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Consummation of the proposed transaction is also expected to enhance Morgan
Stanley’s earnings performance because of its right to receive an additional
35 percent of the revenues generated by MSSB.

The Board also has considered the managerial resources of the
organizations involved and, in particular, has reviewed the examination records of
Morgan Stanley and its subsidiary depesitory institutions, including assessments 6f
their management, risk-managerment systems, and eperatiens. 1A additien, the
Board has considered its supervisory experienee with Mergan Stanley sinee it
becarme a financlal holding eompany in late 2008. Mergan Stanley eufrently has
operational contrel 6f MSSB, and MSSB is ifcluded in Mergan Stamley’s
consolidated finaneial staterents. Under Mergan Stanlsy’s eperatisnal e6ntrel,
MSSB has deveted sighificant reseurees o initlatives designed te integrate legas %
Bustness lines of Mergan Stanley and Citigreup. Sinee the 2012 Appraval, MSS
has eempleted the establishment of, and transitiened nearly all sf i€§ eheﬁ£§ te, 8
new eperating platferm.

Based on all the facts of record, the Board has concluded that
considerations relating to the financial and managerial resources of the
organizations involved in the proposal are consistent with approval.

Competitive Considerations. In addition, the Board has considered
the competitive effects of Morgan Stanley’s proposed acquisition of the remaining
35 percent interest in MSSB. As noted above, Morgan Stanley curtrently owns
65 percent of MSSB. Morgan Stanley already is deemed to control MSSB for
purposes of the BHC Act, and MSSB is included in Morgan Stanley’s consolidated
financial statements. Based on all the facts of record, the Board has concluded that
consummation of the proposed transaction would net have a significantly adverse
effect on competition or on the concentration of resources in any relevant market
and that competitive considerations are consistent with approval.

Financiall Stability. The Board also has considered risk the proposal
may pose to the stability of the United States banking and financial system and the
extent to which the proposed acquisition would result in greater or more
concentrated risks to global or United States financial stability and the United
States economy. In evaluating the effects of the proposed transaction on finaneial
stability, the Board conslders the size of the resultlng firm; avallability of substitute
providers for any eritical produets and serviees offered by the resulting firm;
intereonnectedness of the resulting firm with the banking er finaneial system;
extent to whieh the resulting firm eentributes t6 the eemplexity of the finaneial



system; and the extent of the cross-border activities of the resulting firm. The
proposed transaction would increase Morgan Stanley’s consolidated liabilities and
deposits by approximately $56 billion. The Board has also considered that Morgan
Stanley already owns 65 percent of the voting shares of MSSB and cuirrently
consolidates MSSB in its financial statements. The transaction would not increase
Morgan Stanley’s complexity or cross-border activities, and it would not affect the
availability of substitute providers of Morgan Stanley or MSSB’s products and
services. In addition, the elimination of MSSB’s joint venture structure would
significantly reduce the degree to which Morgan Stanley and Citigroup are
interconnected. Based on all the facts of record, the Board has determined that
considerations relating to financlal stablility are consistent with approval.

Publiic Berefits. The Board has taken these and other considerations
into account in reviewing the public benefits and possible adverse effects of the
proposal. The transaction is expected to enhance Morgan Stanley’s earnings
performance as a result of its right to receive an additional 35 percent of the
revenues generated by MSSB. The transaction also is expected to reduce operating
costs and operational risks by allowing the termination of agreements that
previously required MSSB to route certain customer orders through Citigroup. As
noted above, the severance of the joint venture relationship between Morgan
Stanley and Citigroup will significantly reduce the interconnections between the
two firms and decrease the possibility that financial distress at one firm could be
transmitted to the other. Further, elimination of the joint venture structure would
remove barriers to the marketability of MSSB if Morgan Stanley were to sell its
interest in the company. In additlon, Morgan Stanley has improved the operations
of MSSB through integration initiatives, and the proposed transaction would
provide additional incentive for Morgan Stanley to enhance MSSB’s performance
by fully aligning Moergan Stanley’s econorle Interests with its managerial control
of MSSB.

Moreover, in light of Morgan Stanley’s existing operational control
and financial consolidation of MSSB, consummation of the proposal is not likely
to result in significant adverse effects, such as undue concentration of resources,
decreased or unfair competition, conflicts of interests, unsound banking practices,
risk to the stability of the United States banking or financial system, or greater or
more concentrated risks to global or United States financial stability or the United
States economy. Accordingly, based on all the facts of record, the Board has
determined that the balance of the public benefits it must consider is consistent
with approval.



Based on all the facts of record, the Board has determined that the
notice should be, and hereby is, approved. In making this determination, the Board
has relied on all the information and representations provided by Morgan Stanley
in connection with the notice. This determination also is subject to the Board’s
authority to require modification or termination of the activities of a bank holding
company or any of its subsidiaries as the Board finds necessary to enstire
compliance with, or prevent evasion of, the provisions and purposes of the BHC
Act and the Board'’s regulations and orders issued theretunder.

Please advise the Federal Reserve Bank of New York in writing when
the transaction is consummated.

Sincerely yours,
(Sdpned Suorblargaemyigolgskey Shanks

cc: Ivan J. Hurwitz, Vice President
Federal Reserve Bank of New York



