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MORGAN STANLEY GAMMA INVESTMENTS

STRATEGIC REPORT

The Directors prescnt their Strategic report for Morgan Stanley Gamma Investments (the “Company™) for
the ycar ended 31 December 2019.

PRINCIPAL ACTIVITY

The principal activity of the Company is to enter into financing transaclions and investments, and its main
transaction is a financing arrangemcent with a third party which is scheduled to gencrate income until 2033.

The Company’s ultimate parent undertaking and controlling cntity is Morgan Stanley, which, together with
the Company and Morgan Stanley’s other subsidiary undertakings, form the “Morgan Stanley Group”. The
Company’s immediate controlling undertaking is MS Lion LLC.

There have not been any significant changes in thc Company’s principal activity in the year under review
and no significant change in the Company’s principal activity is expected.

BUSINESS REVIEW
Overview of 2019

The Company’s statcment of comprehensive income is set out on page 10. The Company made a profit
afler tax, ol £417,000, compared to a profit after tax, in the prior year of £510,000. The decrease in profit
afler tax is primarily attributable to a decrease in net interest income of £39,000 refating to bafances to and
from exicrnal partics and other Morgan Stanley group undecsiakings and a nct loss on investment in
subsidiary in the current year of £52,000.

The Company’s statement of financial position is sct out on page 12. Total asscts at the end of the year
were £219,040,000, a decrease of £8,813,000 from the prior ycar. The decreasc in total assets is primarily
due to a decrcase in financial assets due from external counterpartics and other Morgan Stanlcy Group
undertakings of £8,975,000 and impairment in invesiments in subsidiarics of £52,000. Total liabilities at the
end of the year were £189,830,000, a decrcasc of £9,230,000 from its prior year. The decrcasc in total
liabilitics is primarily due to a decrease in amounts due to external counterpasties and other Morgan Stanlcy
group undertakings of £7,027,000 and a decrease in current tax liabilities of £2,204,000.

The performance of the Company is included in the results of thc Morgan Stanley Group. Thc Company’s
Dircctors belicve that providing further performance indicators for the Company itsclf would not enhance
an understanding of the development, 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 policies for
the managcment of liquidity and cash flow risk and other significant busincss risks.

Emergence of COVID-19

The coronavirus disease (COVID-19) pandcmic has, and wilt likely continue to, severely impact global
economic conditions, resulting in substantial volatility in the global financial markets, increased
uncmployment, and operational challenges such as the temporary closure of businesses, shellering-in-place
directives and increased remote work protocols. Governments and central banks around the world have
reacicd to the cconomic crisis caused by the pandemic by implementing stimulus and liquidity programs
and cutling interest rates, though it is unclear whether these or future actions will be successful in
countering the economic disruption. If the pandemicis prolonged or the actions of governments and centrai
banks are unsuccessful, the adverse impact on the global economy will deepen, and the future results of
operations and financial condition of Morgan Stanlcy will be adversely alfected.
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MORGAN STANLEY GAMMA INVESTMENTS

STRATEGIC REPORT

BUSINESS REVIEW (CONTINUED)
Emergence of COVID-19 (continued)

Since the emcergence of the pandemic each business scgment of Morgan Stanley and the business of the
Company has becn impacted and such impact will likely be greater in the future if conditions persist (e.g.,
decline and volatility of asset prices, reduction in intcrest rates, widcning of credit spreads, credit
deterioration, market volatility and reduced investment banking advisory activity). Operationally, although
Morgan Stanley have initiatcd a work remotely protocol and restricted business travel and have not
cxperienced any significant loss of operational capability, if significant portions of Morgan Stanley’s
workforce, including key personnel, are unable to work effectively because of illness, government actions,
or other restrictions in connection with the pandemic, the business impact of the pandemic could be
exacerbated.

While the emergence of the COVID-19 (coronavirus) pandemic has negatively impacted the results of
Morgan Stanlcy, the extent to which it, and the related global economic crisis, affects the businesscs, the
resuits of operations and financial condition, as well as the regulatory capital and liquidity ratios of Morgan
Stanley, will depend on future devclopments that arc highly uncertain and cannot be predicted, including
the scope and duration of the pandemic and any recovery period, future actions taken by governmental
authoritics, central banks and other third parties in response to the pandemic, and the effects on our
customers, counterpartics, cmployces and third-party service providers. Morgan Stanley and the Company
continue to usc their Risk Management framework, including Stress testing, to understand the attendant
uncertaintics and their potential impact on our operations, liquidity and capital. Morgan Stanley is
maintaining an active dialogue with all its relevant global regulators during this period.

Risk management

Risk is an inherent part of the Company’s business activity. The Company sceks to identify, assess, monitor
and manage cach of the various types of risk involved in its business activities, in accordance with defined
policics and procedures. The Company has developed its own risk management policy framework, which
leverages the risk management policies and procedures of the Morgan Stanlcy Group. The risk
managemcent policy framcwork includes escalation to appropriate senior management of the Company.

Sel out below is an overview of the Company’s policies for thc management ol financial risk and other
significant business risks. More detailed qualitative and quantilative disclosures about the Company’s
management of and exposure to financial risks arc included in note 19 to the financial statements.

Market risk

Market risk rcfers to the risk that a change in the level of one or more market prices, rates, indices, implied
volatilities, correlations or other market factors, such as market liquidity, will resuft in fosses for a position
or portfolio.

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

Sound market risk management is an integral part of the Company’s culturc. The Company is responsible
for ensuring that market risk exposurcs arc well-managed and monitored. The Company also ensures
transparency of material market risks, monitors compliance with established limits, and escalates risk
concentrations to appropriatc senior management.

Market risk management policics and procedures for the Company are consistent with those of the Morgan
Staniey Group and include escafation to thc appropriatc senior management personnel.

Credit risk

Credit risk refers to the risk of loss arising when a borrower, counterparty or issuer docs not meel its
financial obligations to the Company.
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MORGAN STANLEY GAMMA INVESTMENTS

STRATEGIC REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)

Credit risk (continued)

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

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

Liquidity risk

Liquidity risk refers to the risk that the Company will be unable to {inance its operations duc to a loss of
access lo the capital markets or difficulty in liquidating its asscts. Liquidity risk encompasses the
Company’s ability (or perceived ability) to meet its financial obligations without experiencing significant
business disruption or reputational damage that may threalen its viability as a going concern as well as
associated funding risks triggered by the market or idiosyncratic stress cvents that may causc uncxpected
changes in funding nceds or an inability to raisc new funding. Generally, the Company incurs liquidity and
funding risk as a result of its trading, investing and client facilitation activities.

The primary goal of the Morgan Stanley Group’s liquidity risk management framework is to ensure that the
Morgan Stanlcy Group, including the Company, has access to adequatc funding across a wide range of
market conditions and time horizons. The framework is designed to enable the Morgan Stanley Group to
fulfil its financial obligations and suppori the execution of the Company’s business stratcgies. The
framework is further described in note 19.

The Company continues to actively manage its capital and liquidity position o cnsure adequate rcsources
are availablc o support its activitics, to enable it to withstand markct stresses.

Operational risk

Operational risk refers to the risk of loss, or of damage to the Company’s rcputation, resulting from
inadequate or failed processes, from human factors or from external events (e.g. fraud, thefl, legal and
compliance risks, cyber-attacks or damage (o phystcal assets). Operational risk relates to the foltowing 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, rcgulatory and
compliance risk is discussed below under “Legal, regulatory and compliance risk™.

