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Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Fully and Unconditionally Guaranteed by Morgan Stanley 

Principal at Risk Securities 

The Buffered PLUS are unsecured obligations of Morgan Stanley Finance LLC (“MSFL”) and are fully and
unconditionally guaranteed by Morgan Stanley. The Buffered PLUS will pay no interest, provide a minimum payment
at maturity of only 25% of the stated principal amount and have the terms described in the accompanying product
supplement for PLUS, index supplement and prospectus, as supplemented or modified by this document. At maturity,
if the underlying index has appreciated in value, investors will receive the stated principal amount of their investment
plus leveraged upside performance of the underlying index. If the underlying index has depreciated in value, but the
underlying index has not declined by more than the specified buffer amount, the Buffered PLUS will redeem for par.
However, if the underlying index has declined by more than the buffer amount, investors will lose 1% for every 1%
decline beyond the specified buffer amount, subject to the minimum payment at maturity of 25% of the stated
principal amount. Investors may lose up to 75% of the stated principal amount of the Buffered PLUS. These
long-dated Buffered PLUS are for investors who seek an equity index-based return and who are willing to risk their
principal and forgo current income in exchange for the leverage and buffer features that in each case apply to a limited
range of performance of the underlying index. The Buffered PLUS are notes issued as part of MSFL’s Series A Global
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Medium-Term Notes program.

All payments are subject to our credit risk. If we default on our obligations, you could lose some or all of your
investment. These Buffered PLUS are not secured obligations and you will not have any security interest in, or
otherwise have any access to, any underlying reference asset or assets.

FINAL Terms
Issuer: Morgan Stanley Finance LLC

Guarantor: Morgan Stanley

Maturity date: August 31, 2023

Underlying index: EURO STOXX 50® Index

Aggregate principal amount: $1,109,000

Payment at maturity per
Buffered PLUS:

If the final index value is greater than the initial index value:

$1,000 + leveraged upside payment 

If the final index value is less than or equal to the initial index value but has
decreased from the initial index value by an amount less than or equal to the buffer
amount of 25%:

$1,000 

If the final index value is less than the initial index value and has decreased from the
initial index value by an amount greater than the buffer amount of 25%:

($1,000 x the index performance factor) + $250 

Under these circumstances, the payment at maturity will be less than the stated
principal amount of $1,000. However, under no circumstances will the Buffered
PLUS pay less than $250 per Buffered PLUS at maturity.

Leveraged upside payment: $1,000 × leverage factor × index percent increase

Index percent increase: (final index value – initial index value) / initial index value

Initial index value: 3,447.57, which is the index closing value on the pricing date

Final index value: The index closing value on the valuation date

Valuation date: August 28, 2023, subject to postponement for non-index business days and certain
market disruption events

Leverage factor: 256%

Buffer amount:

25%.  As a result of the buffer amount of 25%, the value at or above which the
underlying index must close on the valuation date so that investors do not suffer a
loss on their initial investment in the Buffered PLUS is 2,585.678, which is
approximately 75% of the initial index value.

Minimum payment at
maturity: $250 per Buffered PLUS (25% of the stated principal amount)

Index performance factor: Final index value divided by the initial index value

Stated principal amount: $1,000 per Buffered PLUS 	
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Issue price: $1,000 per Buffered PLUS (see “Commissions and issue price” below)

Pricing date: August 28, 2018

Original issue date: August 31, 2018 (3 business days after the pricing date)

CUSIP: 61768DBF1

ISIN: US61768DBF15

Listing: The Buffered PLUS will not be listed on any securities exchange.

Agent:
Morgan Stanley & Co. LLC (“MS & Co.”), an affiliate of MSFL and a wholly owned
subsidiary of Morgan Stanley.  See “Supplemental information regarding plan of
distribution; conflicts of interest.”

Estimated value on the
pricing date: $943.80 per Buffered PLUS.  See “Investment Summary” beginning on page 2.

Commissions and issue price: Price to public(1) Agent’s commissions and fees(2) Proceeds to us(3)

Per Buffered PLUS $1,000 $33 $967

Total $1,109,000 $36,597 $1,072,403

(1)The price to public for investors purchasing the Buffered PLUS in fee-based advisory accounts will be $975.00 per
Buffered PLUS.

(2)

Selected dealers and their financial advisors will collectively receive from the agent, MS & Co., a fixed sales
commission of $33 for each Buffered PLUS they sell; provided that dealers selling to investors purchasing the
Buffered PLUS in fee-based advisory accounts will receive a sales commission of $8 per Buffered PLUS. See
“Supplemental information regarding plan of distribution; conflicts of interest.” For additional information, see “Plan
of Distribution (Conflicts of Interest)” in the accompanying product supplement for PLUS.

(3)See “Use of proceeds and hedging” on page 14.

The Buffered PLUS involve risks not associated with an investment in ordinary debt securities. See “Risk
Factors” beginning on page 7.

The Securities and Exchange Commission and state securities regulators have not approved or disapproved these
securities, or determined if this document or the accompanying product supplement, index supplement and prospectus
is truthful or complete. Any representation to the contrary is a criminal offense.

The Buffered PLUS are not deposits or savings accounts and are not insured by the Federal Deposit Insurance
Corporation or any other governmental agency or instrumentality, nor are they obligations of, or guaranteed by, a
bank.

You should read this document together with the related product supplement, index supplement and prospectus, each
of which can be accessed via the hyperlinks below. Please also see “Additional Information About the Buffered PLUS”
at the end of this document.
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As used in this document, “we,” “us” and “our” refer to Morgan Stanley or MSFL, or Morgan Stanley and MSFL
collectively, as the context requires.

Product Supplement for PLUS dated November 16, 2017	      	Index Supplement dated November 16, 2017

Prospectus dated November 16, 2017
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

Investment Summary

Buffered Performance Leveraged Upside Securities

Principal at Risk Securities

The Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 (the "Buffered
PLUS") can be used:

§As an alternative to direct exposure to the underlying index that enhances returns for any potential positive
performance of the underlying index

§To enhance returns and potentially outperform the underlying index in a bullish scenario, with no limitation on the
appreciation potential

§To achieve similar levels of upside exposure to the underlying index as a direct investment, while using fewer
dollars by taking advantage of the leverage factor.

§ To obtain a buffer against a specified level of negative performance in the underlying index

Maturity: 5 years

Leverage factor: 256%

Maximum payment at
maturity: None

Buffer amount: 25%, with 1-to-1 downside exposure below the buffer

Minimum payment at
maturity:

$250 per Buffered PLUS (25% of the stated principal amount).  Investors may lose up to
75% of the stated principal amount of the Buffered PLUS.
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Coupon: None

The original issue price of each Buffered PLUS is $1,000. This price includes costs associated with issuing, selling,
structuring and hedging the Buffered PLUS, which are borne by you, and, consequently, the estimated value of the
Buffered PLUS on the pricing date is less than $1,000. We estimate that the value of each Buffered PLUS on the
pricing date is $943.80.

What goes into the estimated value on the pricing date?

In valuing the Buffered PLUS on the pricing date, we take into account that the Buffered PLUS comprise both a debt
component and a performance-based component linked to the underlying index. The estimated value of the Buffered
PLUS is determined using our own pricing and valuation models, market inputs and assumptions relating to the
underlying index, instruments based on the underlying index, volatility and other factors including current and
expected interest rates, as well as an interest rate related to our secondary market credit spread, which is the implied
interest rate at which our conventional fixed rate debt trades in the secondary market.

What determines the economic terms of the Buffered PLUS?

In determining the economic terms of the Buffered PLUS, including the leverage factor, the buffer amount and the
minimum payment at maturity, we use an internal funding rate, which is likely to be lower than our secondary market
credit spreads and therefore advantageous to us. If the issuing, selling, structuring and hedging costs borne by you
were lower or if the internal funding rate were higher, one or more of the economic terms of the Buffered PLUS
would be more favorable to you.

What is the relationship between the estimated value on the pricing date and the secondary market price of the
Buffered PLUS?

The price at which MS & Co. purchases the Buffered PLUS in the secondary market, absent changes in market
conditions, including those related to the underlying index, may vary from, and be lower than, the estimated value on
the pricing date, because the secondary market price takes into account our secondary market credit spread as well as
the bid-offer spread that MS & Co. would charge in a secondary market transaction of this type and other factors.
However, because the costs associated with issuing, selling, structuring and hedging the Buffered PLUS are not fully
deducted upon issuance, for a period of up to 6 months following the issue date, to the extent that MS & Co. may buy
or sell the Buffered PLUS in the secondary market, absent changes in market conditions, including those related to the
underlying index, and to our secondary market credit spreads, it would do so based on values higher than the
estimated value. We expect that those higher values will also be reflected in your brokerage account statements.
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

MS & Co. may, but is not obligated to, make a market in the Buffered PLUS, and, if it once chooses to make a
market, may cease doing so at any time.

August 2018 Page 3
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

Key Investment Rationale

The Buffered PLUS offer leveraged upside exposure to the underlying index, while providing limited protection
against negative performance of the underlying index. Once the underlying index has decreased in value by more than
the specified buffer amount, investors are exposed to the negative performance of the underlying index, subject to the
minimum payment at maturity. At maturity, if the underlying index has appreciated, investors will receive the stated
principal amount of their investment plus leveraged upside performance of the underlying index. At maturity, if the
underlying index has depreciated and (i) if the final index value of the underlying index has not declined from the
initial index value by more than the specified buffer amount, the Buffered PLUS will redeem for par, or (ii) if the final
index value of the underlying index has declined by more than the buffer amount, the investor will lose 1% for every
1% decline beyond the specified buffer amount, subject to the minimum payment at maturity. Investors may lose up
to 75% of the stated principal amount of the Buffered PLUS.

Leveraged
Performance

The Buffered PLUS offer investors an opportunity to capture enhanced returns for any positive
performance relative to a direct investment in the underlying index.

Upside
Scenario

The underlying index increases in value, and, at maturity, the Buffered PLUS redeem for the stated
principal amount of $1,000 plus 256% of the index percent increase.

Par Scenario The underlying index declines in value by no more than 25%, and, at maturity, the Buffered PLUS
redeem for the stated principal amount of $1,000.

Downside
Scenario

The underlying index declines in value by more than 25%, and, at maturity, the Buffered PLUS
redeem for less than the stated principal amount by an amount that is proportionate to the
percentage decrease of the underlying index from the initial index value, plus the buffer amount of
25%.  (Example: if the underlying index decreases in value by 45%, the Buffered PLUS will
redeem for $800.00, or 80.00% of the stated principal amount.)  The minimum payment at maturity
is $250 per Buffered PLUS.
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

How the Buffered PLUS Work

Payoff Diagram	

The payoff diagram below illustrates the payment at maturity on the Buffered PLUS based on the following terms:

Stated principal amount: $1,000 per Buffered PLUS

Leverage factor: 256%

Buffer amount: 25%

Maximum payment at maturity: None

Minimum payment at maturity: $250 per Buffered PLUS

Buffered PLUS Payoff Diagram

How it works

§	Upside Scenario. If the final index value is greater than the initial index value, investors will receive the $1,000
stated principal amount plus 256% of the appreciation of the underlying index over the term of the Buffered PLUS.

§If the underlying index appreciates 2%, the investor would receive a 5.12% return, or $1,051.20 per Buffered PLUS.

§
Par Scenario. If the final index value is less than or equal to the initial index value but has decreased from the initial
index value by an amount less than or equal to the buffer amount of 25%, investors will receive the stated principal
amount of $1,000 per Buffered PLUS.
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§ If the underlying index depreciates 5%, investors will receive the $1,000 stated principal amount.

§

Downside Scenario. If the final index value is less than the initial index value and has decreased from the initial
index value by an amount greater than the buffer amount of 25%, investors will receive an amount that is less than
the stated principal amount by an amount that is proportionate to the percentage decrease of the value of the
underlying index from the initial index value, plus the buffer amount of 25%. The minimum payment at maturity is
$250 per Buffered PLUS.

August 2018 Page 5
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

§For example, if the underlying index depreciates 55%, investors would lose 30.00% of their principal and receive
only $700 per Buffered PLUS at maturity, or 70.00% of the stated principal amount.

