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MORGAN STANLEY FUND SERVICES (UK) LIMITED

STRATEGIC REPORT

The Directors present their Strategic report for Morgan Stanley Fund Services (UK) Limited (the "Company") for the
year ended 31 December 2018.

PRINCIPAL ACTIVITY

The principal activity of the Company is to provide fuﬁd'admini's(rati\re services on behalf of'Morgan Stanley Group
subsidiary undertakings on-a sub-delegated basis, with no significant changes expected in 2019.

The Company's ultimate parent undertaking and controlling entity is Morgan Stanley, which, together with the
Company- and Morgan Stanley’s othier subsidiary undertakings, form the “Morgan Stanléy Group”. The Compaity’s .
‘immediate parent undertaking is Morgan Stanley Fund Services Inc,

BUSINESS REVIEW

Overview of 2018 performance and key performance indicators
The Company’s main key performance indicators are profit after tax, total asset$ and total liabilities,

‘The Company's profit after tax for the year amounted to $9,757,000, compared to $8,114,000 in the prior year. .

The increase -in profit of $1,643,000 is mainly due to increased fee income attributable to the Company for fund
administrative services: provided -in line with the Global Transfer Pricing Policy offset by an increase in management
charges from other Morgan Stanley Group undertakings.

The total assels at 31 December 2018 were $19,311,000 (2017: $22,957,000). The decrease of $3,646,000 is mainly
driven by a decrease.in amounts due from'the Company's immediate parent. This is due to increased fee income earned
in the financial year offset by the dividend payment made of $17,962,732 (2017: $nil) made in June 2018. The total
liabilities at 31 December 2018 were $9,554,000 (2017: $4,994,000). The increase of $4,560,000 is mainly a result of
-an increase in amounts due to other Morgan Stanley Group undertakings.

The performance-of the Company is included in the results of the- Morgan ‘Stanley Group. The Company’s Directors’
believe that providing further performance indicators for the Company itself would not enhance an understanding of the
development, performance or position of the business of the Company.

Risk management

The Directors consider that the Company’s key financial risks are credit risk, primarily ils concentration of exposure to
other Morgan Stanley Group undertakings, and liquidity risk arising through its exposure to other Morgan Stanley
Group undertakings presented within-other receivables and payables. The Compdny leveiages the Morgan Stanley
:Group's.credit and liquidity risk frameworks to identify, measure, monitor and control credit risk and to ensure that the
-Company has aceess to adequate funding.

- Credit risk

Credit risk refers to. the risk of loss arising when a borrower, counterparty or issuer does.not meet its financial
obligations to the Company. Credit risk includes the risk that economic, social and political conditions and events in
foreign country will adversely affect an obligor’s ability and willingness to fulfil their obligations.

Credit risk management policies and procedures for the Company are consistent with those of the Morgan Stanley
Groupand include escalation to appropriate senior management personnel.

Credit risk exposure is managed on a global basis and in consideration of each significant legal entity within the
.Morgan Stanley Group. Iis credit risk management policies and procedures establish the framework for identifying,
:measuring, monitoring and controlling credit risk-whilst ensuring transparency of material credit risks, ensuring
compliance with established limits and escalating risk conceritrations to appropriate senior management,



MORGAN STANLEY FUND SERVICES (UK) LIMITED

STRATEGIC REPORT (CONTINUED)

BUSINESS REVIEW (CONTINUED)
Liquidity risk

Liquidity risk refers to the risk that.the Company will be unable to finance its operations due to a loss of access to the
capital markets or difficulty. in liquidating its assets. Liquidity risk encompasses the Company’s ability (or perceived
ability) to meet its financial obligations without experiencing significant business disruption or reputational damage that
may threaten the Companies viability as a going.concern. Liquidity risk als_o;encqmpas_ses the associated funding risks
triggered by the market -or idiosyncratic stress events that may cause’ unexpected changes in funding needs-or an
inability to raise new funding. ‘

The Morgan Stanley Group’s senior management establishes the liquidity and funding policies of the Morgan Stanley
Group and the liquidity risk management policies and procedures conducted within the Company are consistent with
those of the Morgan Stanley Group. The primary goal of the Morgan Stanley Group’s liquidily risk management
framework is to ensure that the Morgan Stanley Group, including the Company, has access to adequate funding across a
‘wide range of market conditions-and time horizons. The framework is designed to enable the Morgan Stanley Group to
fulfil its financial obligations and support the execution of the Company’s business strategies.

The Company continues to actively manage its capital and liquidity position to ensure adequate resources are advailable
to support its activities, to enablc it to withstand market stresses.

