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MORGAN STANLEY PACIFIC SERVICES LIMITED

STRATEGIC REPORT

The Directors present their Strategic report for Morgan Slanlcy Pacific Services Limited (the “Company"),
for the yearended 31 Deceinber 2018.

PRINCIPAL ACTIVITY
The principal. activity of the Company is the provision of financial scrvices to. financial institutions.

The Company’s ultimate parent undertaking and _comlfpl:l_i‘ng_.enlity is Morgan Stanley, which, togéther witli.
the Company -and Morgan Stanley’s other subsidiary undertakings, form the “Morgan Stanley Group™.

‘There have not, bet.n any significant changes:in the Comp'my s principal activity in.the. year under-review:
and no sngmhcant chnnge in the‘Company’s principal activity is expected.

BUSINESS REVIEW
United Kingdom witlidrawal from the European Union

‘On 23 Junc 2016, the United ngdom (the “UK?) ‘electorate voted to leave the European Union (the
“EUY). On 29 March 2017, the- UK invoked Article 50 of the Lisbon, Treaty which tiiggered & hwosyear
period, subject to extension (which would nced .the unanimous approval of the EU Member Stales), during
which the UK ‘government negotiated a form of withdrawal agréement with the EU.

On 22 March.2019, the UK and the other EU Member States agreed to anextension of the-two- =year period
to 22 May2019, (if the UK Parliament approved the withdrawal agreement by 29 March, 20l9) or.12. April
2019 (if it did not) On 11 Apnl 2019, the UK and the other EU Member. Staies agreed to -a further
extension to 31 October:2019. Absent any. further changes'to this time- Schedule, the UK will teave theé EU
on 31 Ocltober 20119. .

Thée Morgan. Stariley Group is.continuing to prepare its Europcan, operations regardless of whether or not.a
withdrawal or. transition agreement is reached. However, the Company’s principal activily and risks arc
expected to remain unchanged.

Overviewof 2018

The statement-of - uompxchcnswc inconic for the year-is set ot on'page13. The Commpany’s loss after tax for
the year is $289,000 (2017: profit. of $105 000), primarily driven by a net financing expense on the
collateral héld by the entity.. Net trading ‘income which represents fai ‘value movcments on foreign
e‘«.hangc. options'and cquity swaps has decreascd by $54,000 16 $803,000.(2017:'$857,000). The. Gompany
has net interest income of '$1,359,000 (2017: $431,000). This movement is primarily due to an increase in
secured borrowing -activity.

The statement of financial position for the yedi is $€t out-on page 15..The total assets of tlie 'Company are’
 $121,975,000:(2017: $56,366; ,000) in the current year. This iricrease is primarily duc.to an increase in trade
and other receivables. The total liabilities for the year-arc $101, 646,000 (2017:. $35,748,000).- This incredse
is primarily due to anincrease in trade and other payables.

“The ‘performance of the Company is included in the results of the Morgan ‘Stanley Group which are
disclosed. in the Morgan Stanley Group’s Annual Report.on Form 10-K to the United States of America
(“US™) Securitics and Exchange Commission. The Morgan Stanley Group: manages its key performance
indicators on a global basis:butin consideration of individual legal cntitics. For this reason, the Company’s.
Dircctors believe that providing further performance’iridicators for the Company itsclf would not ‘enhance
an understanding of the development, performance or position of the business of the Company:

“The risk managemenit sectionbelow:sets out the Company's and the.Morgan Stanley Group's policies for-ihe
management of liquidity and cash:flow risk and other significaiit business risks.



'MORGAN STANLEY PACIFIC SERVICES LIMITED

STRATEGIC REPORT

‘BUSINESS REVIEW. (CONTINUEDY
Risk management

Risk is an inhercnt partof‘thc Company’s business activity. The Company secks to:identify, assess, monitor
.and manage ¢ach of the various types of risk involved.in its business activities, in‘accordance’ with defined
policies-and procedurcs The Company has developed-its own risk management policy framework, which
levérages the risk management policies, and procedurcs of the:Morgan Stanley. Group, and which iriclude
escalation to appropridte Senior management personncl.,

Sel out belowis:an overview -of the. Company’s' policies for the managemeni of tinancial risk and Gther
significant business risks. More detailed qualitative and quantitative ‘disclosures about the Compiiny’s
.management of-and exposurc to financial risks are included’in note 15 to the financial stalements.

Market.risk

Marketrisk refers to the risk that a change in the level of onc or more market prices, rates, indices, nmplled
volatilitics; correlations or othér market factors, such as market- liquidity, will resuit in losses for a position
‘or portfolio.

The Company manages.the. market risk -associated with its trading activities. at both a trading division and:
an individual produgct level.

‘Sound market risk management is an integral part 6fthe Gompany’s cultiré. The Cormpany is-responsible
for ‘ensuring that. market risk. exposures are. well-managed and ;monitored. The Company also ensures
trarisparéncy of- ‘material markét risks, monitors ‘¢ompliance with established limits,. and ‘escalaies risk.
concentrations to appropriate senior ‘management.

‘Market risk management policies and procedures for the Company-are ‘consistent. with those: of*the Morgan
Stanley Group and include escalation to appropriatc scnior management personnel.

Credit risk

Cr‘cdi,ty. risk_refers to the. risk' of loss-arising when' a barrower,, counterparty or issuer ‘does. not- meet its
financial obligations_to, the -Conipany, Further detail on thc Morgan Stanley Group's management of
country risk is sct out below:

Credit risk management policies and procedures for the Company-aré-consistent with thosé of the Morgan
‘Stanley Group and includc escalation lo appropriate:senior management personncl.

Credit risk - -exposuie is managed on a global basis-and in consideration. of each significant, legal-entity
within the Morgaw Stanley - Group. The credit risk management policies aind procedures establish the
framework for identifying, measuring, :monitoring-and:controlling credit® risk whilst cnsur ing: transparency.
ofm'ltcnal creditrisks, compliance with-established limits and escalating risk concenirations to- appropriate
senior management.

Country:risk exposure

Country risk exposure is lh'c'lisk‘that events in, or affecling, a foreign country might advc:scly alfect the
Company.. “Foreign country” meins any:country, other than UK. Sovereign risk,. by-contrast, is the-risk that
a.government will be unwlllmg of unable to micet its debt obhg'mons, or renegeon the debt it guarantces.,
Sovereign risk is. single-name risk for-a sovercign government, its agencics and gu'uanlcc.d entitics..
Sovereign risk i single-name risk for a-sovereign government, its agencics and guaranteed entities.



MORGAN STANLEY PACIFIC SERVICES LIMITED

STRATEGIC.REPORT

BUSINESS REVIEW (CONTINUED)
‘Risk managemeiit (continued)
Couniyy risk exposure (continued)

‘Couitry risk cxposure Jds theasured in accordance with the Morgan Stanley Group’s internal risk
managément standards and includesobligatioris from sovereign governments, .corporations, clearing houscs.
-and financial institutions. The: Morgan Stanley Group actively. manages country risk’ exposure: thidugh a
‘coniprehensive risk management framewark- that combines credit and market fundamentals and allows the’
Morgan Stanlcy Group toeffectivély identify, monitor.and }imit country risk.

“The. Morgan Stanley ‘Group’s obligor credit cvaluation process may’ also™ identify indirect exposures
‘wherebyan obligor-has vulnerability or exposure to another country or jurisdiction. Examples of indirect
exposures include mutual funds that invest in.a single country, -offshore companies whose assets reside in.
another country to. that of the offshore jurisdiction and finance. company. subsidiarics. of corporations.
Indirect exposures identified thmugh the credit ‘evaluation process -may result in a reclassification of
country of risk. .

“The: Morgan. Staniey Group. conducts pmodnc stress. testing: that sceks’ o measure the impact on the
Company’s credit and market.risk stemming from necgative cconomic or’ political scenarios. When deened
‘appropriate by the Morgan Stanley Group’s risk managers, the .stress test scenarios include possible
contagion effects. The analysis, and the, vesults of the stress: tests, may-result;in the-amendment of limits or
exposure mitigation.

Liguidity risk.

Liquidity risk refers to the.risk that the Comp'my will-'bé unable to finance its operations. dug. to a.loss-of
access 1o the capital markets or dnffcully in l|qu1d'umg ils assets, qumdlly risk ‘also encompasses the
‘Company’s ability (or perecived ability) to meet its financial obligations, without experiencing significant
business disruption or reputational damage that may threaten its viability-as a going concern. Liquidity risk
also_encompasses the associated. funding, risks triggered by thé market or idiosyncratic stress events (liat

‘may cause unexpcucd changes. in- funding .necds -or an inability to raisc new ‘funding; Generally, the
Company incurs liquidity and funding risk as a result of'its trading activities.

The. primary goal-of the Moigan Stanley Group’sliquidity risk management framework is 10 ensuie that.the
Morgan Stanley Group, including. the Company,. has- access to adequate lundirig across a wide range of
market conditions and time horizons. The framework.is designed to enable the Morgan Stanlcy ‘Group to
fulfil ‘its_financidl obligations and support the execution of the Company’s business strategies. The
framework is further described in note 15.

The Company. continues. to aclivc!y manage: its capital and: liquidity position to cnsure.adequate resources
are available:1o suppoit is activiiies, to enable it to withstand market stresses.

Operational Fisk

Operational. risk- refers to: the risk- of loss, or of ‘damage to the Company’s reputation, resulting from
inadequatc .or failed processes from human factors or from external events (e.g: fraud, thefi,. legal and
conipliance ifsks,.cyber attack’s or 'damage to physical assets). Operational fisk relates to the following risk
event calegories as defined by Basel Capital Standards: internal fraud; extérnal ffaud, employmént practices
and, workplace, safety; clients, products and business practices; business disruption and system failure;
damage to physical -assets; and execution, delivery and procéss management. Legal,. regulatory” and
comipliance risk is discussed below tinder: “Legal, regulatory and compliance risk™



MORGAN STANLEY PACIFIC SERVICES LIMITED

STRATEGIC'REPORT

BUSINESS REVIEW (CONTINUED)
RisK management (continued)
Operational'risk (canti’nued):

The'Company may incur operational. risk across the full scope of.its buisiriess activities, including fevenue-
generating aclivities (e.g., sales and trading) and support and control groups (c:g., information technology’
and tr: adc:processmg)..

The Company has established an operational risk, framework to identify measure, monitor and control risk
‘across: the. Company. This. framework is consistent’ with-the framework established by the-Morgan Stanley
Group and' includes-cscalation to the Company’s Board of Dircctors and. appropriate senior management
personnel. Effective operational risk management .is essential to reducing -the impact of operational risk
incidents and mitigating legal and-reputational risks. The framework is continually‘evolving to account for
changes:in the‘Company and to réspond to the changing regulatory and. business environment.

The: Company has .implemented ‘opérational risk data and assessment systems lo monifor. and .analyse
internal and external operational risk events, to-assess business.environment and.internal control factors and.
1o’ perform :scenario analysis. The collected data clements are incorporaied in the operational risk capital
model. The model encompasscs both quantitative and qualitative elements. Internal loss data and scenario
analysis results are_ direct inputs to the capital model, whilc. external operational incidents, business
environment and internal control factors are evaluaied as part of 1'he-'sccnalﬁio,anal);sis-;ptoccsé;

In addition, the Company employs 4 variety -of risk processes and mitigant$ to manage. its opgrational risk.
exposures. “These. include :a governance. framework, a comprehensive risk management prograny and
insurance. Operational risks .and associated risk exposurcs- arc-asscssed relative -to- the risk tolerance
réviewed-and confirmed by the Board and.are prioritised accordingly.

The breadth and varicty of operational risk are such that the types of mitigating activitics are wide-ranging.
Examples of activities includc continuous enhancement of defences against cyber attacks; usc of legal
agreements: :and contracts to transfer and/or limit operational risk:exposures;.due diligence; implementation
of erihanced pollcrcs and procedures; exception management processing controls; dnd scgregation-of duitics.

Primary résponsibility for-the. managenment of operational risk is with the business segmerits, the control
groups and the business managers therein, The business managers maintain processes.and controls:designed
to identify, asscss, manage; mitigate and report ‘operational risk. Each of the business segments has a
designated operational risk coordinator. The operational risk coordinator regularly reviews operational risk
issues and reports to the Company’s senior management within each business. Each control group also has
a-designated operational risk coordinator and i ‘forum for discussing opgrational risk matters with. the
Company’s senior management. Oversight of operational risk is- provided by the Operational Risk
Oversight Committee, regional risk committees and senior management: In thé-event. of a-merger; joint
venture; divestiture; reotganisation; or creation of a new legal entity, -a new product or a business activity,
operational fisks are considéred, and any nccessary changes in processés oi-controls are: implemented.

The Operational Risk Department provides independent oversight of operational risk management and
assesses measures and monitors operational risk against tolerance. The Operational Risk Department works.
with' the’business divisions arid control groups 16 help ensurc;a transparent, consistent and comprc.hcnswc,
framework for managing operational risk within cich area and across:the Company.



MORGAN STANLEY PACIFIC SERVICES LIMITED

STRATEGIC REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)
‘Operational risk (confinued)

The ‘Operational ‘Risk Départment scope. includés™ oversight. of technology- risk, cybegsecurity :risk,.
information security risk-and data risk management ‘programmes (c.g., cybersecurity), and fraud risk
‘management and prevention programme and a third party risk:management (supplu.r and risk ovcrsnght and-
assessment) ‘programme.  Furthermore, the ‘Opcraiional Risk Department supports: the collection and
reporting of operational risk incidents and the ‘execution of opcrauonal risk assessments;. provides ‘the:
infrastructure necded for risk measurement and risk management; 'and ensures ongoing validation and
verification of thc Company’s.advanced measurement approach for operational risk capital.

