


WHEREAS, immediately upon discovery of the deficienci | Morgan Stanley
formed a team to examine the tssues and correct the problems;

WHEREAS, Morgan Stanley conducted an internal investigation into the reasons
why the affected order entry systems were not functiomng properly and voluntarnily
provided the results of the internal investigation to members of a multi-state task foree
(collectively, the “State Regulators™);

WHEREAS, Morgan Stanley self-reported the Blue Sky problem to all affected
state and federal regulators;

WHEREAS, the State Regulators have conducted a coordinated investigation into
the activities ot Morgan Stanley, and its predecessors, in connection with Morgan Stanley
sales of sccurities over a several year period which did not satisfy the Blue Sky laws (the
“Investigation™):

WHEREAS, Morgan Stanley identified transactions exccuted in violation of the
Blue Sky laws as a result of the system deficiencies and offered rescission to such
customers with terms and conditions that arc consistent with the provisions sct out in S.C.
Code Ann. § 35-1-1530 (Supp. 2003);

WHEREAS, Morgan Stanley has since adopted policies and procedures, as well
as further actions, destgned to ensure compliance with all legal and regulatory
requirements regarding Blue Sky laws, including applicable state securitics laws and
regulations;

WHEREAS. Morgan Stanley has advised the State Regulators of its agreement to

resolve the investigation relating to its practices of complying with state Blue Sky laws;




WHEREAS, Morgan Stanley. elects to permanently warve any night to a hearing
and appeal under S.C. Code Ann. §§ 35-1-380 and 35-1-1310 (Supp. 2003) with respect
to this Consent Order "Order ™), and

NOW THEREFORE, the Secunties Commissioner, as administrator ot the South
Carolina Unitorm Securities Act ot 2005 (the “Aet™), S.C. Code Ann. § 35-1-101 to 35-1-

703 (Supp. 2007), hereby enters this Order:

PRELIMINARY ST... EMENT

On or about August of 2005, Morgan Stanley notified the North American
Securities Administrators Association ("NASAA™, as well as the Secunties Division of
the Office of the Attormey General of the State of South Carolina (the “Division™), that it
learned that certain order cntry systems in place at its pnimary retail broker-dealer,
MSDW, did not check whether certain secunties transactions complied with Blue Sky
law registration requirements. The Blue Sky surveillance problem included most tixed
income secunties and certain equity securities sold to customers in solicited and non-
¢xempt transactions, from at least 1995.

Morgan Stanley discovered the Blue Sky issue in late May 2005, Shortly
thereafter, Morgan Stanley commissioned an internal investigation to determine the
origins and reasons for the oversight. Morgan Stanley discovered that its surveillance
systems were deficient for the following reasons:

Broker workstations, the automated trading system used at Morgan Stanley, did

not have any type of Blue Sky block, or other exception report, tor trades involving fixed

INCOE seeuritivs;




Morgan Stantey’s Blue Sky surveillance system covered only secunties contained
in its Blue Sky databases, which were maintained separately for MSDW and MS&Co.
As such, if the survettlance system did not locate a particular security in the Blue Sky
database, the systemns would allow the transaction to proceed without further checking or
creating any exception report noting the inability to focate Blue Sky repistration
confirmation;

Morgan Stanley did not adequately stock its Blue Sky database with sufficient
information, either by way of intemmal research or outside vendors’ research, to properly
review all transactions for Blue Sky compliance; and

Morgan Stanley did not direct enough resources and personnel duning the ten-year
period to adequately manage the Blue Sky issues.

The result of the surveillance failures was that thousands of securities
transactions, particularly fixed incorne securities, dunng the time frame January 1997 -
May 2005, were approved and executed without first confirming Blue Sky registration
status,

FINDINGS OF FACTS

History of the Blue Sky Issue at Morgan Staniey

Blue Sky Compliance Pre-1995

Betore 1995, Dean Witter brokers vntered customer transactions using paper
order tickets and the internal electronic wire, Dean Witter's Blue Sky surveiilance
system comparcd orders (by CUSIP number) with information in its internal Blue Sky

database, known as BSKS.




















