Market risk

Market risk refers o the risk of losses for.a position or portfolio due to changes in rates, foreign exchange, €quities,
implied volatilities, correlations or other market factors.

Market risk management policies and procedures for the Company are consistent with those of the Morgan S(anley
Group and in¢lude escalation to appropriate senior management personnel.

The Company manages: the market risk associated with its trading activitics at both a trading division and an individual
product level, and includes consideration of market risk at the legal entity level.

Operational risk

Operational risk refers to the risk of loss, or of damage to the Company’s reputation, resuiting from inadequate or failed
processes, people and systems, or from external events (e.g. fraud, theft, legal and compliance risks, cyber attacks or
damage to physical asscts). Operational risk relates to the following risk event categories -as defined by Basel Capital
Standards: internal fraud; external fraud, employment practices and workplace safety; clients, products and business
practices;. business disruption and system failurc; damage to physical -assets; and- execution, delivery and process
management. Legal, regulatory and compliance risk is discussed below under “Legal, regulatory and compliance risk”.



'MORGAN STANLEY FUND SERVICES (UK) LIMITED

STRATEGIC REPORT (CONTINUED)

BUSINESS REVIEW (CONTINUED)

:Legal, regulatory and compliance risk

Legal, regulatory and COmpIiancc risk includes the: risk: of legal or regulatory sanctions, material financial loss;

including fines, penalties, judgements, damages and/ or settlements or loss to reputation which the Company may suffer
as-a result of a failure to comply with laws, regulations, rules, related self-regulatory organisation standards and codes
of conduct applicable to our business activities. This risk also includes contractual and commercial risk, such as the risk
that a counterparty’s performance obligations will be unenforceable. It also includes compliance with Anti-Money
Laundering, anti-corruption and terrorist financing rules and regulations..

‘The Company, principally through the Morgan Stanley Group’s Legal and Compliance Division, has established
procedures based on fegal and regulatory requirements on a worldwide basis that are designed to facilitate compliance
‘with applicable statutory and regulatory requiremenis and to require that. the Company’s policies relating to business
‘conduct, ethics and practices are followed globally.

‘In addition, the Company has established procedures to mitigate the risk that a counterparty’s performance obligations
will be unenforceable, including consideration of counterparty legal authority and capacity, adequicy of legal
‘ddcumentation, the permissibility of 4: transaction .under applicable law and whether applicable bankruptcy or
‘insolvency laws limit or alter contractual remedies. The heightened legal and regulatory focus on the financial services:
-and banking industries globally presents a continuing business challenge for the Company..

The Company also manages the risk of potential external impacts on its busincss (including but ot limited to the-
impact of Uniled Kingdom’s (the “UK™) decision to leave the European Union (the “EU”) of which a thorough
assessment has been made by the Company and the Morgan Stanley Group of various Brexit scenarios). The Company
maintains a constant planning dialogue with the wider Morgan -Stanley Group and accordingly management does not
expect any.significant impact on the operations and busincss of the Company arising from these external factors.

Golng concern

‘Retaining sufficient liquid'i‘ly and capital fo withstand market pressures.remains central to the Company’s strategy.. The-
Company has access to Morgan Stanley Group capital and liquidity. Taking the above factors into consideration; the
Directors believe it is reasonable to assume that the Company will have access to adequate resources to continue in
operational existence for the foreseeable future. Accordingly, they continue to adopt thc going concern ‘basis in
preparing the annual report and ﬁnanclal statements.

Approved by the Board and signed on its behalf by

Director

Mm,o M ul?4$
Cevromlen. 7™ 2%



MORGAN STANLEY FUND SERVICES (UK) LIMITED

DIRECTORS' REPORT

The Direciors present their report and financial statements for the- Company for the year ended 31 December
2018.

RESULTS AND DIVIDENDS

The profit for the-year, after tax, was $9,757,000 (2017: $8,114,000).

During the. year, a dividend. of $17,963,000. was paid to the Company’s shareholder, Morgan Stanle§ Fund
Services Inc. (2017: $nil).

RISK MANAGEMENT AND FUTURE DEVELOPMENTS

Information regarding risk management and future developments has been included in the Strategic report..
DIRECTORS

“The following Directors held office throughout the year and to the date of approval of this report:

A Critides (ap;jointed 17 April 2018 and resigned 16 August 2019)

E Falzon (appointed 17 April 2018 and resigned 27 Maich 2019)

S.1Merry (resigned.30 April 2018)

S AMuirdoch  (appointed 2 July 2018)

M J Murphy (appointed 29 May 2018)

C ODwyer. (appointed 8 June 2018 and resigned 14 June 2019)
REThomson  (appointed 15.May 2019)

DIRECTORS’ AND OFFICERS' LIABILITY INSURANCE

Directors™ ;and,-Omgers‘ Liability Insurance i§.;ak_en out by Morgan Stanley, the Company’s ultimate parent
undertaking, for the benefit of the Directors and Officers of the Company and-its subsidiary undertakings..

