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EUROPEAN PRINCIPAL ASSETS LIMITED

STRATEGIC REPORT

The Directors present their Strategic report for Buropean Principal Assets Limited (the “Compary”) for the’
.year ended 31 December 2018.

PRINCIPAL ACTIVITY

The: principal activity of the Company is to engage in financing transactions. with ‘other Morgan. Stan]ey
Group undertakmgs There have not been any significant changes in the Company’s principal activity in,
the year under review arid no significant change in the Company’s principal activity’ is expected.

“The principal activity of the Company was prevxonsly the management of residential mortgage-backed
debt, however, in December 2016, the Company disposed of its loan notes to a third party and in January
2017 it disposed of its remaining held for trading assets.

“The Cormpany’s ultimate’ parent undertaking and controlling entity is Morgan Stanley, which, together with
‘the Compaay and Morgan Stanley’s other subsidiary undertakings, form the “Morgan Stanley Group”,

BUSINESS REVIEW

Overview of 2018

The Company's statement of comprehensive income for the year ended 31 December 2018 is set out on
page 8. The Company made a loss after tax for.the-financial year of €528,000 compared with €883,000 in
the prior year. Results in. the ‘prior year are impacted by the Company’s formier trading' activities, which
recognised 2 trading. income of. €173,000 and other’expenses of €703,000 during 2017. Excluding the
impact of its former trading activities, the’ Company generated post-tax losses of €528,000.in the current
year compared with.€353,000 in the prior year. Losses are primarily due to interest expense.on a loan
borrowing from another Morgan. Stanléy Group undertaking; which increased in the current year due to
higher average proxy rates in 2018,

The statement of financial position as ‘at 31. December. 2018 is set out on page 10. The Company is
reporting net assets. of €2,097,000 compared with net liabilities of €30, 375,000 as at 31 December 2017.
The Company received a capita) contribution of €33,000,000 from its immediate parent. ‘undertaking and
repaid its entire, loan:borrowings in December 2018. “Total liabilities have decreased by €31,604,000. to
€1,000 comprised, of other payables ‘whereas total ‘assets bave increased by €868,000 to €2,098,000
following the capital contribution-and recognition of 2018 losses.

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

“The risk management section below sets out the. Company's and the Morgan Stanley Group’s poﬁciés for
the management of liquidity and cash.flow tisk and other significant busigess risks.

Risk management

The Company leverages.-the risk'management policies and procedures of the Morgan Stanley Group: The
Company also manages the risk.of potential impact on its business'(including but not limited to the impact
of the United Kingdom's ("UK") decision to leave the European Union (the:"EU")) by maintdining a
constant planning dialogue with the wider Morgan Stanley Group. -

The Directors consider that.the Company’s key financial risks are credit risk, pnmanly its concentration of
exposure to other Morgan Stailey Group undertakings and liquidity - risk. arising primarily- through its
exposure 1o other Morgan Stanley Group. undertakings. presented within other receivables and. payables,
loans and advances:and debt and other borrowings. The Company-leverages the Morgan Stanley Group’s
credit and liquidity risk frameworks to identify ‘measure, monitor and control credit risk and to. ensure that
the Company has.access to-adequate funding.



EUROPEAN PRINCIPAL ASSETS LIMITED

STRATEGIC REPORT

BUSINESS REVIEW (CONTINUED)
‘Risk management (¢ontinued)

The Company also has some limited exposure to- market, operational and Jegal, regulatory and ¢ompliance,
‘risks.

Market risk.

Market risk refers to the.risk-that a.change i in- interest rates. or other market: factors, such as exchange rate
movements, will result i m losses..

Market risk managemeut poticies and procedures for the Company are consistent with those of the Morgan
Stm’dey Group and include escalation to appropriate senior management personnél,

Operational.risk

Operational risk refers to the risk: of loss, -or: of damage. to the Company’s reputation, resulting from
‘inadequate- or failed processes, from human. factors. or from extetnal events (e.g. fraiid, theft, légal .and
compliance risks, cyber-attacks or damage to physncal assets). Operational risk relates to the following risk.
-event categories ‘as defined by Basel Capital Standards: internal fraud; external fraud, employment practices
-and" workplace safety; clients, products .and- business practices; business disruption and system failure;,
damage to physical assets; and execution, delivery and process management. Legal, regulatory "and
' compliance risk is discussed below under “Legal, regulatory and:compliancerisk™.

Legal, regulatory and complumce risk

"Legal, regulatory and compliance risk includes the risk of material financial loss; including fines, penalties,
.judgements, damages and/ or settlements or Joss to feputation which,the Company may suffer as a result of
a failure to'comply with-laws, regulations, rules; related self-regulatory otganisation sfandards and codes of
conduct: applicable to our business activities. .

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

More detailed quahtatwe and quanutauve disclosures about the Company's 'management of and exposure.
to financial risks are included in note 16 to the financial statements.

Going concern

Retaining sufficient.liquidity and capital to withstand -market pressures remains central to ‘the Company’s
strategy. Additionally, the Company has access to further Morgan Stanley Group capital and liquidity.

Taking ‘the-above factors into. consideration, the: Directors believe it-is reasonable to, assume that the
-Company will hiave access to adequate. resources to continue i operaﬂonal existence for-the foreseeable
futire. Accordingly, they continue to adopt the going concern ‘basis in preparing the annual report and.
financial statements.

App_foved.'byfthc:Board and'signed on its behalf by R>'SIELL DAY

2.1 VEPTEMBLR 2014

‘Director



'‘EUROPEAN PRINCIPAL ASSETS LIMITED

DIRECTORS’ REPORT

The Directors present their report and financial stateraents (which comprise the:statement of .comprehensive
income, the statement.of changes in equity, the statement of financial position and the related notes, 1 to
18) for the Company for the.year ended 31 December 2018.

RESULTS AND DIVIDENDS
The loss for the year, after tax, was:€528,000 (2017: €883,000).
During the year,no dividends. were paid or proposed (2017: €xil).