August 2018 Page 6
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

Risk Factors

The following is a non-exhaustive list of certain key risk factors for investors in the Buffered PLUS. For further
discussion of these and other risks, you should read the section entitled “Risk Factors” in the accompanying product
supplement for PLUS, index supplement and prospectus. We also urge you to consult your investment, legal, tax,
accounting and other advisers in connection with your investment in the Buffered PLUS.

§

Buffered PLUS do not pay interest and provide a minimum payment at maturity of only 25% of your
principal. The terms of the Buffered PLUS differ from those of ordinary debt securities in that the Buffered PLUS
do not pay interest, and provide a minimum payment at maturity of only 25% of the stated principal amount of the
Buffered PLUS, subject to our credit risk. If the final index value is less than 75% of the initial index value, you will
receive for each Buffered PLUS that you hold a payment at maturity that is less than the stated principal amount of
each Buffered PLUS by an amount proportionate to the decline in the closing value of the underlying index from the
initial index value, plus $250 per Buffered PLUS. Accordingly, investors may lose up to 75% of the stated
principal amount of the Buffered PLUS.

§

The market price of the Buffered PLUS will be influenced by many unpredictable factors. Several factors,
many of which are beyond our control, will influence the value of the Buffered PLUS in the secondary market and
the price at which MS & Co. may be willing to purchase or sell the Buffered PLUS in the secondary market,
including the value, volatility (frequency and magnitude of changes in value) and dividend yield of the underlying
index, interest and yield rates in the market, time remaining until the Buffered PLUS mature, geopolitical conditions
and economic, financial, political, regulatory or judicial events that affect the underlying index or equities markets
generally and which may affect the final index value of the underlying index and any actual or anticipated changes in
our credit ratings or credit spreads. Generally, the longer the time remaining to maturity, the more the market price
of the Buffered PLUS will be affected by the other factors described above. The value of the underlying index may
be, and has recently been, volatile, and we can give you no assurance that the volatility will lessen. See “EURO
STOXX 50® Index Overview” below. You may receive less, and possibly significantly less, than the stated principal
amount per Buffered PLUS if you try to sell your Buffered PLUS prior to maturity.

§There are risks associated with investments in securities linked to the value of foreign equity securities. The
Buffered PLUS are linked to the value of foreign equity securities. Investments in securities linked to the value of
foreign equity securities involve risks associated with the securities markets in those countries, including risks of
volatility in those markets, governmental intervention in those markets and cross-shareholdings in companies in
certain countries. Also, there is generally less publicly available information about foreign companies than about
U.S. companies that are subject to the reporting requirements of the United States Securities and Exchange
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Commission, and foreign companies are subject to accounting, auditing and financial reporting standards and
requirements different from those applicable to U.S. reporting companies. The prices of securities issued in foreign
markets may be affected by political, economic, financial and social factors in those countries, or global regions,
including changes in government, economic and fiscal policies and currency exchange laws. Local securities markets
may trade a small number of securities and may be unable to respond effectively to increases in trading volume,
potentially making prompt liquidation of holdings difficult or impossible at times. Moreover, the economies in such
countries may differ favorably or unfavorably from the economy in the United States in such respects as growth of
gross national product, rate of inflation, capital reinvestment, resources, self-sufficiency and balance of payment
positions between countries.

§

The Buffered PLUS are subject to our credit risk, and any actual or anticipated changes to our credit ratings
or credit spreads may adversely affect the market value of the Buffered PLUS. You are dependent on our ability
to pay all amounts due on the Buffered PLUS at maturity and therefore you are subject to our credit risk. If we
default on our obligations under the Buffered PLUS, your investment would be at risk and you could lose some or all
of your investment. As a result, the market value of the Buffered PLUS prior to maturity will be affected by changes
in the market’s view of our creditworthiness. Any actual or anticipated decline in our credit ratings or increase in the
credit spreads charged by the market for taking our credit risk is likely to adversely affect the market value of the
Buffered PLUS.

§

As a finance subsidiary, MSFL has no independent operations and will have no independent assets. As a
finance subsidiary, MSFL has no independent operations beyond the issuance and administration of its securities and
will have no independent assets available for distributions to holders of MSFL securities if they make claims in
respect of such securities in a bankruptcy, resolution or similar proceeding. Accordingly, any recoveries by such
holders will be limited to those available under the related guarantee by Morgan Stanley and that guarantee will rank
pari passu with all other unsecured, unsubordinated obligations of Morgan Stanley. Holders will have recourse only
to a single claim against Morgan Stanley and its assets under the guarantee. Holders of securities issued by MSFL
should accordingly assume that in any such proceedings they would not have any priority over and should be treated
pari passu with the claims of other unsecured, unsubordinated creditors of Morgan Stanley, including holders of
Morgan Stanley-issued securities.

August 2018 Page 7
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

§

The amount payable on the Buffered PLUS is not linked to the value of the underlying index at any time other
than the valuation date. The final index value will be based on the index closing value on the valuation date,
subject to postponement for non-index business days and certain market disruption events. Even if the value of the
underlying index appreciates prior to the valuation date but then drops by the valuation date by more than 25% of the
initial index value, the payment at maturity will be less, and may be significantly less, than it would have been had
the payment at maturity been linked to the value of the underlying index prior to such drop. Although the actual
value of the underlying index on the stated maturity date or at other times during the term of the Buffered PLUS may
be higher than the index closing value on the valuation date, the payment at maturity will be based solely on the
index closing value on the valuation date.

§

Investing in the Buffered PLUS is not equivalent to investing in the underlying index. Investing in the Buffered
PLUS is not equivalent to investing in the underlying index or its component stocks. As an investor in the Buffered
PLUS, you will not have voting rights or rights to receive dividends or other distributions or any other rights with
respect to stocks that constitute the underlying index.

§

The rate we are willing to pay for securities of this type, maturity and issuance size is likely to be lower than
the rate implied by our secondary market credit spreads and advantageous to us. Both the lower rate and the
inclusion of costs associated with issuing, selling, structuring and hedging the Buffered PLUS in the original
issue price reduce the economic terms of the Buffered PLUS, cause the estimated value of the Buffered PLUS
to be less than the original issue price and will adversely affect secondary market prices. Assuming no change
in market conditions or any other relevant factors, the prices, if any, at which dealers, including MS & Co., may be
willing to purchase the Buffered PLUS in secondary market transactions will likely be significantly lower than the
original issue price, because secondary market prices will exclude the issuing, selling, structuring and
hedging-related costs that are included in the original issue price and borne by you and because the secondary market
prices will reflect our secondary market credit spreads and the bid-offer spread that any dealer would charge in a
secondary market transaction of this type as well as other factors.

The inclusion of the costs of issuing, selling, structuring and hedging the Buffered PLUS in the original issue price
and the lower rate we are willing to pay as issuer make the economic terms of the Buffered PLUS less favorable to
you than they otherwise would be.

However, because the costs associated with issuing, selling, structuring and hedging the Buffered PLUS are not fully
deducted upon issuance, for a period of up to 6 months following the issue date, to the extent that MS & Co. may buy
or sell the Buffered PLUS in the secondary market, absent changes in market conditions, including those related to the
underlying index, and to our secondary market credit spreads, it would do so based on values higher than the
estimated value, and we expect that those higher values will also be reflected in your brokerage account statements.
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§

Adjustments to the underlying index could adversely affect the value of the Buffered PLUS. The underlying
index publisher may add, delete or substitute the stocks constituting the underlying index or make other
methodological changes that could change the value of the underlying index. The underlying index publisher may
discontinue or suspend calculation or publication of the underlying index at any time. In these circumstances, the
calculation agent will have the sole discretion to substitute a successor index that is comparable to the discontinued
underlying index and is not precluded from considering indices that are calculated and published by the calculation
agent or any of its affiliates. If the calculation agent determines that there is no appropriate successor index, the
payment at maturity on the Buffered PLUS will be an amount based on the closing prices at maturity of the securities
composing the underlying index at the time of such discontinuance, without rebalancing or substitution, computed
by the calculation agent in accordance with the formula for calculating the underlying index last in effect prior to
discontinuance of the underlying index.

§

The estimated value of the Buffered PLUS is determined by reference to our pricing and valuation models,
which may differ from those of other dealers and is not a maximum or minimum secondary market price.
These pricing and valuation models are proprietary and rely in part on subjective views of certain market inputs and
certain assumptions about future events, which may prove to be incorrect. As a result, because there is no
market-standard way to value these types of securities, our models may yield a higher estimated value of the
Buffered PLUS than those generated by others, including other dealers in the market, if they attempted to value the
Buffered PLUS. In addition, the estimated value on the pricing date does not represent a minimum or maximum
price at which dealers, including MS & Co., would be willing to purchase your Buffered PLUS in the secondary
market (if any exists) at any time. The value of your Buffered PLUS at any time after the date of this document will
vary based on many factors that cannot be predicted with accuracy, including our creditworthiness and changes in
market conditions. See also “The market price of the Buffered PLUS will be influenced by many unpredictable
factors” above.

§

The Buffered PLUS will not be listed on any securities exchange and secondary trading may be limited. The
Buffered PLUS will not be listed on any securities exchange. Therefore, there may be little or no secondary market
for the Buffered PLUS. MS & Co. may, but is not obligated to, make a market in the Buffered PLUS and, if it once
chooses to make a market, may cease doing so at any time. When it does make a market, it will generally do so for
transactions of routine secondary market size at
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Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

prices based on its estimate of the current value of the Buffered PLUS, taking into account its bid/offer spread, our
credit spreads, market volatility, the notional size of the proposed sale, the cost of unwinding any related hedging
positions, the time remaining to maturity and the likelihood that it will be able to resell the Buffered PLUS. Even if
there is a secondary market, it may not provide enough liquidity to allow you to trade or sell the Buffered PLUS
easily. Since other broker-dealers may not participate significantly in the secondary market for the Buffered PLUS,
the price at which you may be able to trade your Buffered PLUS is likely to depend on the price, if any, at which MS
& Co. is willing to transact. If, at any time, MS & Co. were to cease making a market in the Buffered PLUS, it is
likely that there would be no secondary market for the Buffered PLUS. Accordingly, you should be willing to hold
your Buffered PLUS to maturity.

§

The calculation agent, which is a subsidiary of Morgan Stanley and an affiliate of MSFL, will make
determinations with respect to the Buffered PLUS. As calculation agent, MS & Co. has determined the initial
index value, will determine the final index value and will calculate the amount of cash you receive at maturity.
Moreover, certain determinations made by MS & Co., in its capacity as calculation agent, may require it to exercise
discretion and make subjective judgments, such as with respect to the occurrence or non-occurrence of market
disruption events and the selection of a successor index or calculation of the final index value in the event of a
market disruption event or discontinuance of the underlying index. These potentially subjective determinations may
adversely affect the payout to you at maturity. For further information regarding these types of determinations, see
“Description of PLUS—Postponement of Valuation Date(s)” and “—Calculation Agent and Calculations” and related
definitions in the accompanying product supplement. In addition, MS & Co. has determined the estimated value of
the Buffered PLUS on the pricing date.