DIRECTORS?® INDEMNITY

Qualifying third party indemnity ‘provisions' (as defined in section 234 of the Companies Act.2006) were. in
force during the year-and up to and including the date.of the Directors’ report for the benefit of the Directors
of the Company and its subsidiary undertakings.

EVENTS AFTER. THE REPORTING DATE
There have been no significant events since the reporting date up to the date of sxgmng
AUDITOR

‘Deloifte LLP have expressed their-willingness to continue in office .as auditor of the:Company and, under
Sections 485:10 488 of the Companies Act 2006, will be deemed to be re-appointed.



MORGAN STANLEY FUND SERVICES (UK) LIMITED

DIRECTORS' REPORT (CONTINUED)

Statement as.to disclosure of information to the auditor
Each of the persons who are Dircctors of the Company at the date when this report is-approved confirms that:

° so far as each of the Direclors i is aware, there is no relevant audit mformauon of which the Company's
auditor is’ unaware; and

. «each of the Directors has taken all the steps that he/she ought to have taken as a Director to make
himself/herself aware of.any relevant audit information and to establish. that the Company’s auditor is
aware of that information.

This confirmation is given and should be.interpreted in accordance with the provisions of scction 418 of the
-Companies Act 2006.

DIRECTORS’ RESPONSIBILITIES STATEMENT

‘The Directors are responsible. for preparing the:Annual Report and the financial statements in accordance with
applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law the
Directors have elected to prepare the financial statements in accordance .with UK Generally Accepted
Accounting Practice (“UK ‘GAAP”) (UK Accounting Standards and“applicable law), including Financial
‘Reporting Standard 101 ‘Reduced Disclosure Framework® (“FRS 101”). Under company law-the Directors
must not approve. the financial statements unless they are satisfied that they give a true and fair view of the
state of affairs of the Company and of the profit or loss of the Company for that periad. In preparing these
financial statements, the Directors are required to: '

. select suitable accounting policies and then apply them consistently;

® make judgements and accounting estimates that are reasonable-and prudent;

o state whether applicable United Kingdom Accounting Standards, including FRS 101, have
been followed; and

° prepare the financial statements on the going concern basis unless it is inappropriate to

presume that the Company will continue in business.
‘The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain
the Company’s transactions and disclose with reasonable accuracy at-any time the financial position of the
Company-and enable them to ensure that the-financial statements comply with the Companies Act 2006. They

are. also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

Approved by the Board and si:gned on its behalf by

‘Director |
AR > P LS 5
Soomer 272 %2007




INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF MORGAN STANLEY'
FUND SERVICES (UK) LIMITED
. Report on the audit of the financial statements.
Opinion
inour opinion the financial statements of Morgai Stanley Fund Services (UK) Limited (the ‘Company);.
. give.a true.and:fair. view of the stale of theiCbmpany’s_ affairs as.at 31 December-2018 and of its profit for'thé year:then
ended;

. have been -properly. prepared in ‘accordance with United: Kingdom Generally Accepted Accounting Practice including
Financial Reporting Standard 101 “Reduced Disclosure Framework™; and

. have been prepared in.accordance with the requirements of the Companics Act 2006:

We have audited the financial statements which comprise:

° the statement of comprehensive income;
. the statement of changes in equity;

. the statement of financial position; and
s the related notes 1'{o 15 '

The financial reporting framework that has beén applied in their preparation is applicable law and United Kingdom Accounting,
Standards, .including 'Fina'ncial Reporting' Standard 101 “Reduced Disclosure Framework™ (United Kingdom Generally
Accepied Accounting Practice).

Basis for opinion.

We conducted ‘our audit in-accordance with International Standards ‘on Auditing (UK) (ISAs (UK)) and applicable.law. Our
responsibilitics under those standards :are further described:.in the auditor's responsibilities for. the audit of the financial
statements section of our'report,

We are independent of the Company in accordance with.the ethical-requiremecats that are relevant to our dudit of the financial
statements in the UK, including: the Financial Reporting Council’s Ethical. Standard, and we have fulfilled our other ethical
responsibilities in accordance with these requiremerits. We believe that the audit evidence we have oblained is sufficient and
appropriate to provide a basis for our opinion.

Conclusions relating to gofng concern

We ate required by ISAs (UK) to report in respect of the following matters:where:.