Legal, regulatory and compliance risk

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

The Company, principally through thc Morgan Stanley Group’s Legal and Compliance Division, has
established procedures based on legal and regulatory requirements on a worldwide basis that are designed
to facilitate compliance with applicable statutory and regulatory requirements and to require that the
Company’s policies relating to business conduct, cthics and practices are followed globally.
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MORGAN STANLEY GAMMA INVESTMENTS

STRATEGIC REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)

Legal, regulatory and compliance risk (continued)

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

Going concern

Business risks associated with the uncertain market and economic conditions are being actively monitored
and managed by thc Morgan Stanicy Group and Company. Retaining sufficient capital and ltiquidity to
withstand these market pressures remains central to the Morgan Stanley Group and Company’s strategy.
The existing and potential effects of COVID-19 (coronavirus) on the business of the Morgan Stanley Group
and Company have been considered as part of the going concern analysis, including impact on operational
capacity, access to liquidity and capital, contractual obligations. The Company has access o further
Morgan Stanley capital and liquidity as required.

Although the Company has net current liabilitics payable within the next 12 months, the Company is
performing in linc with expectations and the net liabilities payable within the next 12 months are due to
amounts owing lo fellow Morgan Stanley Group undertakings, the demand for repayment of which is
wholly within the control of the Morgan Stanlecy Group. In addition, the Company’s ultimate parent
undertaking and controlling entity, Morgan Stanley, intends to provide financial support to the Company to
meet its obligations.

Taking the above factors into consideration, the Dircctors believe it is rcasonable to assume that the
Company will have access to adequate resources o continue in operational existence for the foreseeable
future. Accordingly, they continue to adopl the going concemn basis in preparing the annual reports and
financial statements.

Section 172(1) statement

The Directors are awarc of their responsibilities to promote the success of the Company in accordance with
s172 of the Companics Act 2006. When making decisions, Directors have regard to the interests of
stakeholders relevant 1o the Company as well as the need 1o maintain a reputation for high standards of
business conduct and the long term consequences of decisions. They also fulfil their responsibilitics
through the application of Morgan Stanley Group policies and practices, underpinned by Morgan Stanley’s
five core values of: do the right thing, put clicnts firsy, lead with exceptional ideas, commit to diversity and
inclusion and give back.

Approved by the Board on 07 October 2020 and signed on its behalf by
DocuSigned by:

Isﬁeﬂldn'zym-
Dircctor
08 October 2020
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MORGAN STANLEY GAMMA INVESTMENTS

DIRECTORS’ REPORT

The Directors present their report and financial statements (which comprise the statement of comprehensive
income, the statement of changes in equity, the statement of financial position and the related notes, | to
24) for thc Company for the ycar ended 31 December 2019.

RESULTS AND DIVIDENDS
The profit for the ycar after tax was £417,000 (2018: £510,000).

During the year, dividends of £10,110,000 (2018: £10,593,000) were charged as interest expense out of
which dividends of £8,893,000 (2018: £8,917,000) wcre paid to the holders of the Class A 1-A86 preference
shares. In addition, dividends of £7),000 (2018: £70,000) were charged as an interest expense out of which
dividends of £60,000 (2018: £56,000) were paid to the holders of thc Class B preference shares. Further
capital repayments in aggregate of £10,606,000 (2018: £10,582,000) were made to the holders of the
Classes A30, A31, A32 and A33 (2018: A26, A27, A28 and A29) prefcrence shares.

RISK MANAGEMENT AND FUTURE DEVELOPMENTS

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

DIRECTORS
The following Directors held office throughout the year and to the datc of approval of this report:

E T Laino
S 1 Merry
C A Villar

DIRECTORS’ AND OFFICERS’ LIABILITY INSURANCE

Directors’ and Officers’ Liability Insurance is taken out by Morgan Stanlcy, the Company’s ultimate parent
undertaking, for the benefit of the Directors and Officers of the Company and its subsidiary undertakings.

DIRECTORS’ INDEMNITY

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

EVENTS AFTER THE REPORTING DATE

Pursuant 10 the Company’s Articles of Association, on 13 March 2020 the Company paid dividends of
£2,296,000 to the holders of the Classes A1-A86 preference shares and £16,000 to the holders of the Class
B preference shares. On 15 June 2020 the Company paid dividends of £2,248,000 to thc holders of the
Classes A1-A86 prefcrence shares and £16,000 to the holders of the Class B preference shares. On 15
September 2020 the Company paid dividends of £2,223,000 to the holders of the Classes Al-A86
preference shares and £16,000 to the holders of the Class B preference shares.

In addition, pursuant to the Company’s Articles of Association, on 13 March 2020 the Company rcpaid
cagpital of £2,578,000 in respect of the Company’s Class A34 preference shares. On 15 June 2020 the
Company repaid capital of £2,627,000 in respect of the Company’s Class A35 preference shares. On 15
September 2020 the Company repaid capital of £2,652,000 in respect of the Company’s Class A36
preference shares.

On 15 June 2020 by passing a Special Resolution, the ordinary share capital of the Company was reduced
by £6,125,000 by reducing the par valuc of the Company’s 24,500,002 issucd £1.00 ordinary shares to
£0.75 each (the “Capital Reduction”).
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MORGAN STANLEY GAMMA INVESTMENTS

DIRECTORS’ REPORT

EVENTS AFTER THE REPORTING DATE (CONTINUED)

Since the balance sheet datce, the coronavirus disease (COVID-19) pandemic has, and will likely continuc
to, scverely impact global economic conditions, resulting in substantial volatility in the global financial
markcts and operational challenges. The extent of the impact is highly uncertain and cannot be predicted
and could adversely affect the future operations and financial condition of Morgan Stanley and the
Company.

AUDITOR

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

Statement as to disclosure of information to the auditor

Each of the persons who are Directors of the Company at the datc 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
nceded by the Company’s auditor in connection with preparing their report) of which the Company's
auditor is unawarc; and

o cach of the Dircctors has taken all the steps that he/she ought to have taken as a Dircctor to make
himself/herself aware of any relevant audit information and to establish that the Company’s auditor is
awarc of that information.

This confirmation is given and should be interpreted in accordance with the provisions of section 418 of the
Companics Act 2006.

DIRECTORS’ RESPONSIBILITIES STATEMENT

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

Company law requires the Directors to preparc financial statements for cach financial year. Under that law
the Dircctors have elecled (0 prepare the financial stalements in accordance with United Kingdom
Generally Accepted Accounting Practice (“UK GAAP”) (UK Accounting Standards and applicable law),
including Financial Reporting Standard 101 ‘Reduced Disclosure Framework’ (“FRS 1017). Undcr
company law the Directors must not approve the financial statements unless they arc satisfied that they give
a truc and fair view of the state of affairs of the Company and of the profit or loss of thc Company for that
period. In preparing these financial statements, the Directors arc required to:
e sclect suitablc accounting policies and then apply them consistemly;
e make judgements and accounting estimates that are reasonable and prudent;
e state whether applicable United Kingdom Accounting Standards, including FRS 101, have becn
followed; and
e prepare the financial statements on the going concern basis unless il is inappropriate to presume
that the Company will continue in business.

The Dircctors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company’s transactions and disclose with rcasonable accuracy at any time the financial position
of the Company and cnable them to ensure that the financial statements comply with the Companies Act
2006. They are also responsiblc for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and other irrcgularities.

Approved by the Board on 07 October 2020 and signed on its behalf by

A,

Director
08 October 2020
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MORGAN
STANLEY GAMMA INVESTMENTS

Report on the audit of the financial statements
Opinion
In our opinion the financial statements of Morgan Stanlcy Gamma Envestments (the ‘Company’):

e give a true and fair view of thc statc of the company’s affairs as at 31 December 2019 and of its
profit for the ycar then ended;

» have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice; including Financial Reporting Standard 101 “Reduced Disclosurc Framework™; and

» have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financiat stalements which comprisc:

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

the stalcment of financial position; and
the related notes | to 24,

The financial rcporting framework that has been applicd in their preparation is applicable taw and United
Kingdom Accounting Standards, including Financial Reporting Standard 101 “Reduced Disclosure *
Framework™ (UK GAAP).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Qur responsibilities under thosc standards are further described in the auditor's
responsibilities for the audit of the financial statcments scction of our report.