§

Hedging and trading activity by our affiliates could potentially adversely affect the value of the Buffered
PLUS. One or more of our affiliates and/or third-party dealers have carried out, and will continue to carry out,
hedging activities related to the Buffered PLUS (and possibly to other instruments linked to the underlying index or
its component stocks), including trading in the stocks that constitute the underlying index as well as in other
instruments related to the underlying index. As a result, these entities may be unwinding or adjusting hedge positions
during the term of the Buffered PLUS, and the hedging strategy may involve greater and more frequent dynamic
adjustments to the hedge as the valuation date approaches. Some of our affiliates also trade the stocks that constitute
the underlying index and other financial instruments related to the underlying index on a regular basis as part of their
general broker-dealer and other businesses. Any of these hedging or trading activities on or prior to the pricing date
could have increased the initial index value, and, therefore, could have increased the value at or above which the
underlying index must close on the valuation date so that investors do not suffer a loss on their initial investment in
the Buffered PLUS. Additionally, such hedging or trading activities during the term of the Buffered PLUS, including
on the valuation date, could adversely affect the closing value of the underlying index on the valuation date, and,
accordingly, the amount of cash an investor will receive at maturity.
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§

The U.S. federal income tax consequences of an investment in the Buffered PLUS are uncertain. Please read
the discussion under “Additional provisions—Tax considerations” in this document and the discussion under “United
States Federal Taxation” in the accompanying product supplement for PLUS (together, the “Tax Disclosure Sections”)
concerning the U.S. federal income tax consequences of an investment in the Buffered PLUS. If the Internal
Revenue Service (the “IRS”) were successful in asserting an alternative treatment, the timing and character of income
on the Buffered PLUS might differ significantly from the tax treatment described in the Tax Disclosure Sections. For
example, under one possible treatment, the IRS could seek to recharacterize the Buffered PLUS as debt instruments.
In that event, U.S. Holders would be required to accrue into income original issue discount on the Buffered PLUS
every year at a “comparable yield” determined at the time of issuance and recognize all income and gain in respect of
the Buffered PLUS as ordinary income. Additionally, as discussed under “United States Federal Taxation—FATCA” in
the accompanying product supplement for PLUS, the withholding rules commonly referred to as “FATCA” would
apply to the Buffered PLUS if they were recharacterized as debt instruments. The risk that financial instruments
providing for buffers, triggers or similar downside protection features, such as the Buffered PLUS, would be
recharacterized as debt is greater than the risk of recharacterization for comparable financial instruments that do not
have such features. We do not plan to request a ruling from the IRS regarding the tax treatment of the Buffered
PLUS, and the IRS or a court may not agree with the tax treatment described in the Tax Disclosure Sections.

In 2007, the U.S. Treasury Department and the IRS released a notice requesting comments on the U.S. federal income
tax treatment of “prepaid forward contracts” and similar instruments. The notice focuses in particular on whether to
require holders of these instruments to accrue income over the term of their investment. It also asks for comments on a
number of related topics, including the character of income or loss with respect to these instruments; whether
short-term instruments should be subject to any such accrual regime; the relevance of factors such as the
exchange-traded status of the instruments and the nature of the underlying property to which the instruments are
linked; the degree, if any, to which income (including any mandated accruals) realized by non-U.S. investors should
be subject to withholding tax; and whether these instruments are or should be subject to the “constructive ownership”
rule, which very generally can operate to recharacterize certain long-term capital gain as ordinary income and impose
an interest charge. While the notice requests comments on appropriate transition rules and effective dates,
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any Treasury regulations or other guidance promulgated after consideration of these issues could materially and
adversely affect the tax consequences of an investment in the Buffered PLUS, possibly with retroactive effect. Both
U.S. and Non-U.S. Holders should consult their tax advisers regarding the U.S. federal income tax consequences of an
investment in the Buffered PLUS, including possible alternative treatments, the issues presented by this notice and
any tax consequences arising under the laws of any state, local or non-U.S. taxing jurisdiction.
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EURO STOXX 50® Index Overview

The EURO STOXX 50® Index was created by STOXX Limited, which is owned by Deutsche Börse AG and SIX
Group AG. Publication of the EURO STOXX 50® Index began on February 26, 1998, based on an initial index value
of 1,000 at December 31, 1991. The EURO STOXX 50® Index is composed of 50 component stocks of market sector
leaders from within the STOXX 600 Supersector Indices, which includes stocks selected from the Eurozone. The
component stocks have a high degree of liquidity and represent the largest companies across all market sectors. For
additional information about the EURO STOXX 50® Index, see the information set forth under “EURO STOXX 50®
Index” in the accompanying index supplement.

Information as of market close on August 28, 2018:

Bloomberg Ticker Symbol: SX5E

Current Index Value: 3,447.57

52 Weeks Ago: 3,421.03

52 Week High (on 11/1/2017): 3,697.40

52 Week Low (on 3/26/2018): 3,278.72

The following graph sets forth the daily index closing values of the underlying index for each quarter in the period
from January 1, 2013 through August 28, 2018. The related table sets forth the published high and low closing values,
as well as end-of-quarter closing values, of the underlying index for each quarter in the same period. The index
closing value of the underlying index on August 28, 2018 was 3,447.57. We obtained the information in the table and
graph below from Bloomberg Financial Markets, without independent verification. The underlying index has at times
experienced periods of high volatility. You should not take the historical values of the underlying index as an
indication of its future performance, and no assurance can be given as to the index closing value of the underlying
index on the valuation date.

EURO STOXX 50® Index

Daily Index Closing Values

Edgar Filing: MORGAN STANLEY - Form 424B2

20



January 1, 2013 to August 28, 2018

August 2018 Page 11

Edgar Filing: MORGAN STANLEY - Form 424B2

21



Morgan Stanley Finance LLC

Buffered PLUS Based on the Value of the EURO STOXX 50® Index due August 31, 2023 

Buffered Performance Leveraged Upside SecuritiesSM

Principal at Risk Securities 

EURO STOXX 50® Index High Low Period End

2013

First Quarter 2,749.27 2,570.52 2,624.02

Second Quarter 2,835.87 2,511.83 2,602.59

Third Quarter 2,936.20 2,570.76 2,893.15

Fourth Quarter 3,111.37 2,902.12 3,109.00

2014

First Quarter 3,172.43 2,962.49 3,161.60

Second Quarter 3,314.80 3,091.52 3,228.24

Third Quarter 3,289.75 3,006.83 3,225.93

Fourth Quarter 3,277.38 2,874.65 3,146.43

2015

First Quarter 3,731.35 3,007.91 3,697.38

Second Quarter 3,828.78 3,424.30 3,424.30

Third Quarter 3,686.58 3,019.34 3,100.67

Fourth Quarter 3,506.45 3,069.05 3,267.52

2016

First Quarter 3,178.01 2,680.35 3,004.93

Second Quarter 3,151.69 2,697.44 2,864.74

Third Quarter 3,091.66 2,761.37 3,002.24

Fourth Quarter 3,290.52 2,954.53 3,290.52

2017

First Quarter 3,500.93 3,230.68 3,500.93

Second Quarter 3,658.79 3,409.78 3,441.88

Third Quarter 3,594.85 3,388.22 3,594.85

Fourth Quarter 3,697.40 3,503.96 3,503.96

2018

First Quarter 3,672.29 3,278.72 3,361.50

Second Quarter 3,592.18 3,340.35 3,395.60

Third Quarter (through August 28, 2018) 3,527.18 3,359.08 3,447.57
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“EURO STOXX 50®” and “STOXX®” are registered trademarks of STOXX Limited. For more information, see “EURO
STOXX 50® Index” in the accompanying index supplement.
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Additional Information About the Buffered PLUS

Please read this information in conjunction with the summary terms on the front cover of this document.

Additional
Provisions:	
Underlying
index publisher: STOXX Limited

Interest: None

Bull market or
bear market
PLUS:

Bull market PLUS

Postponement of
maturity date:

If the scheduled valuation date is not an index business day or if a market disruption event occurs
on that day so that the valuation date as postponed falls less than two business days prior to the
scheduled maturity date, the maturity date of the Buffered PLUS will be postponed to the second
business day following that valuation date as postponed.

Denominations: $1,000 per Buffered PLUS and integral multiples thereof

Minimum
ticketing size: $1,000 / 1 Buffered PLUS

Tax
considerations:

Although there is uncertainty regarding the U.S. federal income tax consequences of an
investment in the Buffered PLUS due to the lack of governing authority, in the opinion of our
counsel, Davis Polk & Wardwell LLP, under current law, and based on current market conditions,
a Buffered PLUS should be treated as a single financial contract that is an “open transaction” for
U.S. federal income tax purposes.

Assuming this treatment of the Buffered PLUS is respected and subject to the discussion in
“United States Federal Taxation” in the accompanying product supplement for PLUS, the following
U.S. federal income tax consequences should result based on current law:
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§	 A U.S. Holder should not be required to recognize taxable income over the term of the
Buffered PLUS prior to settlement, other than pursuant to a sale or exchange.

§	 Upon sale, exchange or settlement of the Buffered PLUS, a U.S. Holder should recognize gain
or loss equal to the difference between the amount realized and the U.S. Holder’s tax basis in the
Buffered PLUS. Such gain or loss should be long-term capital gain or loss if the investor has held
the Buffered PLUS for more than one year, and short-term capital gain or loss otherwise.

In 2007, the U.S. Treasury Department and the Internal Revenue Service (the “IRS”) released a
notice requesting comments on the U.S. federal income tax treatment of “prepaid forward contracts”
and similar instruments. The notice focuses in particular on whether to require holders of these
instruments to accrue income over the term of their investment. It also asks for comments on a
number of related topics, including the character of income or loss with respect to these
instruments; whether short-term instruments should be subject to any such accrual regime; the
relevance of factors such as the exchange-traded status of the instruments and the nature of the
underlying property to which the instruments are linked; the degree, if any, to which income
(including any mandated accruals) realized by non-U.S. investors should be subject to
withholding tax; and whether these instruments are or should be subject to the “constructive
ownership” rule, which very generally can operate to recharacterize certain long-term capital gain
as ordinary income and impose an interest charge. While the notice requests comments on
appropriate transition rules and effective dates, any Treasury regulations or other guidance
promulgated after consideration of these issues could materially and adversely affect the tax
consequences of an investment in the Buffered PLUS, possibly with retroactive effect.

As discussed in the accompanying product supplement for PLUS, Section 871(m) of the Internal
Revenue Code of 1986, as amended, and Treasury regulations promulgated thereunder (“Section
871(m)”) generally impose a 30% (or a lower applicable treaty rate) withholding tax on dividend
equivalents paid or deemed paid to Non-U.S. Holders with respect to certain financial instruments
linked to U.S. equities or indices that include U.S. equities (each, an “Underlying Security”).
Subject to certain exceptions, Section 871(m) generally applies to securities that substantially
replicate the economic performance of one or more Underlying Securities, as determined based
on tests set forth in the applicable Treasury regulations (a “Specified Security”). However, pursuant
to an IRS notice, Section 871(m) will not apply to securities issued before January 1, 2019 that do
not have a delta of one with respect to any Underlying Security. Based on our determination that
the Buffered PLUS do not have a delta of one with respect to any Underlying Security, our
counsel is of the opinion that the Buffered PLUS should not be Specified Securities and,
therefore, should not be subject to Section 871(m).

Our determination is not binding on the IRS, and the IRS may disagree with this determination.
Section 871(m) is complex and its application may depend on your particular circumstances,
including whether you enter into other transactions with respect to an Underlying Security. If
withholding is required, we will not be required to pay any additional amounts with respect to the
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amounts so withheld. You should consult your tax adviser regarding the potential application of
Section 871(m) to the Buffered PLUS.

Both U.S. and non-U.S. investors considering an investment in the Buffered PLUS should
read the discussion under “Risk Factors” in this document and the discussion under “United
States Federal Taxation” in the accompanying product supplement for PLUS and consult
their tax advisers regarding all aspects of the U.S. federal income tax consequences of an
investment in the Buffered PLUS,
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including possible alternative treatments, the issues presented by the aforementioned notice
and any tax consequences arising under the laws of any state, local or non-U.S. taxing
jurisdiction.

The discussion in the preceding paragraphs under “Tax considerations” and the discussion
contained in the section entitled “United States Federal Taxation” in the accompanying
product supplement for PLUS, insofar as they purport to describe provisions of U.S. federal
income tax laws or legal conclusions with respect thereto, constitute the full opinion of Davis
Polk & Wardwell LLP regarding the material U.S. federal tax consequences of an
investment in the Buffered PLUS.

Trustee: The Bank of New York Mellon

Calculation
agent: MS & Co.

Use of proceeds
and hedging:

The proceeds from the sale of the Buffered PLUS will be used by us for general corporate
purposes. We will receive, in aggregate, $1,000 per Buffered PLUS issued, because, when we
enter into hedging transactions in order to meet our obligations under the Buffered PLUS, our
hedging counterparty will reimburse the cost of the agent’s commissions. The costs of the Buffered
PLUS borne by you and described beginning on page 2 above comprise the agent’s commissions
and the cost of issuing, structuring and hedging the Buffered PLUS.

