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PART |
Item 1. BUSINESS
A. GENERAL
Background and Overview

Morgan Stanley Dean Witter & Co. (the “Company” *) is a preeminent global financia services firm that maintains
leading market positions in each of its three primary businesses—securities, asset management and credit and transaction
services.** The Company combines global strength in investment banking (including the origination of underwritten
public offerings and mergers and acquisitions advice) and institutional sales and trading with strength in providing
investment and global asset management products and services and, primarily through its Discover® Card brand, quality
consumer credit products.

As of November 30, 1998, the Company had the second largest financial advisor sales organization in the U.S,, with
11,238 professional financia advisors and 438 securities branch offices. The Company also had one of the largest global
asset management operations of any full-service securities firm, with total assets under management and supervision of
$376 billion. In addition, based on its approximately 38 million general purpose credit card accounts as of November 30,
1998, the Company was the nation’s third largest credit card issuer as measured by number of accounts, with the largest
proprietary merchant and cash access network in the U.S.

The Company, through its subsidiaries, provides a wide range of financial and securities services on a global basis
and provides credit and transaction services nationally. Its securities businesses (“Securities’) include securities
underwriting, distribution and trading; merger, acquisition, restructuring, real estate, project finance and other corporate
finance advisory activities; full-service brokerage services, research services; the trading of foreign exchange and
commodities, as well as derivatives on a broad range of asset categories, rates and indices; and securities lending. The
Company’s asset management businesses (“ Asset Management”) include providing global asset management advice and
services to individual and institutional investors through a variety of product lines and brand names, including Morgan
Stanley Dean Witter Advisors (formerly known as Dean Witter InterCapital) (“ MSDW Advisors’), Van Kampen
Investments (“Van Kampen”), Morgan Stanley Dean Witter Investment Management (“ MSDW Investment Management”)
and Miller Anderson & Sherrerd (* MAS’); and principal investment activities. The Company’s credit and transaction
services businesses (“Credit Services”) include the issuance of the Discover Card and other proprietary general purpose
credit cards, the operation of the Discover/NOVUS® Network, a proprietary network of merchant and cash access
locations, and direct-marketed activities such as the on-line securities services offered by Discover Brokerage Direct Inc.
(“ Discover Brokerage™). The Company’s products and services are provided to alarge and diversified group of clients and
customers, including corporations, governments, financial institutions and individuals.

The Company conducts its business from its headquarters in New York City, its regional offices and branches
throughout the U.S., and its principal offices in London, Tokyo, Hong Kong and other financia centers throughout the
world. At November 30, 1998, the Company had 45,712 employees. None of the Company’s employees is covered by a
collective bargaining agreement. The Company is a combination of Dean Witter, Discover & Co. (“Dean Witter
Discover”) and Morgan Stanley Group Inc. (“* Morgan Stanley”) and was formed

* Unless the context otherwise requires, the term “ Company” means Morgan Stanley Dean Witter & Co. and its consolidated subsidiaries.

**  Certain statements contained herein, including (without limitation) certain statements made under “ Legal Proceedings’ in Part I, Item 3 of this
Report; “ Management’s Discussion and Analysis of Financial Condition and Results of Operations” incorporated by reference in Part 11, Item 7 of
this Report (“MD&A”"); and “ Quantitative and Qualitative Disclosure about Market Risk” incorporated by reference in Part 11, Item 7A of this
Report, are forward-looking statements. The matters referred to in such statements could be affected by the risks and uncertainties involved in the
Company’s businesses, including (without limitation) the effect of economic and market conditions, the level and volatility of interest rates and
currency values and equity and commodity prices, the actions undertaken by both current and potential new competitors, the impact of current,
pending or future legislation and regulation both in the U.S. and throughout the world, the potential effects of technological changes such as the
Y ear 2000 computer code issue and other risks and uncertainties detailed in the MD&A and in “ Competition and Regulation” under “ Securities,”
“ Asset Management” and “ Credit and Transaction Services’ herein.



pursuant to a merger of equals that was effected on May 31, 1997 (the “Merger”). The Company was originally
incorporated under the laws of the State of Delaware in 1981, and its predecessor companies date back to 1924.