We are indcpendent of the Company in accordance with the ethical requircments that arc relevant to our
audit of thc financial statements in the UK, including the Financial Reporting Council’s (the ‘FRC’s’)
Ethical Standard, and we have fulfilled our other ethical responsibilitics in accordance with these
requircments. We believe that the audit evidence we have obtained is sufficicat and appropriale to provide
a basis for our opition.

Conclusions relating to going concern

We arc required by ISAs (UK) to report in respect of the following maticrs where:
e the dircctors’ use of the going concern basis of accounting in preparation of the financial
statements is not appropriate; or
e the directors have not disclosed in the financial statements any identified material uncertainties
that may cast significant doubt about the Company’s ability to continue to adopt the going
concern basis of accounting for a period of al least twclve months from the dale when the
financial statemcents are authorised for issue.

Wc have nothing to report in respect of these matters.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MORGAN
STANLEY GAMMA INVESTMENTS (CONTINUED)

Other information

The Directors 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 connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whcther the other information is materially inconsistent with the financial
statemenis or our knowledge obtained in the audit or otherwise appears to bc materially misstated. If we
identify such material inconsistencies or apparent material misstatements, we are required to determine
whether there is a material misstatement in the financial statements or a material misstatement of the other
information. If, based on the work we have performed, we conclude that there is a material misstatement of
this other information, we arc required to report that fact.

We have nothing to report in respect of these matters.

Responsibilities of Directors

As cxplained more fully in the directors’ responsibilitics statement, the dircctors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view, and for
such internal control as the directors determine is nccessary to enable the preparation of financial
statements that are frec from material misstatement, whether due to fraud or error.

In preparing the financial stalements, the directors are responsible for assessing the company’s ability to
conlinue as a going concern, disclosing, as applicable, malters related to going concern and using the going
concem basis of accounting unless the dircctors cither intend to liquidate the company or 10 ccase
operations, or have no rcalistic alterative 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 statements as a whole are frce
from matcrial misstatcment, whether due to fraud or crror, and (o issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guaraniee that an audit conducted in
accordance with 1SAs (UK) will always detect a material misstatement when it exists. Misstalements can
arisc from fraud or crror and are considered matcrial if, individually or in the aggregate, they could
reasonably be expected to influcnce the economic decisions of uscrs taken on the basis of these financial
statements.

A further description of our responsibilitics for the audit of the financial statements is located on the FRC’s
website at: www.frc.org.uk/auditorsresponsibilitics. This description forms part of our auditor’s report.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MORGAN
STANLEY GAMMA INVESTMENTS (CONTINUED)

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

e thc information given in the Swrategic Report and the Dircctors’ Report for the financial year for
which the financial statemenis are prepared is consistent with the financial statements; and
e thc Strategic Report and the Directors’ Report have been prepared in accordance with applicable
legal requircments.
In the light of the knowledge and understanding of the Company and its environment obtained in the coursce
of the audit, we have not identified any maltcrial misstatements in the Stratcgic Report or the Dircctors’
Report.

Matters on which we are required to report by exception

Under the Companies Act 2006 we arc required to report in respect of the following matters il, in our
opinion:
¢ adcquatc accounting records have not been kept, or returns adequatc for our audit have not been
received from branches not visited by us; or
the financial statements are not in agreement with the accounting records and retums; or
ccrtain disclosures of Directors’ remuneration specified by law are not made; or
e wc have not received all the information and explanations we require for our audit.

We have nothing to report in respect of these matters.

Use of our report

This report is madc solcly o 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 statc (o the Company’s
members those matters we are required 10 state to them in aa auditor’s report and for no other purpose. To
the fullest extent permitted by law, we do not accepl or assume responsibility to anyone other than the
Company and the Company’s members as a body, for our audit work, for this report, or for the opinions we
have formed.

Ty

Paul Cowley,b C.A. (Senior Statutory Auditor)
For and on behalf of Deloitte LLP

Statutory Auditor

Glasgow, United Kingdom

08 October 2020
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MORGAN STANLEY GAMMA INVESTMENTS

STATEMENT OF COMPREHENSIVE INCOME
Year ended 31 December 2019

Net trading expensc
Intcrest income
Interest expense
Net interest income

Net loss on investment in subsidiary

Other expense

PROFIT BEFORE TAXATION

income tax expense

PROFIT AND TOTAL COMPREHENSIVE INCOME FOR
THE YEAR

All results were derived from continuing operations.

The notes on pages 13 to 43 form an integral part of the financial statements.

Note

E

2019 2018
£'000 £'000
N (112)

10,811 11,299
(10,221) (10,670)

590 629
(52) -
(10} ®

17 509

- 1

417 510
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MORGAN STANLEY GAMMA INVESTMENTS

STATEMENT OF CHANGES IN EQUITY
Year ended 31 December 2019

Retained

Share capital earnings Total equity

£'000 £'000 £'000
Balance at 1 January 2018 24,500 3,783 28,283
Profit and total comprehensive income for the year - 510 510
Balance at 31 December 2018 24,500 4293 28,793
Profit and total comprehensive income for the ycar - 417 417
Balance at 31 December 2019 24,500 4,710 29,210

The notcs on pages 13 1o 43 form an integral part of the linancial statements.

o
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MORGAN STANLEY GAMMA INVESTMENTS
Registered number: 04798688

STATEMENT OF FINANCIAL POSITION
As at 31 December 2019

ASSETS

Cash and short-term deposits
Trading financial assets
Loans and advances

Other receivables
Investments in subsidiaries
TOTAL ASSETS

LIABILITIES

Trading financial liabilitics
Othcr payables

Debt and other borrowings
Current tax liabilitics
TOTAL LIABILITIES

EQUITY

Share capital

Retaincd eamings

Equity attributable to owners of the Company
TOTAL EQUITY

TOTAL LIABILITIES AND EQUITY

Note

10
11
12

13
14

15

2019 2018
£:000 £'000
321 109

42 41
217,560 226,470
69 133
1,048 1,100
219,040 227,853
47 46
2,408 58
187,375 196,752
- 2,204
189,830 199,060
24,500 24,500
4,710 4293
29210 28,793
29,210 28,793
219,040 227,853

Thesc financial statcments werc approved by the Board on 07 October 2020 and authorised for issuc on 08

October 2020.
Signed on behalf of the Board

(A

STICFTIAY.
S I Merry
Dircctor

The notes on pages 13 to 43 form an integral part of the financial statements.
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MORGAN STANLEY GAMMA INVESTMENTS

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2019

1. CORPORATE INFORMATION

The Company is incorporated and domiciled in England and Wales, United Kingdom (“UK™), at the
following registered address: 20 Bank Strect, Canary Wharf, London, E14 4AD, UK. The Company is a
private unlimited company having share capital. The registcred number of Lhe Company is 04798688.

Details of the parent and ultimate parent of the group are disclosed in the Related party disclosures notc 23
to these financial statements.

2. BASIS OF PREPARATION

The Company is not required to prepare consolidated financial statements by virtue of the exemption under
scction 401 of the Companies Act 2006. The results of the Company are included within the financial
statements of Morgan Stanley which has prepared consolidated financial statements for the year ended 31
Dccember 2019, has its registered officc at c/o The Corporation Trust Company, Corporation Trust Center,
1209 Orange Strect, Wilmington, DE 19801, United States of America and is incorporated in the state of
Delaware, in the United States of America. The financial statements therefore present information about the
Company as an individual entity and not about its group.