. the. Directors® ‘use:of the going concern basis of accounting in preparation of the financial statements is not appropriate;.
or. .
. the:Directors have not disclosed in the financial staternents any identified material uncertainties that-may cast significant’

doubt about. the Company’s ability 1o continue to adopt the going concern basis of accounting for a period of at least
twelve months from the date when the financial statements are authorised for issue.

We-have nothing to report in respect of these matters.



INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF MORGAN STANLEY
FUND SERVICES (UK) LIMITED (CONTINUED)

Other information

The Directors are responsible for the other information. The other information comprises the information inclided in the annual

report, other than the financial statements and our auditor’s report thereon. Our opinion on the financial statements does not

cover the other information and, except to the extent otherwise explicitly stated in our report, we do not express any form of”
assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to rcad the other information and,. in doing'so,
consider whether the other information is materially inconsistent with the financial statements or. our knowledge obtained in the
audit or otherwise appears to be materially misstated. If we identify such, material inconsistencies or. apparent material
misstatements, we are required to determine whether there is a material misstatement in the financial statements: or a material
misstatement of the other information. If, based on the work we have performed;, we conclude that there is a8 material
misstatement of this other information, we are required to report that fact..

We have nothing o report in respect of these matters.
Responsibilities of Directors

-As explained more fully in the Directors’ responsibilities statement, the Directors are. responsible for the preparation. of the
financial statements and' for being: satisfied that they give a true and fair view, and for such internal control as the Directors
determine is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Company’s ability to continue as a going
-concern, disclosing, as applicable, matters related to going concern and using the going concem basis of accounting unless the
Directors either intend to liquidate the Company or to cease operations, or have no realistic alternative but to do so.

.Auditor’s responsibilities for the audit of the financial statements.

Our objectives arc to obtain reasonable assurance about whether the financial statements as a whole ‘are free from material
misstatement, whether due to fraud or error, and to issue an auditor's report that inchides our opinion. Reasonable assurance is a
high level of assurance, but is not a guarantee that an audit conducted ‘in accordance with ISAs (UK) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or
in the aggregate, they could reasonably be expected to influcnce the: economic decisions of users taken on the basis of these
financial statements.

A furthiér description of our responsibilities for the audil of the financial statements is located on the FRC's website at:
‘www.frc.org.uk/auditorsresponsibilitics. This deseription forms part of our auditor’s report.

Report on other legal and regulatory requirémenls

Opinions on other matters prescribed by the Companics Act 2006

In"our opinion, based-on the work undertaken in the course of the audit:

. the information given in the Strategic report and the Directors’ report .for the financial year for which the financial
-statements are prepared is consistent with the {inancial statements; and

. the Strategic report and the Directors’ report have been preparéd in accordance with applicable legal requirements.

‘In"the Tight of the knowledge and understanding of the Company and its environment obtained in the course of the audit, we
‘have not identified any material misstatements in the Strategic report or the Directors® report.



FUND SERVICES (UK) LIMITED (CONTINUED)

Matters on'which we are.required to:report by exception
Under the:Companies Act- 2006 wé are required.to 'report'ih respect of the following matters if, in-our.opinion:

o adequate accountingrecords have not been kept, or. returns adequate for.our audit have noi been received from'branches
notvisited by us; or

® the financial staterients:are notin agreement with the accounting recotds-and returnis; or

. certain disclosures of Directors’ remimneration specified by law are not made; or

. we have not received all the information and explanations we require for our audit.

‘We have:nothing (o report in.respect of these matters.

Use of our report:

This réport:is madé solely to the. Company $:members, as a body, in accordarnce with- Chapler 3 of Part 16 of the- Companies:Act
2006..Our-audit work has been underfaken‘so that we might state to the Company’s members those matters wé are required to
state:to them i an suditor’s feport and fot no other purpose. To the-fullest extent permitted by law, we-do not aceapf or assume
responsibility. to-anyone other than ihe Company and the.Company’s’members as a body, for our audit work, for this report, or.
for the opirions we have formed,

Paul Cowley, C.A. (Semor Statutory Auditor)
for-and on behalf of Deloitte LLP ;
Statutory Auditor

Glasgow, United Kingdom.

1 SWandd 719



MORGAN STANLEY FUND SERVICES (UK) LIMITED

STATEMENT OF COMPREHENSIVE INCOME
Year ended 31 December 2018

Note 2018 2017

$'000 $'000

‘Fee Income 25,202 21,072

Initerest income: .4 641 527
Interest expense’ ) 4 “n 131y

Net interest income 594 396
Other expense- ‘5 (13,800) (11,402):

PROFIT BEFORE TAXATION 11,996 10,066
Income tax expernse 6 (2,239) (1,952)

PROFIT AND TOTAL.COMPREHENSIVE

INCOME FOR THE YEAR 9,757 8,114

All-operations were continuing in the current and priof year.

