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Notice

The information provided herein may include certain non-GAAP financial measures. The reconciliation
of such measures to the comparable GAAP figures are included in the Company’s Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on 8-K, including any amendments
thereto, which are available on www.morganstanley.com.

This presentation may contain forward-looking statements. You are cautioned not to place undue
reliance on forward-looking statements, which speak only as of the date on which they are made, which
reflect management’s current estimates, projections, expectations or beliefs and which are subject to
risks and uncertainties that may cause actual results to differ materially. For a discussion of risks and
uncertainties that may affect the future results of the Company, please see “Forward-Looking
Statements” immediately preceding Part I, Item 1, “Competition” and “Regulation” in Part I, Item 1, “Risk
Factors” in Part I, Item 1A and “Certain Factors Affecting Results of Operations” in Part II, Item 7 of the
Company’s Annual Report on Form 10-K for the fiscal year ended November 30, 2005 and other items
throughout the Form 10-K and the Company’s Current Reports on Form 8-K.
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Consolidated Financial Highlights
Net Revenues ($MM)
23,708

Profit Before Taxes ($MM)

26,778

6,818

6,838

8,483

7,361

2,095

2,842
2,447

2004

2005

1Q06

1Q

Diluted EPS ($/Share)
4.06

2005

1Q06

1Q

1Q (ex. SFAS 123R) (1)

Annualized Return on Equity (%)
25.7

4.57

1.29

2004

16.8

17.3
22.1

1.79
1.54

2004
1Q
Note:
Source:

2005

1Q06

1Q (ex. SFAS 123R) (1)

2004

2005

1Q06

1Q (ex. SFAS 123R) (1)

(1) Incremental $395 million compensation expense relates to both 2005 fiscal year-end and other awards, including sign-ons granted during the quarter, to
retirement eligible employees
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1Q06 Highlights
• Institutional Securities
− Record quarterly revenues
− Record fixed income sales and trading revenues
− 2nd best revenue quarter in equity sales and trading
• Global Wealth Management
− Reorganized management structure
− Growth in fee-based assets to 29% of total client assets
− Bank Deposit Program grew to $7.3 bn in assets
• Asset Management
− AUM increased by $11 bn from year-end 2005
− Launched 11 new products during the quarter, including 6 in alternative
investments
• Discover
− Record quarterly revenues and pre-tax profit
− Closed Goldfish acquisition adding 1.1 million accounts and $1.4 billion in
receivables
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Key Strategic Principles
Diversified, Global Firm Focused on Improving Profit Margins, Growth, and ROE

• Leverage global scale, franchise and integration across businesses
• Strike a better balance between principal and customer activity
• Invest to optimize growth opportunities and achieve “best-in-class”
status in all businesses
• Aggressively pursue new opportunities including “bolt-on” acquisitions
• Create cohesive “One-Firm” culture with the right leadership
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Enhance Value through Diversification
Total 1Q06 Net Revenues (1) = $8,542 MM
Global Wealth Management
• Alternative investments and
closed-end funds
• Client segmentation
Institutional Securities

• FA retention

15%

• Principal risk taking
• Derivatives products
• Domestic and global
residential mortgage

Asset Management

64%
8%

• Alternative investments
• Profitable AUM growth

• Leveraged finance

• Improved performance

• Financing / prime
brokerage

13%

• Emerging markets

Discover

• Core equities

• Domestic: universal acceptance
& cardmember usage
• Build payments business

Note:
Source:

(1) Excludes $59MM of intersegment eliminations

• International growth
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Relentless Focus on Execution
• Full Team is in place
−

Differentiate and connect with top talent across our businesses

• Refined our strategy
−

Leverage the Firm’s capital = increase our risk profile

−

Improve Global Wealth Management profitability

−

Invest effectively in the Asset Management business with the view
to grow profitably

−

Grow our Discover business

This slide is part of a presentation by Morgan Stanley and is intended to be viewed as part of that presentation. The presentation is based
on information generally available to the public and does not contain any material, non-public information. No representation is made that it
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Full Team in Place
Differentiate and connect with top talent across our businesses

John J. Mack
Chairman and Chief Executive Officer

Zoe Cruz
Co-President

Robert Scully
Co-President

Tom Nides
Chief
Administrative
Officer

Institutional Securities
Tom Daula
Chief Risk
Officer

Jerker
Johansson
Co-Head of
Institutional
Sales &
Trading

Neal
Shear
Co-Head of
Institutional
Sales &
Trading

Walid
Chammah
Head of
Investment
Banking

Gary Lynch
Chief
Legal
Officer

David Sidwell
Chief
Financial
Officer

Eileen Murray
Head of
Global Operations
and Technology

Global Wealth
Management

Asset
Management

Discover

James
Gorman
President and
COO

Owen Thomas
President and
COO

David Nelms
Chairman and
CEO
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Refined Our Strategy
Leverage the Firm’s capital = Increase our risk profile
• The cornerstone of our risk management philosophy is to protect
Morgan Stanley’s franchise, reputation and financial standing
• Types of Risk:
−