The Company conducts its worldwide businesses through several highly integrated subsidiaries and affiliates, which
frequently participate together in the facilitation and consummation of a single transaction. Because of the increasing
integration of the international financial markets, the Company manages its principal operating subsidiaries on a
coordinated global basis with a view to the profitability of the enterprise as a whole. Financial information concerning the
Company for each of the three fiscal years ended November 30, 1998, November 30, 1997 and November 30, 1996,
including the amount of total revenue contributed by classes of similar products or services that accounted for 10% or
more of the Company’s consolidated revenue in any one of those periods and information with respect to the Company’s
operations by geographic area, is set forth in the Consolidated Financial Statements and the Notes thereto in the 1998
Annual Report to Shareholders and is incorporated herein by reference.

A discussion of the Company’s preparations to address the potential effects on its operations resulting from the Year
2000 computer code issue appears on pages 43 through 45 of “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Liquidity and Capital Resources’ in the 1998 Annual Report to Shareholdersand is
incorporated herein by reference.

B. SECURITIES
Overview

The Company is a leading global financial services firm which provides financial services and advice to, and raises
capital worldwide for, a diverse group of domestic and international corporate and institutional clients through Morgan
Stanley & Co. Incorporated (U.S) (“ MS&Co.”), Morgan Stanley & Co. International Limited (U.K.), Morgan Stanley
Japan Limited (Japan), Morgan Stanley Asia Limited (non-Japan Asia) and other direct and indirect subsidiaries. The
Company also conducts sales and trading activities both as principal and as agent on behalf of a wide range of domestic
and international institutional investors. The Company offers individual investors a broad range of securities and savings
products and services, primarily through Dean Witter Reynolds Inc. (* DWR”). The Company offers services on a global
basis under the brand name “ Morgan Stanley Dean Witter.”

Investment Banking
Underwriting

The Company manages and participates in public offerings and private placements of debt, equity and other securities
denominated in U.S. dollars and other currencies in the U.S. and international capital markets. The Company is a leading
underwriter of common stock, preferred stock and other equity-related securities, including American Depositary Receipts
(“ ADRS’), Preferred Equity Redemption Cumulative Stock (“PERCS®”), Performance Equity-linked Redemption
Quarterly-pay Securities (“PERQS™M”) and capital securities. The Company also underwrites taxable fixed income
securities and tax-exempt securities, mortgage-related securities, including private pass-throughs and collateralized
mortgage obligations (“CMOs’), and other asset-backed securities. The Company is active as an underwriter and
distributor of commercial paper and other short-term and medium-term securities. The Company is also involved in tender
offers, repurchase programs, consent solicitations, rights offerings and exchange offers on behalf of clients.

Financial Advisory Services

The Company provides domestic and international corporate and institutional clients with a wide range of advisory
services on key strategic matters such as mergers, acquisitions, joint ventures, privatizations, defenses, divestitures, spin-
offs, restructurings, proxy mechanisms and leveraged buyouts, as well as long-range financial planning. Other services
provided to clients include advice with respect to recapitalizations, dividend policy, valuations, foreign exchange
exposures and financial risk management strategies. The Company also furnishes advice and other services in connection
with project financings, including infrastructure, electric power and natural resource projects. In addition, the Company
provides advisory servicesin connection with the purchase, sale and financing of real estate and lease transactions.
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Financing

In connection with its investment banking activities, the Company from time to time also provides financing or
financing commitments to certain companies. For example, the Company may provide extensions of credit to leveraged
companies in the form of senior or subordinated debt, as well as bridge financing on a select basis. The Company aso
conducts senior lending activities, including the origination and syndication of senior secured loans of non-investment
grade companies.