Statement of compliance

These financial statcments are prepared in accordance with UK GAAP (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 Financial
Reporting Standard 100 ‘Application of Financial Reporting Requirements’. The Company has taken
advantage of the disclosure cxemptions available under FRS 101 in relation to fair value measurcment as
applicable to assets and liabilities other than financial instruments and presentation of a cash-flow stalement,
accounting standards not yet effective and related party transactions.

Where relevant, equivalent disclosures have been provided in the group accounts of Morgan Stanley, in
which the Company is consolidated. Copics of Morgan Stanlcy’s accounts can be obtained as detailed at
notc 23.

New standards and interpretations adopted during the year

The following standards, amendments to standards and interpretations relevant to the Company’s operations
were adopted during the ycar. Except where otherwisc stated, these standards, amendments to standards and
intcrpretations did not have a material impact on the Company’s financial statcments.

As part of the 2015-2017 Annual Improvements Cycle published in December 2017, the IASB made
amendments to the following standards that are relevant to the Company’s operations: IAS 12 ‘Income
Taxes ', for application in accounting periods beginning on or after 1 January 2019.

LFRIC 23 ‘Uncertainty over Income Tax Treatments' was issued by the LASB in June 2017 for application in
acoounting periods beginning on or after 1 January 2019. The interpretation was endorsed by the EU in
October 2018.

There were no other standards, amendments to standards or interpretations rclevant to the Company’s
operations which were adoplted during the year.

New standards and interpretations not yet adopted

Al the date of authorisation of these financial statcments, the following amendments to standards and
interpretations rclevant to the Company’s operations were issued by the IASB but not mandatory for
accounting periods beginning | January 2019. Except where otherwise stated, the Company does not expect
that the adoption of the following amendments to standards and interpretations will have a material impact
on the Company’s financial statements.
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2. BASIS OF PREPARATION (CONTINUED)
New standards and interpretations not yet adopted (continued)

Amendments to [AS 1 ‘Presentation of Financial Statements’ and 1AS 8 “Accounting Policics, Changes in
Accounting Estimates and Ervors’: Definition of Material were issued by the TASB in October 2018, for
application in accounting periods beginning on or after 1 January 2020. The amendments were endorsed by
the EU in December 2019.

An amendment to IAS | *Presentation of Financial Statemeants’: Classification of Liabilitics as Current or
Non-currenl was issued by the IASB in January 2020, for application in accounting periods beginning on or
afler 1 January 2022.

Basis of measurement

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

Critical accounting judgements and key sources of estimation uncertainty

No critical accounting judgements have been made in the process of applying the Company’s accounting
policies that have had a significant effect on the amounts recognised in the financial statements. There are no
key sources of estimation uncertainty in the reporting period that may have a significant risk of causing a
material adjustment to the carrying amounts of assets and liabilities in the next financial year.

The going concern assumption

The Company’s business activitics, together with the factors likely to affect its futurc development,
performance and position, are reflected in the Business review scction of the Strategic report on pages | to 4.
In addition, the notcs to the financial statements include the Company’s objectives, policics and processes
for managing its capital; its financial risk management objectives; details of its financial instruments; and ils
exposures to credit risk and liquidity risk.

As set out in the Stratcgic report, retaining sufficient liquidity and capital to withstand market pressures
remains central to the Morgan Stanley Group’s and the Company’s strategy.

Specifically, the cxisting and potential effects of COVID-19 (coronavirus) on the operational capacity of the
business, access to liquidity and capilal, contractual obligations have been considered on page 1 and 2. The
notcs to the Company’s financial statements include details of its financial instruments and provide further
information, not included in the Strategic report, on its credit risk and liquidity risk.

Although the Company has net liabilities payable within the next 12 months, the Company is performing in
line with expectations and the net liabilities payable within the next 12 months are due to amounts owing to
fellow Morgan Stanley Group undertakings, the demand for repayment of which is wholly supported by the
Morgan Stanley Group,

Taking thc above factors inlo consideration, the Directors belicve it is reasonable to assume that the
Company will have access to adequate resources to continue in operational existence for a period of at least
12 months from the date of approval of the financial statements. Accordingly, they continue to adopt the
going conccrn basis in preparing the annual report and financial statements.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Functional currency

Items included in the financial siatements are measured and presented in Pounds Sterling, the currency of the
primary cconomic environment in which the Company opcrates.

All currency amounts in the financial statements and Strategic and Directors’ reports arc rounded to the
nearest thousand Pounds Sterling.

b. Foreign currencies

All monetary assets and liabilities denominated in currencies other than Pounds Sterling are translated into
Pounds Sterling at the rates ruling at the reporting date. Transactions and non-monetary assets and liabilitics
denominated in currencies other than Pounds Sterling arc recorded at the rates prevailing at the dates of the
transactions. All translation differences are taken through the statement of comprehensive income cxcept
where noted in 3(c) below.

C. Financial instruments

i) Financia) instruments mandatorily at fair value through profit and loss

Trading financial instruments

Trading financial instruments including all derivalives arc initially recorded on trade date at fair value (see
note 3(d) below). All subsequent changes in fair value, foreign exchange differences and unrealised interest
are reflected in the statement of comprehensive income in *Net trading income’.

For all trading financial instruments, transaction cosls are excluded from the initial fair value measurement
of the financial instrument. These costs arc recognised in the statement of comprehensive income.

ii) Investments in subsidiaries

Subsidiarics arc entitics over which the Company has control. The Company controls an entity when it is
exposed Lo, or has rights to, variable returns from its involvement with the entity and has the ability to alTect
those returns through its power over the entity.

Investments in subsidiaries are stated atl cost, less provision for any impairment (sec notc 3(f) below).
Dividends, impairment losscs and reversals of impairment losscs are recognised in the statement of
comprchensive income. Dividends from investments which would be classificd as financial liabilitics by the
investee are classified as interest and recognised in the statement of comprehensive income in ‘Interest
income’.

iii) Financial assets and financial liabilities at amortised cost

Financial assets at amortised cost include cash and short-term deposits, other receivables and certain loans
and advances.

Financial assets arc recognised at amortised cost when the Company’s business model objective is to collect
the contractual cash flows of the asscis and where these cash flows are SPPI on the principal amount
outstanding until maturity. Such assels are recognised when the Company becomes a party to the contractual
provisions of the instrument. The instruments are initially measured at fair value (sec note 3(d) below) and
subsequently measured at amortised cost less cxpected credit losses (“ECL™) allowance. Interest is
recognised in the statement of comprehensive income in ‘Interest income’, using the EIR mcthod as
described below. Transaction costs that are directly attributable to the acquisition of the financial asset arc
added to the fair valuc on initial recognition. ECL and reversals thereof arc recognised in the statement of
comprchensive income.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
¢, Financial instruments (continued)
iii) Financial assets and financial liabilities at amortised cost (continued)

Financial liabilitics classified at amortised cost include other payablcs and certain debt and other
borrowings.

Financial liabilities are classified as being subscquently measured at amortised cost, except where they are
held for trading or are designated as measured at FVPL. They are recogniscd when the Company becomes a
party to the contractual provisions of the instrument and arc initially measured at fair value (sec note 3(d)
below) and subsequently measured at amortised cost. Intcrest is recognised in the statement of
comprchensive income in ‘Interest expensc’ using the EIR method as described betow. Transaction costs
that are directly attributable to the issue of the financiat liability are deducted from the fair valuc on initial
rccognition.

The EIR method is a method of calculating the amortised cost of a financial instrument (or a group of
financial instruments) and of allocating the interest income or intercst expense over the expected life of the
financial instrument. The EIR is the rate that exactly discounts the estimated future cash payments and
reccipts through the expected life of the financial instrument (or, where appropriate a shorter period) to the
carrying amount of the financial instrument. The EIR is established on initial recognition of the financial
instrumcnt. The calculation of the EIR includes all fecs and commissions paid or received transaction costs,
and discounts or premiums that arc an integral part of the EIR.