Business Continuity Managemeént” mdintains programmeés ‘for busincss conlinuity management and
technology disaster.recovery. that facilitate activities'designed'to mmgatt. risk 1o the Mor; gan.Stanley Group
during a business contmunty cvent. A busincss continuily event is an mtenupuon with: potemnal impact-to
normal-business-activity of theé Company’s: pcoplc,’operatlons fechnology, suppliers and/-or facilities. The
‘business -continuity’ management. programme’s core functions arc ‘business continuity pl'mnmg and crisis
management. As part of business continuity planning, business divisions-and.control groups maintain
businéss continuity plans identifying processes and strategics to_continue business critical. processes during
a business: continuity event. Crisis management is the process of identifying and managing the-Company’s
operaiions during business continuity events. Disaster -recovery plans supporting business continity are in
place for-critical facilitics-and resources across the Company..,

The Company ‘maintains a.‘programme that oversees- our cyber -and- information sccurity Tisks, Our
cybersecurity and information ‘security policies, procedures ‘and technologies are designed 10 prolccl the
Company’s: information assetls against unauthorised disclosure, modification: or misuse and are also
designed to:address rcgulatory. requirements.. These policies and procédures' cover -a broad range of arcas;
including: identification of internal and extemal threats; access control; data security, protective controls,
détection of malicious or unauthorised activity,;incident.responsc and recovery-planning..

In’ coninection with its,ongoing operations, the-Company utilises:ihe services of third party supplicrs, which
it anticipates will continue and may increase in the future, Thése services include, for C\ample, oulsourced
processing and support functions and'consulling and other professional services: The Company’s risk-based
approach "to managing’ exposurc to these secrvices includes the performance of due diligence,
implementation of service lovel and other contractual ‘agreements, consideration of operational risk..and
ongoing monitoring 'of the:third party suppliers® performance The Company maintains a third, party risk
programme with appropriate governancg, policies, prot.eduxes, and technology that supports; nltgnmcnl with
our fisk tolerance and is designed to meet regulatory: requirements. The third party risk programme. includcs
the adoption -of appropriate: risk ‘mariagement controls and practices through: thé supplier ‘manageinent
lifecycle-including, but-not fimited-to assessment of information: security; service ﬁuluu. financial stability,
disdster recoverability, reputational risk, contractual risk and safeguards against corruplion.

Legal; regulatory and'compliance risk

Legal, regulatory-and compliance.risk includes the risk of legal or:régulatoi'y sanctions; material finaicial
loss; including fincs, penalties, judgements; damages. and/ or seitlements.or:loss to reputation which the
Company may suffer as aresult of. a failure 1o comply with Jaws, regulitions, fules, related self-regulatory
organisation standards -and:codes of conduct - -applicable: to our business activities. This risk also includes
contractual and commercial fisk, 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. Ttie Company is generally subject to extensive regulation in’ the different
jurisdictions in which it conducls its business.



MORGAN STANLEY PACIFIC SERVICES LIMITED

STRATEGIC REPORT

"BUSINESS REVIEW (CONTINUED)
Risk management (continucd)
Legal, regulatory.and compliance risk (continued)

The. Company; pri mclpnlly ‘through the Morgan Staaley’ Group’s Legdl and. ‘Compliance. Division, has:
‘established procedures based on fegal and regulatory requirements on a worldwide basis that arc dcmgnud
o facilitate - compliance with applicable statutory and regulatory requirements and to require that the
‘Company's policics-relating to business conduict, ethics dnd 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 Icgal authority and ¢apacity,
adequacy of lcgal documenlatlon the permissibility of a transaction under applicable law and- whether
applicable; bankruptcy or insolvency laws limit-or alter ¢ontraéiual remediés. The heightened: legal ‘and
régulatory focus on the finaricial services and. banking industries globally presents a continuing busincss
challenge- for the Company.

Culture, values and conduct-of employees

Al employtes of the Morgan Stanlcy Group are accountable. for conduicting themselves-in accordance with
the Morgan .Stanley Group’s core' values Pulling: Clients First, Doing the Right Thing, Leading with
Exceptional. Tdeas, and. Giving Back: The Morgan Stanley Group is committed to reinforcing: and
confirming -adhcrence to :the:core values through our governance framework, tonc from the top,
management oversight, risk management and controls, and. a three lines of defence structure (business,
contro} functions. such as Risk Management -and Complmnce and infernal Audit). The Morgan Stanley
Group’s Board is responsible for-overseeing the Morgan Stanley Group’s practices and procedures relating
10 culture, values-and conduct, as set forth in the Morgan Stanley Group’s Corporate Governance Policics.
The Morgan Stanley Group’s Culture, Values and Conduct Committee is the senior management committee
that oversces the Firm-wide culture, values and conduct program. A fundamental building block of this
-progtam’ is’ the Morgan. Sianley Group’s. Code of Conduct, which: establishes. standards for cmployee:
conduct that further reinforce the Morgan Stanley. Group’s commitment to ‘integrity and éthical conduct.
Every new hire and every cmployee-annually must atfest to their undcrsl'anding of.and .adherence to the
Code, of Conduct. The Morgan Staniey UK Group’s Cénduct Risk Mdmgemcnt Policy- also :scts out a
‘coniSistent framework for managiig Conduct Risk (i.c. the risk arising from misconduct by employeés of
contingent workers) arid Conducét Risk incidents. The annual employee. performance evaluation process
includes an cvaluation of employee conduct related to risk management practices and the Morgan Stanley
Group’s expectations. The Morgan Stanlcy. Group also has several mutually reinforcing processes to
identify employee conduct that may-have:an:impact on employment status, current year compensation and/
.orv prior year compensation. For éxample,:the Global Incentive.Compensation Discretion Policy sets forth.
standdrds for managers when making annual cotmperisation decisions and specifically réquires managers to
coiisider vihether'their-emplayecs. cffectively managed and/ or supervised risk control practices during the-
performuncc ycar. Managemént committees from control functions periodically meet to discuss employees’
whose conduct does not meet the Firm’s standards, These results are incorporated in the employces’
performance evaluation, which- links to; compersation and promotion decisions. The Morgan Stanley
Group’s.clawback. and cancellation provisions, which perimit.fecovery of deferred incentive compensation
and cover-a broad scope of cmployee caniduct, including any act or omission (including with respect. to
direct supervisory responsibilities) that.conslitules a breach of obligation to {tie Morgan Stanley Group or

causes a restatement of the Morgan Stanley Group’s financial results, constitutes‘a violation'of the Morgan
Stanley. Group’s global risk ianagemént principles, policies and st'mdatds__ or causes'a loss of reventie
associated with a-position on which the employce was paid and the employcc operated outside of internal
control policies.
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STRATEGICREPORT

BUSINESS:REVIEW (CONTINUED)
.G‘oinygr,conccrn-

Rétaining sufficiént liquidity and capital fo withstand miaiket pressures remains central to, the Comipany’s'

strategy. . Additiorially; the Company has:access 1o furtheir Morgan, StanléyGroup ¢capital and liquidity.;

Taking ‘the above factors: into, consideration, the, Direciors: believe: it is: reasonable ‘to assume that: the:
Companywill have accessito ‘adéquale resouirces o continug in opérational éXistente for the forcsceable;
future.; Accordingly, they coritinué’ito ‘adopt the:going: concérn ‘basis in. preparing. the annial report and
financial statements.,

Approved'by:the:Boardand sighed on its behalf by, . Srgoumd® RATFUELD.

16 TLPrENRLA IS

Director



MORGAN STANLEY PACIFIC SERVICES LIMITED

DIRECTORS® REPORT

Tii’i:‘_l?irc‘ctprs present their report’and financial statemients (which comprise the statement-of comprehensive,

-income, the statement of changes in equity, the statement of financial position and thé related notes, 1 10-
19) for.the. Company-for the year ended 31 December 2018.

‘RESULTS.AND DIVIDENDS

Thic loss-for the year, after tax, was $289,000 (2017: profit.of $105,000).

During the:year, nodividends were paid:or proposed (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 tuhc,iyear.and to the-date-of approval of this report:
S Bayfield {(&ppointed 23 Septeniber-2019)

‘I'MacLeod

‘B:M.L Young

‘DIRECTORS?’ AND OFFICERS’ LIABILITY INSURANCE

Directors”-and Officers’ Liability Insurance is taken out by Morgan Stanley, th¢ Conipany’s ultimate parent
undertaking, for the benefit of the Directors and Officers of the Company.

'DIRECTORS’ INDEMNITY:

Qualifying third party indemnity provisions (as defined in section 234 of the Companies Act 2006) were in.
[forée during.the y¢ar; up'to and including the date of the Directors™ repost for the benefit.of the Directors of
the Company.

EVENTS AFTER THE REPORTING DATE

‘There have been nosignificant events since the repdrting date.

AUDITOR

Deloitte L;LP have expressed théir-willingness to ‘continue in office as auditor of the Conpany and, under’
Sections 485 to 488 of the Campanies Act 2006, will be deemed to be re-appointed.

‘Statenment-as to-disclosure of information to the auditor

Each of the peisons' who aré Directors of the Company .at the date when this réport is approved confirins
that:

o so far as each of the Dircctors is aware, there is no relevant audit information (being information
.nceded by the Company’s auditor in.connection with preparing:theirreport) of which the Company's-
auditor.is undivare; and’

‘s each of the: Directors has-taken all the steps .that he/she ought to.have taken as a Director to make
himsclifherself aware-of any relevant-auditinformation and to establish'that:thc.Company’s duditor is
aware of that information.

This confirmation is given and should be interpreted in accordance with-the provisions of section:4 18 of the
Companies.Act 2006:.



MORGAN STANLEY PACIFIC SERVICES LIMITED:

'DIRECTORS’ RESPONSIBILITIES STATEMENT

T he Direclors are responsible: for- pxcpanng the: Anniial ‘Report aind theifinancial; statements in '1ccordancc;
“with' applicable law.and i¢gitations..

.Company Iaw lequlrcs lhc Dlrecloxs o pxepare (mancnl atdlemcnts fox cach Imanma year! Undcr lhat lqu

qffalrs of tl 1€ Company and of the proﬁt or. lossn 3 he Comp'my (’or"\hat penod dn. preparmg thcsc fmanual
slatements, the Dircctors dr re

9: mmkeJudgemcnis and accountmg estin
6. staterwhether. apphcable United-Kingdo
followcd and

'hdl are; rcasonable and: prudem o
cEounting:Standards, including ERS 101, have teen

S 'n'ply wlth the Companlcs Acti
2006. or safcguardmg the agsels of the Company and hence for taking:
reasonablc §1eps for the: plcvcnuon'and deteetion of: fraud,and-otlier iitégularities:

Approyed by'the Board. and sngned oniits behalf by ST w AT BaGELD

Difcctor



"INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MORGAN
STANLEY- PACIFIC SERVICES LIMITED

Report.on the audit dfvthe‘ffi'nahci:!l stateinents
"Opinion
In'our opinion the ﬁnignci’al statements of Morgan-Stanley Pacific Services Limited (?f't}ic‘ Com‘pany"“):

o give a trucand fair view of the:state of the company's affairs-as.at:31 December 2018-and of its
loss for the'year then'ended;

+ have. been properly prt,parc.d in accordance with, United Kingdom Geneially :Acccpted
Acg_ounlmg Practxcc including; Financial Repomng Standard 101 “Réduced  Disclasuic.

Framework™; and
* “have been preparéd iii accordance with the requircments of the Companies Act 2006.

‘We have.audited. thie financial statements which comprise:.

the-statement-of comprehensive income;.
‘the. statement of changes. in eqully,

the statement.of financial position;:and.
thérelated'notes:1 10°19.

@ o e o

The-financial reporting: framework that has. been apphcd in.ihcir preparation is dpphcablc law and United,
Kingdom, : Accounting Standards, “including Financial. Reporting Standard- 101 “Reduced Disclosure
Framework? (United Kingdom Generally Accepted. Accoummg P«acnce)

Basis:for opinion

We conducted .our audit’ in accordance- with International Standards on Audifing (UK) (ISAs (UK)) :and
applicable. law. Our rcsponsibilities under those standards arc 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 ‘requirements. that are relevant to-olir
audit of'the hnanu'\l Statemeénls in. the: UK, mcludmg the Financial Reporting Council’s (“I‘RC s”) Ethical
Standard; and we have fuifilled our other'ethical resporisibilities i accardance with: these. requirements. We
believe. that the. audit ‘evidence we have obtained. is sufficient- and appropriate to provide a basis for.our
opinion.

Conclusions relating to going concern

We:are required by, ISAs (UK) to report inirespect.of the following matters where:

« the. Directors’ use of the -going -concem basis of" accounting ‘in plepamuon of the financial
stalements is.not dpplopualc or-

o ‘the Directors havé: not disclosed in the financial statements.any identified: material uncertainties
that may cast sngmf cant doubt about the -Company’s ability-to continuc fo adopt the ‘going
concern basis of accounting for a period of at least twelve months Trom the date when the,
financial statements :are authorised for issuc.

We have nothing to reportin respect of these matiers.

Other information

“The Dnrectors ire responsiblg for the other information. The other information comprises the/information:
included in' thie “ainual réport, other lh'm the: financial statements and our: auditor's-.report thereon. Our
-opinion on:the financial statements docs nét cover the other’ information ‘and, except to the extent otherwise:
explicitly stated in our report, we do not CXpress any form of assurance coriclusion thercon.