A subsidiary of the Company also acts as general partner of Princes Gate Investors I, L.P. (“Princes Gate"), a limited
partnership with $1 billion in aggregate investment capacity that was formed to invest in special situation opportunities.
Princes Gate generally makes minority equity and equity-related investments which are short to medium-term in duration
and which arise out of the Company’s worldwide investment banking activities.

Sales, Trading and Market-Making Activities
Equity

The Company’s equity sales, trading and market-making activities cover domestic and foreign equity and equity-
related securities (both exchange traded and over-the-counter (“ OTC")), including ADRs, World Equity Benchmark
Shares (“ WEBS™”) and restricted/control stock; convertible debt and preferred securities, including PERCS®, PERQS™M
and warrants; equity index products, equity swaps, options and other structured products, and international index
arbitrage, equity repurchases, and program and block trade execution. The Company also engages in a variety of
proprietary trading activities including arbitrage transactions for its own account.

The Company provides various equity financing services, including prime brokerage, which offers consolidated
clearance and settlement of securities trades, custody, financing and portfolio reporting services. The Company acts as
principal and agent in stock borrowing and stock loan transactions in support of its domestic and international trading and
brokerage, asset management and clearing activities, and as an intermediary between broker-dealers.

Fixed Income

The Company distributes and trades domestic and international debt securities, including preferred stock and
corporate debt instruments (bonds, medium-term notes and commercial paper), offers investment strategies to institutional
accounts, develops swap and other risk management strategies for customers, and assists corporations in their repurchase
of debt. In addition, the Company trades a full range of money market and other short-term instruments, including
certificates of deposit, bankers acceptances, floating-rate certificates of deposit and floating-rate notes. The Company is
an active dealer and market-maker in a broad range of long-term and short-term tax exempt securities. The Company is
also involved in structuring debt securities with multiple risk/return factors designed to suit investor objectives and
repackaged asset vehicles (“RAVS’) through which investors can restructure asset portfolios to provide liquidity or
recharacterize risk profiles.

MS& Co. is one of 30 primary dealers of U.S. government securities currently recognized by the Federal Reserve
Bank of New York. As such, it is among the firms with which the Federal Reserve conducts its open market operations
and is required to submit bids in Treasury auctions, make secondary markets in U.S. government securities, provide the
Federal Reserve Bank of New Y ork with market information and maintain certain capital standards. The Company is also
a member of a number of selling groups responsible for the distribution of various issues of U.S. agency and other debt
securities. As such, it is required to make secondary markets in these securities and to provide market information to the
U.S. agency issuers. The Company is also a member of the primary syndicate that issues German government bonds, a
member of the Japanese government bond syndicate and a primary dealer in Belgian, Canadian, French, Italian and U.K.
government bonds. The Company also makes secondary markets in various foreign government bonds and corporate
bonds issued in the Eurobond market and in the U.S.



The Company's daily trading inventory positions in government and agency securities are financed substantially
through the use of repurchase agreements. The Company also borrows and lends fixed income securities. In addition, the
Company acts as an intermediary between borrowers and lenders of short-term funds utilizing repurchase and reverse
repurchase agreements. At any given point in time, the Company may hold large positions in certain types of securities or
commitments to purchase securities of a single issuer, sovereign governments and other entities, issuers located in a
particular country or geographic area, public and private issuers involving developing countries or issuers engaged in a
particular industry. In addition, a large portion of the collateral held by the Company for reverse repurchase agreements
and bonds borrowed consists of securities issued by the U.S. government, federal agencies or non-U.S. governments.

The Company trades and distributes mortgage-backed and other asset-backed securities. The Company makes
markets and trades in Government National Mortgage Association (“ GNMA™) securities, Federal Home Loan Mortgage
Corp. (“FHLMC") participation certificates and Federal National Mortgage Association (“FNMA”) obligations. The
Company enters into commitments, such as forward contracts, standby arrangements and OTC options contracts, for
GNMA, FHLMC and FNMA securities. The Company also acts as an underwriter of and market-maker in mortgage-
backed securities, CMOs and related instruments and a market-maker in commercial, residential and real estate loan
products. In this capacity, the Company takes positions in market segments for which liquidity can vary greatly from time
to time.