Preference shares

The redeemable preference shares issued by the Company are classified as financial liabilitics at amortised
cost in accordance with the substance of the contractual arrangement. Dividends on these redcemable
preference shares are recognised in the statement of comprehensive income in ‘Interest expensc’ using the
EIR method.

d. Fair value
Fair value measurement

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

Fair valuc is a markct-based measure considered from the perspective of a market participant rather than an
enlity-specilic measure. Therefore, even when market assumptions are not readily available, assumptions arc
set (o reflect those that the Company believes market participants would use in pricing the asset or liability at
the mecasurement date.

Where the Company manages a group of financial assets and financial liabilitics on the basis of its net
cxposure to either market risks or credit risk, the Company measures the fair value of that group of financial
instruments consistently with how market participants would price the net risk exposure at the measurcment
date.

In determining fair value, the Company uses various valuation approaches and establishes a hicrarchy for
inputs used in measuring fair value that requires the most observable inputs be used when available.

Obscrvable inputs are inputs that market participants would use in pricing the asset or liability that were
developed bascd on market data obtained from sources independent of the Company. Unobservable inputs
arc inputs that reflect assumptions the Company belicves other market participants would use in pricing the
asset or liability, that arc developed based on the best information available in the circumstances.

The fair value hierarchy is broken down into threc levels based on the observability of inputs as follows,
with Level | being the highest and level 3 being the lowest level:
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

d. Fair value (continued)
Fair value measuremeny (continued)
e Level | — Quoted prices (unadjusted) in an active market lor identical asscts or liabilitics

Valuations based on quoted prices in active markets that the Morgan Stanley Group has the ability
to access for identical assets or liabilities. Valuation adjustments, block discournts and discounts
for equity-specific restrictions that would not transfer lo market participants arc not applied 1o
Level 1 instruments. Since valuations are based on quoted prices that arc readily and regularly
available in an active market, valuation of these products does not entail a significant degrec of
judgement.

e Lcvel 2 - Valuation techniques using observable inputs

Valuations based on one or more quotcd prices in markets that are not active or for which all
significant inputs are obscrvable, cither directly or indirectly.

e Level 3 — Valuation techniques with significant unobservable inputs

Valuations based on inputs that are unobservable and significant to the overall fair valuc
measurcment.

The availability of observable inputs can vary from product to product and is affected by a wide variety of
factors, including the type of product, whether the product is new and not yet established in the marketplace,
the liquidity of markets and other characteristics particular to the product. To the extent that valuation is
based on modcls or inputs that are less observable or unobservable in the market, the determination of fair
valuc requires more judgement Accordingly, the degrec of judgement excrcised by the Company in
determining fair valuc is greatest for instruments categorised in Level 3 of the fair value hicrarchy.

The Company considers prices and inputs that are current as of the measurement date, including during
periods of market dislocation. [n periods of market dislocation, the observability of prices and inputs may
be reduced for many instruments. This condition could causc an instrument to be reclassified from Level 1 to
Level 2 or from Level 2 to Level 3 of the fair value hierarchy.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hterarchy. In such cases, the total fair amount is disclosed in the level appropriate for the lowest level input
that is signiltcant to the total fair value of the asset or liability.

Valuation technigues

Many cash instruments and OTC derivative contracts have bid and ask prices that can be obscrved 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 estimatc of fair value. For oflfsetting positions in the same
financial instrument, the same price within the bid-ask spread is used to measure both the long and short
positions.

Fair value for many cash instruments and OTC derivative contracts is derived using pricing modcls. Pricing
models take into account the contracl terms, as well as multiple inputs including, where applicable,
commodity prices, equity prices, interest rate yield curves, credit curves, corrclation, creditworthiness of the
counterparty, creditworthiness of the Company, option volatility and currency rates.

Where appropriate, valuation adjustments are made to account for various faclors such as liquidity risk (bid-
ask adjustments), credit quality, model uncertainty and concentration risk and funding,.

Adjustments for liquidity risk adjust model-derived mid-markel amounts of Level 2 and Level 3 financial
instruments for the bid-mid or mid-ask spread required to properly reftect the exit price of a risk position.
Bid-mid and mid-ask spreads are marked to levels observed in trade activity, broker quotes or other external
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

d. Fair value (continued)
Valuation techniques (continued)

third-party data. Where thesc spreads are unobservable for the particular position in question, spreads arc
derived from observablc levels of similar positions.

Valuation process

Valuation Control (“VC”) within the Finance is responsible for thc Company’s fair value valuation policies,
processes and procedures. VC is independent of the business units and reports to the Chicf Financial Officer
of the Morgan Stanlcy Group (“CFO”), who has final authority over the valuation of thc Company’s
financial instruments. VC implements valuation control processes designed to validate the fair value of the
Company’s financial instruments measured at fair value including thosc derived from pricing models.

Model Review

VC, in conjunction with the Model Risk Management Department (“MRM™), which reports to the Chief
Risk Officer of thc Morgan Stanlcy Group (“CRO”), independently reviews valuation models’ theoretical
soundness, the appropriatcness of the valuation methodology and calibration techniques developed by the
business units using obscrvable inputs. Where inputs are not observable, VC revicws the appropriatencss of
the proposed valuation methodology to detcrminc that it is consistent with how a market participant would
arrive at the unobservable input. The valuation methodologies utilised in the abscnce of observable inputs
may include cxtrapolation techniques and the use of comparable observable inputs. As part of the revicw,
VC develops a methodotogy to independently verify the fair value generated by the business unit’s valuation
models.

Independent Price Verification

The business uniis arc responsible for determining the fair valuc of financial instruments using approved
valuation models and valuation methodologies. Generally on a monthly basis, VC independently validates
the fair values of financial instruments determincd using valuation models by determining the
appropriateness of the inputs used by the business units and by testing compliance with the documented
valuation methodotogics approved in the model review process described above.

The results of this indcpendent price verification and any adjustments made by VC (o the fair value
gencrated by the busingss units are presented to management of the Morgan Stanley Group’s threc business
segments (i.c. Institutional Securitics, Wealth Management and lnvestment Management), the CFO and the
CRO on a regular basis.

VC uses recently executed transactions, other observable market data such as exchange data, broker/ dealer
quotes, third-party pricing vendors and aggregation sesvices for validating the fair values of financial
instruments generated using valuation models. VC assesses the extcrnal sources and their valuation
mcthodologics to determine if the cxternal providers meet the minimum standards expected of a third-party
pricing source. Pricing data provided by approved extermnal sources are cvaluated using a number of
approaches; for cxample, by corroborating the external sources’ prices to executed trades, by analyzing the
methodology and assumptions used by the extemal source to generate a price and/ or by cvalualing how
active the third-party pricing sourcc (or originating sourccs used by the third-party pricing source) is in the
market. Bascd on this analysis, VC generates a ranking of the obscrvable market data designed to cnsure that
the highest-ranked market data source is used (o validate the business unit’s fair value of financial
instruments.

VC reviews the models and valuation methodology used 1o price new malcrial Level 2 and Level 3
transactions and both Finance and MRM must approve the fair value of the trade that is initially recogniscd.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

e. Modification and Derecognition of financial assets and liabilities

The Company derecognises a financial asset when the contractual rights to the cash flows from the assct
expire, or when it transfers the financial asset and substantially all the risk and rewards of ownership of the
asset.

I the asset has been transferred, and thc Company neither transfcrs nor retains substantially all of the risks
and rewards of the asset, then the Company determines whether it has retained control of the asset.