10



'INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MORGAN
‘STANLEY PACIFIC SERVICES LIMITED (CONTINUED)

Other information (continucd)

In"connection with our audit of the financial statements, our responsibility is (o read the other:information
:and, in ‘doing so, consider tvhether ‘the other ‘information is materially inconsistent with thé financial
statements or our knowledge obtained in the audit or otherwise appears to be materially mlsslaled 1f we
‘identify such material inconsistgncies or apparent material misslatements; we are-required. to: determine
‘whether there.is'a material-misstatement'in the i nancial stateiients or-a material misstatément of the other
information. 1f, based on the-work we have perforimed, we ‘conclude that-there is a niatérial misstatement.of
this other information, weé aré réquired to report that fact.

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

As cxpldined more’ fully in the Directors’ responsibilities statement, the. Directors are- rcsponsublc for the:
preparation ‘of the finangial statemiehts -and:for beifig satisfied that they give & trug and fair view, and, for
such. internal control as the Directors determine. is necessary to enable the preparation of (‘mdncml
statenients that are free-from material misstatement, whether due to fraud or error.

Tir preparing. the' financial statements, 1he Directors are responsible. for nsscssmg the Company s ability to
continue as agoing concern, disclosing, as applicable, matters related to ‘poing concern and using the going
concern basis. of accounting .unless the Dircctors cither intend to liquidate thc Company or to, cease
‘operdtions,;orhave no realistic altérnative but to do. so: ’

‘Auditor’sAr,es‘ponsibi'l‘it\iés for the audit of the financial statements

Our-objectives are to-obtain. reasonable assurance -aboul whether the financial.statements as a wholc are.free
from material misstatément, whether dug to fraud or error,:and {0.issue an auditor’s report that includes our
‘opinion. Reasonable assurance is a high level of assurance, but is not a guaraiitee that‘an audit conducted i
accordance with- 1SAs (UK) will always dectect a matcrial misstalement when it:cxists. Misstateniénts can
arisc’ firom fraud or error and are considercd maferial if, individually or in ‘the: aggregate, they could
rcasonably be-expected torinfluence the economic decisions. of users takeh on the basis of these financial
statements..

A further description of our responsibilities for the audit of the {inancial statements:is located on the FRC’s
website at: wwa. frc.org:uk/auditorsresponsibilities. This.description forms.part of our-auditor’s.report.



INDEPENDENT AUDITOR’S: REPORT TO THE MEMBERS OF MORGAN
STANLEY PACIFIC'SERVICES LIMITED (CONTINUED)

Report on-other legal a nd regulatory requirements.
Opinions’on other mattérs prescribed by the:Companies-Act 2006°
In our opinion, based on the work undertaken in the coursc of the.audit:

- the.information given in the Strategic-Report and the Directors’ Report for the Tinancial ‘year for
which thé financial statements-are prepared is consistent with the financial statements; and

- the:Strategic Report and the Directors® Report have. been prepared in accordance with: ;applicable
legal requirements.

In-the Jighi-of the knowledge and understanding of the Company and its erivi"ron‘nu:'nt.obtained;in_thg‘courSQ.
of the audil, we have’ not identified any material misstatements in:the Strategic Report. or the, Directors™
Report, '

.Matters on which we-are requiréd fo report by exception

Under the Complanies Act 2006, we. arc réquired to report in respect of ihe: following matters.if; ‘in our
opinion;.

» .adequate accounting records have not been kept; or.reéturnsadequaté for our audit have ‘not been
received from branches not visited by-us; or

o the financial statements are. not in agreement with lhc'accountihg records and-returns; or

o ciitdin disclosures of Direcfors” remuncration specified by law-are'not made; or

o we have notreceived-all the-information and explanations we require Tor our-audit.

‘We have nothing to report in respicct of these matters,:
Use of our, report.

This report is made solely to the Company’s members, ‘as a-body, in accordance with-Chapter 3 of Part-16:
“of the ‘Companics Act 2006.-Our audit work has'been undertaken so that we might state to the, Company’s.
‘members. those: matters-we are. required to §tate to them inanauditor’s report aid for no other purpose. To
the: fullest extent permitted by law; we do, not, accepl or.assume rcsponsxbllny to' anyone: other than :the:
Company and'the Company’s membérs-as a body; for ur-audit work, for this: rcpon or for the opinions we,
have formed:

~
A—v>71

Andrew Partridge (Se

for and on behalt of Deloitte LLP

Statutory Auditor).

Statutory-Auditort
Glasgow, United Kingdom
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STATEMENT OF COMPREHENSIVE INCOME
Year-ended 31 December 2018

‘Note¢
Nctitrading-income;
‘Othér revenue ) 5

Total non-interest:révenues

2018:
$'000;

803

95;

2017
§000

857

253

898

1,110 ’

Inferestincome 6
Interest-eXpense (9

3;100°

_(1:741)

973
(542)

“Netinteiest incorie:
Non-iiitérest.cxpense:
Other expense: q.
(LIOSS)//PROFIT BEFORE TAXATION
Income tax-benefiv(expense) §

(LOSS)/ ' PROFIT'AND:TOTAL COMPREHENSIVE:
INCOME FOR THE YEAR,

1,359,

(2:577),

431

(1,410),

D)

131

(26)

(289)

105.

Alloperations. were:continuing'in.the current and prior year..

“Thig‘notes oni-pages’16:tg 47 form an integral part ofithe financial:stalements.



'MORGAN STANLEY PACIFICSERVICES LIMITED

STATEMENT OF CHANGES IN EQUITY’
‘Year ended:31 December 2018

iSharg, Share .Retaiiégd  Total
capital premivm’ carnings <€quity

$'000 $'000 '$'000.  $'000.
Balance at'kJanuary 2017, s 15,000 5513 20,513
Profitand total ‘comprehensive income-fot the year - - 105 105
‘Balance at3LiDecember2017: - 15,000: 5,6!8 20,618
Loss and’ '

otal conprehiensive experise forithe year: - (289)  (289).

Balance nf31 Deceniber2018 T2 15000 5329 20329

Thiemnotes on-pages:16:t0-47-form an integral part‘of.the financial statciments:



MORGAN STANLEY PACIFIC SERVICES LIMITED-

Registorcd mimber:: 05702857

STATEMENT OF FINANCIAL :POSITION:
-As at:31 Deceinber 2018

2017
$°000.
ASSETS .

:Cash-arid:short-terni deposits 9.
“Trading financial assets: 9

‘Trade:and.othefrecéivables. 10
"TOTAL ASSETS

:5,000.
3.827: -
.. . 47,539
" 56,366 ..

‘LIABILITIES'AND.EQUITY

Tradingfinancial:liabilitics 9 33,747 144,
“Trade andother payables 148 67,882 35,578,
‘Current’lax Jiabilitics Y
Accruals and'dcferred income 17 L
“TOTAL LIABILITIES! 1015646 35,748

EQUITY’

Share capital 12 . 2

‘Sharc:premium account: 12 1:55000° 15,000

Réiained-earnings, ... 5329 5,618
TOTALEQUITY U 203297 T 205618

TOTALEIABILITIES AND EQUITY 121,975 56,366

“Thes¢ financial statements-werc-approved:by fiie’Board and authorised j",(_)j‘r{isjs‘,u'q"@;n PR St 2olS

Signed on'behalFof theiBoard

Sirfvmas Qo ‘15;&3
Director

The riotes on'pagés 16:t0"47:form in‘integral pait'ofthé financial siatcments.,
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MORGAN STANLEY PACIFIC SERVICES LIMITED

‘NOTES TO THE FINANCIAL STATEMENTS
Year.ended 31 December 2018

1. CORPORATE INFORMATION

The Company is incorporated-and domiciled.in England and Wales, UK, at the following registered address:
20 Bank Swreet; Canary Wharf;- London E14 4AD, UK. The:Company is a private company and is limiled
by shares. The;registered number of the Company is 05702837.

2. BASIS OF PREPARATION
Statement-of conmpliance

These financial “statements are preparcd in accordance’ with United Kingdom ‘Generally- Accepted.
Accounting Practice (Uniled Kingdom Accounting Standards and applicable law), including FRS 101..

The. Company mects the. definition of & qualeymg cntity: and- | is a Financial institution as defincd in
Financial Reporting Standard /00 Applicdtion of Financidl’ Repol ting Requnemen/s The Company has'
taken' advantage -of ‘the -disclosure, exemptions ‘available under FRS: 101 in relation ;o Tfaii value:
mcasurcmcnl capltal managemcnl prcscntdtlon of compdr'lllve lnformauon n rcspecl of ccnam asscts and

party lransacuons

‘Where relevant, équivalent. 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 19.

New standards and intcrpretations:adopted. during the'year

‘The followmg standards, amendments to.standards and mtt.rprumlon relevant to the Comipany’s operaltions
were adopted during the year. Except where -otherwise staled, these standards, amendments o standards.
‘and interpretations did not have a malerial impact on the. Company’s financial statcments.

1FRS 9 “Financial instruments’ (“IFRS 9") was issued by the TASB in November 2009, reissuéd in October
2010, amended in November 2013, and revised -and reissued by the IASB in July 2014. itis effective for
annual periods beginning:onor after 1. January 2018:and was cndorsed by the EU in November 2016. The-
Company has adopted {FRS 9-from | 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 asscts and liabilities.

A further amendment to' [FRS 9, relating to the accounting treatment of “financial instruments with
prepayment features m(.ludmg ncgative compensation, was issued by the. JASB in October 2017. The
amendment’is appllcablc wlrospechvely except where otherwise prescribed by transitional provisions of
the amehdment, and is cffcc!,wc for -accounting: periods beginning on or afier 1 January 2019. The:
améndment -was endorsed by the EU in-March 2018 The Company has.early adopted this amendment from
1 January 2018.

The main aspects of IFRS 9 which impaci the Company are itsrequiremens rélating to:
s  Classification and mecasurement of financial assets
The classification and measurement of financial assets’ is’ determined bascd upon how ‘these
financial assets are managed and their contractual cash flow. characteristics. Measurement. will be
either at.amortiscd cost or fair- value through profit or'loss (“FVPL?>).
‘e Impairment of financial instruments,

The imp'ziir’mcnl réquirements are bascd on expected credit losses (“ECL”).and apply (o financial
assets'measured at amortised cosl.



MORGAN STANLEY PACIFIC SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

2. BASIS OF PREPARATION (CONTINUED)
New standards and interpretations adopted during the year (continued)

‘The Company has. completed a project-to implement IFRS 9. As part of this' project, the Company’
performed an evaluation of its business models.and a revicw of the contractual terms of financial assets:

As a-result of this cvaluation: no ﬁnancial"assels or finiancial liabilities have chiangtd classification.

“There was, no ‘impact.on the ‘Company’s retaincd earnings. at I January 2018 as.a result of changes to

‘clasmf'canon or -adoption of ECL modcl. However, the Company -has updaied the prescntation ofifs
primary statements on transition to IFRS 9 to provide more relevant information to the- users of the.
financial statements. The comparative period has been re-presented to align to- the ncw format in the annual
financial statements.

‘Note 3 ‘Suminary of significant accounting policies ~provides the new accounting policies uiider IFRS 9
applicable from 1 January 2018, alongside the accounting policies applicable'to 31 December 2017 under
YAS 39 ‘Financial Instruments: Recognition and Measurement” (“IAS.397).

To reflect. the dl.(‘rcrcnccs between IFRS 9 and 1AS 39, IFRS 7Financial Insfruinents; Disclosures’ was
updated by the IASB and the Company-adopted the updated. IFRS 7 for the year beginning 1 January 2018.
The updated requirements include transition disclosures shown .in note 4, in addition to qualitative.and
‘quantitativé inforimation-about the' ECL ‘ds set out in note 15, '

Amendments to FRS 100 and-FRS 101 *Zriennial review- 2017 ameridments® were issued by the Financial
Reporting Council in December 2017 for application in-accounting perlods bc,gmmng on or afier | January
2019.The Company: has early-adopted-all these aniendments ffom 1 January 2018.

There were:no-other standards or interpretations relevant to the Company’s opérations which were adopted
during the year.

Basis of measurement,

The. financial statements of the Company aie preparéd under thé historical cgst basis, except for certain.
financial instruments that. have been measurced, at fairvalue as explained-in the accounting policies below,
and in_accordance, with applicable United. Kingdom .Accounfing Standards, including FRS 101, -and UK.
company law.

Critical judgements'in applying the Compauny’s accounting policies

No judgements other than those ‘involving estimations noted below have been made. in the process of
applying ‘the Company’s accounting policics that have'had 4 significant cffect on.the amounts recognised in
the financial statements.

‘Key-sources of estimation uncertainty

The preparation of the Company’s financial statements requires management to make judgements involving
cstimations and other-assumptions regarding the valuation of certain financial instruments, impairment of
assets and other matters that affect the financial statements and related disclosures.

The.Company believes Lhat the cstimates used in preparing the.financial statements:are.reasonable, relevant
and'rcliable. Actual results could differ from thesc estimaltces.

The going concern-assumption

The Company’s ‘business aclivitics, together with: the factors likely to. affect its future -development,
performance.and position, are reflected in the Business review section of the Strategic.report-on pages 1 to
7.-In addition, the notes to the financial stalcments include the Company’s objectives, policies and processcs
for managing'its capital; its financial risk management-objectives; details of its financial instruments; and ifs
exposures to credit risk and liguiidity- risk.



MORGAN STANLEY PACIFIC SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
‘Year ended 31 December 2018

2. BASIS OF PREPARATION, (CONTINUED)
The going concern assumption (continued)

As-set out in the Strategic report, retaining sufficient liquidity and capital to withstand market: pressures
rémains central 1o the’ Morgan Stanley Group?s.and the. Company*s strategy.