The Company also underwrites, trades, invests and makes markets in high-yield debt securities and emerging market
loans and securitized instruments. “High-yield” refers to companies or sovereigns whose debt is rated as non-investment
grade. Securities owned by the Company in connection with its high-yield trading activities typically rank subordinate to
bank debt of the issuer and may rank subordinate to other debt of the issuer. The market for these securities has been, and
may in the future be, characterized by periods of illiquidity. In addition, the Company, through its market-making and
trading activities, may be the sole or principal source of liquidity in certain issues and, as a result, may substantially affect
the prices at which such issues trade. The Company also engages in trading senior loans of non-investment grade
companies. Such loans are generally made on a secured basis and are senior to the non-investment grade securities of
these issuers that trade in the capital markets. To mitigate the potential impact on the Company’s operating results of the
greater risks inherent in high-yield debt securities and emerging market loans and securitized instruments, the Company
monitors and controls its total inventory positions in these securities and instruments in a manner consistent with its
overal risk management policies and procedures. The Company also maintains credit policies designed to manage
exposures to individual high-yield issuers and emerging market counterparties.

Foreign Exchange and Commodities

The Company actively trades numerous foreign currencies on a spot and forward basis with its customers, for its own
account and to hedge its securities positions or liabilities. In connection with its market-making activities, the Company
takes open positionsin the foreign exchange market for its own account. On a more limited basis, the Company also enters
into forward currency transactions both as agent and as principal. The Company is a leading participant in currency
futures trading at the International Monetary Market division of the Chicago Mercantile Exchange and is a leading dealer
in OTC and exchange-traded currency options on aworldwide basis.

The Company also trades as principal in the spot, forward and futures markets in a variety of commodities, including
precious metals, base metals, crude ail, oil products, natural gas, electric power and related energy products. The
Company is an active market-maker in swaps and OTC options on commodities such as metals, crude ail, oil products,
natural gas and electricity, and offers a range of hedging programs relating to production, consumption and
reserve/inventory management. The Company is an electricity power marketer in the U.S. and owns a magjority equity
interest in an exempt wholesale generator from which the Company is the exclusive purchaser of electric power.

Derivatives

The Company actively offers to clients and trades for its own account a variety of financial instruments described as
“derivative products’ or “derivatives.” These products, some of which are complex in structure, generally take the form of
exchange-traded futures and options and OTC forwards, options, swaps, caps, collars, floors, swap options and similar
instruments which derive their value from underlying interest rates, foreign exchange rates or commodity or equity
instruments and indices. All of the Company’s trading-related business units use derivative products as an integral part of
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their respective trading strategies, and such products are used extensively to manage the market exposure that results from
proprietary trading activities. In addition, as a dealer in certain derivative products (most notably interest rate and currency
swaps), the Company enters into derivative contracts to meet a variety of risk management objectives and other financial
needs of its clients. Through a triple-A rated subsidiary of the Company (Morgan Stanley Derivative Products Inc.), the
Company also enters into swap and related derivative transactions with certain clients seeking a triple-A rated
counterparty.*

Derivatives facilitate risk transfer and enhance liquidity in the marketplace, and the origination and trading of
derivatives are often utilized to adjust risk profiles, such as exposure to interest rate or currency risk, or to take proprietary
trading positions. Widespread acceptance of derivatives has contributed to the development of more complex OTC
products structured for particular clients to address specific financing and risk management needs. Derivative transactions
may have both on- and off-balance sheet implications, depending on the nature of the contract. The Company’s use of
derivative products may subject the Company to various risks, although in many cases derivatives serve to reduce, rather
than increase, the Company’s exposure to losses from market, credit and other risks. In times of market stress, liquidity in
certain derivatives positions, as well as in underlying cash instruments, may be reduced. The Company manages the risks
associated with derivative products in a manner consistent with its overall risk management policies. Exposure to changes
in interest rates, foreign currencies and other factors are managed on an individual product basis, generaly through
offsetting or other positions in a variety of financial instruments and derivative products. In addition, with respect to
certain derivatives, the Company has agreements with customers and counterparties that permit the Company to close out
positions or require additional (and, in many cases, excess) collateral if certain events occur. In certain instances, the
Company may also limit the types of derivative products that may be traded in a particular account. See also “Risk
Management” incorporated by referencein Part 11, Item 7A of this Report.