The notes on pages 12 to 19 form;an integral pait of the financial statements.



MORGAN STANLEY FUND SERVICES (UK) LIMITED.

STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 2018
Note Share Retained Total:
capital -earnings -equity
$'000 $'000 $'000
Balance at 1 January 2017 i . 9,849. 9,849
Profit and total: comprehensive income:for the year - 8,114 8,114
Balance at 31 December 2017 - 17,963 1:7_,_963
Profit.and total comprehensive income for the year - 9,757 9,757
Transactions with owners:
Dividends 11, - (17,963) (17,963).
‘Balance at 31 December 2018 ' - 9,757 9,757

‘The notes on pages 12 to 19 form an:integral part of the financial statements,

10.



MORGAN STANLEY FUND SERVICES (UK) LIMITED
-.Regzstered number; 05694246

As at’ 31,December_ 2018
Note ‘ 2018 ;'20 17
$'000 $'000
-ASSETS

Other'receivables- 7 19310 122,956
Deferred iax assets 8 1 1
"TOTAL ASSETS 19,311 22,957

LIABILITIES:

Other.payables : 9 5,481 2,628
Current tax liabilities: 4,073 2,366 .

TOTAL LIABILITIES 9,554 4,994

EQUITY

Share capital 10 - -
Retaincdearnings 9,757 17,963

Equity attributable to:owners of the Company 9,757 17,963

TOTAL EQUITY 9,757 17,963
“TOTAL LIABILITIES AND EQUITY 19311 22957

These-financial statements were approved by the:Board:and authorised for issue op:

Signed on:behalf of the Board

Director

“The notes on pages 12 1019 form an integral part of the financial statements.

ITATT, MVR:)AZ\
sev*eML& 273017
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MORGAN STANLEY FUND SERVICES (UK) LIMITED

NOTES TO THE FINANCIAL STATEMENTS
‘Year ended 31 December 2018

1. CORPORATE INFORMATION

The Company.is incorporated and domiciled in England and Wales; United Kingdom, at the following registered address
20 Bank Street, Canary Wharf, Loadon, E14 4AD, United Kingdom. The Company is a private company and is limited
by shares. The registered number.of the Company is 05694246.

The Company’s immediate parent undertaking is Morgan Stanley Fund Services Inc. which has its registered office at c/o
“The Corporation Trust Company, Thé Corporation Trust Center, 1209 Orange Street, Wilmington, DE 19801, United
States of America and is incorporated in the state of Delaware,.in the United States of America.

The Company's ultimate parent undertaking and controlling: entity and the largest and smallest group of which the
Company is a member and for which group financial statements are prepared. is Morgan Stanley which, together with the
Company and Morgan Stanley’s other subsidiary undertakings, form the Morgan Stanley Group. Morgan Stanley has its
tegistered office. c/o The Corporation Trust Company, The Corporation Trust Centre, 1209 Orange Street, Wilmington,
DR 19801, United States of America and is incorporated in the state of Delaware, in the United States of America.
Copies of its financial statements can be obtained from www.morganstanley.com/investorrelations.

2. BASIS OF PREPARATION

Statement of compliance

“These financial statements are prepared on a going concern basis as éxplained in the Strategic Report and under the
historical cost convention in accordance with United Kingdom Génerally' Accepted Accounting Practice (United
Kingdom Accounting Standards and applicable law), including FRS 101.

The Company has taken advantage of the. disclosure exemptions available undet FRS. 101 in relation to financial
instruments, capital management, presentation of a cash-flow statement, accounting standards not yet effective and
related party transactions.

Where relevani, equivalent disclosures have been provided in the group accounts of Morgan Stanley in which the
Company is consolidated. Copies of Morgan Stanley's accounts can be obtained as detailed at note 1.

New standards and interpretations adopted during the year
The following standards and amendments to standards relevant to ‘the Company’s operations were:adopted during the
ycar and.did not have a material impact on the Company's financial statements, except where otherwise stated,

IFRS 9 *Financial instruments’ (“IFRS 9”) was issued by the IASB in November. 2009, reissued in October 2010,
amended in November 2013, and revised and reissued by the IASB in July 2014. It is effective for annual periods
beginning on or after 1 January 2018 and was endorsed by the EU in November 2016. The Company has adopted IFRS 9
from 1 January 2018 with no restatement of comparative periods under the transitional provisions of the Standard. There:
is no impact on the classification and measurement -of the Company’s financial assets and liabilities. Impairment of
financial assets is based on expected credit losses (“ECL") and the effect on opening reserves was-$nil.

