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)

b. Changes in Level 3 assets and liabilities measd at fair value (continued)

31 December 2010 Unrealised
gains or
Total gains or (losses) fol
Total gains losses ) Net level 3 assets
Balance  orlosses recognised ir § 3 S transfers in  Balance at liabilities
atl recognisec other o 0 2 g and / or out 31 outstanding as
January in profitor comprehensive o Q s = of Level 3 Decemberat 31 Decembe
2010 loss income & 3 3 > (1) 2010 2010 (2)
$millions  $millions $millions $millions $millions $millions $millions  $millions $millions $millions
Financial assets classified as
held for trading:
- Government debt securities 2 - - - - - - 2) - -
- Corporate equities 49 42 - 126 (120) - - 49 146 27
- Corporate and other debt 2,351 131 - 1,468 (907) - (114) 430 3,359 67
Total financial assets
classified as held for trading 2,402 173 - 1,594 (1,027) - (114) 477 3,505 94
Financial assets designated at
fair value through profit or
loss 1,411 - - 527 - - - (1,409) 529 -
Available-for-sale financial
assets:
- Corporate equities 42 - 1 7 (20) - - - 40 -
Total financial assets
measured at fair value 3,855 173 1 2,128 (1,037) - (114) (932) 4,074 94
Financial liabilities classified
as held for trading:
- Corporate equities 3) 1 - - (48) - 50 (11) (11) 1
- Corporate and other debt 4) 4 - - (108) - 73 9 (26) -
- Net derivative contracts (3) (1,662) (41) - - - - 191 13 (1,499) (313)
Total financial liabilities
classified as held for trading  (1,669) (36) - - (156) - 314 11 (1,536) (312)
Financial liabilities
designated at fair value
through profit or loss (892) (167) - - 121 (105) 39 149 (855) (258)
Total financial liabilities
measured at fair value (2,561) (203) - - (35) (105) 353 160 (2,391) (570)

(1) For financial assets and financial liabéiitithat were transferred into and out of Level 8nduthe year, gains or (losses) are presented as

if the assets or liabilities had been transferred or out of Level 3 as at the beginning of tharye

(2) Amounts represent unrealized gains or (Igfeeshe year related to assets and liabilitidsaitstanding as at the end of the year.
(3) Net derivative contracts represent Financiaétssclassified as held for trading — derivativietarts net of Financial liabilities classified

as held for trading — derivative contracts.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)
b. Changes in Level 3 assets and liabilities measd at fair value (continued)

As disclosed in note 8 the Morgan Stanley Groupratee a number of intra-group policies to ensuag, th
where possible, revenues and related costs aréhetatcWhere the trading positions included in theva
gains or losses are risk managed using financ&tuments across a number of Morgan Stanley Group
entities, these policies potentially result in theognition of offsetting gains or losses in theGr.

During the period ended 30 June 2011 the Groupmssifled approximately $529 million (31 December
2010: $1,409 million) of certain financial asse¢signated at fair value through profit and lossrfrioevel 3

to Level 2. The Group reclassified these hybridtacts as external prices became observable and th
remaining unobservable inputs were deemed ins@nifito the overall measurement.

c. Significant transfers between Level 1 and Level 2fdhe fair value hierarchy
During the period, there were no significant resifisations between Level 1 and Level 2.
d. Sensitivity of fair values to changing significanaissumptions to reasonably possible alternatives

All financial instruments are valued in accordamgth the techniques outlined in the fair value hiehy
disclosure above. Some of these techniques, imgutiose used to value instruments categoriségvel 3

of the fair value hierarchy, are dependent on ueolable parameters and the fair value for thesmfial
instruments has been determined using parametgn®m@fate for the valuation methodology based on
prevailing market evidence. It is recognised ttiet unobservable parameters could have a range of
reasonably possible alternative values.

In estimating the change in fair value, the unolesigle parameters were varied to the extremes afiinges
of reasonably possible alternatives using stasistechniques, such as dispersion in comparableradisle
external inputs for similar asset classes, histdgita or judgement if a statistical technique isappropriate.
Where a financial instrument has more than one semfble parameter, the sensitivity analysis reflédoe
greatest increase or decrease to fair value byin@phe assumptions individually. It is unlikelyathall
unobservable parameters would concurrently beeagxitreme range of possible alternative assumptiads
therefore the sensitivity shown below is likely be greater than the actual uncertainty relatinghto
financial instruments.
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)

d. Sensitivity of fair values to changing significat assumptions to reasonably possible alternatives
(continued)