‘RISK MANAGEMENT AND FUTURE DEVELOPMENTS

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

DIRECTORS

The followmg Directors held office: throughout-the year and to the date of nppmval of this: report (except
where otherwise- shown)

R Day

M J DeFilippo

N.P Whyte.

DIRECTORS’ AND OFFICERS?’ LIABILITY INSURANCE

Directors’ and Officers’ Liability Insurance is faken out by Morgan Stanley, the-Company's ultimate parent.
undentaking, 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
force during the year and up to and including the date of the Directors” report for thé benefit of the
Directors of the Company.

EVENTS AFTER THE REPORTING DATE
There have been no significant.events since the reporting date.

AUDITOR

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

Statement as fo disclosure of information to-the auditor

Each of the persons who are Diréctors of the Conipany at the dite ‘when this ‘report is approved -confirms
that:

e so. far. as-each of the Directors is.aware, there is no .relevant audit information (being information
' needed by the Company's auditor i connectlon with preparing their:report) of which the Company’s:
auditor is unaware; and

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

This confirmation is given and should be interpreted in accordance. with the provisions of Section 418 of
the Compames Act 2006,



EUROPEAN PRINCIPAL ASSETS LIMITED

DIRECTORS’ REPORT

DIRECTORS’ RESPONSIBILITIES STATEMENT

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

Company law'requires the Directors to prepare financial statements: for each financial year. Under that law:
the Directors have ‘elected’to -prepare the financial statements-in-accordance with UK Generally Accepted
-Accountmg_ Practice (UK. Accounting’ Standards and 'applicable -law), including Financial. Reporting,
“Standard (“FRS™) 10l Reduced.Disclosure Framework:(“FRS .101"). Under .company law. the Directors.
‘miust not approve the financial statements unless they are satisfied that they. give a'trie-and fair'view of the
state. of ‘affairs of the ‘Company and of the, profit or loss of the Company for that period. In prepacing these
financial statements, the Directors are required to:

select suitable. ac_:comgngpol;cws and then apply them consistently;.

make judgements and accounting estimates that are reasonable and prudent;

state whether applicable. UK Accounting Standards, including FRS'101, have been followed; and
‘prepare the. firiancial ‘statements on the. .going:concern basis unless it s inappropriate to presume
that the Company will continue in business:

The Directors-are responsible for keeping adequate accounting records that are sufficient to show dnd
explam the: Company’s transactions and disclose with reasonable accuracy at any. time the financial position
of the Company and ‘cnable them o ensure-that the financial statemerits comply with the Companies Act
2006.. They ar¢ also’ responsible for safeguardmg the .assets of the' Company- and hence for taking’
reasonable steps for the prevention and detection of fraud and other irregularities.-

Approved by the Board and signed on its behalf by Ruye LL. ™AY

LT SEATCAMTER 2019




INDEPENDENT' AUDITOR’S REPORT TO THE MEMBERS OF EUROPEAN
PRINCIPAL ASSETS LIMITED

‘Report on the audit of the financial statements
Opinion
In our opinion the financial statements of European Prinicipal Assets Limited (the “Company”):
» give:a true and 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 prepared in accordance with United Kingdom Generally Accepted Accounting

Practice; including Financial Reporting Standard 101 “Reduced Disclosure Framework”; and
o have beén prepared iri accordance with the requirements of the Companies Act 2006.

"We have audited the financial statements which comprise:

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

the statement of financial position; aid
the related notes 1 to 18.

“The financial reporting framework that has been applied in their preparation is applicable law-and United
Kingdom Accounting Standards, including Financial Reporting Standard 101 “Reduced Disclosure:
Framework* (United Kingdom Generally Accepted Accourting Practice).

Basis for. opinion

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

We are independent of the Company. inaccordance -with.-the: ethical requirements that are relevant to our
audit of the financial ‘statements in the UK, including the Financial Repomng Council’s (the “FRC’s”)
Ethical Standaid; and we bave fulfilled our other ethical rcsponSbelmes in -accordance with these
requirements. We believe that the audn evidence we-have oblained is sufficient and appropriate.to. provide
abasis for our opinion. :

Conclusions relating to going concern

We are required by ISAs (UK) to report in respect of the. following matters where:
o the Directors’ use of the going concern basis of accounting. in preparation of the financial
-statements is not appropriate; or
» ‘the. Directors have not disclosed in the financial statements any identified ‘material uncertainties
that may cast significant doubt about the Company s-ability to coatinue to adopt the going
concern basis of accounting for a penod of at least twelve months from the date when the
financial statements are authorised for issue.

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



JINDEPENDENT. AUDITOR’S REPORT TO THE MEMBERS OF EUROPEAN
PRINCIPAL ASSETS LIMITED (CONTINUED)

Other information

“The Directots are responsible for the other information. The other information. comprises the: information
included in the annual report, other than the’ financial statements -and our auditor’s report thereon. Our:
opinion on the financial statements does. not.cover the other information and, except to the extent otherwise
-explicitly stated in our report, we do not express-any-form of-assurance conclusion thereon.

In conpection with our audit:of the financial statements, our responsibility is to read the other: information
‘and, in doing so, consider whether- the other information is materially inconsistent with the. financial
istatements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If we
identify such material inconsistencies or apparent material misstatements, we are required to determine
whether there is a material misstatement in the financial statements or a material isstatement of the other
information. If, based on the work we have performed, we conclude that there is a material misstatement of
‘this other mformatxon, we are required 1o report that fact.

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

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

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

Auditor’s responsibilities for the audit of the financial statements

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

A further descnpuon of our responsibilities for the audit of the financial statements is Jocated on the FRC’s
website at: www.fic,org.uk/auditorsresponsibilities. This description forms part of our auditor's report.

Report-on other legal and regulatory requirements
Opinions on other ‘matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

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

o the Strategic Report.and the Directors’ Report have been prépared in accordance. wnth applicable
legal requirements.