12
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MORGAN STANLEY FUND SERVICES (UK) LIMITED
NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Year-ended 31 December 2018

2. BASISOF PREPARATIdN’(CON’I‘INUED)

New standards and interpretations adopted during.the year (conﬁx;ued);

IFRS 15 ‘Revenue from;fComracts with Customers™ (“IFRS 13"} was issued by the IASB in May2014 for retrospective
application’in accounting periods beginning on or. after 1-January 2018..In addition, amendmiérits relating to'clarifications

1o IFRS ‘15 were issued by the IASB in April 2016 requiring application in accounting periods.beginning on or after 1.
January 2018: The- Company has completed a. project to ‘implement. [FRS 15, As part of this projéct the Company
‘performed an evaluation of the. method ifi, which revenue and other feceivables are recognised. As a result of this

evaluation, no-additional disclosures were considered to be relevant:for. the Company.

“There were:no-other standards or. mterpretauons relevant to the Comipany's-operations which were adopted «during the

financial year.

Critlcal judgements

No judgements have been.made in the process of applying the Company’s accounting policies that havé, had,a significant
effect on the.amounts recognised in the financial statements;

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES.
a, Functional currency

Items included i the financial statements are measured and, presented in US dollars, the cumrency of the primary
economic environment-in:which the. Company-operates.

All currency amouiits. in the financial statements:and Directors' report are rounded‘to-the nearest thousand US dollars.

b. Foreign currencies

fMonetary assets-and liabilities denomiinatéd in currencies other thian US dollars are translated into US dollars. at the rates

ruling at the reporting date. Transactions and non-monetary assets and liabilities denominated in currencies other than US

dollars are recorded. at the rates prevaxlmg at the dates.of the ‘transactions. All translation. differences are recogmsed

through thé statement of comprehensnve incomie.

¢.  Financial instruments

Financial assets and fiabilities primarily comprise otlier receivables and payables due from and to;Morgan Stailey group -
undertakings.

13



MORGAN STANLEY FUND SERVICES (UK) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Year ended 31 December:2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

¢. Finapcial instruments (continued)

Other receivables and payables are- recognised when the Company becomes a party to the contractual provisions of the
instrument and are- initially measured at fair value (see note 3(e) below) and subsequently measured at amortised cost
(less allowance for impairment on financial assets). Interest is recognised in the statement of comprehensive income:
'using the effective interest rate (“EIR™) method..

The Company derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or wheén
it transfers the financial asset and substantially all the. risk. and rewards of ownership of the asset. The Company
derecognises financial liabilitics.when the Company’s obligations are discharged, cancelled or they expire.

d. Impairment of financial assets

From 1 January 2018, the Campany:recognises loss allowances for expected credit losses (“ECL”) for its financial assets
classified at amortised cost. ECLs are the present value of cash shortfalls over the éxpected life of the financiai
instrument, discounted at the asset’s EIR.: ECL is rccognised in the statement of comprehensive income within ‘Net
impairment loss on financial instruments® and is reflected against the carmrying amount of the -impaired asset on the
statement of financial position as an ECL allowance, Until 31.December 2017, impairment losses on financia} assets were.
measured as the difference between the carrying amount-and the present value of estimated cash flows discounted at the
asset’s original EIR. The Company has not recognised any ECL losses in the cumrent. reporting period, and there is oo
impact in the Statement of Comprehensive income in the current year.

e.  Fair Value

Fair value measurement’

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e. the “exit price™)
in an orderly transaction between market participants at the measurement date..

Fair 'value is'a market-based measure considered from the perspective of a market participant rather than an entity-
specific measure. Therefore, even when market assumptions are not readily available, assumptions are-set to reflect those
that.the Company believes market participarits would use in pricing the asset or liability at the measurement date.

When the Company manages a group of financial assets and financial liabilities on the basis of its net exposure to either

market risks-for credit risk, the Company measures the fair. value of that group of financial instruments consistently with
how market participants would price the net risk exposure at the measurement date,

14



MORGAN STANLEY FUND SERVICES (UK) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Year ended 31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
e.  Fair Value (continued)

In determining fair vatue, the Company uses various valuation approaches.and establishes a hierarchy for inputs used in
measuring fair value that maximises the use of relevant observable inputs and minimises the use of unobservable inpuls
by requiring that the most observable inputs be used when available. Observable inputs are inputs that market participants
“would use in pricing the asset or liability that were developed based on market data obtained from sources independent of
the :Company, Unobservable. inputs are inputs that reflect assumptions the Company believes other market participants
would use in pricing the asset or liability, that are déveloped based on the best information available in the circumistances.