If the Company has rctained control of the asset, it shall continuc to recognise the financial asset to the
extent of its continuing involvement in the financial asset. 1f the Company has not retained control of the
asset, it derecognises the asset and scparately recognises any rights or obligation created or retained in the
transfer.

The renegotiation or modification of the contractual cash flows of a financial instrument can lcad to
derecognition where the medification is “substantial”, determined by qualitative assessment of whether the
revised contractual terms of a financial instrument, such as a loan, are significantly diffcrent from those of
the original financial instrument. In the event that the qualilative assessment is unclear, a quantitative 10%
cash flow test is performed.

Where modifications do not result in derecognition of the financial instrument, the gross carrying amount of
the financial instrument is recalculated and a modification gain/ (loss) is recognised in the statement of
comprchensive income.

Upon derecognition of a financial asset, the difference between the previous carrying amount and the sum of
any consideration received, together with the transfer of any cumulative gain/ loss previously recogniscd in
cquity, are recognised in the statement of comprehensive income.

The Company derecogniscs financial liabilities when the Company’s obligations are discharged or cancelled
or when they expire.

f. Impairment of financial instruments
The Company recognises loss allowances for ECL for financial assets measured at amortised cost;

Measurement of ECL
For financial asscts, ECL. are the present value of cash shortfalls (i.c. the difference between contractual and
expected cash flows) over the expected life of the financial instrument, discounted at the asset’s EIR.

Where a financial assct is credit-impaired at the reporting date, the ECL is measured as the difference
between the asset’s gross carrying amount and the present value of future cash flows, discounted at the
original EIR.

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

e Stage 1: if the credit risk of the financial instrument at the reporting date has not increased
significantly since initial recognition then the loss allowance is calculated as the lifetime cash
shortfalls that will result if a default occurs in the next 12 months, weighted by the probability of
that dcfault occurring.

e Stage 2: if there has been a significant increase in credit risk (“SICR™) since initial recognition, the
loss allowance is calculated as the ECL over the remaining life of the financial instrument. If it is
subsequently determined that there has no longer been a SICR since initial recognition, then the
loss allowance reverts to reflecting 12 month expected losses.

e Stage 3: if there has been a SICR since initial recognition and the financial instrument is decmed
credit-impaired (sce below for definition of credit-impaired), the loss allowance is calculated as the
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

f. Impairment of financial instruments (continued)

ECL over the remaining life of the financial instrument. If it is subsequently determined that there
has no longer been a SICR since initial recognition, then the loss allowance reverts to reflecting 12
month cxpected losses.

Assessment of significant increase in credit risk

When assessing SICR, the Company considers both quantitative and qualitative information and analysis
based on the Company’s historical experience and cxpert credil risk assessment, including forward-looking
information.

The probability of dcfault (“PD™) is derived from internal credit rating grades (based on available
information about the borrower) and multiple forward-looking macrocconomic scenarios which are
probability weighted. Credit risk is considered (o have increased significantly if the PD has significantly
increased at the reporting date rclative 10 the PD of the facility, at the date of initial recognition. The
assessment of whether a change in PD is “significant” is based both on a consideration of the relative change
in PD and on qualitative indicators of the credit risk of the facility, which indicatc whether a loan is
performing or in difficulty. In addition, as a backstop, the Company considers that SICR has occurred in all
cases when an asset is more than 30 days past due.

The Company’s accounting policy is to not use the ‘low’ credit risk practical expedient. As a result, the
Company monitors all financial instruments which are subject to impairment for SICR.

In general, ECL are measured so that they reflect:

= A probability-weighted range of possible outcomes
e The time value of moncy; and
e Relevant information relating to past, current and future economic conditions,

Calculation of ECL
ECL arc calculated using three main components:

®  Probability of default (“PD”): for accounting purposes, the 12 month and lifctime PD represent the
expccted point-in-time probability of a default over the next 12 months and over the remaining
lifetime of the financial instrument respectively, based on condilions existing at the balance sheet
datc and future cconomic conditions.

® Expected loss given default (“LGD™): the LGD represents expected loss canditional on default,
taking into account the mitigating cffect of collateral, including the expected valuc of the collateral
when realised and the time value of money.

e Estimated exposure at default (“EAD”): this represents the expected EAD, 1aking into account the
cxpected repayment of principal and interest from the balance sheet date to the default event
together with any expected drawdowns of the facility over that period.

These parameters are generally derived from internally developed statistical models, incorporating historical,
current and forward-looking macro-economic data and country risk expert judgement. The macro-cconomic
scenarios are reviewed quarterly.

The 12 month ECL is equal to the sum over the next 12 months of quarterly P> multiplied by LGD and
EAD, with such expected losses being discounted at the EIR. Lifettime ECL is calculated using ithe
discounted present value of total quarterly PDs multiplied by LGD and EAD, over the {ull remaining lifc of
the facility.

When mcasuring ECL, the Company considers multiple scenarios, except where practical expedients are
used to determine ECL. Practical cxpedients arc used where they are consistent with the principles described
above. Where therc is a history of no credit losses, and where this is expected to persist into the future for
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

f. Impairment of financial instruments (continued)

structural or other reasons, such as collatcral or other credit enhancement, it is determined that the ECL for a
financial instrument is de minimis (highly immatcrial) and it may not be necessary to recognise the ECL.

The Company measures ECL on an individual asset basis and has no purchased or originated credit-impaired
(“POCT”) financial assets.

If a financial asset has becen the subject of modification which does not lead (o its derecognition (refer
acoounting policy [3¢]), SICR is assessed by comparing the risk of default of the financial instrument, based
on the modified terms at the reporting date, with the risk of default of the financial instrument at inccplion,
based on the financial instrument’s oniginal, unmodified (erms.

Where the modification of contractual cash flows of a financial assct leads to its derecognition and the
recognition of a new asset (refer note [3c)]), the date of modification is treated as the datc of initial
recognition for the new financial asset when dctermining whether a SICR has occurred for that modified
financial asset. In rarc circumstances, aficr modification, the ncw asset is considered o be credit impaired, in
which casc it is trcated as an asset which was credit-impaired at origination.

Morc information on measurement of ECL is provided in note 19 Financial risk management.
Presentation of ECL

ECL is recognised in the statement of comprehensive income. ECL on f(inancial asscts measured at
amortised cost arc prescnted as an ECL allowance. The allowance reduces the net carrying amount on the
face of the statement of financial position.

Credit-impaired financial instruments

In assessing the impairment of financial instruments under the ECL model, the Company defines credit-
impaired financial instruments in accordance with Credit Risk Management Dcpartment’s policies and
procedures, A financial instrument is credit-impaired when, based on current information and cvents, it is
probable that the Company will be unable 1o collect all scheduled payments of principal or intcrest when due
according (o the contractual terms of the agreement.

Definition of Default

In asscssing the impairment of financial instruments under the ECL model, the Company defines default in
accordance with Credit Risk Management Department’s policics and procedures. This considers whether the
borrower is unlikely to pay its credit obligations 10 the Company in full and takes into account qualitative
indicators, such as breaches of covenants. The definition of default also includes a presumption that a
financial asset which is more than 90 days past due (“DPD") has defaulted.

Write-offs

Loans and debt securities arc writlen off (either partially or in full) when they arc dcemed uncollectible
which gencrally occurs when all commercially reasonable means of recovering the loan balance have been
cxhausted. Such determination is based on an indication that the borrower can no longer pay the obligation,
or that the proceeds from collateral will rot be sufficicnt to pay the loan. Partial write-offs are made when a
portion of the loan is uncollectable. However, financial asscts that are writlen o T could still be subject (o
enforcement activities for recoveries of amounts due. If the amount to be written off is greater than the
accumulated loss allowance, the difference is reflected directly in the income statement and is not recogniscd
in the loss allowance account. Any subsequent recoveries are credited to income statcment.