In the light of the kaowledge and ‘\gnders{and_ing of the.Company and its environment obtained ia the course
of the audit, we have not identified any malerial misstatements ‘in the Strategic Report-or the Directors’
Report.



INDEPENDENT" AUDITOR’S 'REPORT TO ‘THE MEMBERS OF' EUROPEAN
PRINCIPAL-ASSETS' LIMITED (CONTINU}LD)

‘Matters on‘which we aterequired to r’epbct‘ by ¢xception

Under:the Companies -Act:2006. we arerequired to teport ‘in respegt of ‘the. followmg ‘matters; if, ‘il GOF
Opinion:

o adequate accounting:records have: not been: kcpt ‘OriTELTNS udeqtmte for our audlt have not.beeit
recéived:fionrbranches:not visited.by. us; or

o thefinancialistatementssarenotin agrecment: with the: accounting:records” drid- returns;or

e cerlain disclosures:of Directors” remuneration specified by la enot m'lde or.

o we.have notreceived.all the informationand gxplanations-we reguiie for our audlt

Wét’havemothmg to:report in'respect of these matters.
Use of:our-report.

This: report is mad :solely ‘to. the Company’simembers, as a. ‘body,/in accordancerwith’ Chapler 3 of Part: (6
of the :Companiés. Act:2006:.Our audit-work - has. been; ‘undertaken so that we mlght state:to the.Company’s
members those matter§ wclarc reqmred to st'lte toAthem in. an audltor S 1cpo:t and for 10; olher pur ose. 1o

Company the: Company s menibet's as:a body, for our audlt w01k for this’ report OF for the; opmnons we

have. formed

Paul Cowley, C.A. (Seior; Statutory. Auditor)
' halfof Deloitte LLP
Slatutoxy Auditor

Glasgow;.United: Kingdom

D2y SEremed 201




EUROPEAN PRINCIPAL-ASSETS LIMITED:

STATEMENT OF COMPREHENSIVE INCOME
Year:ended 31 Decembér 2018
Note 2018 2017
€000 €000

Interest inéome 4 9 8l
Titerest expenisc ' 4 @79); (@25).
Othek.incomic’ - .
Otier expense. (1 (s8) 32)

LA

LOSS'BEFORE TAXATION: T e®) . (883)

Income tax.expense; 70 -

LOSS:AND TOTAL COMPREHENSIVE INCOME FOR , ‘
THE YEAR v (528). .. (883)

.All operations were continuing in the curfent'and prior.yéar.

The notes on:pages 11:to:25 form'anintegral-part of the financial statements.



EUROPEAN PRINCIPAL ASSETS LIMITED:

STATEMENT OF CHANGES.IN EQUITY.
‘Yedr ended 31 Decemberi2018:

. Capital:
Share contribution’
capital ‘reserve:
€000 €000

Balance at 1. January:2017 182,484, 359,000
Loss and total comprehensive income for.the

Retained
‘Tosses
" €000

(570,976).

Total equity”
€'000.

(29492):
(883)-

year. _ - -
Balance at:31 December 2017 182,484 "359,000:
Capital; contribution = 33,000

Loss.and total comprehensivé income: for. the

(883)

(571.859)

(528)

(30375).

33,000:

(528):

‘Balsiice at:31 Deceniber 2018 182,484 392,000

(572387)

2,097

“The fiotes-on‘pages 11 to 25+ forinan integral part.of fhie:financial statéments..



EUROPEAN PRINCIPAL ASSETS LIMITED
Registered number; 05758075
STATEMENT OF FINANCIAL-POSITION
As:at:31 December.2018 .
‘Note. 2018: 2017

. €000, €000
ASSETS
Cash'and short-term deposits, 465 148
Loans'and advances 543 -
Other réceivables: 9, 1,090, 1082
‘TOTAL'ASSETS \ 2,098 1,230

'LIABILITIES AND EQUITY

Other payables: : 10 P 18
Debt and-other borrowings: : 1L 31,587
“TOTAL LIABILITIES: 31,605

=

"EQUITY, :

-Shage capital . 13 182,484 182,484
Capital contribition réserve. 13 392,000 359,000
Retained;losses. (572387 (571,859)
Equity-attributable to’owners of the Company 2,097° (30,375)

TOTALEQUITY 2007 T (30373)

‘TOTAL LIABILITIES AND EQUITY’ : A 2,098 1,230
These financial statements were approved by the:Board and authorised for.issue on 171, SE£ApeARes 2019,

Signed on bebalf of the Board
NN Qo LIECL DAY,

Director -

The niotes.on pages 11025 form an'integral part of the financial staiements.



EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

- CORPORATE INFORMATION

‘The Company is. incorporated and domiciled ‘in England: and Wales, United Kingdoin, at the following
registered address: .20 Bank Street, Canary Wharf, London, E14 4AD United Kingdom. The Company-is a
private company and is Jimited by shares. The registered. number.of the Company is 05758075.

The Company’s immediate parent undertaking-is Morgan Stanley International Holdings Inc., which has its
registered office c/o Thie Corporation Trust Company, Corporat:on Trust Center, 1209 Orange Street,
Wilmington, DE 19801, United States of America and is incorporated in.the state of Delaware, in the
‘United States of America.

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

2. BASIS OF PREPARATION

Statement of conipliance

These financial. statement are prepared in accordance: with UK Generally Accepted Accounting Practice
(UK Accounting Standards and applicable law), including FRS 101.

‘The Company meets the definition of a qualifying entity and is a Financial Institution. as defined in FRS
100 Application of Financial Reporting ‘Reguirements. The Company has taken advantage of the disclosure.
exemptxons avallabie under FRS 101 m relatlon to fau' value measurement (as apphcable to assets and
outstanding, presentation ofa cash-ﬂow statement‘ accounnng standards not yet effective and related pany
transactions.