The following table presents the sensitivity of tfar value of Level 3 financial assets and finaihci
liabilities as at 30 June 2011 to reasonably ptessilbernative assumptions:

Effect of reasonably
possible alternative
assumptions

30 June 2011 ) .
Increase in Decrease in

Fair value fair value fair value
$millions $millions $millions

Financial assets classified as held for

trading:
- Government debt securities - - -
- Corporate equities 214 5 (10)
- Corporate and other debt 3,981 37 (42)

Financial assets designated at fair value

through profit or loss:
- Prepaid OTC contracts - - -
- Structured notes - - -
- Other - - -

Available-for-sale financial assets:
- Corporate equities 48 2 (2)

Financial liabilities classified as held for

trading:
- Government debt securities - - -
- Corporate equities - - -
- Corporate and other debt - - -

- Net derivatives contract8 (2,121) 139 (84)

Financial liabilities designated at fair

value through profit or loss:
- Prepaid OTC contracts 3) - -
- Structured notes - - -
- Other (335) 1 (1)

(1) Net derivative contracts represent Financiakts classified as held for trading — derivativet@aets net of Financial liabilities
classified as held for trading — derivative contsac
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (  CONTINUED)

d. Sensitivity of fair values to changing significat assumptions to reasonably possible alternatives

(continued)

31 December 2010

Effect of reasonably
possible alternative
assumptions

Increase in Decrease in

Fair value
$millions
Financial assets classified as held for
trading:
- Government debt securities -
- Corporate equities 146
- Corporate and other debt 3,359
Financial assets designated at fair value
through profit or loss:
- Prepaid OTC contracts -
- Structured notes -
- Other 529
Available-for-sale financial assets:
- Corporate equities 40
Financial liabilities classified as held
for trading:
- Government debt securities -
- Corporate equities (12)
- Corporate and other debt (26)
- Net derivatives contract8 (1,499)
Financial liabilities designated at fair
value through profit or loss:
- Prepaid OTC contracts 3)
- Structured notes -
- Other (852)

fair value fair value
$millions $millions
3 (3
211 (210)
11 (6)
1 1)
- 1)
1 1)
126 (147)
8 (8)

(1) Net derivative contracts represent Financiakts classified as held for trading — derivativet@aets net of Financial liabilities

classified as held for trading — derivative contsac
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7. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (C ONTINUED)
e. Financial instruments valued using unobservable maet data

The amounts not recognised in the consolidatecerstatt of comprehensive income relating to the
difference between the fair value at initial recitign (the transaction price) and the amounts deitezd at
initial recognition using valuation techniques asefollows:

30 June 31 December

2011 2010
$millions $millions
At 1 January 260 215
New transactions 247 94
Amounts recognised in the consolidated income istat¢ during the
period (8) (49)
At 30 June / 31 December 499 260

The balance above predominantly relates to deviesti

The statement of financial position categories aficial assets and financial liabilities classifeedheld for
trading’, ‘Financial assets and financial liabégi designated at fair value’, and 'Available-folestinancial

assets’ include financial instruments whose faiuedas based on valuation techniques using unobbév
market data.

8. RELATED PARTY DISCLOSURES

The management and execution of business strategies global basis results in many Morgan Stanley
transactions impacting a number of Morgan Stanleyu entities. The Morgan Stanley Group operates a
number of intra-group policies to ensure that, whasssible, revenues and related costs are mateébethe

six months ended 30 June 2011, a net loss of $689ibmwas recognised in the consolidated income

statement arising from such policies (30 June 26&0loss of $686 million).

9. LITIGATION
During the period the Group has been involved itioues continuing and other litigation matters.

On 25 August 2008, the Morgan Stanley Group, then@amy and two ratings agencies were named as
defendants in a purported class action relatec¢argies issued by a structured investment veldaleed
Cheyne Finance (the “Cheyne SIV”). The case isedtplbu Dhabi Commercial Bank, et al. v. Morgan
Stanley & Co. Inc., et gland is pending in the Southern District of NewrkioThe complaint alleges,
among other things, that the ratings assigned eostturities issued by the Cheyne SIV were falgk an
misleading because the ratings did not accuratglgat the risks associated with the subprime el
mortgage backed securities held by the Cheyne SKvV2 September 2009, the court dismissed all of the
claims against the Morgan Stanley Group and the f2om except for plaintiffs’ claims for common law
fraud. On 15 June 2010, the court denied plaintiffstion for class certification. On 20 July 201Be court
granted plaintiffs leave to replead their aidingl aabetting common law fraud claims against the Marg
Stanley Group and the Company, and those claims agded in an amended complaint filed on 5 August
2010. Since the filing of the initial complaint,ri@us additional plaintiffs have been added todhse. The
deadline for new plaintiffs to join the case exdiren 11 March 2011. There are currently 15 pldmtif
asserting individual claims related to approximat®®83 million of securities issued by the Cheyi¥.S
Plaintiffs have not provided information quantifgithe amount of compensatory damages they arenggeki
and are also seeking unspecified punitive dama@ssed on currently available information, the Maorg
Stanley Group and the Company believes that thendeihts could incur a loss up to the amount of
plaintiffs’ claimed compensatory damages, once ifipd¢related to their alleged purchase of apprately
$983 million of securities issued by the Cheyne BINs pre- and post-judgment interest, fees antscos
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9. LITIGATION (CONTINUED)