Taking the. above factors into consideration, the Dircctors believe. it is rcasonablc to -assume that the
Compdny will have access-to adequate resouries. to. continug in operational ‘existence. for the foreseeable.
future. Accordmgly they continue 1o adopt the going concern basis in_ prepar ing the annual report. and.
financial statemeénts.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
a. ‘Functional currency

Items_included.in the financial statements arc mcasured and, presénted in US dollars, the curréncy of the
‘prinary economiicienvironment'in which the Company operates.

All currency-amounts in-th&. financial ‘statements -and Strategic and Directors’ reports.are. rounded to the,
nearest thousand US dollars.

b: Foreign currcncics

All ‘monctary, assets and’ Jidbilities denomm'\tcd in currencies other lh'm US dollars:are translated into US
dollars- at the rates ruling at the reporting: date: Transactions and non-monetary” assets and. liabilitics-
denominated jin curréncics other than US doliars are recorded at the rates prevailing at the- dates of the
transactions. -All “translation differences are taken through the -statement of compn.hcnswu income.
Lxchange differences rccogmsed in the statement of compreticnsive income arc presented in ‘Other
revenue’.or ‘Other expense’, except where noted in 3(c) below.

c Financial instruments
i) Financial instruments mandatorily. at fair vaiine‘thrdugh profit and loss
Triding financial.instruments {applicable beth prior to and-from 1 January 2018).

Trading financial instrumerits, mcludmg all derivatives, are initially recorded on trade-date at fair.value (see
note 3(d) below). All subsequent changes in fair value, foreign exchange: dilferences, unreallsed interest
and dividends arc rcflected in the sl'xtcmcm_ofcomprohcnswc income in ‘Net trading income’.

Transaction costs are incremental ¢agts that are direcily attributable to the acquisition, issuc or disposal ol a
financial instrument. “For all trading financial iristruments; transaction cosl$ ar¢ excluded from the initial
fair vdlue, measurement. of :he financial insirument. “These costs are recognised ‘in ‘the statement of’
comprehensive incomein ‘Other expense’.

ii) Financial assets and financial liabilitics at amoctised cost
Applicable from 1 January 2018
Einagcial asscts-at amortised cost include cash and short-term deposits and trade and other receivables.

Financial ~asscts are rccogmsed at amortised cost. when the' Company’s ‘businéss. model objective: is to
collect the contractual cash-flows:of the dssets and. wheré thesé cash flows are solely payments of principal
and interest (“SPPI?) on the principal amount outstanding unlil maturity. Such-assets are recognised when
the Company. becomes a party o the coritractual provisions of the instrument. Theinstruments are initially
measured at fair value (see note -3(d) below) and subsequently measured at -amortised cost less! ECL
allowance. Interest.is recognised in the statement of comprehensive income in ‘Interest income’, using the
effective interest rate:(“EIR”).method as described below; Transaction. costs: that are. dircclly altributable to:
the acquisition of the-financial assét are added 'to the fair valug on initial recognition: ECL and reversals
thereof. are recognised in the statement of comprehensive income ‘in *Net impairment loss on ‘financial
insteyments’,



MORGAN STANLEY PACIFIC SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
c.. Financial instruments (continined).

it) Financial assets and financial liabilitics at amortised cost (continued)
Applicable until 31 December 2617

Financial assets classified as loans and reccivables were-recognised when the-Company becainie a paity to
‘the contractual provisions -of .the. instrument. T hey -were initially mcasur ed at fair value (scc note 3(d)
‘below). and subsequently ‘measured. dt amortised cost less -allowarice .for impairment.  Inferest. was.
rccognised in the statement of comprehenswc income in ‘Intérest income’, using the effective interest.rate
EIR method -as described below. Transaction costs that were dnectly attributable 1o the acquisition of the-
ﬁnancnal asset were :added. to- the fair valuc on initial recognition. !mpalrmcnl losscs and reversals: of
impairment losses an financial asséts-classified 4 loans dnd recéivables were recognised in the statement of
comprehensive income:in: ‘Olher expense’.

Finangial assets classificd as.loans and receivables included cash-and short-term deposits, cash collateral on
securities borrowed, trade receivables, loans and advances and other receivables.

Applicable'until 31 -Decemmber 2017 and from 1 January 2018

Financial liabilitics. classified at amortiséd. cost include. certain secured borrowings, trade and other
payables:and accruals.and-deferred:incoime.

Financial. liabilities.arc classified as being; subsuquently measured.at amortised.cost, ‘except where they are-
held for trading or are:designatedas measured at FVPL. T hey are:recognised when theCompany becomes a.
party to the.contractual provisions-of the instcument and- are; nitially measured at fair value (sge note 3(d)
below) and subsequently measured at amor {ised cost: Interest is rccogmscd in the §tatement of
comprehensive income.in ‘Interest cxpcnsc using the EIR mcthod as described below. “Transaction costs
that arc dircctly attributable to the issuc'of a financial liability are deducted from the fair value on initial
recognition.

The EIR: method is .a method of calculating the amortised cost of a financial .instrument (or a group of
financial® inslrunients) and of allocating the interest incom¢ or interest expense over-the expected life:of the
financial instrument. The EIR is the rate that :exactly dmcounts the cbumatcd future cash payinents ahd
ncccxpts throughi the expected life of the financial instrument {or, where, appropuatc ashorter period) to the
carrying amount of the financial instrument. The EIR is cstablished on initial recognition of the financial
instrument. The- calculation of the EIR includes -all fees: and commissions paid or received, transaction
costs;.and-discounts or premiums:that arc an integral part of-the EIR.



MORGAN STANLEY PACIFIC SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3.  SUMMARY OF SIGNIFICANT ACCOUNTING:POLICIES (CONTINUED)
d. Fair value:

g (li[' value measurement

e\ll pncc") inan ondcrly tlansacuon bctwccn markel participants-at’ the measurement dalc

Fair value, is-a market-based-measure considered from thc perspeclivé p'l’ a market-participant rathicr than an
entity-spccific measure, Therefore, even when market assumptions.-are nof readily available, assumptions
are: setto reflect those that the Company believes market participants would use in pricing the assct or
liability at the measurement.datc.

‘Where:the- Company .manages a group -of-financial assets and. financial liabilitics on the. basis of its. net,
sexposure (o -cither market risks, or credit tisk, ‘the. Company measures the fair value of that. group of
financial. instruments consistently, with how market participants would price:-the ret risk exposure at the.
‘measurcment date.

In deterinining fair valug, the’Company uses various valiation approaches and establishes a. hierarchy for
inputs uscd. in measuring fair value that maximises the. use of relevant observable inputs and: minimises,the
use of unobservable inputs- by requiring that the most observable inputs be uscd when available.
Observable inputs are inpiits that,market participants would use-in pricing the asset or: liability that were:
dcvdoped ‘bascd on.market data obtained from 'sourecs; independent of the Company. Unobservable inputs:
are inputs that reflect assumptions the Company belicves other market participants would use inpricing:the
asset o ltability, that arc'dcveloped based on the best information available in the circumstances:

The fair value hie‘ra‘rchy"is‘ brol_(en down into three levels-based on the observability of inpufs as follows,
with Level | being the-highest and Levél 3 being the lowest-level:

o Level 1= Quoted prices (unadjusted) in.an active:market for identical assets or liabilities

Valuations based on quioted prices: in active markets that' the, Morgan Stanley Group- has the:
ability to ‘access for ideitical assets ‘or liabilitics, Valuation adjustments and block discounts.are
notapplicd 1o Level 1 instruments. Since valuations.are based on quoted prices that aie-readily’
and regularly available in an -active ‘market, valuation -of. these products: ‘docs. not. ¢ntail .a
significant degree,of judgement. '

e :Level 2~ Valualion tectiniques using observable inputs

Valuations based on :one or more quoted prices in’ markéts:that, archot active oF for. which all
-s'ig,niﬁcam inputs are:observable, either direcily or indirectly.

o Level 3 —'Valuation techniques with significant unobservable inputs

Valuations based on iriputs that ar¢ unobservable-and significant {0 the overall fair value

measurement.
The availability of observable inputs can vary from product to-product and is affccled by aiwide variety of
factors; including, for example; the type of product, whether the product is ncw ‘and not ycl-cstablished.in
the mdlkctplace, the liguidity of markets and other ‘characteristics particular. to-the product. To the extent
that valuation ‘is based on models or inputs that arc less observable or unobscrvable: in. the: market, the
determination of fair value rcquires more judgement. Accordingly, the degree -of judgement-exercised by:
the Company in dctcrmmmg fair value! is greatest for ingtruments categorised in Level 3 of the fair valuc
hierarchy.
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MORGAN STANLEY PACIFIC SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended.31 December 2018 :

3,  SUMMARY OFSIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
. Fair valuc (continued)
Fair value measurenent (continued)

The. Company’ -eonsiders prices and inputs lhat are current -as of the measureément date, including during
periods of market dislocation. In perlods of market dislocation, the: observablhty of prices-and inputs may
be reduced for many-instruments: This condition could cause an. instrument to be reclassificd from Level 1
o' Levél 2 or from Level 2 to Léyel 3'of the fair 'value hierarchy.

In certain- cases, the inputs used to measure fair value may fall into different levels of the fair vahie
hierarchy, In such cascs, the total fair amount is disclosed in the leve] appropriate for the lowest level input
that is significant to the total fair value of the asset or liability.

The-Company incorporates Funding Valuation Adjustment. (“FVA”) in the ‘fair value measurenients of
ovei-the-counter (“*OTC?) uncollateralised or partially «collateralised derivatives;, and in’ collateralised
derivativesawvhere the terins of the agreément do*not permit the re-use of the collateral received. In general,
the. F¥A reflects -a market ‘funding risk- premium. inherent in" the noted derivative instrumeénts, The
ethodology: for measuring FVA leverages the Company’s. existing credif-related -valuation adjustment
calculation methodologics, which apply to both assets and liabiliiics.

TFor assets and liabilities that are transferred between levels in the-fair valug hi¢rarchy during the period, fair
'valucs are ascribed as.if' the assets or liabilitics had been transierred as of the’beginning of the period.

Maludtion techniques

Many cash instruments and*OTC derivafive.contracls have bid and ask prices that can be observed in the.
marketplace. Bid prices reflect ihe highest price that a party is willing to pay. for dn asset. Ask prices
répresent the lowest price.that a-party is willing to accept for an asset, The Company carries positions at the
poini within the bid-ask range that mects its best estimate of fdir value. For offsetting positions in the same
financial -instrument, the same price within the bid-ask 'spread is.used to measuré both the lotig and short
positions..

Fair vilue for many cash instruiherits and OTC derivative conlracts is derived using: pricing models.
Pricing. models take into account the contract terms,.as well as mullipl‘e."inp'uts"incl'ud‘ing, where applicable,
commodity prices, equity prices, interest rate: yield curves, credit curves, correlation,. creditworthiness of
the counterparty, creditworthiness of the Company, option-volatility and.currency rales.

Where appropriate, valuation adjustments are made to account for vanous factors 'such as liquidity. risk
(bid-ask adjustments), credit quality,: model uncertainty and-concentration risk.

Adjustmerits for liquidity. risk adjust model-derived mid-market levels of Level 2 and Level 3-financial
instruments for the bid-mjd or mid-ask spread required (6 properly reflect the exit price of a risk position,
Bid-mid and ‘mid-ask spreads arc marked to levels observed in trade activity, broker quotcs or other
external - third-party data, Where these spreads are unobservable. for the particular -position in question,
spreads are.derived from observable levels of similar positions.
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MORGAN STANLEY PACIFIC SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
d. Fair value (continued)
Valuation techniques (continued)

The:Company’applics credit-related valuation adjustments to its:OTC derivatives. The Company considers
the 1mpact of changes in both the Cothpany’s and_thc counterparty’s credit rating is considercd when
‘measuring fair-value. In dctcumnmg the expected exposure the Company sirulates the distribution of the
futurc exposure tg a, counterparly, then applies. market-based default-probabilitics io the fuiurc Ccxposure;

levcragmg external third-party’ credit’ default swap (*CDS”) spread dala. ‘Where: CDS spread data arc
unavailable for a:spccific counterparty, bond market. spreads, CDS spread data based on the cdunterparty’s’
«credit rating or CDS spread data that refercncea compa«abk, counterparty may be utifised. ‘The Company’
also. considers collateral held, and legally enforceable master netling agreements that mitigate: its exposure:
to each counterparty.

Adjusiménts for mode! uncertainty arc: taken for posilions whose: underlying: models. are reliant on:
significiint inputs that:are neither direcily nof'.indirectly -observable, hence requiring, reliance on established
theoretical concepts in théir derivation, These adjustments are derived by making assessments of (he
possible degree ol variability using statistical approaches and 'market-bascd information where possible.

The Company may apply a concentration adjustment to certain of its OTC derivatives portfolios: to reficct

‘the: additional cost:of closing out a particalarly: large risk exposurc. Where possible, these adjusiments -are
based on observable market. information but in many-instances significant. judgement is reduired to.estimate:
the costs, of closing out concentrated risk exposures- due to thelack of liquidity. in'the marketplace.