Impairment losses on investments in subsidiaries are measured as the difference between cost and the
current estimated recoverable amount. When the recoverablc amount is less than the cost, an impairment is
recognised within the statement of comprchensive income in *Net loss on investment in subsidiary’ and is
reflected against the carrying amount of the impaired asset on the statement of financial position.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

g Cash and cash equivalents

Cash and cash equivalenits comprisc cash and demand dcposits with banks, net of outstanding bank
overdrafts.

h. Income tax
The tax expense represents the sum of the lax currently payable and deferred tax.

The tax currently payablc is calculated based on taxable profit for the year. Taxable profit may differ from
prolit before taxation as reported in the statement of comprehensive income becausc it excludes items of
income or expense that arc laxable 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
enacled or substantively enacted by the reporting date. Current tax is charged or credited in the statement of
comprehensive income, except when it relates to items charged or credited directly to ather comprehensive
income or cquity, in which case thc current tax is also recorded within other comprehensive income or
equity respectively.

4. INTEREST INCOME AND INTEREST EXPENSE

‘Intcrest income” and ‘Intcrest expense’ represent total intercst income and total interest expense for
financial asscts and financial liabilitics that are nol carried at fair value. Interest incomc primarily represents
interest income on loans to other Morgan Stanley Group undertakings totalling £701,000 (2018: £704,000)
and interest income from financing arrangements with external partics of £10,110,000 (2018: £10,593,000).
Intcrest expense represents interest expense on loans from Morgan Stanlcy Group underiakings of £40,000
(2018: £7,000) and preference share dividends payable of £10,181,000 (2018: £10,663,000).

No other gains or losses have been recognised in respect of financial assets measured at amortiscd cost other
than as disclosed as ‘Interest income’ within the stalcment of comprehensive income.

All interest income and expense relates to financial assets and financial liabilities at amortised cost and is
calculated using the EIR method (see accounting policy 3(c) (iii)).

Ss. NET LOSSES ON INVESTMENTS IN SUBSIDIARIES

2019 2018
£000 £000
Impairment loss 52 -

Details of all investments in subsidiarics of the Company at 31 December 2019 and 31 December 2018 are
disclosed in the investment in subsidiaries note (note 12).

6. OTHER EXPENSE

2019 2018
£000 £°000
Auditor’s remuncration:
Fees payable to the Company’s auditor for the audit of the
Company’s annual financial statements 10 10
Other - €3]
10 8

The Company employed no staff during the year (2018: nil).

The amount of remuneration received by Directors in respect of their qualifying services to the Company is
disclosed in the Related party disclosures note (note 23).

22



DocuSign Envelope ID: 2467186F-EABC4AAF-B146-D2FF453C4425

MORGAN STANLEY GAMMA INVESTMENTS
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Year ended 31 December 2019

7. INCOME TAX EXPENSE

2019 2018
£000 £°000
Current tax expense
UK corporation tax at 19% (2018: 19%)
- Current ycar - -
- Adjustments in respect of prior ycars - (1)
Income tax expense - ("

Finance Act 2016 enacted a reduction in the UK corporation tax rate to 17% with effect from | April 2020.
This reduction impacts the current tax charge in fulure periods. However, following the UK Budget on 11
March 2020 and subsequent resofutions given statutory effect under the Provisional Collection of Taxes Act
1968, for the financial ycar 2020 the UK statutory rate is 19%. While this change does not affect the income

tax charge for the year, it will affect future years.

Reconciliation of effective tax rate

The current year income tax expense is lower (2018: towcr) than that resulting from applying the average
standard rate of corporation 1ax in the United Kingdom (“UK™) for the year of 19% (2018: 19%). The main

differences arc explained betow:

2019 2018
£°000 £°000
Profit before taxation 417 509
Income tax using the average standard ratc of corporation tax in the
UK of 19% (2018: 19%) 79 97
Impact on tax of*
Expenscs not deductible for tax purposes 10 -
Group relief reccived for no cash consideration (2,023) (2,123)
Non-deductible dividends on preference shares
shown as intcrest expense 1,934 2,026
Adjustment in respect of prior year - 4]
Total income tax expense in the statement of comprehensive
income - (H
8. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASUREMENT
CATEGORY
The following, table analyscs financial assets and financial liabilitics as presented in the statement of
financial position by IFRS 9 classification.
31 December 2019 FVPL  Amortised
(mandatorily) cost Total
£’000 £°000 £°000
Cash and shoni-term deposits - 321 321
Trading linancial assets 4?2 - 42
Loans and advances - 217,560 217,560
Other receivables - 69 69
Total financial assets 42 217,950 217,992
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8. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASUREMENT

CATEGORY (CONTINUED)

31 December 2019 FVPL. Amortised

{mandatorily) cost Total

£°000 £°000 £000

Trading financial liabilitics 47 - 47
Other payables - 2,408 2,408
Debt and other borrowings - 187,375 187,375
Total financial liabilities 47 189,783 189,830
31 December 2018
Cash and short-term deposits - 109 109
Trading financial asscts 41 - 41
Loans and advances - 226,470 226,470
Other reccivables - 133 133
Total financial assets 41 226,712 226,753
Trading financial liabilitics 46 - 46
Other payables - 58 58
Debt and other borrowings - 196,752 196,752
Total financial liabilities 46 196,810 196,856

9. TRADING FINANCIAL ASSETS AND LIABILITIES

Trading assets and trading liabililies are surmmarised as follows:

2019 2018
Assets Liabilities Assets Liabilities
£°000 £'000 £°000 £°600
Derivatives
- Total return swaps 42 47 41 46

There are no terms and conditions of any trading asset or trading liability that may individually significantly
affect the amount, timing and certainty of futurc cash flows for the Company.

10. LOANSAND ADVANCES

2019 2018

£°000 £°000

Loans and advances at amortised cost 217,560 226,470
11. OTHER RECEIVABLES

2019 2018

£7000 £'000

Amounts due from other Morgan Stanley Group undertakings 69 133
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12. INVESTMENTS IN SUBSIDIARIES

Subsidiary
undertakings
£°000
Cost
At ) January 2019 and 31 December 2019 1,100
Impairment provisions
At 1 January 2019 -
Provisions made in the year 52
At 31 December 2019 52
Carrying amounts
At 31 December 2018 1,100
At 31 Decembcer 2019 1,048
Details of all investments in subsidiarics of the Company at 31 Decembcer 2019 and 31 December 2018 arc
as follows:
Name of Address of Type of shares Proportion of Proportion of Nature of
Company undertaking’s held shares held voting rights business
registered office held
2019 2018 2019 2018
Morgan Stanley 20 Bank Street Ordinary 100% 100% 100%  100% Financing
Portland Canary Wharf, Company
Invesiments London
Limited E14 4AD

United Kingdom

13. OTHER PAYABLES

2019 2018
£°000 £'000
Other payables (amortised cost)
Amounts due to other Morgan Stanley Group undertakings 2,408 58
14. DEBT AND OTHER BORROWINGS
2019 2018
£°000 £'000
Debt and other borrowings (amortised cost)
Prefercnce shares 142,017 152,623
Preference share dividends payable 45,358 44,129
187,375 196,752

As at 31 December 2019, the issued share capital of the Company includes 53 Class A34-A86 redcemable
non-cumulative £1 prefercnce shares, 1,000,000 Class B redecmable non-cumulative £1 preference shares
and 1 Class AR redeemable non-cumulative £1 preference shares, classified as financial liabilities.
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14.

DEBT AND OTHER BORROWINGS (CONTINUED)

Preference Shares
As at 31 December 2019, the issucd share capital of the Company included 53 Class A34-A86 redeemable

non-cumulative £1 preference shares, classifted as financial liabilitics.