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

New standards and interpretations adopted during the year

“The following standards and amendments.to- standards relevant to the Company’s operations were adopted’
during the year. Except where otherwise stated, these standards and amendments to standards did not have
a material impact on the Company’s financial statemeants.

IFRS 9 ‘Financial instrumenis’ (“IFRS 9") was issued by the IASB in November 2009, reissued in October
2010, amended in November 2013, and revised and reissued by the IASB in July 2014. It is effective for
annual periods beginning on or after | January 2018 and was endorsed by the.EU in November 2016.. The
Company has adopted IFRS 9 from I January 2018 with no restatement of comparative periods under the
transitional provisions of the Standard. However, the Company has updated ‘the presentation of its primary
statements on transition to IFRS 9 to provide more relevant information to users of the financial statements.
Impairment of financial assets is: based on expected credit losses (“ECL”) and the. effect. on opening;
reserves was €nil.

11



EUROPEAN PRINCIPAL ASSETS 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)

Amendments to FRS 100 and FRS 101 ‘Triennial review 2017 amendments’ were issued by the Financial
Reporting Council in December 2017 for application in accounting periods beginninig on'or after 1 January
2019. The Company Has eatly adopted all these-amendmenis from 1 January 2018,

There were no other standards, amendments to standards or interpretations relevant to the - Company's
operations which were.adopted during the year.

Basis of measurement

The financial statements of the Company are prepared under the historical cost basis; except for certain
financial ‘instruments that have been measured at fair: value-as explained in the accounting policies below;
and in accordance with applicable UK Accounting Standards, including FRS 101, and UK company law..

Critlcat; jixdgements in applying the.Company’s accounting’ policiés

No judgements have beén made in the process of applying the. Company's-accounting pollcws that. have
had a significant.effect on the amounts recogmsed in the financial statements.

The going concern assumption

The: Company's business activities;, together with the factors likely: to. affect iits' future development
performance and posmon are reflected in the- Busmess review- section of the Strategic report on pages'1 to
2..In addition, the notes to the financial statements include.the Company’s objectives;. policiés- and processes.
‘for managing its capital; its financial risk management objectives; details of its financial instruments; and its
exposures.to credif risk and liquidity risk

As set'out in the Strategic report, retaining sufficient liquidity and capital to withstand raarket pressures:
remains central to the Morgan Stanley ‘Group"s and the Company’s strategy.

Taking: the. above: factors -into constderanon, the Difectors: beheve it-is reasonable to dssume that the
Company ‘will have access to adequaie. resources to continue in operauonal existence for the: foreseeable
future. Accordingly, they continiie to. adopt ‘the going: concern basis in preparing the annual report and
financial statements:.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Functional currency
Items included in'the financial statements are measured:and.prcsentqd in Euro, the currency of the-primary
economic-environment in which the Company operates.

All curréncy -amoints in the financial statements and Strategic and Directors’ reports are rounded to the
nearest thousaad Euro.

b. Foreign currencies

All monetary assets and liabilities denominated in.currencies other than Euro-are translated into.Euro at-the
rates ruling at the reporting date. Transactions denominated.in curfencies other than Euro are recorded at
the rates. prevailing at the ‘dates’ of the-transactions. All translation differences are taken thirough the
statement of comprehensive income, Exchange differences recognised:in the statement of comprehensive
iricomeé are présented in"*Other incomé’ or ‘Other expense’, except where:noted in 3(c) below.

12



EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. ‘SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

[ Financial instruments
i) Financial instruments mandatorily at fair value through profit and Toss
Trading finarcial instraments (applicable prior to 1.January 2018)

Trading financial instruments. incfude government debt securities and loan notes, where the. Company
acquires the financial ‘asset for the purpose of selling in the near térmi or is part of a portfolio: for which
there is evidenée of short term_proﬁ{ taking.

With:the exception of loans, trading-financial instruments, are initially recorded on trade date at fair value
(see note. 3(d)- below).. All subsequent changes in fair value, foreign exchange differences, unrealised
interest-and dividends are reflected in the statement of comprehensive income in ‘Net trading income’.

For loans classified as trading, from the date a Joan’s terms aré agreed (trade date),-untit the loan is funded
(settlement date), thie Company’ recognises any unrealised fair value changes in‘the loan as trading financial
instruments. On settlement date, the fair “value of. consideration given is recognised.asa trading’ financial
asset.

{i) Financial assets and financial Habilities at'amortised cost

Financial assets and liabilities-at amortised cost primarily- compnse of loans and advances/ debt and ‘other:
borrowings and other réceivables/ payables.

Loauns: and ‘advances/ debt and other borrowings and other receivables/ payables are recognised when 'the
Conipany. becomes a ‘party to: the contractual provisions of the instrument: and are initially: measured at fair:
value and. subsequently measured at amortised cost (less allowance for 1mpnm'ncnt on financial assets).
‘Interest is recognised in the statement of comprehensive income using the effective interest riate (“EIR”)
methiod.

The Company- derecognises a financial assét' when the contractual rights'to the cash flows from the. asset
expire, or when it transfers: the financial asset and. substantially all.the risk aud rewards of ownership of the.
asset. The- Company derecognises fi f nancial liabilities .when the Company's obligations aré discharged,
cancelled or they expire.,

d. Fair valoe

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

Fair value is a market-based measure considered from the perspectivé of a market participant rather than an.
entity-specific- measure. Therefore, even when.market assumptions.are not readily available, assumptions.
are. set 1o reflect those that the Company’ believes market participants would usé in' pricing the asset or
liability at the measurement date ‘

In determmmg fair value, the Company uses various valuation approaches and establishes a hierarchy for
inputs-used in measuring fair value that maxirmises the use of relevant observable. inputs and minimises the.
‘use of unabservable inputs by requmng that the most observable inputs be used when available. Observable
‘inputs-are inputs that market pamcxpams would use in pricing the-asset or liability that were developed
based on.marketdata obtained froma sources independent of the Company. Unobservable. 1nputs are inputs
that reflect assumptions ‘the Company believes other market participants would use in pricing the asset or
liability, that are developed based on the best information available in the circumstances.