"The fair value hierarchy is broken down into three-levels based on the abservability of inputs as follows, with Level 1
being the highest and Level 3 being the lowest level:.

*  Levell-'Quoted prices (inadjusted) in an active market for identical assets or liabilities
Valuations based on quoted prices in active markets that the Morgan Stanley Group has the ability to access
for identical assets or liabilities. Valuation adjustments and block discounts ‘are not applied. to Level 1
instruments. Since valuations are based on quoted prices that are teadily and regularly available in'an active
market, valuation of these products does not entail a significant degree of judgement.

+ ' Level 2 - Valuation techniques using observable inputs
Valuations based on one or more quoted prices in markets that are not active or for which all significant inputs
are observable, either directly or indirectly.

. Level3 - Valuation techniques with significant unobservable inputs
Valuations based on inputs that are unobservable and significant to the overall fair value measurement,

f.  Feeincome

.Fee income in the statement of comprehensive. income represents fees, commissions and other income for.administrative
expenses provided and is recognised as the telatéd services are performed.

.8 Other expenses.

-Other expenses in the statement of comprehensive income represent expenses from management charges for services
received from other Morgan Stanley Group undertakings. These amounts arc recogniscd as the related services are
received.

‘h.  Income tax

The 1ax expense represents the sum of the tax currently payable and deferred tax.

“The tax currently payable and is calculated based on taxable profit for the -year. Taxable profit: may differ from profit
before taxation as reported in the statement of compreliensive income bécause it excludes items of income or expense that
-are taxable or deductible in other years;and it further excludes items. that are never taxable or deductible. The Company’s
iability for current tax is calculated using tax rates that have been enacted or substantively enacted by the reporting date.

Deferred tax is accounted for using the balance sheet liability method. Deferred {ax assets are recognised to the extent
that it is probable that taxable profits will be available against which deductible temporary differences can be utilised.
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MORGAN STANLEY FUND SERVICES (UK) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Year ended 31 Deceinber 2018

3. SUMMARY OF SIGNIFICANT - ACCOUNTING POLICIES (CONTINUED)

h. Income tax (continued).

The carrying amount of’defer_m_d tax assets is reviewed at each reporting. date: and.limited to- the extent that it is probable
that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the-tax rates'that.are expected to apply in the penod ‘when the. habmty is settled or'the asset is:
realised, Deferred tax is charged-or. credited in. the income statement, except whea. it. relates: to-items charged or.credited
directly to. ottier comprehensive income-or equity, in which case the deferred tax-is reflected -within other comprehensive:
income or equity; respéctively.

Current tax asscts arc offset against current:lax liabilities when there is a legally enforceable Tight io set-off-current tax,
assels’against.cuirent tax. liabilities and.the Company. intends 16 settlé its current tax assets and currént tax liabilities 6n a
net basis.or to realise the ‘asset and selile the liability simultaneously. Deferred tax -assets and liabilities are offset when’
there'is:a legally enforceable right to-set-off current tax-assets against current tax liabilities and when;they relate to income;
laxes'levied by the. same. taxation .aithority :and. the Company’ intends to settle its current tax assets and' cufrent tax:
liabilities on a'ict basis:

4, INTEREST’INCOME AND INTEREST EXPENSE.

“Interest income’ and ‘Interest. expense represent lotal interest income and lolal interest expense for financial assets and
financial labilities that are ‘not carried at-fair value.

5. OTHER EXPENSE

2018 2017
$'000 $'000
Management charges. fmm,_othe,r'Morg_anis_lari,ley Group undertakings
relating to staff costs 10,076 -8,642.
Management charges from other Morgan Stanley Group undertakings
relaiing to-other services ’ V 3,703 - 2,742.
Net foreign exchange losses 10 7
Auditor's temuneration:
Fees payable to the Company's auditot. for the audit of the .
‘Company's annual financial statements. 11 11
' ‘13,800 11,402

The Company.employed no staff during the year (2017: nit).

The Company’s directors.are employed by-other Morgan Stanley. Group entities, The Directors' services to the Company.
afe considered to be incidental. to their-other responsibilities within the Morgan Stanley Group-and as such, Directors’
remuneration is $nilfor the.current year (2017:-$nil). ’
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MORGAN STANLEY FUND SERVICES (UK) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Year-ended 31 D',ece,mber.\'201'8 ‘

6. INCOME TAX EXPENSE

2018 2017
$'000 $'000
Current tax expense:
“UK corporation tax at 19% (2017 19,25%)
- Cutrent-year : 2,239, 1,981
~Adjustmént in Tespect of prior years - (29
Income tax expense - L. 2239 j . 1952