MSCI

Morgan Stanley Capital Internationa Inc. (“MSCI”), a majority-owned subsidiary of the Company, markets and
distributes over 3,500 country, industry and regional equity and fixed income benchmark indices (including The World,
EAFE® and Emerging Market Free Indices) covering 51 countries, and has a 29-year historical database that includes
fundamental and valuation data on over 5,500 companies in developed and emerging market countries. Investment
professionals around the world use MSCI data for purp” oses such as performance measurement, security valuation and
asset alocation.

Securities Servicesto Individual Investors
Financial Advisory Activities

Principally through DWR, a full-service retail broker-dealer, the Company offers clients a broad range of securities
and investment products and services that are supported by the Company's investment banking, research, asset
management, execution and operational resources. At November 30, 1998, the Company had the second largest financial
advisor sales organization in the domestic securities industry, with 11,238 financial advisors located in 438 securities
branch offices, providing investment services to more than 3.9 million client accounts having assets of $438 hillion.

The Company focuses on providing its clients with comprehensive financial planning services, tailored to meet
individual investment goals and risk profiles. The Company believes that employing knowledgeable investment
professionals is a key factor in serving the individual investor and has undertaken an aggressive campaign to grow and
train its financial advisor sales organization. Through retention of existing financial advisors and extensive recruiting, the
Company has increased its financial advisor sales organization by over 40% over the past five years. Client assets have
increased by over 100% over the same five-year period.

For a detailed discussion of the Company’s use of derivatives, see “ MD&A — Derivative Financial Instruments” incorporated by reference in Part
11, Item 7 of this Report and “ Notes to Consolidated Financial Statements, Note 9” incorporated by reference in Part 11, Item 8 of this Report. In
addition, the Company uses derivative products (primarily interest rate and currency swaps) to assist in asset and liability management and to
reduce borrowing costs. See aso “ Notes to Consolidated Financial Statements, Note 6” incorporated by reference in Part 11, Item 9 of this Report.
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The Company provides execution, trading and research services to its individual clients for listed equity securities,
OTC equity securities, options and ADRs. The Company also provides execution, trading and research services to
individual clients for a broad range of fixed income securities, including U.S. government obligations, mortgage and other
asset-backed securities, corporate bonds, preferred stocks, municipal securities and certificates of deposit. The Company’s
fixed income trading activity on behalf of individual investors focuses primarily on establishing and maintaining inventory
based upon actual and anticipated orders from its clients, rather than risk-oriented proprietary trading. In December 1998,
the Company implemented a strategy to pair its financial advisor sales force with its institutional fixed income platformin
order to provide mid-sized institutions with greater access to the Company's comprehensive products and research
capabilities.

The Company also provides its clients with an extensive array of investment and credit products and services,
including mutual funds, unit investment trusts, insurance products, financial planning, retirement planning, personal trust
and estate planning, tax planning, credit management and account services. One of the Company’s products designed to
help clients manage their assets is the Active Assets Account® (“ AAA Account”). Through the AAA Account, clients can
consolidate their financial assets into a single account, invest funds in a wide variety of investment products and ensure
that funds are automatically invested daily, either in a money market account insured by the Federal Deposit Insurance
Corporation (“FDIC") or in one of four different money market funds. In addition, the AAA Account offers dividend
reinvestment, check writing, direct deposit and electronic funds transfer and bill payment services. The Company also
offers its Internet technology service, ClientServ*, to its AAA Account customers, which allows them to track their
accounts on-line, obtain research reports and real-time securities quotes, create customized personal portfolio monitors
and chart the performance of various securities over time. Total client assets in AAA Accounts were $144.7 hillion as of
November 30, 1998.