Valiiation process

Valuation Control (“VC™) within the Financial Control Group (“FCG”) is responsible for thc Company’s
fair.value valuation policies, processes-and procedures. V.C is independent of the business units and reports
to the ‘Chicf Financial Officcr of the iMorgan Stanlcy Group (“CFQO”), who has final authorily over the
valuation.of the Company’s financial instruments.. VC implements:valilation control processes designed to
validate the fair “value. of the Company’s. financial instruments measured at fair value: including those.
de_rlved from pricing'models,

Model Review. V.C; in conjunction’ with the Model Risk Management Department, (“MRM”),
which reports to the Chief Risk. Officer of the Morgan Stanicy: Group.(*CRO”); independently
reviews valuation models’ theoretical soundness, the apploprlalcncss of the valuation methodology
and calibration techiniques devclopcd by the busihess units using, observable inputs. "‘Where inputs,
are not obselvablc VC. reviews the appropriateness -of the proposed valuation melhodologv ()
deieimine that it is. consistent with how: a. market:participant would airive -at the unobservable
input. The valuation methodologies- utilised in the absence .of observable inputs- may inciude
extrapolation techniques and.the: use of comparable dbservable inputs. As part of the'review; VG
develops a methodology to . mdupcndcnlly vcnfy the fair valuc generated by: the business -unit’s
valuation models. The Company gencrally subjects. valuations and modcls. to a revicw process
initially and on a periodic basis thereafler.
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. 'SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
d. Fair value (continued)
Valuation process (continued)

Indépendent Price -Verification. The business units arc responsible for determining.the fair value of
financial’instruments using.approved valuation models and-valuation .methodologies. Gcncrally on
a monthly basis, VC independently validates thes fair values of financial instruments’ determined
using v’llualnon ‘madels by detcrmining the.appropriateness of the inputs used. by the busmt.ss units
and by- testing coinplianee with the’documented valuation nicthodologies approved in thc mode!
review process described above:

The results of this independent price verification and any adjustments made by VC to the fair value
generated by the business uiiits are presented (o management of the Morgan Stanley Group's three
business segments (i.e. Institutional Securities, Wealth Management and. Investment Management),
the CFQ and the CRQ-on a regular basis.

VC. uses reeently éxecuted transactions, othcr observable market data 'such .as exchange data,
broker/ dealerquoles, third-party pricing: vendors -and aggregation services for validating the fair
values of financial instrumenls generated using valualion models. VC asscsses the cxternal sources
and their valuation methodologies to détermine if the external providers meet the minimum
standards expected of a third: sparty pricing’ source. Pricing.data proyided by approved external
sources arc cvalvated using a number of approaches; for cxample, by corroborating the external
sourcés’ prices to executed trades, by analysing: the muhodology and -assumptions used by the
external source to'generate’a; price and/ or by- evaluatmg how-active the. third-party pricing:source
(er originating sources. used by the ‘third- -party. pri¢ing source) is in-thé markel. Based on this
analysis, VC generates-a rankmg> of the observable market data designed tocnsure that the h:ghcst-
ranked market data source is used to validate. the. business uni(’s fair value of financial instruments.

“VC reviews the models and valuation methodology used to price new 'material, Level 2 and Levél 3
transactions -and. both FCG and MRM must. approve the fair value-of the trade: that is initially-
recognised.

Level.3 Transactions: VCireviews the business unit’s valuation techiiiqites to-assess' whether these
-ar¢’ consistent with markel participant assumptions.

Gains and losses on inceplion

ln lhu nmmal course of busmess thc fair \'aluc ot a hmmcmi 1nslrumcm on mmal wcogmtxon is 1hL.
howcvcn, the fan valuc will Le baaed on other observablc currcnl mall\c( transaclions- in. the samc
instrument, without modification or repackaging; or on a valuaiion techniquewhose. variables. include only
data from observable markets. When ‘such. evidence exists, the. Company recognises a gain or loss on
inception of the transaction.

When the usc of unobscrvable market data has- a significant impact on detcrmining fair valuc at ‘the
inception of the transaction, the entire jnitial gain or loss indicated by the. valudhon technique as at-the:
transaction date is.not rccognised immcdiately: in the stateimcit ‘of ‘comprehiensive income, but is deferred
and recognised over ‘th¢ life of the instrument.or at the -earlier of when the unobservable: market data
becomes observable, maturity or disposal of the instiument.
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3.  SUMMARY OF SIGNIFICANT ACCOUNTING:POLICIES (CONTINUED).
e Modification and derecognition of financial assets and liabilitics.
Applicable untit 31 December 2017 and from 1 January 2018

The: Company derecognises @ financial asset when the contractual rights fo the-cash- flows from the:asset
expire, oi when it transfers the fnancual -asset and substantially all the risk and rewards of ownership of. the
assct.

If the asset has been transferred, and: the entity ncither transfers nor retains substantially-all of the risks and,
-rewards of the asset, then the entity determines whether it has retained control of the-asset.

I the: Company. has retaincd control of the asset, it shall continue to recognise the financial asset to the:
extent.of its continuing involvement in the financial asset. If.the entity has not retained control of the.asset,:
it d(.rccogmses tlie asset and separatély recognises: any rights or -obligation created -or retained in the
transfer.

The renegotiation. ‘or modification of ‘the contractual cash -flows of .a -financial asset can lead lo.
derecognition where the modification i3 “substantial”, delermined by qualitative assessment-of whether the:
révised contractual termis ‘ol a financial asset, such.as a loan, are.significantly different from those of the
ongmal financial asset. In the event that the qualitative assessment.is unclear, :a quantitative-10% cash flow:
test'is performed.

‘Whiere modifications-d6 not résult in duccogmhon of the asset, the gross carrying amolint of ihe financial
asset is. recalculated and -a modification "gain/ (loss)-is rccogmscd in: the statement ‘of comprehensive.
income.

Upon derecognmon of a’fihancial asset, the dlffelencc between (hc previous carrying amount and the sum
of any.consideration recelved logethcn with the transfer of any cumulative gain/ loss previously recogniscd
in -equily, are recognised in the statement of comprehensive income within “Net gains/ (losses) on
derceognilion of financial asséls measured at amortised Gost'.

The Company. derecognises financial liabilities when the Co’mpah)}’s obligations 'zirc.dfs'chargeda ‘cancélicd
or-they expire.

f, Impairment of financial asséts

Applicable from 1 January 2018

The Company.recognises loss allowances for ECL for financial assets measured at amorfised cost.
Measurement of ECL

For financial asscts, ECL ‘arc the présent value of cash shortfalls ;(i.e; the difference between cbnl‘rac@'uhi
and expected cash flows) overthe expecled.life of the finarcial instrument, discounted.at the asset’s:EIR..
Where 4 financial asset is-credit-impaited at’ the reporting date, the ECL is measured as the difference
between the assct’s gross carrying amount and the presént value of futurc cash flows; discountcd at the
original ETR.
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'MORGAN STANLEY PACIFIC SERVICES LIMITED

NOTES TO THE FINANCIAL.STATEMENTS
Year ended-31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINULED)
f. Impairment of financial asscts (continucd)
Measurement of ECL (continued)

Thie Company’ applies-a threc stage approach to measuring ECL based on the change:in credit risk since
initial recognition:

o Stage. 1: if the-credit-risk: of the financial instrument at the reporting. date -has not: increased.
significantly since- initial ‘recognition then the los§ allowance is. <alculated as the lifetime cash.
shortfails that will result if a default occurs. in the next 12 months; weighted by the probability of
that default occurring.

e Stage 2: if there has been a significant increase in credit risk (“SICR”) since initial recognition, the:
loss-allowance is calculated as-ithe ECL: over thie rcmammg life of thé, financial instrument. [Ifit is
subsequently determinéd that there has-no longer been.a SICR since initial recognition, then the
loss:allowance reverts. to reflecting 12 mointh expected. losses. )

o Stage 3:if there Has been a SICR since initial regognition and. the. financial instrument is deenied
credit-impaired (see below fordéfinition of credit-impaired), the Joss allowance is calculated as
the ECL over the remaining: life of the financial instrument. TF it'is subsequently. detefmined that
there has no loniger beén a SICR since initial recognition, then the: loss allowance reverts to
reflecting 12 month expected losscs.

“The, Company’s accounling:policy-is {0 not use the ‘low’ éredit risk -practical: expediedt. As a result, the
Company-monitars all financial instruménts which do not have a s1gmﬁcant financing. component that are
-subject-to impairment for- SICR, with-the exception of trade receivables for which a lifetime ECL-is always
calculated.,

In general, ECL arc measured so that they reflect:

a)A probabi]ily.-wcighled range of possible-outcomes

‘b) The time value.of money;-and

©) Relévaiit information rélating to past, current’and future economic:conditions.

When measuring ECL, the Company considers multiple scenarios, except where practical expcdients are.
‘used to determine ECL. Practical ewpcdncnts arc used whcre they are consistent with the principles’
described above. ECL-on certain trade reccivables are calculated using a “matrix> approach which reflects.
the previous history of credit’ losses on these financial assets, applying different provision levels. based on
the -age of ‘the receivable: Alternatively where-theié is ‘a-histéry of no credit losses, and where this is:
expected o, pc:sxst into “the_ future for structural or other reasons, such as collateral or other credit.
enhancement, in which’ case it is determined that the ECL, for a financial instrument is de minimis (highly’
immaterial) and it may. not bernecessary to récognise the ECL.

The Company measures ECL. on an individual asset basis ‘and -has no purchased or originaied credit-
impaired financial assets.

If a financial asset has been thn'subject of modification” which does ‘not lead to its. derecognition (refer
accounting policy 3(c) SICR-is assessed. by comparing the risk 6f default.of the financial instrument, based

on the modified terms at the reporting-date, with' the. risk of defauliof the financial instrument.at inceptioi,
based on.the financial instrumient’s original, unmodified, terms.
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3. 'SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
f Impairment of financiab-assets.(cantinued)
-Measurement of ECL (continued)

Where the modification of-contractual cash flows of a financial asset leads to its deretognition and, e
recognition:of anew asset (xelu accounting policy 3(e)), the date. of modification is treated as the-date of
initial recognition. for the new financial asset when determining whether a SICR has_occurred for that
modified financial asset. Incrare;circumstances, after modification, the new: asset is cons:dered to be credit’
-impaired, in which case it is treated as an asset which was crcdlt-lmpalrc.d at origination.

‘More information‘on measurement of ECL is provided in note 15 Financial risk management.
Lresentation of ECL

ECL is recognised in the. statenient of comprehensive income within “Net impairment loss on financial
instruments”, ‘ECL.on-financial assets measured at dinortised cost are presented as an ECL, allowance. The:
‘allowance reducés the net-carrying amount on the face of the statement of financial position.

Credit-impaired financial insiruments

In assessing the impairment:of finaricial instruments under the ECL model, the. Company’ defines credit-
impaired :findncial instruments. in accordance with Credit Risk -Management: Departmerit’s policies -and,
‘proceduies: A financial instrument is credit-impaired when, based on ‘current. information and events, it is
probable that the: Company will be. unable 1o collect-all scheduled payments of principal or intercst when.
due according to, the contractual terms of the agreement.

Definition-of Pefault

In assessing the impairment of financial instruments under the-ECL-model, the Company'defines default in
accordance with Credit Risk Management Departiment’s policics and procedures. This considers whether:
thie borrower. is unlikely fo pay its credil obligations to the Company in. full and. takes into- account
qualitative indicators, such as breachies of"covenants.: The definition of default also includes a presumplion
that a financial assct which is more than 90 days past-due (“DPD™) has defaulted.-

Writesoff§

Loans and debt securities are-written ofF (either partially or in full) when lhcy are deemed uncollectible
which.generally occurs when all commcxcnally reasonable means of recovering the. loan balance have been
e‘(h'xusted ‘Such determination is. based. on an indication. that the borrower can no longer pay- the
obllgatlon o that the proceeds from collateral will not be sufficient to pay- the-loan. Par tial ‘write-offs aré
made when a“poriion;of .the Toan is uncollectable: However, financial-assets that are wiitten off could still
be subjeci to.enforcement activities for recoveries of amounts-due. Ii'the amount to be written-ofT is greater
than the accumulatéd loss, allowance, the, difference is refiecicd directly inthe- statement of comprehensive
income. within *Net impairment loss on financial instruments® and. is not recognised in the. loss: allowance
account. Any subsequent recoveries are credited to. ‘Net/impairment logs on financial instrumeits” within
the statement of comprehensive income.

Applicable untit. 31 Deceniber:2017

At each reporting -date, an assessnicnt-is-imadé-as to whethér there is‘any objéctive evidence of inipairment’
in the value of a financial-asset classified as loans and receivables. Impairment losses are: recognised it an’
event has-ocgurred which will have-an adverse impact-on the expected future cash flows.ofan asset and the:
expected impact-can be lehably cstimated,
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES{(CONTINUED)
f. Impairment of financial asscts (continued)
Applicable nntit 31 December 2017 (continued)

Af'each- reporting date, an asscssment is made ‘as to:whether there, is any objective evidence of i xmpzurmenl
in the value of-a financial asset classified as loans #nd receivables. Impairment: losses are; xccogmscd ifan
évent has'occurred which-will have:an adverse impact on-ihe expected future cash flows of @n-asset and the:
expecled impact.can be reliably estiinated.

Impairment losses on loans and receivables are:measured as the differcnce between the carrying amount of
the loans and receivables and:the present value of estimated cash flows discounted at the asset’s original
effective interest rate. Such impairment losses arc recognised in the statement. of comprehensive i incomé
within. ‘Other expense> and are’ recognised against the -carrying: amount :of the impaired asset -on the
statement: of financial’ position. Interest on. the impaired asset ‘corntinues 10 be dccrued on the, reduced
carfying amount based on the ariginal effective, interest.rate of the asset.

f7in.a; subsequent “year, the ‘amiount of the estimated impairment loss decrcascs because of an' event
occuirring after the impairment was rccogmsed the plcvxousl)- recognised m]p'mmcnt loss is reversed as
described. for*the relevant categorics. of by financial asset in note' 3(¢)(ii). Any rcversal is limited 1o the
-extent that'the value of the asset may ‘not exceed. the original amortised. cost of the asset had no impairment
occurred,

g -Casly and ¢ash equivalents

Cash "and cash equivalents comprise ‘cash and demiand, deposits with banks, ‘net’ of .outstanding bank
overdrafls, along with’ hlghly liquid investments,, with original maturities of three:menths or less, thaf are
rcadlly convértible to known amounts of cash and subjcct to insignificant risk of change in value.

h Income-tax:
The tax expenscrepresents the sum of the'tax corrently. payable.