Finance (No.2) Act 2015 enacted a reduction in the UK corporation tax rate to-19% with effect from'1 April 2017, Finance
Act 2016 ‘enacted a further reduction in the UK corporation. tax rate to 17% with effect from 1 April 2020 which will
-impact the current tax charge-in future periods,

‘Reconciliation of effective tax rate: ‘ S _
“The current year income tax expense’is lowei (2017: higher) than that resulting from applying the:avérage standard:tate of -
-corporation tax‘in the UK for the year of 19% (2017: 19.25%). The main differences arc explained below::

2018 2017
$'000 $'000.
Profit before taxation 11,996 . 10,066
Income tax using the average standard rate.of -corporation tax;in the UK of 2,279 1,938:
'19% (2017: 19.25%)
Tmpact on tax of
“Tax over provided in prior years - (29)..
Currency translation oh tax 6)) 23
Other permanént differences = 20.
Non-taxable income (39) -
“Total income tax expense in the statement of comprehensive income 2,239 1,952 -
‘7. OTHER RECEIVABLES . :
2018 2017
$'000 $'000
.Amounts duc from other Morgan Stanley Group undertakings: 19,310 22,956
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MORGAN STANLEY. FUND SERVICES (UK) LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
‘Year ended 31 December 2018

8. DEFERRED TAX ASSETS

Deferred taxes are calculated on all temporary differences under the liability-method: The movement ‘in the deferred tax
account is as follows:

a0 2007

Deferred tax Deferred tax

asset asset’

$'000- '$'000.

At 1 January 1 1
Ambounts tecognised in the stalement of comprehensive income:: ‘

Prior. financial year timing differences . . O

AU31 December | EEe — T

The deferred tax included in the- statement,of: financial position and chianges' recorded :in ‘Incore ‘tax’ expense’ :are s
follows: '

o ‘Statement of ‘Statement of

Deferred comprehensive ‘Deferred comprehensive

tax asset income. tax.asset income

2018 2018 2017 2017

$'000 $?000 $'000 $'000

Depreciaiion - temporary difference 1 L - DS B -.

" The deferred. (ax assets recognised are ‘based on management assessment. that.it. is probable that the Company will have
taxable profils against- which the lemporary differences can be utilised..

Finance (No.2) Act 2015 enacted a reduction.in the UK corporation tax rate to IQ% with effect from.1 April 2017. Finance
Act 2016 enacted a firther réduction in the UK corporation tax rate to 17% With effect from- 1. April 2020. These rate
reductions have.had.an impact.on:the deferred tax balance as indicated above.

9. OTHER PAYABL

2018 2017
$!000 $'000.
Amounts due to other- Morgan Stanley Group undertakings. ) . : 5,4Si o 2,628
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MORGAN STANLEY FUND SERVICES (UK) LIMITED

QNOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
Year ended 31 December 2018

10. EQUITY

Ordinary share capital .
- 2018 2017 .

$'000 $'000

‘Authorised and altotted and fully paid: i

i ordih'aryvshar_es, of £1 each - .

The holders of ordinary shares ate entitled to receive dividends as:declared fromi tiirié:t time and are entitled; on a'show of
‘hands, to one vote and, on a poll, one vote per share at meetings of the shareholders .of the Company. All' shares' rank’
equally with regard to" lhe Company s tesidual assets.

All ordinary.shares:are recorded at the rates of exchange ruling at the date the shares.were paid.
- 11. DIVIDENDS.

‘Ori 11 June.2018, a. dividend of $17,962,732 {2017: $nil) was paid to the Company’s shareholder Morgan Stanley Fund
‘Services Inc.

12, EXPECTED:MATURITY OF ASSETS AND.LIABILITIES

None .of the' Company's ‘assets and liabilities are: expected to be ‘recovered or settled more' than twelve- months.after the
reporting date (2017: $none).

13, SEGMENT REPORTING

The: Company has only ane ¢lass'of business as describéd in the: Strateglc teport and dperales in one geographic market,
‘Europe, Middle East and Africa ("EMEA").

14. RELATED PARTY DISCLOSURES
Parent and ultimate controliing entity-

Information regarding the parent and ultimate controlling entity of the Company- is disclosed ‘in notc: 1 to the financial.
‘statements on page 12

‘Directors' remuneration

u

“The Company has six ditectors during the year who are employed by. other Morgan Stanley group entities, The Directors'
:services 1o, the Company are considered. to ‘be. incidental to their: other. responsibilities within the Morgan' Stanley. Group
and as'such, Director's remunération is. $nil for the current year.(2017: $nil).

15. EVENTS AFTER THE REPORTING DATE

The:Directors confirm that there are no events dfter the reporting period. that are required to be disclosed..
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