On or prior to the pricing date, we hedged our anticipated exposure in connection with the
Buffered PLUS by entering into hedging transactions with our affiliates and/or third party dealers.
We expect our hedging counterparties to have taken positions in stocks of the underlying index
and in futures and options contracts on the underlying index and any component stocks of the
underlying index listed on major securities markets. Such purchase activity could have increased
the value of the underlying index on the pricing date, and, therefore, could have increased the
value at or above which the underlying index must close on the valuation date so that investors do
not suffer a loss on their initial investment in the Buffered PLUS. In addition, through our
affiliates, we are likely to modify our hedge position throughout the term of the Buffered PLUS,
including on the valuation date, by purchasing and selling the stocks constituting the underlying
index, futures or options contracts on the underlying index or its component stocks listed on major
securities markets or positions in any other available securities or instruments that we may wish to
use in connection with such hedging activities. As a result, these entities may be unwinding or
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adjusting hedge positions during the term of the Buffered PLUS, and the hedging strategy may
involve greater and more frequent dynamic adjustments to the hedge as the valuation date
approaches. We cannot give any assurance that our hedging activities will not affect the value of
the underlying index, and, therefore, adversely affect the value of the Buffered PLUS or the
payment you will receive at maturity. For further information on our use of proceeds and hedging,
see “Use of Proceeds and Hedging” in the accompanying product supplement for PLUS.

Benefit plan
investor
considerations:

Each fiduciary of a pension, profit-sharing or other employee benefit plan subject to Title I of the
Employee Retirement Income Security Act of 1974, as amended (“ERISA”) (a “Plan”), should
consider the fiduciary standards of ERISA in the context of the Plan’s particular circumstances
before authorizing an investment in the Buffered PLUS. Accordingly, among other factors, the
fiduciary should consider whether the investment would satisfy the prudence and diversification
requirements of ERISA and would be consistent with the documents and instruments governing
the Plan.

In addition, we and certain of our affiliates, including MS & Co., may each be considered a “party
in interest” within the meaning of ERISA, or a “disqualified person” within the meaning of the
Internal Revenue Code of 1986, as amended (the “Code”), with respect to many Plans, as well as
many individual retirement accounts and Keogh plans (such accounts and plans, together with
other plans, accounts and arrangements subject to Section 4975 of the Code, also “Plans”). ERISA
Section 406 and Code Section 4975 generally prohibit transactions between Plans and parties in
interest or disqualified persons. Prohibited transactions within the meaning of ERISA or the Code
would likely arise, for example, if the Buffered PLUS are acquired by or with the assets of a Plan
with respect to which MS & Co. or any of its affiliates is a service provider or other party in
interest, unless the Buffered PLUS are acquired pursuant to an exemption from the “prohibited
transaction” rules. A violation of these “prohibited transaction” rules could result in an excise tax or
other liabilities under ERISA and/or Section 4975 of the Code for those persons, unless exemptive
relief is available under an applicable statutory or administrative exemption.

The U.S. Department of Labor has issued five prohibited transaction class exemptions (“PTCEs”)
that may provide exemptive relief for direct or indirect prohibited transactions resulting from the
purchase or holding of the Buffered PLUS. Those class exemptions are PTCE 96-23 (for certain
transactions determined by in-house asset managers), PTCE 95-60 (for certain transactions
involving insurance company general accounts), PTCE 91-38 (for certain transactions involving
bank collective investment funds), PTCE 90-1 (for certain transactions involving insurance
company separate accounts) and PTCE 84-14 (for certain transactions determined by independent
qualified professional asset managers). In addition, ERISA Section 408(b)(17) and Section
4975(d)(20) of the Code provide an exemption for the purchase and sale of securities and the
related lending transactions, provided that neither the issuer of the securities nor any of its
affiliates has or exercises any discretionary authority or control or renders any investment advice
with respect to the assets of the Plan involved in the transaction and provided further that the Plan
pays no more, and receives no less, than “adequate consideration” in connection with the transaction
(the so-called “service provider” exemption). There can be no assurance that any of these class or
statutory exemptions will be available with respect to
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transactions involving the Buffered PLUS.

Because we may be considered a party in interest
with respect to many Plans, the Buffered PLUS may
not be purchased, held or disposed of by any Plan,
any entity whose underlying assets include “plan assets”
by reason of any Plan’s investment in the entity (a
“Plan Asset Entity”) or any person investing “plan assets”
of any Plan, unless such purchase, holding or
disposition is eligible for exemptive relief, including
relief available under PTCEs 96-23, 95-60, 91-38,
90-1, 84-14 or the service provider exemption or such
purchase, holding or disposition is otherwise not
prohibited. Any purchaser, including any fiduciary
purchasing on behalf of a Plan, transferee or holder of
the Buffered PLUS will be deemed to have
represented, in its corporate and its fiduciary capacity,
by its purchase and holding of the Buffered PLUS
that either (a) it is not a Plan or a Plan Asset Entity
and is not purchasing such Buffered PLUS on behalf
of or with “plan assets” of any Plan or with any assets
of a governmental, non-U.S. or church plan that is
subject to any federal, state, local or non-U.S. law
that is substantially similar to the provisions of
Section 406 of ERISA or Section 4975 of the Code
(“Similar Law”) or (b) its purchase, holding and
disposition of these Buffered PLUS will not
constitute or result in a non-exempt prohibited
transaction under Section 406 of ERISA or Section
4975 of the Code or violate any Similar Law.

Due to the complexity of these rules and the penalties
that may be imposed upon persons involved in
non-exempt prohibited transactions, it is particularly
important that fiduciaries or other persons considering
purchasing the Buffered PLUS on behalf of or with
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“plan assets” of any Plan consult with their counsel
regarding the availability of exemptive relief.

The Buffered PLUS are contractual financial
instruments. The financial exposure provided by the
Buffered PLUS is not a substitute or proxy for, and is
not intended as a substitute or proxy for,
individualized investment management or advice for
the benefit of any purchaser or holder of the Buffered
PLUS. The Buffered PLUS have not been designed
and will not be administered in a manner intended to
reflect the individualized needs and objectives of any
purchaser or holder of the Buffered PLUS.

Each pur style="font-family:times;">

Years Ended December 31,Three
months
ended
March

31, 2013 2012 2011 2010 2009 2008
Ratio of
earnings
from
continuing
operations
to fixed
charges 10.4 14.6 14.3 14.1 11.8 9.2

 WHERE YOU CAN FIND MORE INFORMATION

        We file annual, quarterly and current reports, proxy statements and other information with the SEC. You may read and copy any document
we file at the SEC's public reference room at 100 F Street, N.E., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further
information on their public reference room. Our SEC filings are also available to the public at the SEC's web site at (http://www.sec.gov).

        The SEC allows us to "incorporate by reference" into this prospectus the information we file with it. This means that we can disclose
important information to you by referring you to those documents. The information incorporated by reference is considered to be part of this
prospectus, and later information that we file with the SEC will automatically update and supersede this information. We incorporate by
reference the documents listed below and any future filings made with the SEC under Section 13(a), 13(c), 14 or 15(d) of the Securities
Exchange Act of 1934 until our offering is completed:

i.
Annual Report on Form 10-K for the year ended December 31, 2012;

ii.
Quarterly Report on Form 10-Q for the quarter ended March 31, 2013; and

iii.
Current Reports on Form 8-K, or filed portions of those reports, filed (but not portions of those reports which were
furnished) January 4, 2013, January 22, 2013, January 23, 2013,
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February 1, 2013, February 7, 2013, April 18, 2013, April 19, 2013, May 3, 2013, May 6, 2013, July 17, 2013 and July 18,
2013.

        We encourage you to read our periodic and current reports. Not only do we think these items are interesting reading, we think these reports
provide additional information about our company which prudent investors find important. You may request a copy of these filings at no cost, by
writing to or telephoning our transfer agent at the following address:

Computershare Trust Company, N.A.
P.O. Box 43078
Providence, Rhode Island 02940-3078
(781) 575-2727

        We have not authorized anyone else to provide you with any information other than that contained or incorporated by reference in this
prospectus or any accompanying prospectus supplement. We take no responsibility for, and can provide no assurance as to the reliability of, any
other information. We are not making an offer of these securities in any state where the offer is not permitted. You should not assume that the
information in this prospectus or any prospectus supplement is accurate as of any date other than the date on the front of the document.

4
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 USE OF PROCEEDS

        Unless we otherwise specify in the applicable prospectus supplement, the net proceeds we receive from the sale of the securities offered by
this prospectus and the accompanying prospectus supplement will be used for general corporate purposes. General corporate purposes may
include the repayment of debt, investments in or extensions of credit to our subsidiaries, redemption of any preferred stock we may issue, or the
financing of possible acquisitions or business expansion. The net proceeds may be invested temporarily or applied to repay short-term debt until
they are used for their stated purpose.

 DESCRIPTION OF THE DEBT SECURITIES

        The following description of the terms of the debt securities sets forth general terms that may apply to the debt securities. The particular
terms of any debt securities will be described in the prospectus supplement relating to those debt securities.

        The debt securities will be either our senior debt securities or our subordinated debt securities. The senior debt securities will be issued
under an indenture dated as of October 1, 1993, as supplemented on December 15, 1995, between us and The Bank of New York Mellon, as
trustee. This indenture is referred to as the "senior indenture". The subordinated debt securities will be issued under an indenture to be entered
into between us and the trustee named in a prospectus supplement. This indenture is referred to as the "subordinated indenture". The senior
indenture and the subordinated indenture are together called the "indentures".

        The following is a summary of some of the important provisions of the indentures. Copies of the entire indentures are exhibits to the
registration statement of which this prospectus is a part. Section references below are to the section in the applicable indenture. The referenced
sections of the indentures are incorporated by reference. We encourage you to read our indentures.

General

        Neither indenture limits the amount of debt securities that we may issue. Each indenture provides that debt securities may be issued up to
the principal amount authorized by us from time to time. The senior debt securities will be unsecured and will have the same rank as all of our
other unsecured and unsubordinated debt. The subordinated debt securities will be unsecured and will be subordinated and junior to all senior
indebtedness. The debt securities may be issued in one or more separate series of senior debt securities and/or subordinated debt securities. The
prospectus supplement relating to the particular series of debt securities being offered will specify the particular amounts, prices and terms of
those debt securities. These terms may include:

�
the title of the debt securities;

�
any limit upon the aggregate principal amount of the debt securities;

�
the maturity date or dates, or the method of determining the maturity dates;

�
the interest rate or rates, or the method of determining those rates;

�
the interest payment dates and, for debt securities in registered form, the regular record dates;

�
the places where payments may be made;

�
any mandatory or optional redemption provisions;

�
any sinking fund or analogous provisions;
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�
any conversion or exchange provisions;
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�
any terms for the attachment to the debt securities of warrants, options or other rights to purchase or sell our securities;

�
the portion of principal amount of the debt security payable upon acceleration of maturity if other than the full principal
amount;

�
any deletions of, or changes or additions to, the events of default or covenants;

�
if other than U.S. dollars, the currency, currencies or composite currencies, in which payments on the debt securities will be
payable and whether the holder may elect payment to be made in a different currency;

�
the method of determining the amount of any payments on the debt securities which are linked to an index;

�
whether the debt securities will be issued in fully registered form without coupons or in bearer form, with or without
coupons, or any combination of these, and whether they will be issued in the form of one or more global securities in
temporary or definitive form;

�
any terms relating to the delivery of the debt securities if they are to be issued upon the exercise of warrants;

�
whether and on what terms we will pay additional amounts to holders of the debt securities that are not U.S. persons for any
tax, assessment or governmental charge withheld or deducted and, if so, whether and on what terms we will have the option
to redeem the debt securities rather than pay the additional amounts; and

�
any other specific terms of the debt securities. (Sections 202 and 301)

        Unless we otherwise specify in the prospectus supplement:

�
the debt securities will be registered debt securities;

�
registered debt securities denominated in U.S. dollars will be issued in denominations of $1,000 or an integral multiple of
$1,000; and

�
bearer debt securities denominated in U.S. dollars will be issued in denominations of $5,000.