On 25 September 2009, the Company was named deraddat in a lawsuit style@itibank, N.A. v. Morgan
Stanley & Co. International, PLGwhich is pending in the United States Districtu@cfor the Southern
District of New York (“SDNY”). The lawsuit relatet® a credit default swap entered into by the Camgpa
referencing the Capmark VI CDO, (“Capmark”) whiclaswstructured by Citibank, N.A. (“Citi N.A."). At
issue is whether, as part of the swap agreemetitNGA. was obligated to obtain the Company’s prior
written consent before it exercised its rights tquidate Capmark upon the occurrence of certain
contractually-defined credit events. Citi N.A. seeking approximately $245 million in compensatory
damages plus interest and costs. On 12 May 28&G;durt granted Citi N.A.’s motion for judgment the
pleadings on its claim for breach of contract. ®0@ctober 2010, the court issued an order denyiitig C
N.A.’s motion for judgement on the pleadings asthe Company’s counterclaim for reformation and
granting Citi N.A.’s motion for judgement on theeptlings as to the Company’s counterclaim for estopp
On 25 May 2011, the court denied the Company’s onotor summary judgment and granted Citi N.A.’s
cross motion for summary judgment. On 27 June 2@l court entered a judgment in favor of Citi N.A
for $269 million plus post-judgment interest and tBompany filed a notice of appeal to the Uniteatest
Court of Appeals for the Second Circuit. Based arrently available information, the Morgan Stanley
Group believes it could incur a loss of up to appmately $269 million plus post-judgment interedn
compliance with the intra-group policies, revenaad costs related to the Capmark deal referencedeab
including any potential litigation costs, are triamsed to other Morgan Stanley Group undertakingiside
the Group.

On 15 July 2010, China Development Industrial B&fBDIB") filed a complaint against the Morgan
Stanley Group, which is style@hina Development Industrial Bank v. Morgan Star8ego. Incorporated
etal. and is pending in the Supreme Court of the Statdew York, New York County. The complaint
relates to a $275 million credit default swap refeming the super senior portion of the STACK 2006-1
CDO. The complaint asserts claims for common laaudr; fraudulent inducement and fraudulent
concealment and alleges that the Morgan Stanleygmnisrepresented the risks of the STACK 2006-1
CDO to CDIB, and that the Morgan Stanley Group krteat the assets backing the CDO were of poor
quality when it entered into the credit default pweith CDIB. The complaint seeks compensatory dasag
related to the approximately $228 million that CDdlBeges it has already lost under the credit deavap,
rescission of CDIB’s obligation to pay an additibfia2 million, punitive damages, equitable relfeles and
costs. On 28 February 2011, the court presiding this action denied the Morgan Stanley Group nmot@®
dismiss the complaint. On 21 March 2011, the Mor§tanley Group appealed the order denying its motio
to dismiss the complaint. Based on currently at#glanformation, the Morgan Stanley Group belieites
could incur a loss of up to $240 million. On 7yJ@011, the appellate court affirmed the lower tsur
decision denying the Morgan Stanley Group motiodismiss.

The Directors are of the opinion that it would leeigusly prejudicial to the position of the Groupdisclose
further details of these or any other individuahtouing litigation matters and the amounts, if apsovided
in respect of them.

10. POST BALANCE SHEET EVENT

In July 2011, the UK Government enacted legislatimposing a bank levy on relevant liabilities and
equities on the consolidated balance sheets of B#fking Groups,” as defined under the bank levy
legislation at 31 December 2011. The Group consinte evaluate the impact of this legislation, and
estimates the UK Banking Group will incur a fullayecharge of $125 million, of which the Group wisiitur
$120 million. Due to the bank levy being determirad relevant liabilities and equities at 31 Decembe
2011, the final charge may differ from this estimathe levy is not deductible for UK CorporationxTa
purposes.
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