The tax curréfitly payable is calculated based on taxable pxof'l for the ‘year, [‘a‘mblc -profit' may differ from.
profit/ (Ioss) beforc taxation as-reported in the stalement of comprehenswc income ‘because it exchidés
itéms of income or.expense that are taxabic-or. deductiblein other years and.it further excludes: items that
are ncver taxable or .deductible. The Company”s liability for current tax is calculated using tax rates that
have béen: enacted or substantively enacted by the reporting date. Current tax'is charged or credited in the.
statement of -comprehensive income, except when it rclates {o items charged or -credited directly to other
‘comptehensive income or cquity,- in which case the: current tax is also_recorded within other comprehensive:
income.or &quity respectively.

Current tax assets arc offsct -against current tax liabilities when there.is'a legally enforceable right to set'oft
current 1ax assels against current (ax liabilities and the'Company intends.fo settle its current tax assels and
current tax liabilities on-a net basis.or to. realise the asset.and settle the hablhty simultancously. Deferred.
tax assets and. liabilitics ‘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 taxes levicd by the same taxation authority and
the Comypany-intends to settle.ils-current tax assets and cufrent tax liabililiés on a net basis.
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4. TRANSITIONTOIFRS9

Asdiscussed at note 2,the Company adopted a new standard from 1 January 2018, IFRS 9, however there
has been no 1mp'1ct to retained carnmgs

The disclosures below sct:out the lmpacl of adopting IFRS 9 on the statement of financial ‘position: and:
-retainéd -earnings, including the-efiect of replacing:[AS 392 ’s incurred ‘credit loss.models with the ECL.
framework under IFRS 9.

‘a. IFRS'9: Classification of financial.instruments onthe date;of initial application

“The following:table shows.the original measurement categorics in accordance with 1AS 39 and the new
‘measurement categories under IFRS 9. for-the Company’s financial assets and financial liabilitics as at 1
January. 2018 'in accordance: with the Company’s updated accountingpolicies on the classification, and.
impairment of financial insiruments under IFRS 9 as'sct out in note 3(f).

Qriginal
. carrying New.carrying’
-Original amount Amount:
classification New classification under IAS-39 under’ IFRS 9
under AS 39 under-1FRS 9 $°000- $000.
Rinancial asscts ‘
Qash:‘aq‘d‘shpl-_t:gc,rm; I..Qa_nls;_zil}c! F mancxftl assels at. 5,000 5,000
) deposits . ‘receivables amortised cost
Trading financial FVPL- FVPL (trading) 3,827 3,827
~ assels : !
Tra(_le\'.an_d othier' 'L()aI'IS .andA ,}'mancu}l «as_scts.at 47,530 47,539
reccivables receivables amortisced cost ) o
Total financial asscts 56,366 56,366 .
Financial lnbnhues
“Trading financial ' . e o s
liabilities FVPL FVPL (trading) 144 144.
. " Financial STy A
Tl?dc' and other liabilities at- Financial !.lab;lltlc.j 35,578 35,578
liabilities . i -at amortised-cost
amortised cost :
‘Total financial 35,722 .35'?.72_2

liabilities

The:application of these policies resultéd in the reclassifications sel out-in the table above. There has bcen
-no re-measurement of hnancml dssets-and liabilities upon transition to IFRS 9..

“"There was no effect on retained carnings at .| January-2018 as a regult of the adoption of IFRS 9.
b. IFRS 9: Expected credit'losses

‘The.Company had no impairment pre ovisions;under 1A'S 39-at 31;December 2017 and has no. ECL
impairment allowance as at 1 January-2018.
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5. -OTHER:REVENUE

2018 2017
§'000 '$'000
Net foreign exchange gains 95: 253

6. ?‘i'NifERE's"F-lNCdM'E }\i‘ib'iNTEREﬁS’f‘ EXP'ENS‘Ei

disclosédas" ‘Intcrest income”, and forclgn C\change dlfferences d|sclosed ine ‘Other revenue’ (note 5)

No olher gamsm osse§ have! bccn lccogmscd m rfespect. of lmanctal liabi
as: dlscloscd as ‘Interest: expense; and.- forelgn e\chang<. ditferences disclosed;in:

7. OTHER:EXPENSE-

at amgrt_n_secj ‘ot otiier’ gh_";m;
‘Other-revenue”(nofe:5)..

2018 2087
$'000: $'000
‘Auditor’siremunerdtion:
Eces payableto. thc Company s-auditor‘and:its associates Tor the 3 _
-audit-ofithe. Company's: :annual financial:statements b2 20
Other:: o ‘
Commission expenses 2,413 986
Management: chargcs from other Morgan: Stanlcy Oroup
uridertakings 16 340
Other cxpenses ) 7 64
257, 410

Thie Company:emplayed no staff during the year 2017 qil

The amount of. temunieration received: by Direcioisiin Tespect: ‘of thair quahfymg services‘io the Company is,
disélosed in.the Related Party: disélosures:notc, (note: 19)
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8. INCOME TAX (BENEFIT)/ EXPENSE:

.Anal){sis of cx_pcns'c‘.in‘-ihe’yem:

2018 2017
$'000 $'000:

%.(2017: 19.25%)
: . I 26:
= Ad_|u€£menl in- respect ofpnor years 26y -z
Total.current tax: @y 26

“Recoriciiiation of cfféctive taxrate

3Th(. currcnt “yéariincome ta\ benefi s’-lowcr‘

T hlghcr) than;that resultmg from applying’ ‘the aver:
F19:00%:(2017:519:25%). Thé-main différent

age

2018 2017.
'$'000 $'000.
34 131
lncome tax-using the-average. standard rate;of cor pomtmn tax:
iin the’UK 0£°19.00% (20!7 19.25%) 60y 25
(Over) inderproyi rior:yeais, {26): -
Currency lranslitionion tax- I 1
Group-relicf surréndered forno.cash consideration 60 -
Totalincome:tax: (bcncﬁt)/ -expense.in- the statemeit of : - )
comprehiensive jncomé o (25) . 26 .
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9. 1y INANCIAL ASSETS AND I‘lNANClAL LIABILITIES BY MEASUREMENT
CATEGORY

The following table analyses financial assets and financial liabilitics as at 31 December 2018 prcsenlcd in
the statement-of-financial position by IERS 9.classifications.

2018 EVPL. Amortised
(nandatorily) cost Total
o _ $°000 $°000 $°000°
Gaish and short-tefm deposits - 5,201, 5,201
Trading financial assets 138 - 138
Trade and other reccivables - 116,636 116,636
Total financial assets 138 121,837 121,975
Trading financial liabilities 33,747 - 33,747
Trade and other payables - 67,882, 67,882
Accruals and deferred-income - 17 17
Total financial liabilities ‘ 33,747 67,899. 101,646

All nadmg financial ‘instruments arc Derivatives. which represent forcign -exchange ‘options and’ equity
contracts.

There. are ho terms and conditioris: of any trading ass¢t oif {rading liability: may individually-significantly
affect the.amount, timing and:certainty. of futurc cash flows.for the' Company.

The-following tablé analyses: financial: assets and (mancml Ilabllmcs as at! 31 December 2017 pn.sv.med in
the statement of financial position by.1AS:39 classifications..

2017 Financial

linbilities

at

EVPL (held Loans and amortised
for trading). receivables cost’ Total
$°000 $°000 $°000 $°000-
Cash.and short-term deposits - 5,000 - 5,000
Trading financial assets. 3,827 - - 3,827
Trade and other, receivables, - 47,539 . - 47,539
Total financial assets ' 3,827 52,539 -. 56,366
“TFrading financial liabilitics 144 - - 144.
T rade and other payablca - - ) 35,578 35,578
Total financial liabilities 144 - 35,578 35,722

'i0.. TRADE AND OTHER RECEIVABLES

2018 2017
$'000 $'000°
Trade and other receivables (amortised cost):
“Trade receivable: '
Amounts due:from other Morgan Stanley. Group.undertakings 115,694 '25,875.
Other recéivables:
Amounis due from-other Morgan‘Stanley Gioup undertakings: 937 21,641
Other.amounts receivable ) 5 23,
116,636 . 47,539
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‘15 FINANCIAL.RISK MANAGEMENT (CONTINUED)

Credit risk management-(continuéd)
Monitoring and Control

In ord'ér to help protect-the-Company from Togsés, the Credit Risk Management' Department establishes

firm-wide' practices to evaluate, monitor and: control credit:risk at the transaction, obhgor and. portfolno
devels. The Credit :Risk Management Department. approves cxtensions of credit, -evaluates the

crcdxtworlhmess of the Company’s counterpartics.and borrowers on a regular basis, and helps-¢nsure that
credit exposure. is acuvely monilored .and’ managed. The evaluation of ‘counterparties and borrowers
includes an assessment of the probability that.an obligor will default on its financial obligations-and any

‘subsequent losses that may occur when, an obligor defaults. in addition, :credit risk cxposure ‘s actively
.managcd by credit professiondls-and committees within the Credit R;sk Management . Departmént and
'lhrough various .risk committees, whose' membership includes individuals: "from the Credit Risk

Managemerit Departinient.

A Credit lelts Framework i is utlhscd to manage credit risk levels aéross the Company, The: Credit Limits

Framework.is.calibrated within {he Morgan Stanley: Group s-risk tolerance and includes single-name limits
-und portfolio-concentration limits by country and indusiry. The Credit Risk Management Department helps

ensure timely and transparent communication of matcerial credit risks, compliance with established limits
and ‘escalation’ of risk conct.ntrauons to approprmte senior managcmenl lhc Clcdlt Risk Managunu\l
Department:

“montior Tisk exposures. and {o perform stress (ests to ldunufy, analysu and c.onnol credit, rnak LOﬂ(.Cnll“dllOﬂb

arising: from the: Company s lending -and ‘trading activities. The. stress tests shock market factors (eg
interest rates, commodity. prices, credit spreads), risk. ‘parameters (e. g. default probabilities and loss given
default), in order to assess the impact of stresses on exposures, p:of'l and loss, andthe Company’s capital

‘position. Stress-tests are conducted in accordance with éstablished Company policies and procedures.

Credit Bvaluation

The evaluation of corporate-and institutional counu,rpames and borrowers includes assigning obligor credit
ratings, which reflect an dssessinent of ari obligor’s probability of défault PRy and loss given default
(“LGD”) ‘An obligor credit rating can be categorised -into. Investment: gradc Non-investment gradc and

‘Default. Credit evaluations lypu.ally involve the-assessment of financial statements, leverage;. liquidity,.

capital stiength, asset. composition and -quality, market capitalisation, .access to capital markets, ‘the,
adequacy of collateral, if applicable, and in the cdsc of certain loans, cash flow projections.and debt service
requirements. The Credir Risk- Management Department also cvaluates. strategy, market-position, industry
dynamiics, management and-other factors.ihat.could affect ihe obligor's risk profile. Additionally, the Credit,
Risk’Management Department evaluates the relative: position of the Company’s ¢xposurg in the borrower’s

‘capital structure:and relative recovery prospects, .asswell as adequacy of collateral (if applicable) and other

structural glements of the particular transaction..

‘In addition to assessing and monitoring-its credit exposure and risk at the individual abligor level, the
Company also reviews its credit exposure and risk to geographic regions: A at 31 December 2018, credit

exposure \vas concentrated -in Asian and Western Europcan countries. In. addition, the Company pays.
particular afiention to-smaller exposures in emerging. markets. given their unique risk profile. -Sovereign
ceiling ralings i’e. the maximum credit rating, that can be_ assigned to -a counterparty with a designated

country ofrisk; arc derived using methodologies: generally consistent with those emiployed by external

rating agencies..

The: Company also reviews’its credit exposure and risk (o certain types. of"customérs. At 31 December

2018, the Company*s maleridl crédit exposure was to financial institutions.
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15.. . FINANCIAL RISK MANAGEMENT (CONTINUED)
Credlit.risk (continued)
Risk Mitigation

“The. Credit Risk Management. Department. may-scck to mitigate credit risk. from its lending -and trading
,‘acnvntlcs in' multiple ways, including collatcral provisions, guarantces dnd hedges. At the transaétion level,

the Credit Risk! Management Department sceks to mitigate risk through managenient of key risk elements
such as size, tenor, financial covenants, seniority and collatcral. The Morgan Stanley Group. actively hedges.
{its lending and .derivativés exposure through various financial instruments that may includc smgle-name
‘portfolio and structured credit derivatives. Additionally, the Morgan Stanley Group may scll, assign or
syndicate funded. loans and lending commitments. to other financial institutions in the primary and
sccondary loan, markets. In connection with its derivatives :trading aclivitics; the. Morgan Stanley Group
generally: enters into ‘master netting ‘agreements. anid collatcral arrangements’ with ‘¢ounterparties. These:
agreements provxde the Morgan Stanley Group with:the: -ability to-demand collateral, as well as to liquidate.
collateral and offset receivables and payables covered: under the same master agreemcnt in the-event of &'
‘counterparty defaul[

° Securities purchased ynder. dgreements to resell dnd securities borrowed

The: Company manages credit exposure .arising.from securities purchased under agrecments to resell and
‘seurities borrowed {ransactions by, in appropriate. cirgumstances, eniering: into master nctting:agreements
and- collateral agreginents. with counterparties that provide the Company, in the event of a-countérparty
default, with ihe nghl to net a counterparty’s rights-and obligations under’ such agrecment and liquidate.and
set off collateral held by: the Company: against the net, amount owed by. the counterparty.. Under these
securities purchased under agreements’ to resell and securities. borrowed transactions, the Company
receives -collateral, including US ‘governmhent ‘and agency securitics, other sovereign’ government
obligations, corporate and other-debt and corporate cquitics. The Company also-monitors the fair value of
the underlying securitics as compared with the related receivable or payablc including .accrued interest,
and, as fiecessary, requests additional collateral to.ensure such tiansactions-are adequaiely, collateralised.