13



EUROPEAN PRINCIPAL ASSETS LIVITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 Decemiber 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)'

d. Fair value (éonﬁnueii)
Fair valite measurement (continued)

The hxerarchy is' broken down into three levels based on. the observability of i mputs as follows, with. Level 1
being the highest and level 3 being the lowest fevel:

.o~ Level't:- Quoted prices (unadjusted) in-an active market for identical assets or liabilities.

Valuations based on quoted prices in active matkets that the Morgan Stanley Group has the
.ability to access for identical assets.or liabilities. Valuation adjustments and block discounts are
.ot applied to Level.1 instruments. Since-valuations-are based on.quoted. prices that are. readily
-and’ regularly available :in; an. active market, valuation of these products does not entaif a.
-Significant degree of judgement.- .

s Level 2 — Valuation-techniques using observable-inputs-

“Valuations based, on one.or_more quoted: prices in markets that are not active or. for -which all
significant inputs are observable, either directly or indirectly.

‘¢ Level3 — Valuatiori techniques with significant unobservable inputs

Valuations based -on ‘inputs, that are -unobservable: and sngmﬁcant to ‘the overall fair value
measurement:

‘Valuation technigues:

Many cash. instruments have bid and ask prices that can be observed-in the marketplace. Bid prices reflect
the highest price that a party is willing to pay for an asset. Ask prices represent the lowest price that a party
is willing to accept for an asset: The Company carries positions at the point:within the bid-ask range that
meets its best estimate of fair value.

Fair:value for many financial instruments is derived using’ pncmg models. Pricing models take into account
the contract terms, as. well as multiple inputs including, 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 rates.

Valuation process

Valuation Control (*VC”) within the Financial Control Group (“FCG™) is responsible for the Company’s
‘fair value valuation policies, processes and procedures. ' VC iy independent of the business units and reports
to the-Chief Financial Officer of the Morgas Stanley Group (“CFO®), who, has final authority over the
‘valuation of the Company's financial’instruments. VC: implements valuation control processes designed to
vahdate the fair value of the Company 's financial -instruments: measured at fair value including those.
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3, SUMMA_R_Y OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

e.. Modification and derecognition of financial assets and liabilifies

Thg Company derecogriises a financial asset’ whei the contractual righits to the cash flows from the asset
expire, or-when it transfers the'financial asset and substantially all the risk and rewards of:ownership of the
asset:

If the asset has been transferred, and the Company neither transfers nor retains substantially all of the risks,
anid rewards of the-asset, then the Company determines whether it has retained control of the asset.

If the:Comiparniy has retained 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 Company has not retained contsol of the

asset, it derecognises the asset-and separately recognises any nghts or-obligation:created or retained in:the
transfer..

The Company derecognises financial liabilities when the Company's obligations- are discharged or
cancelled or-when they expire.

£. Linpaiciment of financial Instruments

From 1 January. 2018, the Company recognises loss: stlowances for expected credit losses (“ECL”) for its
financial assets classified at amortised cost. ECLs are the-present value of cash shortfalls over the expected
life- of the financial instrumerit, discounted at the asset’s EIR. ECL is: recogmsed in the statement, of
comprehensive’ income. within *Net impairment: loss on financial instruments’ and is reflected against the
carrying amount of the impaired asseton the statement of financial position-as an'BCL allowance: Until 31.
December 2017, impairment losses on financial assets’ were measured as the ‘difference between the
carrying amount and the present value of estimated cash flows discounted at the asset’s original EIR.

g. Cash and cash equivalents

Cash and cash equivalents comprise: cash and demand deposits with banks, along. with ‘highly liquid
investments, with original maturities of three months or:less, that are readlly convertible to knon amounts
of cash and subject to insignificant risk of chiange in value:.

h, Income, tax
The tax expense represcnts the sum of the tax currently payable.

The tax currently payable is calculated based on taxable profit for the year. Taxable profit may differ from
loss before: taxation as reported it the statément of comprehensive. income because it excludes items of
income or expense that are taxable or deductible.in other years and it further excludes items that are never
taxable or deductible. The Company’s liability for-current: tax is calculated using tax rates that have been
enacted or substantively enacted by the reporting date. Current tax is charged or credited in the income
staterent, except when it relates to items ‘charged or credited directly to other comprehensive income or
equity, in which case the current tax is. also recorded within other comprehensive income or equity
respectively,

Current tax assets are offset against current tax liabilities when there is a legally enforceable right to set off
‘current tax assets against-current tax liabilities and the Company intends to settle its current tax-assets and
current tax liabilities on a net basis or to-realise the asset and settle the liability simultaneously,

i. Offsetting of financial assets and financial liabilities

‘Where there is a“currently legaily enforceable right-to set off the recogmsed amounts and an intention to
either. settle on_a net basis or to realise: the asset and the. liability simultaneously, financial assets -and
- financial Habilities. are offset and the net amount is presented on the: statement of financial position, In the.
absence- of such’ conditions, firiancial assets and financial ligbilities are presented on a gross basis:
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'EUROPEAN PRINCIPAL ASSETS LIMITED

‘NOTES'TO THE FlNANCIAL STATEMENTS
"Year ended 31 Décember 2018

4, 'INTEREST.INCOME AND INTEREST-EXPENSE:

"Intemst moome and 'Interest expense’ represent {otal inferest income .and fotdl intcrest .cxpénsé-for

financial.assets and financial: liabilities that are not carried at fajr valie.

S OTHERINCOME

‘Net foreign exchange gams
Other.

‘6. OTHER EXPENSE

Auditor's remuneration:
Fees.payable t6.the Company’s auditor for the:audit: of
the Company’s:ansiual financial statements:
Net foreign exchange losses
Other

The Company employed no:staff during the year. (2Q}J:,-nii),

2018 2017
€000, €'000
- 4%
5

B 20
2018. ‘2017
€000 €000
- 16

58: -

- 716
58 _ 732.