        Debt securities may bear legends required by U.S. Federal tax law and regulations. (Section 401)

        If any of the debt securities are sold for any foreign currency or currency unit, or if any payments on the debt securities are payable in any
foreign currency or currency unit, the prospectus supplement will contain any restrictions, elections, tax consequences, specific terms and other
information relating to the debt securities and the foreign currency or currency unit.

        Some of the debt securities may be issued as original issue discount debt securities. Original issue discount securities bear no interest or
bear interest at below-market rates. These are sold at a discount below their stated principal amount. If we issue these securities, the prospectus
supplement will describe any special tax, accounting or other information which we think is important. We encourage you to consult with your
own competent tax and financial advisors on these important matters.

        IBM may in the future, without the consent of the holders, increase the outstanding principal amount of any series of debt securities on the
same terms and conditions and with the same CUSIP numbers as debt securities of that series previously issued. Any such additional debt
securities will vote together with all other debt securities of the same series for purposes of amendments, waivers and all other matters with
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Exchange, Registration and Transfer

        Debt securities may be transferred or exchanged at the corporate trust office of the security registrar or at any other office or agency which
is maintained for these purposes. No service charge will be payable upon the transfer or exchange, except for any applicable tax or governmental
charge.

        The designated security registrar in the United States for the senior debt securities is The Bank of New York Mellon, located at 101 Barclay
Street, Floor 8 West, New York, New York 10286. The security registrar for the subordinated debt securities will be designated in a prospectus
supplement.

        If debt securities are issuable in both registered and bearer form, the bearer securities will be exchangeable for registered securities. If a
bearer security with related coupons is surrendered in exchange for a registered security between a record date and the date set for the payment
of interest, the bearer security will be surrendered without the coupon relating to that interest payment. That interest payment will be made only
to the holder of the coupon when due.

        We will not be required to:

�
issue, register the transfer of, or exchange, debt securities of any series between the opening of business 15 business days
before any selection of debt securities of that series to be redeemed and the close of business on:

�
the day of mailing of the relevant notice of redemption (if debt securities of the series are issuable only in
registered form), and

�
the day of the first publication of the relevant notice of redemption (if the debt securities of the series are issuable
in bearer form) or,

�
the day of mailing of the relevant notice of redemption (if the debt securities of the series are issuable in bearer and
registered form) and there is no publication;

�
register the transfer of, or exchange, any registered security selected for redemption, in whole or in part, except the
unredeemed portion of any registered security being redeemed in part; or

�
exchange any bearer security selected for redemption, except to exchange it for a registered security which is simultaneously
surrendered for redemption. (Section 404)

Payment and Paying Agent

        We will pay principal, interest and any premium on fully registered securities in the designated currency or currency unit at the office of the
paying agent. Payment of interest on fully registered securities may be made by check mailed to the persons in whose names the debt securities
are registered on days specified in the indentures or any prospectus supplement. (Sections 406 and 410)

        We will pay principal, interest and any premium on bearer securities in the designated currency or currency unit at the office of the paying
agent or agents outside of the United States. Payments will be made at the offices of the paying agent in the United States only if the designated
currency is U.S. dollars and payment outside of the United States is illegal or effectively precluded. (Sections 410 and 1102)

        If any amount payable on any debt security or coupon remains unclaimed at the end of two years after the amount became due and payable,
the paying agent will release any unclaimed amounts to us. (Section 1103)

        Our paying agent in the United States for the senior debt securities is The Bank of New York Mellon, located at 101 Barclay Street, Floor 8
West, New York, New York 10286. If and when we issue subordinated debt securities, we'll designate the paying agent for those subordinated
debt securities in the applicable prospectus supplement.
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Global Securities

        The debt securities of a series may be issued in whole or in part in the form of one or more global certificates. Those certificates will be
deposited with a depositary that we will identify in a prospectus supplement. Global debt securities may be issued in either registered or bearer
form and can be in either temporary or definitive form. All global securities in bearer form will be deposited with a depositary outside of the
United States. We will describe the specific terms of the depositary arrangement relating to a series of debt securities in the prospectus
supplement.

        Other than for payments, we can treat a person having a beneficial interest in a definitive global security as the holder of the principal
amount of outstanding debt securities represented by the global security. For these purposes, we can rely upon a written statement delivered to
the trustee by the holder of the definitive global security, or, in the case of a definitive global security in bearer form, by the operator of the
Euroclear System or Clearstream Banking, societe anonyme (Clearstream). (Section 411)

        Neither we, the trustee nor any of our respective agents will be responsible for any aspect of the records relating to or payments made on
account of beneficial ownership interests in a global security or for maintaining, supervising or reviewing any records relating to such beneficial
ownership interests. (Section 411)

Temporary Global Securities

        All or any portion of the debt securities of a series that are issuable in bearer form initially may be represented by one or more temporary
global securities, without interest coupons. The temporary global securities will be deposited with a depositary in London for Euroclear and
Clearstream for credit to the accounts of the beneficial owners of the debt securities or to such other accounts as they may direct.

        On and after an exchange date provided in the applicable prospectus supplement, each temporary global security will be exchangeable for
definitive debt securities in bearer form, registered form, definitive global bearer form or a combination of these, as will be specified in the
prospectus supplement.

        No bearer security delivered in exchange for a portion of a temporary global security will be mailed or delivered to any location in the
United States. (Sections 402 and 403)

        Interest on a temporary global bearer security will be paid to Euroclear and/or Clearstream for the portion held for its account only after a
certificate is delivered to the trustee stating that the portion:

�
is not beneficially owned by a United States person;

�
has not been acquired by or on behalf of a United States person or for offer to resell or for resale to a United States person or
any person inside the United States; or

�
if a beneficial interest has been acquired by a United States person, that:

�
such person is a financial institution (as defined in the Internal Revenue Code), purchasing for its own account or
has acquired the debt security through a financial institution; and

�
the debt securities are held by a financial institution that has agreed in writing to comply with the requirements of
Section 165(j)(3)(A), (B) or (C) of the Internal Revenue Code and the regulations thereunder, and that it did not
purchase for resale inside the United States.

        The certificate must be based on statements provided by the beneficial owners of interests in the temporary global security. Each of
Euroclear and Clearstream will credit the interest received by it to

8
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the accounts of the beneficial owners of the debt security, or to other accounts as they may direct. (Section 403)

Definitive Global Securities

        Bearer securities.    The applicable prospectus supplement will describe the exchange provisions, if any, of debt securities issuable in
definitive global bearer form. We will not deliver any bearer securities in exchange for a portion of a definitive global security to any location in
the United States. (Section 404)

        U.S. Book-entry securities.    Debt securities of a series represented by a definitive global registered security and deposited with or on
behalf of a depositary in the United States will be registered in the name of the depositary or its nominee. These securities are referred to as
"book-entry securities".

        When a global security is issued and deposited with the depositary, the depositary will credit, on its book-entry registration and transfer
system, the respective principal amounts represented by that global security to the accounts of institutions that have accounts with the depositary
or its nominee. Institutions that have accounts with the depositary or its nominee are referred to as "participants".

        The accounts to be credited shall be designated by the underwriters or agents for the sale of such book-entry securities or by us, if we offer
and sell those securities directly.

        Ownership of book-entry securities are limited to participants or persons that may hold interests through participants. In addition,
ownership of these securities will be evidenced only by, and the transfer of that ownership will be effected only through, records maintained by
the depositary or its nominee or by participants or persons that hold through other participants.

        So long as the depositary, or its nominee, is the registered owner of a global security, that depositary or nominee will be considered the sole
owner or holder of the book-entry securities represented by the global security for all purposes under the indenture. Payments of principal,
interest and premium on those securities will be made to the depositary or its nominee as the registered owner or the holder of the global
security.

        Owners of book-entry securities:

�
will not be entitled to have the debt securities registered in their names;

�
will not be entitled to receive physical delivery of the debt securities in definitive form; and

�
will not be considered the owners or holders of those debt securities under the indenture.

        The laws of some jurisdictions require that purchasers of securities take physical delivery of the securities in definitive form. These laws
may impair the ability to purchase or transfer book-entry securities.

        We expect that the depositary for book-entry securities of a series will immediately credit participants' accounts with payments received by
the depositary or nominee in amounts proportionate to the participants' beneficial interests as shown on the records of such depositary.

        We also expect that payments by participants to owners of beneficial interests in a global security held through the participants will be
governed by standing instructions and customary practices, as is now the case with securities held for the accounts of customers in bearer form
or registered in "street name". The payments by participants to the owners of beneficial interests will be the responsibility of those participants.

9
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Practical Implications of Holding Debt Securities in Street Name

        Investors who hold debt securities in accounts at banks or brokers will not generally be recognized by us as the legal holders of debt
securities. Since we recognize as the holder the bank or broker, or the financial institution the bank or broker uses to hold its debt securities, it is
the responsibility of these intermediary banks, brokers and other financial institutions to pass along principal, interest and other payments on the
debt securities, either because they agree to do so in their agreements with their customers, or because they are legally required to do so. If you
hold debt securities in street name, you really ought to check with your own institution to find out:

�
How it handles securities payments and notices;

�
Whether it imposes additional fees or charges;

�
How it would handle voting and related issues if ever required;

�
How it would pursue or enforce rights under the debt securities if there were a default or other event triggering the need for
direct holders to act to protect their interests; and

�
Whether and how it would react on other matters which are important to persons who hold debt securities in "street name".

Covenants

        Limitation on merger, consolidation and certain sales of assets.    We may, without the consent of the holders of the debt securities, merge
into or consolidate with any other corporation, or convey or transfer all or substantially all of our properties and assets to another person
provided that:

�
the successor is a U.S. corporation;

�
the successor assumes on the same terms and conditions all the obligations under the debt securities and the indentures; and

�
immediately after giving effect to the transaction, there is no default under the applicable indenture. (Section 901)

        The remaining or acquiring corporation will take over all of our rights and obligations under the indentures. (Section 902)

Satisfaction and Discharge; Defeasance

        We may be discharged from our obligations on the debt securities of any series that have matured or will mature or be redeemed within one
year if we deposit with the trustee enough cash to pay all the principal, interest and any premium due to the stated maturity date or redemption
date of the debt securities. (Section 501)

        Each indenture contains a provision that permits us to elect:

1.
to be discharged after 90 days from all of our obligations (subject to limited exceptions) with respect to any series of debt
securities then outstanding; and/or

2.
to be released from our obligations under the following covenants and from the consequences of an event of default or
cross-default resulting from a breach of these covenants:

a.
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the limitations on mergers, consolidations and sale of assets,

b.
the limitations on sale and leaseback transactions under the senior indenture, and

c.
the limitations on secured indebtedness under the senior indenture.
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        To make either of the above elections, we must deposit in trust with the trustee enough money to pay in full the principal, interest and
premium on the debt securities. This amount may be made in cash and/or U.S. government obligations, if the debt securities are denominated in
U.S. dollars. This amount may be made in cash, and/or foreign government securities if the debt securities are denominated in a foreign
currency. As a condition to either of the above elections, we must deliver to the trustee an opinion of counsel that the holders of the debt
securities will not recognize income, gain or loss for U.S. Federal income tax purposes as a result of the action. (Section 503)

        If either of the above events occur, the holders of the debt securities of the series will not be entitled to the benefits of the indenture, except
for registration of transfer and exchange of debt securities and replacement of lost, stolen or mutilated debt securities. (Sections 501 and 503)

Events of Default, Notice and Waiver

        If an event of default for any series of debt securities occurs and continues, the trustee or the holders of at least 25% in principal amount of
the debt securities of the series may declare the entire principal amount of all the debt securities of that series to be due and payable immediately.

        The declaration may be annulled and past defaults may be waived by the holders of a majority of the principal amount of the debt securities
of that series. However, payment defaults that are not cured may only be waived by all holders of the debt securities. (Sections 602 and 613)

        Each indenture defines an event of default in connection with any series of debt securities as one or more of the following events:

�
we fail to pay interest on any debt security of the series for 30 days when due;

�
we fail to pay the principal or any premium on any debt securities of the series when due;

�
we fail to make any sinking fund payment for 30 days when due;

�
we fail to perform any other covenant in the debt securities of the series or in the applicable indenture relating to debt
securities of that series for 90 days after being given notice; and

�
we enter into bankruptcy or become insolvent.