Clients planning for their retirement have access through the Company’s IRA-2000® Individual Retirement Account
(“IRA-2000 Account”) to a broad array of investment choices. Tota client assets in IRA-2000 Accounts were $80.3
billion as of November 30, 1998. The Company aso provides individual annuities and complete defined contribution plan
services for businesses, including 401(k) plans.

Other Activities

The Company provides investment consulting services that assist clients in analyzing their investment objectives and
in selecting investment advisory services offered by unaffiliated investment advisors. Through its wholly-owned insurance
agency subsidiaries, the Company also acts as a national general agency for leading insurance carriers to meet the
insurance and annuity needs of individual investors. The Company originates and services a broad range of consumer
loans secured by mortgages on residential properties. The Company also offers trust and fiduciary services to both
individual and corporate clients, primarily trustee services for personal trusts and tax-qualified retirement plans.

Private Wealth Management

The Company’s Private Wealth Management group (formerly known as Private Client Services) (“PWM”) is a
financial advisory group that provides solutions to individuals, families and foundations who control significant pools of
wealth. PWM has offices in the U.S., Europe and Asia and provides access to the Company’s trading capabilities,
fundamental research and analytical products, as well as to its securities underwritings. PWM financial advisors manage
specific financial asset classes and provide tailored global asset allocation strategies for its clients. PWM aso offers
private investors the opportunity to co-invest with the Company in its principal investing activities and specialized funds.
Private banking services and other PWM financial advisory services are provided to select international clients through
the Company’ s Swiss bank subsidiary, Bank Morgan Stanley AG.

International Private Client Group

Because of the strategic opportunities that the Company believes are presented by the further development of an
international individual securities and asset management business, the International Private Client Group was formed as a
new business unit in December 1998. The International Private Client Group will encompass all of the Company’'s
international activities relating to individual securities and asset management (including international PWM activities) and
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electronic commerce businesses, as well as future international expansion in such businesses. See aso “ ASSET
MANAGEMENT.”

Research

The Company’s global research department (“Research”), comprised of economists, industry analysts and strategists,
is actively engaged in a wide range of research activities. Research produces reports and studies on the economy, financial
markets, portfolio strategy, technical market analyses and industry developments. It analyzes worldwide trends covering a
broad range of industries and more than 2,000 individual companies, half of which are located outside of the U.S.
Research also provides analyses and forecasts relating to economic and monetary developments affecting matters such as
interest rates, foreign currencies and securities and economic trends. Support for the sales and trading of fixed income
securitiesis also provided in the form of quantitative and credit analyses and the development of research products that are
distributed to the Company’s individual and institutional clients. Timely data contained in Research’s numerous
publications, such as the Investment Srategy Chartbook and The Competitive Edge, are disseminated to both individual
and institutional investors through a proprietary database accessible via the Internet and through the Company’s financial
advisors. In addition, Research provides analytical support and publishes reports on mortgage-related securities and the
markets in which they are traded and does original research on valuation techniques.

Operations and Information Processing

In its Securities business, the Company executes and clears all of its transactions (delivery of securities sold, receipt
of securities purchased and transfer of related funds) through its own facilities and through memberships in various
clearing corporations. In order to minimize the risks of systems failures, the Company maintains redundant processing
systems.

Competition and Regulation
Competition

The Company encounters intense competition in all aspects of its Securities business and competes worldwide
directly with other firms, a number of which may have greater capital and other resources. The Company and its
competitors employ advertising and direct solicitation of potential customers as methods of increasing business, and many
of the Company’s competitors engage in more extensive advertising programs than does the Company. Among the
principal competitive factors affecting the Company’s Securities business are the Company’s general reputation, the
overal quality of its professionals and other personnel, its ability to maintain existing client relationships and develop new
ones, the relative prices of services and products offered and its capability in originating and marketing innovative
products 