‘Audit fees of €15,000 have been'borne by another Morgan Staiiley Group undertaking in Current year:

The. Company s three Directors {in the year-are employed by-other Morgan Stanley 'Group ‘entities. “The
Directors’ services:to the:Company ‘are considered to’be mc1dental to-theit-other rcsponsxbxlmes within the

.Morgan Stanley Group: and asisuch; Du'ectors ‘remitneration js €nil:for {he current:year (2017: €nil).

In the prior year, otber expenses included a-write=off of €703,000"in- respect, of amouits receivable deemed .

umecoverable
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINAN! CIAL STATEMENTS
Year: ended 31 Decembe, \2018

7.  {INCOME TAX-EXPENSE:
Analysis of éxperise in‘the year

‘Cu rrent’ iax expense.

# Current yca:

Income tax expense

2018
€000

12017

-€'000:

Finarice (No:2). Act 2015 eiiacted.a. reductxon in. the, UK corporatxon ‘tax:rateito. 19% :with . effect from 1
Apnl 2017, ‘Finance-Act:2016 enacted a. furlher reduction:in’the UK ‘corporation tax rate:to 17%, wnh effect

from I; Apnl 2020 which. may- nmpact the currentitax charge in-future; periods.

Reconcilistion’of effective tax rate

‘The,current year income fax expense; s higher (2017:higher):than that.resulting from: applying the:average
‘Standdrd rate;of ¢cofporation tax in the.UK fof the: year of 19.00% (2017:719.25%). Thé mdin’differences dre

-cxplamed below:

‘Loss before taxation

‘Income tax using the.average standard rate'of ‘corporation tax
ifi‘the UK of '19:00% (2017: 19:25%)

‘Impact on tax-of:
‘Expenses not deductible for.tax: purposes
Group relief surrendered for no.cash consideration

“Total Incomme:tax expense in“the statement of-.comprehensive
income

8 LOANSAND ADVANCES

Amounts:due from.anothier Morgan Stanley Group undertaking:

543

2018 2017
€000 €'000
_(528), .. (883)
(100): 170y
144

100 26
2018 2017
€000 £000
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES:TO THE FINANCIAL STATEMENTS.
‘Yearended 31 December 2018

9. OTHER RECEIVABLES:

Other amoums recexvable

10: OTHER PAYABLES'

Amounts dut to,othér Morgan Stanley Group, undeitakings

11.. DEBT: AND OTHER BORROWINGS'

“Amounts due to:another Morgan Staley Group undertaking

12, PROVISIONS:

At I-January 2017
Provisions utilised

‘At31'December:2017
‘Provisions balance’ds at.31 December2018;is €nil.

{I;it'igaiion matters:

2018 2007
€'000 £000.
1,006 998
84 .. .. 84,
1,090 1,082
2018 2017.
€600 €000
1., 18
2018 2017
€000 €000
- 31,587
Litigation

€000

1,487

(1,487)

:0n’31 December. 2013, the Company disposed.of-its investment in Fonspa. Theé-Company" has recc:vedi

“from the purchasers.of Fonspa |

e of-a number* of ‘potential clmms for: breaches of" warranty under the;

;relevant share"purchase agreement in ‘relation; to-customer claims ansmg from. Fonspa’s lending activities..
“The final' date’for:receipt:of. warranty. claims in, relation to the-sale of Fonspa was 3} October 2015. In’
‘Noyember'2017-the Company settled this. dxspute in line-with the amount.provided at: 31 December 2016
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Year-ended 31 December 2018
3. EQUITY
.Ordinary :Ordinary- ‘Ordinary  Ordinary Total
shares.of €1 shares:of €1 sharesof $1 shares of $1 ordinary.
‘each each: each ‘each shares:
‘Number €'000. Number €000 €'000
-Allotted and fully paid
At'1 January 2018:and 31 . ) . . o )
"December 2018 36,958,577 .. . 36,959 193,000,000 145,525 .. 182,484 .

(Al ordirary shares are recorded at the ratés of exchange ruling ‘at'the date the shares were. paid up.
‘Reserves

Capital contribirtior reserve

On 12 December 2018 the: Company recewed a further capnal contrlbutton of €33 000 000 from 1ts

:reserve “to €392,000, 000 (2017 659 000 000)

14, EXPECTED MATURITY.OF ASSETS.AND LIABILITIES -

The table below.shiows:an analysis of assets'and liabilities anaiysed according to- when they: are‘expected {o:
‘be'recovered, realised or'settled.

At 31 December 2018 Less‘than
or equal to More than’
‘twelve twelve
‘months ©  months “Total,
€000 €000 €000
Cash.and:short-term deposits- 465, - 465
‘Loans'and teceivables - 543 :543
Othef receivables. 1,090 - 1,090°
' 1,555 543 2,098
LIABILITIES .
Other payables 1 - L
. B 1 - 1
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINAN CIAL STATEMENTS
Year ended 31 December 2018

14 EXPECTED MATURITY OF ASSETS AND LIABILITIES (CONTINUED)

At 31 December 2017 Less than

‘or eqpal to’ More than
twelve twelve

months- months Total -
-€'000; €'000 €'000.
ASSETS
Cash and short:term deposits 148 - 148
Other receivables .. _ 1,082 - 1,082
1,230 _ - 1,230
LIABILITIES.
Other payables 18, - 18
Debt.and other borrowings - 31587 31,587

18 31,587 31,605

1s. SEGMENT REPORTING

The Company: has -only one class of business-as described in ‘the. Strategic Report and operates in one
geographiic market, Eutope, Middle East and Africa ("EMEA”").