        An event of default for one series of debt securities is not necessarily an event of default for any other series of debt securities.
(Section 601)

        Each indenture requires the trustee to give the holders of a series of debt securities notice of a default for that series within 90 days unless
the default is cured or waived. However, the trustee may withhold this notice if it determines in good faith that it is in the interest of those
holders. The trustee may not, however, withhold this notice in the case of a payment default. (Section 702)

        Other than the duty to act with the required standard of care during an event of default, a trustee is not obligated to exercise any of its rights
or powers under the indenture at the request or direction of any of the holders of debt securities, unless the holders have offered to the trustee
reasonable indemnification. (Section 703)

        Generally, the holders of a majority in principal amount of outstanding debt securities of any series may direct the time, method and place
of conducting any proceeding for any remedy available to the trustee, or exercising any trust or other power conferred on the trustee.
(Section 612)

        Each indenture includes a covenant that we will file annually with the trustee a certificate of no default, or specifying any default that
exists. (Section 1106)

        Street name and other indirect holders should consult their banks and brokers for information on their requirements for giving notice or
taking other actions upon a default.
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Modification of the Indentures

        Together with the trustee, we may modify the indentures without the consent of the holders for limited purposes, including adding to our
covenants or events of default, establishing forms or terms of debt securities, curing ambiguities and other purposes which do not adversely
affect the holders in any material respect. (Section 1001)

        Together with the trustee, we may also make modifications and amendments to each indenture with the consent of the holders of a majority
in principal amount of the outstanding debt securities of all affected series. However, without the consent of each affected holder, no
modification may:

�
change the stated maturity of any debt security;

�
reduce the principal, premium (if any) or rate of interest on any debt security;

�
change any place of payment or the currency in which any debt security is payable;

�
impair the right to enforce any payment after the stated maturity or redemption date;

�
adversely affect the terms of any conversion right;

�
reduce the percentage of holders of outstanding debt securities of any series required to consent to any modification,
amendment or waiver under the indenture;

�
change any of our obligations for any outstanding series of debt securities to maintain an office or agency in the places and
for the purposes specified in the indenture for that series; or

�
change the provisions in the indenture that relate to its modification or amendment. (Section 1002)

Meetings

        The indentures contain provisions for convening meetings of the holders of debt securities of a series. (Section 1401)

        A meeting may be called at any time by the trustee, upon request by us or upon request by the holders of at least 10% in principal amount
of the outstanding debt securities of the series. In each case, notice will be given to the holders of debt securities of the series. (Section 1402)

        Persons holding a majority in principal amount of the outstanding debt securities of a series will constitute a quorum at a meeting. A
meeting called by us or the trustee that did not have a quorum may be adjourned for not less than 10 days, and if there is not a quorum at the
adjourned meeting, the meeting may be further adjourned for not less than 10 days.

        Generally, any resolution presented at a meeting at which a quorum is present may be adopted by the affirmative vote of the holders of a
majority in principal amount of the outstanding debt securities of that series. However, to change the amount or timing of payments under the
debt securities, every holder in the series must consent.

        In addition, if the indenture provides that an action may be taken by the holders of a specified percentage in principal amount of outstanding
debt securities of a series, that action may be taken at a meeting at which a quorum is present by the affirmative vote of the holders of such
specified percentage in principal amount of the outstanding debt securities of that series. Any resolution passed or decision taken at any meeting
of holders of debt securities of any series duly held in accordance with an indenture will be binding on all holders of debt securities of that series
and the related coupons. (Section 1404)
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Notices to Holders

        In most instances, notices to holders of bearer securities will be given by publication at least once in a daily newspaper in The City of New
York and in London. Notices may also be published in another city or cities as may be specified in the securities. In addition, notices to holders
of bearer securities will be mailed to those persons whose names and addresses were previously filed with the applicable trustee. Notice to
holders of registered securities will be given by mail to the addresses of the holders as they appear in the security register. (Section 106)

Title

        Title to any bearer securities and any related coupons will pass by delivery. We, the trustee and any agent of ours or the trustee may treat
the holder of any bearer security or related coupon as the absolute owner of that security for all purposes. We may also treat the registered owner
of any registered security as the absolute owner of that security for all purposes. (Section 407)

Replacement of Securities and Coupons

        We think it's very important for you to keep your securities safe. If you don't, you'll have to follow these procedures. We'll replace debt
securities or coupons that have been mutilated, but you'll have to pay for the replacement, and you'll have to surrender the mutilated debt
security or coupon to the security registrar first. Debt securities or coupons that become destroyed, stolen or lost will only be replaced by us,
again at your expense, upon your providing evidence of destruction, loss or theft which we and the security registrar are willing to accept. In the
case of a destroyed, lost or stolen debt security or coupon, we may also require you, as the holder of the debt security or coupon, to indemnify
the security registrar and us before we'll go about issuing any replacement debt security or coupon. (Section 405)

Governing Law

        The indentures, the debt securities and the coupons will be governed by, and construed under, the laws of the State of New York.

Our Relationship with the Trustee

        We may from time to time maintain lines of credit, and have other customary banking relationships, with the trustee under the senior
indenture or the trustee under the subordinated indenture.

Senior Debt Securities

        The senior debt securities will be unsecured and will rank equally with all of our other unsecured and non-subordinated debt.

Covenants in the Senior Indenture

        Limitation on secured indebtedness.    Neither we nor any Restricted Subsidiary will create, assume, incur or guarantee any Secured
Indebtedness without securing the senior debt securities equally and ratably with, or prior to, that Secured Indebtedness, unless the sum of the
following amounts would not exceed 10% of Consolidated Net Tangible Assets:

�
the total amount of all Secured Indebtedness that the senior debt securities are not secured equally and ratably with, and

�
the discounted present value of all net rentals payable under leases entered into in connection with sale and leaseback
transactions entered into after July 15, 1985.
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        You should note that we don't include in this calculation any leases entered into by a Restricted Subsidiary before the time it became a
Restricted Subsidiary. (Section 1104 of senior indenture)

        Limitation on sale and leaseback transactions.    Neither we nor any Restricted Subsidiary will enter into any lease longer than three years
covering any Principal Property that is sold to any other person in connection with that lease unless either:

1.
the sum of the following amounts does not exceed 10% of Consolidated Net Tangible Assets:

�
the discounted present value of all net rentals payable under all these leases entered into after July 15, 1985; and

�
the total amount of all Secured Indebtedness that the senior debt securities are not secured equally and ratably
with.

        We don't include in this calculation any leases entered into by a Restricted Subsidiary before the time it became a Restricted Subsidiary.

        or

2.
an amount equal to the greater of the following amounts is applied within 180 days to the retirement of our long-term debt or
the debt of a Restricted Subsidiary:

�
the net proceeds to us or a Restricted Subsidiary from the sale; and

�
the discounted present value of all net rentals payable under the lease.

        Amounts applied to debt which is subordinated to the senior debt securities or which is owing to us or a Restricted Subsidiary will not be
included in this calculation. (Section 1105 of senior indenture)

        We think it's important for you to be aware that this limitation on sale and leaseback transactions won't apply to any leases that we may
enter into relating to newly acquired, improved or constructed property.

        We think it's also important for you to note that the holders of a majority in principal amount of all affected series of outstanding debt
securities may waive compliance with each of the above covenants. (Section 1107 of senior indenture)

Definitions

        "Secured Indebtedness" means our indebtedness or indebtedness of a Restricted Subsidiary for borrowed money secured by any lien on, or
any conditional sale or other title retention agreement covering, any Principal Property or any stock or indebtedness of a Restricted Subsidiary.
Excluded from this definition is all indebtedness:

�
outstanding on July 15, 1985, secured by liens, or arising from conditional sale or other title retention agreements, existing
on that date;

�
incurred after July 15, 1985 to finance the acquisition, improvement or construction of property, and either secured by
purchase money mortgages or liens placed on the property within 180 days of acquisition, improvement or construction or
arising from conditional sale or other title retention agreements;

�
secured by liens on Principal Property or on the stock or indebtedness of Restricted Subsidiaries, and, in either case, existing
at the time of its acquisition;
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�
owing to us or any Restricted Subsidiary;

�
secured by liens, or conditional sale or other title retention devices, existing at the time a corporation became or becomes a
Restricted Subsidiary after July 15, 1985;
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�
constituting our guarantees of Secured Indebtedness and Attributable Debt of any Restricted Subsidiaries and guarantees by
a Restricted Subsidiary of Secured Indebtedness and Attributable Debt of ours and any other Restricted Subsidiaries.

�
arising from any sale and leaseback transaction;

�
incurred to finance the acquisition or construction of property secured by liens in favor of any country or any political
subdivision; and

�
constituting any replacement, extension or renewal of any indebtedness to the extent the amount of indebtedness is not
increased.

        "Principal Property" means land, land improvements, buildings and associated factory, laboratory and office equipment constituting a
manufacturing, development, warehouse, service or office facility owned by or leased to us or a Restricted Subsidiary which is located within
the United States and which has an acquisition cost plus capitalized improvements in excess of 0.15% of Consolidated Net Tangible Assets as of
the date of such determination. Principal Property does not include:

�
products marketed by us or our subsidiaries;

�
any property financed through the issuance of tax-exempt governmental obligations;

�
any property which our Board of Directors determines is not of material importance to us and our Restricted Subsidiaries
taken as a whole; or

�
any property in which the interest of us and all of our subsidiaries does not exceed 50%.

        "Consolidated Net Tangible Assets" means the total assets of us and our subsidiaries, less current liabilities and intangible assets. We
include in intangible assets the balance sheet value of:

�
all trade names, trademarks, licenses, patents, copyrights and goodwill;

�
organizational and development costs;

�
deferred charges other than prepaid items such as insurance, taxes, interest, commissions, rents and similar items and
tangible items we are amortizing; and

�
unamortized debt discount and expense minus unamortized premium.

        We don't include in intangible assets any program products.

        "Attributable Debt" means the discounted present value of a lessee's obligation for rental payments under a sale and leaseback transaction
of Principal Property, reduced by amounts owed by any sublessee for rental obligations during the remaining term of that transaction. The
discount rate we use for the Attributable Debt is called the "Attributable Interest Rate." We compute the Attributable Interest Rate as the
weighted average of the interest rates of all securities then issued and outstanding under the senior indenture.

        "Restricted Subsidiary" means:
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1.
any of our subsidiaries:

a.
which has substantially all its property in the United States;

b.
which owns or is a lessee of any Principal Property; and,

c.
in which our investment and the investment of our subsidiaries exceeds 0.15% of Consolidated Net Tangible
Assets as of the date of such determination; and

2.
any other subsidiary the Board of Directors may designate as a Restricted Subsidiary.
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        "Restricted Subsidiary" doesn't include financing subsidiaries and subsidiaries formed or acquired after July 15, 1985 for the purpose of
acquiring the stock, business or assets of another person and that have not and do not acquire all or any substantial part of our business or assets
or the business or assets of any Restricted Subsidiary. (Section 101 of senior indenture)

Subordinated Debt Securities

        The subordinated debt securities will be unsecured. The subordinated debt securities will be subordinate in right of payment to all senior
indebtedness. (Section 1501 of subordinated indenture)

        In addition, claims of our subsidiaries' creditors generally will have priority with respect to the assets and earnings of the subsidiaries over
the claims of our creditors, including holders of the subordinated debt securities, even though those obligations may not constitute senior
indebtedness. The subordinated debt securities, therefore, will be effectively subordinated to creditors, including trade creditors of our
subsidiaries.

        The subordinated indenture defines "senior indebtedness" to mean the principal of, premium, if any, and interest on:

�
all indebtedness for money borrowed or guaranteed by us other than the subordinated debt securities, unless the indebtedness
expressly states to have the same rank as, or to rank junior to, the subordinated debt securities; and

�
any deferrals, renewals or extensions of any senior indebtedness.

        However, the term "senior indebtedness" will not include:

�
any of our obligations to our subsidiaries;

�
any liability for Federal, state, local or other taxes owed or owing by us;

�
any accounts payable or other liability to trade creditors arising in the ordinary course of business, including guarantees of
instruments evidencing those liabilities;

�
any indebtedness, guarantee or obligation of ours which is expressly subordinate or junior in right of payment in any respect
to any other indebtedness, guarantee or obligation of ours, including any senior subordinated indebtedness and any
subordinated obligations;

�
any obligations with respect to any capital stock; or

�
any indebtedness incurred in violation of the subordinated indenture.

