March 24, 2008
Dear fellow Morgan Stanley shareholder:

Morgan Stanley’s first quarter results, releasstiwaeek, underscore the need for a Board
willing and able to check a willful CEO with a pdrant for taking risk.We therefore write to
reiterate our recommendation that shareholders votéAgainst” Directors Howard Davies,
Robert Kidder and Chairman John Mack on April 8. As Mark T. Williams, a former Federal
Reserve Board bank examiner, concluded in laststay'sAmerican Banker

Examples of firms with strong risk-control culturaslude Goldman Sachs,
JPMorgan Chase, Deutsche Bank, and Credit Suisdeos€elthat have recently
had devastating financial losses include Merrilhch, Citigroup, Morgan
Stanley, UBS, and Bear Stearns....One thing [therladil had in common was
weak or lax risk controls and oversight. Until teeompanies fix their
fundamental risk-control problems, including thekaf strong board and risk-
management oversight, many of them will remaineralble to losses.

Removing Messrs. Davies and Kidder, and immediatatying an independent board chair, will
enhance the Board’s risk oversight and independertbeut destabilizing the company at an
especially challenging moment.

Morgan Stanley’s Q1 results underscore the need fan independent chairman and
genuinely independent directors to balance CEO JohMack’s appetite for risk with the
firm’s capacity to manage that risk.

As indicated in our March 12 letter to you, we beé Morgan Stanley’s $9.4 billion in
subprime-related writedowns resulted from a busimdgn that aggressively expanded the firm’s
risk profile beyond its capacity to manage that.ridr. Mack assured investors last December
that the firm had dialed down its risk appetitddaiing such losses, saying that “I think that we
have been sprinting and | think we're going to il lof jogging right now for a while.”
Notwithstanding such assurances, Morgan Stanldyrmare risk in first quarter 2008 — as
measured by average daily value at risk (VaR) # #rey other quarter in its history.

Mr. Mack’s 2005 CRO reporting change violated the dindamental principle of
independence at the heart of sound risk managememjth costly consequences for
shareholders.

Formerly a direct report to the CEO, the firm’s €fiRisk Officer began reporting to Co-
President Zoe Cruz in October 2005. Because M f&xceived a substantial annual cash
bonus, presumably based on the performance oh#teutional Securities business — of which
trading was the largest, riskiest and fastest grgwevenue source —she had a financial incentive
to take excessive short-term trading risk. Indedter Mr. Mack recently decided to have the
CRO report to the CFO instead, he acknowledgeddhéict of interest inherent in the
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earlier structure, saying “I think the right repog line is not to the business unit head or the
division head, but someone totally independent velports directly to me and that's why we
made the change.”

The fact that John Mack also named the CRO to tardgement Committee in October 2005,
as the independent directors note in their Marckeftér to you, is irrelevant: if the CRO
believed the Co-President was allowing too mudk, he would have to go over her head, either
to the Management Committee on which she alsordatthe CEO or Board. Even the most
diligent employee would be understandably reluctamo so.

Indeed, according to tH@nancial Timeg12/22/07), this is essentially what happened:

Mr Daula, who was appointed to his [CRQO] role in0&) briefed Ms Cruz weekly
on the bank's risk position, according to peoplaifear with the matter, although
one said Mr Daula never took his concerns direttlyir Mack. ...By August,

Mr Daula was very vocal in saying that there weoepmoper pricing models for
such trades, that positions were not being properasured, and that the history
traders used in their models was not a reliabledguthese people say.

The results are well known: Morgan Stanley failededuce its exposure to CDOs prior to fall
2007, when there was still liquidity in the markand was subsequently forced to write down
$7.8 billion in CDO exposure from a single tradofesk.

Conclusion: Vote “Against” Directors Davies, Kidderand Mack

The Board has taken steps to strengthen the fiisksnanagement, but has yet to address the
underlying failures that enabled Mr. Mack’s oveailygressive posture. While the entire Board
and Audit Committee failed to keep managementls agpetite in check, directors Kidder and
Davies — as members of the Audit Committee in Cat@®05 — bear particular responsibility for
allowing Mr. Mack to compromise the independenctheffirm’s risk management by changing
the CRO reporting line.

With first quarter earnings down 42% from the pwyear, risk taking at record levels and the
financial markets still uncertain, Morgan Stanlégreholders urgently need a strong,
independent board to oversee management’s apfmetiisk and ensure adequate risk controls.
We urge you to vote “against” Directors Davies, #&d and Mack.

We welcome the opportunity to review our concemgreater detail with fellow shareholders.
Please contact Michael Garland at 212-471-1317szuds these issues further and visit
Wwww.ctwinvestmentgroup.corior more information.

Sincerely,

T
William Patterson
Executive Director
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