16  FINANCIAL RISK MANAGEMENT
Risk,niauagement,procedunes

Risk:is.an inherent pari of the Comipany's business activify. The Company:seeks to identify, assess, monitor
and-manage each of the various types of risk-involved in its businéss activities in‘accordance. with defined.
policies and procedures: The-Company has'developed its own risk management policy.framework, which is
consistent with’ and levérages. the, risk management policies and procedures of the Morgan:Stanley Group
and. which include escalation to appropriate senior management-personnel of the Company.

Risks faced by the Company resulting from its financing activities are set out below.
Credit risk.

Credit risk refers to the risk of loss arising when a borrower, courterparty or. issuer does not meet its
financial obligations to the: Company. The Company primarily-incurs ¢redit risk exposure to inStitutions
through.its Institutional Securities.business segment,

Crédit risk management

Credit risk .exposure is managed on. a global basis and. in consideration of ezch significant legal entity
within, the Morgan- Stanley Group. The credit risk management -policies and procedures .establish  the
framework for. identifying, meaguring, monitoring and ‘controlling credit risk whilst ensuring transparency
of material credit risks, compliance with established limits and escalating risk concentrations to appropriate
senior management.
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

16. FINANCIAL RISK MANAGEMENT (CONTINUED),

-Credit risk management (contii;ued)

The Company enters; into the majority of its financial asset.transactions with other Morgan Stanley Group
tindertakings, and both the Company and the other. .Morgan Stanley Group undertakings are wholly-owned
subsidiaries of the same ultimate-parent ‘entity, Morgan Sumley As a result of the implicit support that
‘would be. provided by:Morgan Stanley; the Company-is considered exposed ‘to the credit risk of Morgan
-Stanley, excépt where:the Company transacts with other Morgan Stanley- Group undertakings that.have-a
higher credit rating to that of Morgan Stanley.

Exposure to credit risk

The maximum exposure to credit.risk (“gross credit exposure’) of the Company as ‘at 31 December 2018 is-
disclosed below; based on the carrying amounts'of the financial assets the Company believes.are subject to
credit risk. Within:the table. financial instruments subject to- accounting ECL.are distinguished from those-
that are not.

The Company does.not have any significant exposure arising from items not recognised on the statement of -
financial position..

The.Company does not hold financial assets considered to be credit-impaired:
‘Exposure to credit risk by class:

Gross credit exposure
2018. 2017
€000 €000
Subject to ECL:
Cash and short-term deposits . 465 148
Loans and -advances: - 543 -
Other receivables 1,090 1,082,
2,098 1,230

(1) The canying amount recognised in the statement of financial position best.represents the Company’s maximum' cxposure 10
credit risk.

“The Company has not entered into any credit enhancements therefore gross credit exposure reflected in the-
above table isalso the fet credit exposure.
Expected credit loss measurement

At 31. December- 2018, the Company has determined :that the ECL for its financial instruments is not
material, reflecting their short term nature and/ or the benefit of other credit mitigants.

Exposure to credit ris'kfby ‘internal rating grades

Intemal credit ratings-are derived using ‘methodologies. generally consistent with those used by external
agencies. -

The following table:provides: an analysis of the credit risk exposure of financial instrument subjectto. ECL,
based on the following internal credit rating grades:

Investment grade: internal grades AAA — BBB

Non-investineritgrade: internal grades BB~ CCC
Default: internal grades D
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EUROPEAN PRINCIPAL ASSETS LIMITED

‘NOTES TO THEFINAN CIAL STATEMENTS
Year ended 31 December 2018

16.  FINANCIAL RISK MANAGEMENT (CONTINUED)

Exposure to credit risk by internal rating grades (continued)

31 December2018
) €000
Cash and short-term deposits:,
Credit grade
Investment grade 352
-Non-investment grade .. 113
' 465
Loans and advances:
Credit grade
Investment grade 543
) 543
Other receivables:.
‘Credit grade
Investment grade : 1,006
“Unrated ) 84,
' 1,090
Gross.carrying amount : 2,098
‘Liquidity risk:

"Liquidity risk refers to the risk that the Company will'be unable to finance its operatmns in a timely'manner
due-to difficulty in liquidating its' assets. quuldlty risk” encompasses the Compnny s ability-(or-perceived
:abmty) to meet its financial obligations  without -experiencing. s1gmﬁcant business disruption, or
‘reputational damiage that may threaten .the Company’s viability as a going concem. Liquidity- risk also.

-encompasses. the associated funding risks triggered by the market or-idiosyncratic stress events that may *'

negatively affect the Company’s liquidity.

The’ Morgan Stanley Group’ 's Liquidity Risk Management Eramework is-critical to. helping ensure that the.
Company maintains sufficient liquidity reserves and durable funding ‘sources to meet its daily obhgatwns
and to withstand upanticipated. stress events,

The primary. goal of the Company’s liquidity risk and funding management framewaork is to ensure.that the
Company has access to adequate funding across.a wide range of market conditions and time horizons. The
framework is designed to enable the Company to fulfil its financial obligations and support the execution of -
its business strategies.

The Required Liquidity: Framework establishe$ the amount of lxqu:dlty the Morgan Stanley Group -must
liold in both normal and stressed environments to ensure that its financial condition and overall soundness
‘is not'adversély ‘affected by-an inability (or perceived inability) to meet ifs financial obligations in a timely
manner.
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

16. FINANCIAL RISK-MANAGEMENT (CONTINUED)
Liquidity. risk (continued)

The Morgan Stanley Group-uses Liquidity Stress Tests to model external and mtcrcompany flows across
‘multiple. scenarios -and a. range of time hofizons. These scenarios contdin various combinations: of
xdxosyncrahc and Ssystemic stress .events of different scverity and duration. The me(hodology,
implementation, production and aaalysis of -the Company's Liquidity Stréss Tests ‘aré important
components of the Required Liquidity Framework.

The Company.is not considered a major operating subsidiary for the purposes of liquidity risk. However,
the Company would have access to. cash or liquidity. reserves held by Morgan Stariley in the unlikely-event
they were unable to access adequate financing, to service their financial liabilities when they become:
payable..