        There is no limitation on our ability to issue additional senior indebtedness. The senior debt securities constitute senior indebtedness under
the subordinated indenture. The subordinated debt securities will rank equally with our other subordinated indebtedness.

        Under the subordinated indenture, no payment may be made on the subordinated debt securities and no purchase, redemption or retirement
of any subordinated debt securities may be made in the event:

�
any senior indebtedness is not paid when due, or

�
the maturity of any senior indebtedness is accelerated as a result of a default, unless the default has been cured or waived and
the acceleration has been rescinded or that senior indebtedness has been paid in full.
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        We may, however, pay the subordinated debt securities without regard to the above restriction if the representatives of the holders of the
applicable senior indebtedness approve the payment in writing to us and the trustee.
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        The representatives of the holders of senior indebtedness may notify us and the trustee in writing of a default which can result in the
acceleration of that senior indebtedness' maturity without further notice or the expiration of any grace periods. In this event, we may not pay the
subordinated debt securities for 179 days after receipt of that notice. If the holders of senior indebtedness or their representatives have not
accelerated the maturity of the senior indebtedness at the end of the 179 day period, we may resume payments on the subordinated debt
securities. Not more than one such notice may be given in any consecutive 360-day period, irrespective of the number of defaults with respect to
senior indebtedness during that period. (Section 1503 of subordinated indenture)

        In the event we pay or distribute our assets to creditors upon a total or partial liquidation, dissolution or reorganization of us or our property,
the holders of senior indebtedness will be entitled to receive payment in full of the senior indebtedness before the holders of subordinated debt
securities are entitled to receive any payment. Until the senior indebtedness is paid in full, any payment or distribution to which holders of
subordinated debt securities would be entitled but for the subordination provisions of the subordinated indenture will be made to holders of the
senior indebtedness. (Section 1502 of subordinated indenture)

        If a distribution is made to holders of subordinated debt securities that, due to the subordination provisions, should not have been made to
them, those holders of subordinated debt securities are required to hold it in trust for the holders of senior indebtedness, and pay it over to them
as their interests may appear. (Section 1505 of subordinated indenture)

        If payment of the subordinated debt securities is accelerated because of an event of default, either we or the trustee will promptly notify the
holders of senior indebtedness or their representatives of the acceleration. We may not pay the subordinated debt securities until five business
days after the holders of senior indebtedness or their representatives receive notice of the acceleration. Thereafter, we may pay the subordinated
debt securities only if the subordination provisions of the subordinated indenture otherwise permit payment at that time. (Section 1504 of
subordinated indenture)

        As a result of the subordination provisions contained in the subordinated indenture, in the event of insolvency, our creditors who are
holders of senior indebtedness may recover more, ratably, than the holders of subordinated debt securities. In addition, our creditors who are not
holders of senior indebtedness may recover less, ratably, than holders of senior indebtedness and may recover more, ratably, than the holders of
subordinated indebtedness. It's important to keep this in mind if you decide to hold our subordinated debt securities.

 DESCRIPTION OF THE PREFERRED STOCK

        The following is a description of general terms and provisions of the preferred stock. The particular terms of any series of preferred stock
will be described in the applicable prospectus supplement.

        All of the terms of the preferred stock are, or will be, contained in our Certificate of Incorporation and the certificate of amendment relating
to each series of the preferred stock, which will be filed with the Securities and Exchange Commission at or before the time we issue a series of
the preferred stock.

        We are authorized to issue up to 150,000,000 shares of preferred stock, par value $0.01 per share. As of the date of this Prospectus, we have
no shares of preferred stock outstanding. Subject to limitations prescribed by law, the Board of Directors is authorized at any time to:

�
issue one or more series of preferred stock;

�
determine the designation for any series by number, letter or title that shall distinguish the series from any other series of
preferred stock; and
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�
determine the number of shares in any series.

        The Board of Directors is authorized to determine, for each series of preferred stock, and the prospectus supplement will set forth with
respect to the series the following information:

�
whether dividends on that series of preferred stock will be cumulative, noncumulative or partially cumulative;

�
the dividend rate (or method for determining the rate);

�
the liquidation preference per share of that series of preferred stock, if any;

�
any conversion provisions applicable to that series of preferred stock;

�
any redemption or sinking fund provisions applicable to that series of preferred stock;

�
the voting rights of that series of preferred stock, if any; and

�
the terms of any other preferences or rights, if any, applicable to that series of preferred stock.

        The preferred stock, when issued, will be fully paid and nonassessable.

Dividends

        Holders of preferred stock will be entitled to receive, when, as and if declared by our Board of Directors, cash dividends at the rates and on
the dates as set forth in the prospectus supplement. Generally, no dividends will be declared or paid on any series of preferred stock unless full
dividends for all series of preferred stock, including any cumulative dividends still owing, have been or contemporaneously are declared and
paid. When those dividends are not paid in full, dividends will be declared pro-rata so that the amount of dividends declared per share on each
series of preferred stock will bear to each other series the same ratio that accrued dividends per share for each respective series of preferred stock
bear to aggregate accrued dividends for all outstanding shares of preferred stock. In addition, generally, unless all dividends on the preferred
stock have been paid, no dividends will be declared or paid on the capital stock and we may not redeem or purchase any capital stock.

        Payment of dividends on any series of preferred stock may be restricted by loan agreements, indentures and other transactions we may enter
into.

Convertibility

        No series of preferred stock will be convertible into, or exchangeable for, other securities or property except as set forth in the applicable
prospectus supplement.

Redemption and Sinking Fund

        No series of preferred stock will be redeemable or receive the benefit of a sinking fund except as set forth in the applicable prospectus
supplement.

        Shares of preferred stock that we redeem or otherwise reacquire will resume the status of authorized and unissued shares of preferred stock
undesignated as to series, and will be available for subsequent issuance. There are no restrictions on repurchase or redemption of the preferred
stock while there is any arrearage on sinking fund installments except as may be set forth in a prospectus supplement.

Liquidation
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        In the event we voluntarily or involuntarily liquidate, dissolve or wind up our affairs, the holders of each series of preferred stock will be
entitled to receive the liquidation preference per share specified
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in the prospectus supplement, plus any accrued and unpaid dividends. Holders of preferred stock will be entitled to receive these amounts before
any distribution is made to the holders of capital stock.

        If the amounts payable to preferred stockholders are not paid in full, the holders of preferred stock will share ratably in any distribution of
assets based upon the aggregate liquidation preference for all outstanding shares for each series. After the holders of shares of preferred stock are
paid in full, they will have no right or claim to any of our remaining assets.

        Neither the par value nor the liquidation preference is indicative of the price at which the preferred stock will actually trade on or after the
date of issuance.

Voting

        Generally, the holders of preferred stock will not be entitled to vote. However, if the equivalent of six quarterly dividends payable on any
series of preferred stock is in default, the number of directors constituting our Board of Directors will be increased by two and the holders of
such series of preferred stock, voting together as a class with all other series of preferred stock entitled to vote on such election of directors, will
be entitled to elect those additional directors. In the event of this type of default, the Board of Directors will call a special meeting for the holders
of all affected series within 10 business days of the default for the purpose of electing the additional directors. Alternatively, the holders of
record of a majority of the outstanding shares of all affected series who are entitled to participate in the election of directors may elect those
additional directors by written consent. If all accumulated dividends on any series of preferred stock have been paid in full, the holders of shares
of that series will no longer have the right to vote on directors, the term of office of each director so elected will terminate, and the number of
our directors will, without further action, be reduced by two.

        Unless we otherwise specify in a prospectus supplement, the vote of the holders of a majority of the outstanding shares of each series of
preferred stock voting together as a class, is required to authorize any amendment, alteration or repeal of our Certificate of Incorporation or any
certificate of amendment which would adversely affect the powers, preferences, or special rights of the preferred stock including authorizing any
class of stock with superior dividend and liquidation preferences.

No Other Rights

        The shares of a series of preferred stock will not have any preemptive rights, preferences, voting powers or relative, participating, optional
or other special rights except as set forth above or in the prospectus supplement, the Certificate of Incorporation or certificate of amendment or
as otherwise required by law.

Transfer Agent and Registrar

        We'll designate the transfer agent for each series of preferred stock in the prospectus supplement.

Description of the Depositary Shares

        We may, at our option, elect to offer fractional shares of preferred stock, rather than full shares of preferred stock. If we do, we will issue to
the public receipts for depositary shares, and each of these depositary shares will represent a fraction of a share of a particular series of preferred
stock. Each owner of a depositary share will be entitled, in proportion to the applicable fractional interest in shares of preferred stock underlying
that depositary share, to all rights and preferences of the preferred stock underlying that depositary share. Those rights include dividend, voting,
redemption and liquidation rights.
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        The shares of preferred stock underlying the depositary shares will be deposited with a depositary under a deposit agreement between us,
the depositary and the holders of the depositary receipts evidencing the depositary shares. The depositary will be a bank or trust company
selected by us. The depositary will also act as the transfer agent, registrar and dividend disbursing agent for the depositary shares.

        Holders of depositary receipts agree to be bound by the deposit agreement, which requires holders to take certain actions such as filing
proof of residence and paying certain charges.

        The following is a summary of the most important terms of the depositary shares. The deposit agreement, our Certificate of Incorporation
and the certificate of amendment for the applicable series of preferred stock that are, or will be, filed with the SEC will set forth all of the terms
relating to the depositary shares.

Dividends

        The depositary will distribute all cash dividends or other cash distributions received relating to the series of preferred stock underlying the
depositary shares, to the record holders of depositary receipts in proportion to the number of depositary shares owned by those holders on the
relevant record date. The record date for the depositary shares will be the same date as the record date for the preferred stock.

        In the event of a distribution other than in cash, the depositary will distribute property received by it to the record holders of depositary
receipts that are entitled to receive the distribution. However, if the depositary determines that it is not feasible to make the distribution, the
depositary may, with our approval, adopt another method for the distribution. The method may include selling the property and distributing the
net proceeds to the holders.

Liquidation Preference

        In the event of our voluntary or involuntary liquidation, dissolution or winding up, the holders of each depositary share will be entitled to
receive the fraction of the liquidation preference accorded each share of the applicable series of preferred stock, as set forth in the applicable
prospectus supplement.

Redemption

        If a series of preferred stock underlying the depositary shares is subject to redemption, the depositary shares will be redeemed from the
proceeds received by the depositary resulting from the redemption, in whole or in part, of preferred stock held by the depositary. Whenever we
redeem any preferred stock held by the depositary, the depositary will redeem, as of the same redemption date, the number of depositary shares
representing the preferred stock so redeemed. The depositary will mail the notice of redemption to the record holders of the depositary receipts
promptly upon receiving the notice from us and not less than 35 nor more than 60 days prior to the date fixed for redemption of the preferred
stock and the depositary shares.

Voting

        Upon receipt of notice of any meeting at which the holders of preferred stock are entitled to vote, the depositary will mail the information
contained in the notice of meeting to the record holders of the depositary receipts underlying the preferred stock. Each record holder of those
depositary receipts on the record date will be entitled to instruct the depositary as to the exercise of the voting rights pertaining to the amount of
preferred stock underlying that holder's depositary shares. The record date for the depositary shares will be the same date as the record date for
the preferred stock. The
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depositary will try, as far as practicable, to vote the preferred stock underlying the depositary shares in a manner consistent with the instructions
of the holders of the depositary receipts. We will agree to take all action which may be deemed necessary by the depositary in order to enable the
depositary to do so. The depositary will not vote the preferred stock to the extent that it does not receive specific instructions from the holders of
depositary receipts.

Withdrawal of Preferred Stock

        Owners of depositary shares are entitled, upon surrender of depositary receipts at the principal office of the depositary and payment of any
unpaid amount due the depositary, to receive the number of whole shares of preferred stock underlying the depositary shares. Partial shares of
preferred stock will not be issued. These holders of preferred stock will not be entitled to deposit the shares under the deposit agreement or to
receive depositary receipts evidencing depositary shares for the preferred stock.