Market

−

Credit

−

Operational

−

Legal

−

Liquidity and Funding
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How Are We Doing?
Leverage the Firm’s capital = Increase our risk profile
Balance Sheet – Adjusted Assets
($Bn)

528
482

Source:

458

447

440

1Q05

2Q05

3Q05

4Q05

1Q06
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Economic Capital
Economic Capital Usage – Institutional Securities
($Bn)

16.2
14.6
13.3

2004

2005

1Q06

Note:

The Company uses an economic capital model to determine the amount of equity capital needed to support the risk of its business activities to ensure that the
Company remains adequately capitalized. Economic capital is defined as the amount of capital needed to run the business through the business cycle and
satisfy the requirements of regulators, rating agencies and the market. The Company’s methodology is based on a going concern approach that assigns
economic capital to each segment based on regulatory capital usage plus additional capital for stress losses, goodwill and principal investment risk. The
economic capital model and allocation methodology may be enhanced over time in response to changes in the business and regulatory environment.

Source:
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Lending
Total Loans and Total Commitments vs. Hedges
($Bn)
45

20

40
35

15

30
25

10

20
15

5

10
5
0
% Investment
Grade

0
1Q05

2Q05

3Q05

4Q05

1Q06

87%

75%

84%

65%

81%

Investment Grade (left axis)
Note:
Source:

Non-Investment Grade (left axis)

Hedges (1) (right Axis)

(1) Includes both internal and external hedges utilized by the lending business.
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Adjusted Leverage
Firmwide Adjusted Leverage (1) Ratio
Year Ended(2) 2004

Year Ended(2) 2005
20.3

Lehman Brothers

19.1

Citigroup

Citigroup

18.4
18.2

JP Morgan Chase

17.8

Goldman Sachs

Merrill Lynch

17.4

JP Morgan Chase

16.9

Morgan Stanley

16.4

Goldman Sachs
Morgan Stanley

Notes:

19.7

Lehman Brothers

15.1
14.2

Merrill Lynch

14.0

(1) Adjusted Leverage Ratio = (Total Assets - Reverses - Securities Borrowed - Seg. Cash and Securities - Goodwill + Non-Derivative Financial Instruments Sold, not
yet Purchased - Securities Received as Collateral)/Tangible Equity
(2) Fiscal year 2005 for Morgan Stanley, Goldman Sachs and Lehman Brothers represents the period from December 1, 2004 to November 30, 2005; Fiscal year
2005 for Citigroup, Merrill Lynch and JP Morgan is period from January 1 to December 31, 2005

Source:
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Result: Higher VaR
Aggregate Average Trading VaR versus Total Capital(1)
134

CAGR
Total
Capital: 22%

73

84

Aggregate
Average
Trading
VaR:
17%

52

1Q03
% VaR to
Total Capital

0.071%

Aggregate Average Trading VaR ($MM)
Note:
Source:

1Q06
0.063%
Total Capital ($Bn)

(1) Includes common equity, junior subordinated debt issued to capital trusts, capital units and non-current portion of long-term debt.
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Institutional Securities Profitability
Institutional Securities Pre-Tax Profits(1)
($MM)

1Q06 Year-over-year PBT growth

1,576

Incl. SFAS 123R impact(2): 63%
Excl. SFAS 123R impact(2): 88%

4Q

1,288
3Q
2Q

2,024
813

1,754
1Q

1,077

1Q

2005

2006

1Q (ex. SFAS 123R) (2)
Note:

(1) Income from continuing operations before losses from unconsolidated investees, taxes and cumulative effect of accounting change
(2) Incremental $270 million compensation expense relates to both 2005 fiscal year-end and other awards, including sign-ons granted during the quarter, to
retirement eligible employees

Source:
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Improve Global Wealth Management Profitability
• Restructuring and Rationalization
− Downsized bottom 10% of financial advisors by production
in 2H 2005
− Closed 33 domestic retail branches
• Sales management focus
− De-layered the organization
− Streamlined the regional sales structure
− Recruited industry veterans
• Focus on filling in product gaps
− Identifying the size and shape of technology investments
− Launched the Global Wealth Management deposit program
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Invest Effectively in the Asset Management Business
• Shifted our focus from profitability to profitable growth
• Actively evaluating bolt-on acquisitions
− Either companies or teams in a disciplined way
• Fill in product gaps
− Particularly in the alternative investment space
− This quarter we launched 11 new products including 6 in our
alternatives business
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Grow Our Discover Business
• Continue to build out our international and payments platform:
−

Successfully completed Goldfish acquisition
− Launched our Discover debit program in 1Q
• Re-entered the securitization market to improve capital usage
• Focus on growing our US card portfolio while maintaining
credit quality
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In Summary
• We have the scale, capital, talent and franchise to compete globally
wherever there are profitable growth opportunities
• Agency and Principal models continue to converge, and the megatrend of globalization of capital markets is still in place, which favor
institutions like Morgan Stanley
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