Balance sheet management

In managing both the Morgan Stanley Group's and the Company’s funding risk the. composition and size of
the entire balance sheet, not just.financial habxlmes. is monitored and evaluated.-The liquid-nature of . the:
marketable securities ahd short-term receivables arising principally from sales and trading activities. in
Institutional Securities business provides the Morgan Stanley Group and the Company with flexibility in
managing the size of its balance sheet..

‘Maturity analysis.

In ‘the-following maturity analysis of financml assets and financial. liabilitics, all -amounts .represent
undiscounted cash_flows reccivable. and: payable by the. Company arising from its ﬂnancnal assets and
financial liabilities to earliest contractual -maturities as at 31 December 2018 and 31 December 2017.

Recelpts of financial assets and repayments of finaricial liabilities that are subject to immediate notice are
treated as if notice were given-immediately and are classified as on demand, This presentation is considered
by the Company to appropnately reflect the liquidity risk arising from these financial assets and financial
liabilities,. presénted in a way ‘that is consistent 'with How the- hquxdlty risk’ on these finanéial assets and,
financial liabilities is- managed by the Company.

.Equal to or

more than

1 year but

less than
On demand 5 years Total
31 December 2018 €000 €'000 €'000
‘Financisl assets , .
Cashrand short-term deposits 465 - 465
Loans and receivables - 543 543
Other receivables. 1,090 - - 1,090
“Total financial assets 1,555 543 2,098

Financial labilities .
Other payables . . 1. - . 1
Total financial liabilities. ’ 1 ' - 1
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year-ended 31’ December2018

16.  FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)
Equal to or
-more’than
1 year but
less than
A On demand 5 years “Total
‘31 December2017 ‘€000 €'000 €000
‘Financial assets-
Cash and short-term deposnts; 148 - 148
Other receivables 1,082 - 1,082
Total financial assets: 1,230 1,230.
Financial. liabilities . .
Other-payables: 18, 31,587 31,605 .
“Total financial liabilities . 18 31,587 31,605

Market risk

Market risk.is defined by JFRS 7! Fmancial instrumenis— Disclosures' (“IFRS 7”).as the risk;that the fair value
‘ot future cash flows of a financial instrument will fluctuate because of cha.ngcs in: market prices.

“The Company:is primarily exposed to interest rate-risk and currency risk-under this definition.
Inferest rate risk

Interest rate risk is defined by TFRS 7 as the risk that the fair value or future cash’ flows of a financial instrument:
-will fluctuate because of changes in market interest rates; The Company is primarily.exposed tb interest rate nsk,z
‘under this definition as a result of. changes in’the future.cash flows:of ﬂoahng rate intercompany’ borrowmg As
-at 31 December 2018 'and 31. December 2017, ‘the interest tate risk-drising from changes ‘in rates.is not.
considered matenal

Currency risk’

‘The Company- has’ forcign“currency cxposurce on us assets and labilities in cum:ncu:s ‘other than thé Euro, whlch;
flt actively manages by hedging: with' other Morgan. Stanley Group undertakings. As.at.31 December 2018 andl
.31 Decembér 2017, the residual currency risk is not consxdcrod material..
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EUROPEAN PRINCIPAL ASSETS LIMITED

NOTES TO‘THE FINANCIAL STATEMENTS
Year ended 31 December 2018

17. ASSETS AND LIABILITIES NOT MEASURED AT FAIR VALUE.

For all financial instruments not measured at fair value, the carrying amount is ‘considered to ‘be a
reasonable approximation of fair value due'to the short-term nature of these assets and liabilities.

18. CAPITAL MANAGEMENT

The Morgan Stanley Group manages its capital on"a.global basis with-consideration for its legal entities.
The: capital . managed by the. Morgan Stanley. Group broadly includes. ordinary" share capital, preferesice-
‘share capital, subordinated loans and reserves.

‘The Morgan Stanley Group’s. required capital (“Required Capital”) estimation is based on the Required.
Capital Framework, an internal capital adequacy measure. This framework is a risk-based and. leverage use-
‘of-capital measire, which is. .compared with the Morgan Staniey Group's teguldtofy capital to ensure that-
‘the’ Morgan Stanley Group maintains-an amourit .of: going-concern capital after absorbing potential losses
from stress events where applicable, at'a point in time. The. Morgan Stanley Group defines the difference
“between its.total average common equity and the sum of the.averagé common equity-amounts allocated: to
our business ‘segments as Pacent Company cquity: ‘The Morgan Stanley ‘Group generaily holds. Parent
-common equity for. prospective regulatory requirements, organic growth, acquisitions and other capital
needs.

The Requued Capital Framework is expected to evolve over time in” response to’ changes in the business
and regulatory environment, for. example, to incorporate ‘clianges ‘in stress' testing or” enhancements, in
modelling techniques: The Morgan Stanléy Group ‘will continue to evaluate the. framework with respect to
the impact of future regulatory requirements, as appropriate.

The Morgan Stanley Group. actively manages its consolidated c'apital‘position based upon, among other
things, business opportunities, risks, capital availability and rates. of return together with internal capital
policies, regulatory requirements and rating agency guidelines and, therefore, in the future may expand or
contract-its.capital base to address the changing needs of its businesses.

The Morgan Stanley Group also aims to adequately capltallse at-alegal entity Jével. whilst safeguarding that
entity’s ‘ability to continue as a-going concern'and ensuring: that it meets all; regulatory capltal requirements,
50 that it can.continue to provide réturus for the Morgan Stanley Group., :

In order to maintain or adjust the capital structure.as described. above, the Company may adjust the amount,
of dividends paid, return capital to shareholders, issue new-shares, or sell assets to reduce debt..

The Company manages the following items as: capital:-

2018, 2017
€000, €000
Ordinary shire capitsl 182,484 182,484
Reserves (180,387) . (212,859)
2,097 (30,375)