. Derivatives .

“The Company may seek to mitigate credit'risk-from its-derivatives transactions in‘multiple ways, including
documentation, collateral provisions, guarantees-and. hedges.. At the transaction level, the Company sccks
to mitigate risk through management of key risk elements such as sizc, tenor, financial covenants, seniority
and collateral: The Company actively hedges-its dérivatives exposure through various financial instruments
that.may include single-name, portfolio and structured credit. derivatives. The Company may. enter. into
master, helting agreeniénts and collateral arrangements with counterparties. These master netting
‘agreements and collateral drrangements may provide the Company:. with the ability to:demand collatéral, as
well as to hqmd'\lc <collateral and offset reccivables and payables covered undér the same master netting
agreement in ‘the event of counterparty default. The Company monitors the creditworthiness of
‘cotinterparties to these-transactions on an ongoing basis and requests:additional collateral in-accordance
‘with collateral arrangements when deemed necessary.
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15,  FINANCIAL RISK MANAGEMENT (CONTINUED)

.Credit risk (continued)

Risk Mifigation (continued)

ExpoSuré to 'cre‘dit‘r!is‘k

“The:maximum exposure lo-credit risk (* gross.credit .exposure?) of'the Company:as. a31. December 2018 is
disclosed: below;.based on the carrying amounts:of’ theAﬁnam.ml asscts. and the. maximum.amount that the
Company could have 1o} payin relation to. unre¢ognised financial insty ruments, which thé Company bélieves
‘are, 'subject “to. credit risk.  Within. the table financial “instruments. ‘subject -to accounting: ECL are
distinguished froni thosc that ar¢ riot: “Those financial instruménts that bear: credit risk but are not subject
‘to ECL -are subsequcnlly measured. at fair valie. Fxposurc atising from financial instruments not
‘recognised on ihe statement:of financial. position: is measured as.the.-maximuni’ amount that the: Comp'my
~could haye to :pay, »:vhlqh,m_ay _be: significantly- greater ‘than:the amount that would. be recognised .as-a
‘liability. This.table does not include receivables: afising from' pending seciritics! fransactions ‘with market
‘counteiparties ‘as credit risk. is: considered to: be- insignificant. Where: thé Company entérs into -redit
-enhancements, mcludmg receiving: cash ‘and security .as' collateral and master nefting agreements, ‘o
manage the; creditexposureion these financial instruments the financial effect of the credit enhancements is

-also’ disclosed below. The net credit’ exposure' represents the -credit exposure remaining after: lhe effect of
-the creditenhancements,

The Company .doés. not have-any significant exposure arising from items ot recognised. on the. halance:
‘sheet.

Trading financial assets are subject:to.traded credit risk through exposure to the:issuer of the financial asset;;
-the Company. manages this issuer credit risk through its market risk management.infrasiructure.
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15.  FINANCIAL.RISK.MANAGEMENT (CONTINUED):
.Credit'risk:(continuci).
;E_\'_'pamrejo;crellii} risk by [Jr’adhct'
:31 Deceimbeér 2018,
‘Gross
feredit

‘eXposure
o

/52000, 5000

Subject to ECL:

Cash-and short:tefy -
Fradeand othek receivables -

Notisubject to ECL®:
Trading financial dsscts:
Derivatives ‘ 138 (88y

Net:
credit”
exposure

00

5,201
'116;636

“50;

121,887,

20975 (88)

0.

1y The carrying;amount recognised iit the statemént offit cial position best represents:the/Company’s mexi
_ -creditrisk. o
“(2) ‘Financial assets measuredat EVPL are notsibject (o' ECL:.

Maxiiium.exposure fo; credit:risk for:2017 is presentcd belows

‘Gross.

weredifs
“exposure
{0

‘$1000

Loeans:and-rceeivibles; )
.Cash and:short-term dgposits: 5,000 -
“Trade.receivables: 25,875 2
‘Otherireceivables, 21,664 B

"Fihqnpii}(?iwsgl@ classified asiheld foritrading:; o o
Derivatives' 3,827 -(3;803):

Net,
Credit:
eXPOSUrE;

.$'000-

5,000:
25,875
2‘]}:,‘6.6@

24

56366 3Ry

39563

e to credit

(1) The carrying:amount'recognised in the. statewient 86 financial Bosition best reépiesens. the Company’s masi
risk.- )
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15. 'FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit-risk .(continued:)'

LECL Measurement

a  Assessment of SIGR

As:éxplained in note’3{f), in order to assess: whether ‘an instrunent is subjecl to a 12 month.ECL dr.to a
lifetime ECL, -and thercforé;its appropriate staging, the .Company deterthines whether there has ‘been a,
SICR for the inistrunient sincé initial recognition..

Whicn ‘making this assessment, the, Company considers both quantitative and’ qualitativé information and
analysis ‘based on the Company’s ‘historical cxperience and -expert credit risk assessment; including
-forward-looking information..

“The PD is derived from: infernal crédit rating: prades, (based on available information about the ‘borrower)
and ‘multiple: forward-looking mdcroeconomic. scenarios ivhich are probability \velghtcd Credit risk is:
:considered to have increased signilicantly if'the PD has sngmﬁcantly increased at the reporting date relativé:
to the PD. of the facility, at'the dale of initial recognition. The assessment of whether.a changein PD is:
“significant” is bascd both on a consideration of the relative change in PD and on.qualitative indicators of
the credit risk of the facility, which indicate whether-aloan i is performing or in dnﬁlcully In addition, as a
bacKstop, the Company considers that' SICR has occurred in ali cases whenan assctis more than 30 DPD.

b Calculation of ECL
ECL are calculated using three main components:

. PD: for accounting purposes, the 12 month and lifetime PD représent the expécted point-in-time
probability of a default over the next 12 months.and over the remaining lifetime of the financial
instrument rcspu.uvcly, based. ‘on conditions existing at the balance shect date and :future
economic conditions..

. L.GD: the LGD représents expecied loss conditional on default, taking into-account the mitigating
effect ofcoﬂatcral,»'including'th‘ci.expeqtcd value of the collateral avhen realised and the time value
of money.

. Estimated exposure at default (“EAD”): this represents the expected EAD, taking into account the

expected Fepayment of principal and inierest from he balance sheet datc to the default cvent
together with any expected drawdowns of the facility-over that period.

These: parameters arc generally derived from mlcrnally devclopcd statistical models, ‘incorporating
listorical, curréntand forward-lgoking macro-economic data.

“The 12 ‘month ECL is equal to the sum over thc next 12 months of quarterly PD multiplicd by LGD and
EAD, with such .cxpected losscs being:discounted at the: 'EIR.  Lifetimé ECL is calculated using 'th¢.
discounted present value of total quarterly:PDs multiplied by LGD and EAD, over the full remaining life of
the facility..

Incorporation of forward looking information

Thc Company uses internal macro-¢conomic rescarch.and, country risk expert judgémenit to sufiport. the
calculation of ECL. The macro-économic.scenarios arc.reviewed quarterly.

There have been no changes made to estimation-techniques or significant assuiiiptions for estimating
impairment, during the year,
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5. FINANGCIALRISK MANAGEMENT (CONTINUED)
‘Creditirisk (continucd);
Exposure to'credit risk.byiriternal ratijg. grades

Thternal. credit:ratings:are- derived sing ‘methodologies ‘genérally--consistent with those used. by ‘external
‘agencics.: '

a. Recognised and unrecognised financial instruments.subjectto ECL

credit risk exposure by ECL-stage p’ef'c'ih!,s”sj“ ‘réogniscd

{The-following table:providés; an;analysis of | | lage pi
Cl; based on theifollowing internal credit ratii

and-unrecogriised financial jristrunient Subject &

Livestment-gradeinigrnal grades AAA - BBB;
Non:investinerit grade:internal grades BB - CCC
Defaulitinternal.grades .

ECL staging
Stage 1 Stage2:
12-month. ‘Lifetime
‘ECL. ECL. “Total
$000° $°000. '$'000.

Cash:and short-termdeposits::

‘Creditgrade, 536
:Investment grade 5,201 : 15201,
Carrying amount, 5,201, - .. 5201

“Tradeand othict Fecéivablés:.

Creditgrade.

Invéstment.grade _ .. 116636, 116,636,
‘Gafrying amounit CH6,6360 0 - 116,636

b. Recogpiised financial instruimenis:not subjeci.to ECL.

AL December: 2018 there were no 'ﬁna_lrj(iiélf a3séts, past. due: but nigt' impaired or individually: vimgairc'd'
(2047:none). v
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15. FINANCIAL RISK MANAGEMENT (CONTINUED)

‘Liquidity risk

Liquidity risk refers to' the risk that the Company will be unable to finance ‘its- operations due to.a loss of”
Aacgeess lo the capital markets “or dufhculty in liquidating: its assets. L\quxd\\y risk encompasses the
Company’s’ ability (or perceived ‘ability) to meet its financial obligations without c\pcnencmg significant
.business. disruption or reputational damage that may threaten the Company’s wablhly as a.going concern.
.Liquidity risk also.encompasses the. associated funding risks triggered. by the matket'or |dxoqyncml|c stress
‘events that may cause unexpected changés in funding needs-oran mablllly fo raise new furiding, Generaily,
the. Company incurs liquidity: risk’ as a result of its trading, lending, investing and client - facilitation
activities.

The Morgan Stanley: Group’s Liquidity Risk Management Framework: is critical to- hclpmg ensure’ that the:
.Commny mairitains sufficient liquidity feserves and durable funding sources to meet its: daily -obligations:
and to withstand unanumpated stress. events. The ‘Liquidity Risk Dcpartment is @ distinct, arca in Risk.
Mariagement, which ovérsees. and monitors liquidily- risk. The Liquidity Risk. Department ensures
transparency of material Ilqundxty risks, compliance with established risk limits -and escalation of: risk:
concentrations ' to -appropriate senior mdnagcment To exccute these responsibilities, the Liquidity Risk
‘Department:

¢ Lstablishes limits i line with the Morgan Stanley Group’s risk appetite;,

o ldentifies and analyses emerging liquidity risks to.ensure such'risks are appropmtc!y mitigated;:

¢ Monitors:and reports risk cxposures-against metrics and limits, and;

®  Reviews the methodologics and assumpiions undgrpinning the’ Mor;,an Stanley Group®s Liquidity’

Stress Tests to- ensurc:sufficient liquidity and funding underarange, «of adverse:scenarios.

The liquidity risks-identificd by these processes ‘are:summarised in réports produced by the Liquidity Risk.
Department that arc circulated to and discussed with the EMEA Assets/ Liability Management Committee.
("ALCO") and EMEA Risk Committée as appiopriate,

The. Treasury Department -and applicable “business units have primary responsibility’ fof evalualing,
monitoring and controlling the, liquidity risks arlsmg from the Morgan-Stanley Group’s business acfivities,

and for niaintaining procésses. s and controls to manage the key risks inherent in:their respective:areas: The®
quUldIly Risk: Department ‘coordinales: with the Treasury, Departmént: and these business units to. help
ensure a consistent and comprehensive. framework. for managing liquidity risk across the Morgin Stanlcy’
Group.

The Company’s liquidity risk management policies:and procedures.are-consistent with those-of the Morgan
Stariley Group.

The Conipariy’s liquidity risk.management policics and ploccdure,s :are consistent with those. of the Morgain
Stanley: Group. The Board of Directors of the Company: is ultimately. responsible for establishing: the
liquidity risk tolcrance and ensuring the Compdny s liquidity risk is’appropsiately managed.

The primary goal of the Company’s liquidity risk and funding management framework iis (o ensure that the
Company hasaccess to'adequate funding across a wide range.of market conditions.and time horizons. The
framework is designed to-enabic the. Company to fulfil its ﬁnanual obligations dnd suppoit the execution of
its business.strategics.
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15  FINANCIAL RISK.MANAGEMENT (CONTINUED)
Liquidity risk (continued)
The following principles guide the Company’s liquidity risk management framework:
o Sufficient liquid asséts should be-maintained to cover maturing liabilities and other planned and.
contingent outflows;
° Maturity profile of assets and liabilities should be aligned; with limited reliance on short-term
funding;
‘s ‘Source, counterparty, currency, region, and term of funding should be diversificd; and
. ‘quuld:ty Stress Tests should anticipate, and account for, periods of limited access to funding.

The, core.compaonents:of the: Company s. liquidity risk management framework,-are:the Requued L lqulduy
Framework, Liquidity -Stress. Tests and the Liquidity Reserve. (as- -defined below), which support its target
Tiquidity-profilc.

Regquiired Liquidi ty Frainework

The Required Liquidity Framework. establishes the amount of liquidity the Company must hold in both
normal and ‘stressed cnvironments to cnsure.that its financial condition “and. overall soundness is not.
advcrsely affected by an inability (or perccived inability) to. meet its financial obligations in a timely-
manner. The Required Liquidity Framewoik considers the ‘most constraining, liquidity requiremcnt fo
satisfy all regulatory and.internal limits-at.a Morgan Stanley Group and legal.entity level.