Amendment and Termination of Deposit Agreement

        The form of depositary receipt evidencing the depositary shares and any provision of the deposit agreement may be amended at any time
and from time to time by agreement between us and the depositary. However, any amendment which materially and adversely alters the rights of
the holders of depositary shares, other than any change in fees, will not be effective unless the amendment has been approved by at least a
majority of the depositary shares then outstanding. The deposit agreement may be terminated by us or the depositary only if:

�
all outstanding depositary shares have been redeemed; or

�
there has been a final distribution relating to the preferred stock in connection with our dissolution, and that distribution has
been made to all the holders of depositary shares.

Charges of Depositary

        We'll pay all transfer and other taxes and governmental charges arising solely from the existence of the depositary arrangements. We'll also
pay charges of the depositary in connection with the initial deposit of the preferred stock and the initial issuance of the depositary shares, any
redemption of the preferred stock and all withdrawals of preferred stock by owners of depositary shares. Holders of depositary receipts will pay
transfer, income and other taxes and governmental charges and certain other charges as provided in the deposit agreement. In certain
circumstances, the depositary may refuse to transfer depositary shares, withhold dividends and distributions, and sell the depositary shares
evidenced by the depositary receipt, if the charges are not paid.

Reports to Holders

        The depositary will forward to the holders of depositary receipts all reports and communications we deliver to the depositary that we are
required to furnish to the holders of the preferred stock. In addition, the depositary will make available for inspection by holders of depositary
receipts at the principal office of the depositary�and at other places as it thinks advisable�any reports and communications we deliver to the
depositary as the holder of preferred stock.

Liability and Legal Proceedings

        Neither we nor the depositary will be liable if either of us are prevented or delayed by law or any circumstance beyond our control in
performing our obligations under the deposit agreement. Our obligations and those of the depositary will be limited to performance in good faith
of our duties under the deposit agreement. Neither we nor the depositary will be obligated to prosecute or defend any legal
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proceeding in respect of any depositary shares or preferred stock unless satisfactory indemnity is furnished. We and the depositary may rely on
written advice of counsel or accountants, on information provided by holders of depositary receipts or other persons believed in good faith to be
competent to give such information and on documents believed to be genuine and to have been signed or presented by the proper persons.

Resignation and Removal of Depositary

        The depositary may resign at any time by delivering a notice to us of its election to do so. We may also remove the depositary at any time.
Any such resignation or removal will take effect upon the appointment of a successor depositary and its acceptance of such appointment. The
successor depositary must be appointed within 60 days after delivery of the notice for resignation or removal. In addition, the successor
depositary must be a bank or trust company having its principal office in the United States of America and must have a combined capital and
surplus of at least $150,000,000.

U.S. Federal Income Tax Consequences

        Owners of the depositary shares will be treated for Federal income tax purposes as if they were owners of the preferred stock underlying the
depositary shares. Accordingly, the owners will be entitled to take into account for U.S. Federal income tax purposes income and deductions to
which they would be entitled if they were holders of the preferred stock. In addition:

�
no gain or loss will be recognized for U.S. Federal income tax purposes upon the withdrawal of preferred stock in exchange
for depositary shares;

�
the tax basis of each share of preferred stock to an exchanging owner of depositary shares will, upon the exchange, be the
same as the aggregate tax basis of the depositary shares exchanged; and

�
the holding period for preferred stock in the hands of an exchanging owner of depositary shares will include the period
during which the person owned the depositary shares.

 DESCRIPTION OF THE CAPITAL STOCK

        As of the date of this prospectus, we are authorized to issue up to 4,687,500,000 shares of capital stock, $0.20 par value per share. As of
March 31, 2013, 2,201,287,322 shares of capital stock were issued and 1,108,794,396 were outstanding.

        Dividends.    Holders of capital stock are entitled to receive dividends, in cash, securities, or property, as may from time to time be declared
by our Board of Directors, subject to the rights of the holders of the preferred stock.

        Voting.    Each holder of capital stock is entitled to one vote per share on all matters requiring a vote of the stockholders.

        Rights upon liquidation.    In the event of our voluntary or involuntary liquidation, dissolution, or winding up, the holders of capital stock
will be entitled to share equally in our assets available for distribution after payment in full of all debts and after the holders of preferred stock
have received their liquidation preferences in full.

        Miscellaneous.    Shares of capital stock are not redeemable and have no subscription, conversion or preemptive rights.
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 DESCRIPTION OF THE WARRANTS

        We may issue warrants for the purchase of debt securities, preferred stock or capital stock. Warrants may be issued independently or
together with our debt securities, preferred stock or capital stock and may be attached to or separate from any offered securities. Each series of
warrants will be issued under a separate warrant agreement to be entered into between us and a bank or trust company, as warrant agent. The
warrant agent will act solely as our agent in connection with the warrants and will not have any obligation or relationship of agency or trust for
or with any holders or beneficial owners of warrants. A copy of the warrant agreement will be filed with the SEC in connection with the offering
of warrants.

 DEBT WARRANTS

        The prospectus supplement relating to a particular issue of warrants to issue debt securities will describe the terms of those warrants,
including the following:

�
the title of the warrants;

�
the offering price for the warrants, if any;

�
the aggregate number of the warrants;

�
the designation and terms of the debt securities purchasable upon exercise of the warrants;

�
if applicable, the designation and terms of the debt securities that the warrants are issued with and the number of warrants
issued with each debt security;

�
if applicable, the date from and after which the warrants and any debt securities issued with them will be separately
transferable;

�
the principal amount of debt securities that may be purchased upon exercise of a warrant and the price at which the debt
securities may be purchased upon exercise;

�
the dates on which the right to exercise the warrants will commence and expire;

�
if applicable, the minimum or maximum amount of the warrants that may be exercised at any one time;

�
whether the warrants represented by the warrant certificates or debt securities that may be issued upon exercise of the
warrants will be issued in registered or bearer form;

�
information relating to book-entry procedures, if any;

�
the currency or currency units in which the offering price, if any, and the exercise price are payable;

�
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if applicable, a discussion of material U.S. Federal income tax considerations;

�
anti-dilution provisions of the warrants, if any;

�
redemption or call provisions, if any, applicable to the warrants; and

�
any additional terms of the warrants, including terms, procedures and limitations relating to the exchange and exercise of the
warrants.

 STOCK WARRANTS

        The prospectus supplement relating to a particular issue of warrants to issue capital stock or preferred stock will describe the terms of the
warrants, including the following:

�
the title of the warrants;
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�
the offering price for the warrants, if any;

�
the aggregate number of the warrants;

�
the designation and terms of the capital stock or preferred stock that may be purchased upon exercise of the warrants;

�
if applicable, the designation and terms of the securities that the warrants are issued with and the number of warrants issued
with each security;

�
if applicable, the date from and after which the warrants and any securities issued with the warrants will be separately
transferable;

�
the number of shares of capital stock or preferred stock that may be purchased upon exercise of a warrant and the price at
which the shares may be purchased upon exercise;

�
the dates on which the right to exercise the warrants commence and expire;

�
if applicable, the minimum or maximum amount of the warrants that may be exercised at any one time;

�
the currency or currency units in which the offering price, if any, and the exercise price are payable;

�
if applicable, a discussion of material U.S. Federal income tax considerations;

�
antidilution provisions of the warrants, if any;

�
redemption or call provisions, if any, applicable to the warrants;

�
any additional terms of the warrants, including terms, procedures and limitations relating to the exchange and exercise of the
warrants; and

�
any other information we think is important about the warrants.

 PLAN OF DISTRIBUTION

        We may sell the securities:

�
through underwriters;

�
through agents; or

�
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directly to purchasers.

        In this connection, we may also make sales through the Internet or through other electronic means. Since we may from time to time elect to
offer securities directly to the public, with or without the involvement of agents, underwriters or dealers, utilizing the Internet (sometimes
referred to as the "world wide web") or other forms of electronic bidding or ordering systems for the pricing and allocation of such securities,
you'll want to pay particular attention to the description of that system we'll provide in a prospectus supplement.

        Such a system may allow bidders to directly participate, through electronic access to an auction site, by submitting conditional offers to buy
that are subject to acceptance by us, and which may directly affect the price or other terms and conditions at which such securities are sold. Such
a bidding or ordering system may present to each bidder, on a so-called "real-time" basis, relevant information to assist in making a bid, such as
the clearing spread at which the offering would be sold, based on the bids submitted, and whether a bidder's individual bids would be accepted,
prorated or rejected. For example, in the case of a note, the clearing spread could be indicated as a number of "basis points" above an index
treasury note. Of course, many pricing methods can and may also be used.
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        Upon completion of such an auction process, securities will be allocated based on prices bid, terms of bid or other factors. The final
offering price at which securities would be sold and the allocation of securities among bidders would be based in whole or in part on the results
of the Internet or other electronic bidding process or auction.

        Many variations of Internet or other electronic auction or pricing and allocation systems are likely to be developed in the future as new
technology evolves, and we may utilize such systems in connection with the sale of securities. The specific rules of such an auction would be
described to potential bidders in a prospectus supplement. You should review carefully the auction and other rules we will describe in a
prospectus supplement in order to understand and participate intelligently in the applicable offering.

        We'll describe in a prospectus supplement, the particular terms of the offering of the securities, including the following:

�
the names of any underwriters;

�
the purchase price and the proceeds we will receive from the sale;

�
any underwriting discounts and other items constituting underwriters' compensation;

�
any initial public offering price and any discounts or concessions allowed or reallowed or paid to dealers;

�
any securities exchanges on which the securities of the series may be listed; and

�
any other information we think is important.

        If we use underwriters in the sale, the securities will be acquired by the underwriters for their own account and may be resold from time to
time in one or more transactions, including negotiated transactions, either at a fixed public offering price, or at varying prices determined at the
time of sale.

        The securities may be either offered to the public through underwriting syndicates represented by managing underwriters or by underwriters
without a syndicate. The obligations of the underwriters to purchase securities will be subject to conditions precedent, and the underwriters will
be obligated to purchase all the securities of a series if any are purchased. Any initial public offering price and any discounts or concessions
allowed or reallowed or paid to dealers may be changed from time to time.

        Securities may be sold directly by us or through agents designated by us from time to time. Any agent involved in the offer or sale of the
securities for which this prospectus is delivered will be named, and any commissions payable by us to that agent will be set forth, in the
prospectus supplement. Unless otherwise indicated in the prospectus supplement, any agent will be acting on a best efforts basis for the period of
its appointment.

        We may authorize agents or underwriters to solicit offers by certain types of institutions to purchase securities from us at the public offering
price set forth in the prospectus supplement pursuant to delayed delivery contracts. These contracts will provide for payment and delivery on a
specified date in the future. The conditions to these contracts and the commissions payable for solicitation of such contracts will be set forth in
the applicable prospectus supplement.

        Agents and underwriters may be entitled to indemnification by us against civil liabilities arising out of this prospectus, including liabilities
under the Securities Act of 1933, or to contribution for payments which the agents or underwriters may be required to make relating to those
liabilities. Agents and underwriters may be customers of, engage in transactions with, or perform services for, us in the ordinary course of
business.

        Each series of securities, other than our capital stock, will be a new issue of securities with no established trading market. Any underwriter
may make a market in the securities, but won't be
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obligated to do so, and may discontinue any market making at any time without notice. We can't and won't give any assurances as to the liquidity
of the trading market for any of our securities.

 LEGAL OPINIONS

        The legality of the securities will be passed upon by Ms. Michelle H. Browdy, our Vice President, Assistant General Counsel and Secretary.
Ms. Browdy, owns, has options to purchase and has other interests in shares of our capital stock.

 EXPERTS

        The financial statements and management's assessment of the effectiveness of internal control over financial reporting (which is included in
Management's Report on Internal Control over Financial Reporting) incorporated in this Prospectus by reference to the Annual Report on
Form 10-K of International Business Machines Corporation for the year ended December 31, 2012 have been so incorporated in reliance on the
reports of PricewaterhouseCoopers LLP, an independent registered public accounting firm, given on the authority of said firm as experts in
auditing and accounting.
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