Liquidity Stréss Tests

The Company uses Liquidify Stress Tests to model external and intercompany I§qui"dity flows across
multiple scenarios and a range of time horizons. These scenarios contain various combinations of
idiosyncralic and systemic stress events of different severity and duration. The methodology,
implementation, ‘production: and analysis- of "the Company's Liquidity Stiess Tests are. important
components of the Required Liquidity Framework.

Liquidity “Stréss Tests are.produced for the Company, to capture specific cash requircments and ‘cash
availability.. The. Liquidity Stress:Tests.assume that a‘legal entity will usé its own liquidity first to fund its
obligations before drawing liquidity from its uitimate parent undenaknng, Morgan Stanley: Morgah Stanley
will support its subsidiarics.and will not have access to subsidiaries’ liquidity reserves that are subject.to
any regulatory, legal or tax constraints.

Liguidity Reserve,

The Coripany mainiains sufficient liquidily-reserves (“Liquidity Reserve™) io. cover daily funding needs
and (0 meet strategic’ hquxdlty targets sized by the Required Liquidity Tramework.and Liquidity Stress
Tests.. The size of-the Liquidity Reserve is actlvely managed by the Comipany considering the following
components: unsecured debt maturity -profile; balance ‘sheet size and composition; funding needs in a
siressed environment inclusivé of contingent. cash outflows; and collateral requirements. [n addition, the
Company’s Liquidity Reserve includes a discretionary surplus, based. on risk tolerance- and is subject 10
change depending. on' market. and firm-specific: eévents. The Liquidity Rescrve consists of cash 4nd
‘unencumbered -securitics sourced. from trading: assets, investment securitics and sccurities received as
collateral.

Funding management

The Company ‘manages its funding 'in a ‘manner that rcduces the risk of disruption to the Company’s
.operations. The Company pursues a strategy of diversification of secured and.unsecured funding sources:
{by product, investor-and region) and attempts to ensure that the tenor of its Habilities equals or-exceeds the
expected holding period of the assets’being financed:
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15.  FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk-(continued)
Fundingmanagetient (continued)

‘The Company- funds itself through divérse Sources. These sources miay include the Company’s equity.
capital, ‘borrowirgs, sccurities- lendmg and dcposxlb The Company has active financing programnies for
‘both standard and:structured produyéts; targeting global investors:and currencics.

Balance slieet management’

In managing both the Morgan Stanlcy Group’s-and the Company s funding risk the composmon and.size of
‘the-entire balance-sheet, not just financial liabilities, is monitored and cvaluated. The liquid nature-of the:
marketable securities and shortsterm receivablés ar ising, prmupally fron salei-and trading activities in the:
Institutional :Securities business provides:thc Morgan: Stdnh,y Group and the Company with. flexibility: in
managiiig the composition and size of its balance sheget.

Maturity-andlysis

In the following inaturity ‘analysis of financial liabilities,’ derivative: contracts .and other trading financial
liabilities' measured at fair value are presented at. fair value, consistent with how thesc financial liabilities
are managed, and disclosed as on demand’ Derivatives not held. as part of the Company’s trading activities
and financial liabilitics designated at-fair value through- proft orloss which contain an embedded derivitive.
are-disclosed according to théir-earljest contractual maturity; all such amounts are presented al their fair
value, consis(en( with -how -thesc: i"nancial liabilities are. manz’:gcd All olhéi amounls represcnt
matufities as at 31 Dcccmber 2018 and 31 Dt.cqmbcn 2017. chayments of fnancnl |1'1bl|llle lhal are
subject to immediate nofice are treated ag if notiCe weére given immediately and are classified as on demand.
This presentation is considered by the Compc\ny to appropriatély reflect the hqundlly risk arising from those
financial, liabilities, presenged in-a. way that is consistent with how the liquidity risk on. these financial
liabilities is managed- by the.Compariy.

Equalto

or.more

thain 1

year but

On less than
demand. 5yeais Total

31 Décember 2018, $'000  $'000, 5'000
Finaneialliabilities
Trading financial liabilities -33,747 - 33,747
Tradeand other payables 2,340 65,542 67,882
Accruals and deferred income 17 - 17
Total financial liabilities 36,004 65,542 101,646

As at 31 December 2017, all of the Coripany*s ﬁnahqial‘ liabilitics are considered as-on demand.
Market risk

Market risk is defined by 1FRS7 ‘Financial. insiruments - Disclosures® H{“IFRS 7%} as the risk that the fair.
value or future:cash flows of a finanial instriment will fluctuate because of changes in market prices.

Tlic. Company :manages the  market risk- associated with its trading :zictlvmcs at both division and .an
‘individual product level, and includes consideration of marketrisk at-the legal entity- level.
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15.. FINANCIAL RISK MANAGEMENT-(CONTINUED)
Market risk (continucd)

Sound market risk management’is an integral part of the Company’s culture; The Company is responsible-
for.ensufing that markef risk: exposures :arc well-nmangged -and moriitored, The Company- also cnsures;
transparéncy of material market risks, monitors compliance with cstablished limits, and ¢scalates risk
concentrations‘to-appropriate sciioi’ management.

“To execute these responsibilities, the-Morgan Stanley Group monitors: the. market risk- of the-firm against
limits on aggregale risk exposures, performs a varicty of risk: analybes mcludmg monitoring Management
Value-at-Risk (“VaR”) and stress testing analyses, roitinely reports risk-summaries and mainlains'the VaR:
and scenario analysis methodologies. The Company is managed within the Morgan Stanley Group's-global.
framewosk. Thic market risk managemcm ‘policies and procedures- of the Company-include performing, risk
analyscs and reporting material risks identified 10 appropriale scnior management of the Company.

The-Company'is exposed to the following ‘types of warket!fisk under: this -definition: interest rafe risk,
curtency risk dnd cquity investments price risk.
Interest rate risk

’lnterésl rate riqk is det‘ncd by ‘IFRS 7 as thc’risk thal the f'\ir value or fulure cash ﬂows of a. ﬁ'nancial

mlcrcst rate risk uAnc'Ie'r thls dcﬁmuon as a. rcsult of dcnvallvcs Llassmed as mdmn fnancual msllumcnts
partially:offsef by its loans-al amortised cost. As at. 31 December 2018 and 31 December 2017, tie residual
interest rate risk arising from these transactions is:not material. -

Equity-investinents price risk
The: Company is exposed 1o equity price risk arising fromits trading activities, which it actively manages

‘by. hedging with: other Morgan Slanlcy Group undertakings. The: residual risk for the Company from this
-activity is.not- matcnal

Currency.r isk:

The Company. has_foreign CUITENCY, EXPOSULE ; arlsms from:, its ‘trading’ aCtIVthb It actively -manages by-
‘hedging with-other Morgan Stanley undertakings. The residual risk for the: Companv from its activityis not
material.
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16. ASSETS AND LIABILITIES MEASURED. AT FAIR VALUE

As disclosed in note 2 Statement of Coinpliance, the Company is: cxempt from certain disclosure
:requircments. of IFRS 13 'Fair valve measurement*to- the extent-that they apply to assets.and Jiabilitics®
‘other ‘than financial ‘instruments. As such the disclgsure included. in: this note. relates only to financial

‘instruments..

a. Financial asscts:and linbilities recognised at fair valueon a recurring basis

The*following tables prescent the carrying value of the Company’s financial assets and financial- liabilities:
tecognised at fair value on:a recurring basis, classificd according to the fair value-hicrarchy.

2018

Trading findncial asscts:

Derivatives.
Total financial assets measured at fiir valie
Trading financial liabilities.

Derivatives

Total financial liabilities measured.at fair
‘value

2017

Trading financial assets:
Derivatives.

Total financial asscts measured.at fairvalue

Trading financial liabilities:

Derivatives
Total financial liabilities measured. at fair
value

Quoted
.prices in

‘Valuation’
Valuation.  .techunigues
techniques. with

using  -significant

active.  abservable: .unobservable.
market inputs inputs
(Level 1) (Level 2) {Level 3) Total
$'000° $'000- $'000. $'600.
- 138 . - 138
. 138 . 138
- 33,747 - 33,747 )
- 33,747 - 33,747
Valuation,
Valuation  ‘techniques
Quoted techniques with
prices in -lléing significant
active observable unobservible
market inputs inputs
(Leveld)  (Level2) (Level 3) Total
$'000. $'000 $'000 $'000:
- 3,827 - 3827
- 3827 - 3,827
- 144 - 144
- 144 - 144
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16..  ASSETS AND LIABILITIES MEASURED AT FAIR YALUE (CONTINUED)

a. Financial assets and labilitics recognised at fair value on a recurring basis (continued)

The Company’s.valuation approach -andifai'r value hierarchy-categorisation for certain significant classes.of
“financial instruments recogniscd as fair value-is as follows:

‘Corporafe Equities

J;“.xchange—Tl"adéd Equity Securitics

Fair value is gencrally detecrmined based on quoted pficcs for the exéhang_c. To:the extent’ these ‘sécuritics
are actively traded, valuation adjustments are not applied.

‘Derivative and-Other Contidcts

OTC Derivative Contracts

OTC derivalive contracts include swap;and option contracts related. to. equity :prices and forcign currencies
¥ (.spcctlvely

Depending on the product and the.terms of the transaction, the fair value of OTC derivative products can be
cither obscrved or modelled 'using a series-of techniques and modcl inputs from comparable benchmarks,
including-closed-form analytic fmmulas such. as the Black-Scholes option-pricing model, and ‘simulation,
models: or a combination thereof. Many. pricing modéls do not enlail material subjectivily because thc.
mcthodologles employed do nol necessitate slgmhcanljudgcment, -and.the pricing inputs-are;observed.from
aclively -quoted . markets, as is the case for generic intérest rateswaps, certain opuon contracts and certain.
credit’ default-swaps. Tn“theicase of .more established derivative products, thic pricing inodels: used by the’
Company are widely accepted by the financial services industry.

b. Tr‘ansférs between Level 1 and Level 2 of the fair value hierarchy for financial asscts and
liabilitics.recogniscd at fair.value on a*recurring basis

Therfewvere ng’ matefial transfers between Level T.and Level 2 of the: fair valug hierarchy. during.the current
and'prior year.

17. .ASSETS‘ANDLIABIL’ITIES NOT MEASURED AT FFAIR VALUE

As disclosed in note 2 Statement of Compliance, the Company -is excmpt from’ certain disclosure
requirements of IFRS 13 “Fair:-value measurement’* 1o the exient that they apply to -asscts and liabilities
other than financial instruménts. As such the disclosuie included ‘in ‘this nole relates only fo financial
instruments.

For all financial. instruments nol measured ai; fair ‘value, ‘the: carrying *amount is considered to be -a
tcasonable approxinyationof fair value dueto the shoit’terin nature.of these-assets and liabilities.
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‘18: CAPITAL'MANAGEMENT

“The Morgan Stanicy Group manages ils capiial on’a global basis with consideration for its icgal catitics,
‘The capital managed by {he Morgan Stanley Group broadly includes ordinary share capital, preference.
.share:capital, subordinated loans and.reserves.

The. Morgan' Stanley (“roup s-requircd capital . (“Required Capital”) estimation is based on the Required
Capital Framework, an internal capital adequacy-measure: This framework is:a risk-based and leyerage use-
of-capital nieasure, -which is compared with the Morgan Stariley Group’s- regulatory capllal to.ensure-that
the Morgan Stanley Group maintains an amount -of gding concem capital after absorbing -potential losses:
from stress.cvents. where applicable,. at a point.in timé. The:Morgan Stanley. Group defines the:difference:
between its total average common cquity and the sum of the average common equity amounts allocated to
our business segments as. Parent ‘Company equity. The Morgan Stanley Group generally holds Parent
Company equity- for prospective regulatory: requirements;_organi¢ growth, acquisitions and other capital
needs.

The'Requiréd Capital Framework is cxpetted, tq evolve-over time in response.to changes in.the business
-and -regulatory enviroriment, for exaniplc, to- incorporaté changes: in stress testing or eihhancemenits in
modelling techniques. The Morgan Stanley Group will continue to evaluate the framework with respect 1o
the impact of future regulatory réquirements, as appropriate,

The-Morgan Stanley Group: actively manages its cofisolidated capital position ‘bascd upon,, aong other
things, business opportunifies, risks, capital availability -and rates of return’ togethu with” internal capilal
policies, regulafory requirements aid rating agency guidclines. In the fuiure, the.Morgan Stanley Group
may exparid of ‘contract its capital basg to address the changing needs of.its businesses,

The Morgan Staniey Group also aims to adequately. capitalise at'a legal entity level whilst safcguarding:that
‘entity’s ability to continue as a going concern and-ensuring that it meets all regulatory capital requirements;
so that it can continue to provide returns for the Morgan Stanley Group.

In order'to maintgin or adjust:the capital structure:as described above,.the Compariy-ihay adjust thie amouiit
of dividends paid, return capltal 1o shareholders; issue.new shares, scllasscts to reduce debt.

The. Company manages the following items as capital

2018 2017

$'000 $'000

Ordinary share.capital - -
Share: premium 15,000 15,000
Reserves 5,329 5,618
20,329 20,618
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19; .RELATED PARTY.DISCLOSURES

Pareit and subsidiary relationships.

Parent:and:ultimate controlling ‘enfily .

finpancial s&'ncments :can ’be :o'b(ainc& 'ffl‘o'm

y Company, Thc Comoratmn Trust Center, 1209 Olangu
‘States of Ameiica-and iy mcorporatc in‘the'state:of Delawarg in| the Uited
Copies; of its- financial ‘stitements: tcan be ‘oblained.
vestorrelations;,

Kcy man'\gemcnt compcnsatlon

Directors¥r cmuncratwn,

“Morgan:Stanley Group and as; such direclors’remuneration.is- $ml for:the current: year (2017 $ml)._
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