Authorised:
At | January 2018

At 31

At 31

Decrease in the year:

Reduction in paid up capital — 15 Masch 2018
Reduction in paid up capital — 15 Junc 2018
Reduction in paid up capital — 14 September 2018
Reduction in paid up capital — 14 December 2018
December 2018

Dccrease in the year:

Reduction in paid up capital — 15 March 2019
Reduction in paid up capital — 14 Junc 2019
Reduction in paid up capital — 13 Scptember 2019
Reduction in paid up capital — i3 December 2019
December 2019

Allotted and fully paid:
At 1 January 2018

At 31

At

Decrease in the year:

Reduction in paid up capital = 15 March 2018
Reduction in paid up capital — 15 Junc 2018
Reduction in paid up capital — 14 September 2018
Reduction in paid up capital — 14 December 2018
December 2018

Decreasc in the year:

Reduction in paid up capital — 15 March 2019
Reduction in paid up capital — 14 Junc 2019
Reduction in paid up capital — 13 September 2019
Reduction in paid up capital — 13 December 2019
December 2019

Class A1-A86
preference
shares of £1 each:

£7000
162,205

(2,626)
(2,652)
(2,652)
(2,652)
151,623

(2,652)
(2,652)
(2,651)
(2,651)
141,017

Class A1-A86
preference
shares of £1 each:

£°000

Number

162,205

A-26 (2,626)
A-27 (2,652)
A-28 (2,652)
A-29 (2,652)
151,623

A-30 (2,652
A-3i (2,652)
A-32 (2,651)
A-33 (2,651)
141,017

As at 31 December 2019, the issued share capital of the Company included 1 Class AR redeemable non-

cumulative £1 preference shares, classified as financial liabilities.
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4. DEBT AND OTHER BORROWINGS (CONTINUED)
Preference Shares (continued)
Class AR
preference shares of
Number £1 each:
£000
Authorised, allotted and fully paid:
At U Janvary 2018 and 31 Deccmber 2018 1 -
At | Janvary 2019 and 31 December 2019 1 -

As at 31 December 2019, the issued share capital of the Company included 1,000,000 Class B redecmable
non-cumulative £1 preference sharcs, classified as financial liabilities.

Class B preference
Number  Shares of £1 each:

£°000
Authorised, allotted and fully paid:
At | January 2018 and 31 December 2018 1,000,000 1,000
At 1 January 2019 and 31 December 2019 1,000,000 1,000

The holders of Classes A1-AB6 preference shares and Class B preference shares are entitled, pari passu, in
priority to any payment of dividend of any other class of shares which arc nol preference sharcs, a
cumulative fixed preferential dividend at a fixed rate per annum per preference share of 6.4709% of the
nominal value (as such valuc may be reduced on a reduction or repayment of part of the capital in
accordance with the Company’s Articles of Association) of each preference share of that class. Pursuant to
the Company’s Articles of Association, the capital of the Classes A1-A86 preference shares is scheduled to
be reduced without resolution of the Directors or of the members commencing 15 December 2011 in
quarierly instalments until 15 March 2033. Accordingly, on 15 March 2019 (£2,652,000), 14 June 2019
(£2,652,000), 13 September 2019 (£2,651,000) and 13 December 2019 (£2,651,000) the total amount of
£10,606,000 was paid off thc capital of the Class A30, Ciass A31, Class A32 and Class A33 preference
shares respectively.

With effect from the date on which the capital of the last of the Classes A1-A86 prefcrence shares to be
reduced, is reduced, out of the profits available for distribution, the holder of the Class AR prefercnce share
is entitled, pari passu, to the holders of the Class B preference shares, in priorily to any payment of dividend
to the holders of any other class of shares which are not preference sharcs, a cumulative preferential
dividend at a fixed rate per annum of £50,000, as defined in the Company’s Articles of Association. The
Class AR preference sharc is scheduled for redemption without resolution of the Dircctors or of the members
on 15 June 2153.

The prefercnce shares carry no voting rights in the Company. The Company may by special resolution at any
time, redeem the whole or any pant of the preference shares upon giving not less than 14 days® prior notice in
writing of the date when such redemption is to be effective. No premium is payable on redemption. The
circumstances (if any) in which the Company may exercise its rights under the Articles of Association shall
be detcrmined by the Directors on allotment of a preference sharc.

During the ycar, dividends of £10,110,000 (2018: £10,593,000) were charged as interest expense out of
which dividends of £8,893,000 (2018: £8,917,000) were paid (o the holders of the Class A1-A86 preference
shares. 1n addition, dividends of £71,000 (2018: £70,000) were charged as an interest expense out of which
dividends of £60,000 (2018: £56,000) were paid to the holders of the Class B preference shares. Further
capital repayments in aggregate of £10,606,000 (2018: £10,582,000) were made to the holders of the Classes
A30, A31, A32 and A33 preference sharcs.
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14. DEBT AND OTHER BORROWINGS (CONTINUED)

Preference Shares (continued)

In addition to the share capital of class A and B preference shares of £142,017,000 (2018: £152,623,000)
above, therc are contractual preference dividends of £45,358,000 (2018: £44,129,000) accrued at 31
December 2019. Total share capital and accrued dividends classified within liabilitics is therefore
£187,375,000 (2018: £196,752,000)

15. EQUITY
Ordinary share capital .
Ordinary shares Ordinary shares Total ordinary
of £1 each of £1 each shares
Number £°000 £°000
Authorised, Allotted and fully paid
At 1 January 2018 and 31 December 2018 24,500,002 24,500 24,500
At 1 January 2019 and 31 December 2019 24,500,002 24,500 24,500

The holders of ordinary shares arc entitled to reccive dividends as declared from time to timc and are
entitled, on a show of hands, to one votc and, on a poll, one vote per share al meetings of the shareholders of
the Company. All shares rank equally with regard to the Company’s residual assets, excepl that prefercnce
sharcholders participate only to the extent of the nominal valuc of the shares plus any accrued dividends.

Other shares classified as financial liabilities

The terms of other shares classified as financial liabilities are detailed in note 14, Debt and othcr borrowings.

16. DIVIDENDS

During the year, the Company accrued Class A preference sharc dividends of £10,110,000 (2018:
£10,593,000) and Class B preference share dividends of £71,000 (2018: £70,000) which wcre charged as
interest expense.

The following amounts represent the dividends paid in the current and prior ycar:

2019 2018
Per share £ Total Pershare £ Total
£°000 £000
Dividends on preference shares - 8,953 - 8,973

Pursuant to the Company’s Arlicles of Association, on 13 March 2020 the Company paid dividends of
£2,296,000 to the holders of the Classes A1-A86 preference shares and £16,000 to the holders of the Class B
preference shares. On 15 Junc 2020 the Company paid dividends of £2,248,000 to the holders of the Classes
A1-A86 preference sharcs and £16,000 to the holders of the Class B preference shares. On 15 September
2020 the Company paid dividends of £2,223,000 to the holders of the Classes A1-A86 preference shares and
£16,000 to the holders of the Class B preference shares.
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17. EXPECTED MATURITY OF ASSETS AND LIABILITIES

The table below shows an analysis of asscts and liabilitics analysed according to when they are expected to

be recovered, recognised or settled.

At 31 December 2019 Less than
orequalto More than
Twelve Twelve
Months Months Total
£°000 £000 £°000
ASSETS
Cash and short-term deposits 321 - 321
Trading financial assets 42 - 42
Loans and advances 19,499 198,061 217,560
Other receivables 69 - 69
Investment in subsidiary - 1,048 1,048
19,931 199,109 219,040
LIABILITIES
Trading financial liabilities 47 - 47
Other payablcs 2,408 - 2,408
Debt and othcr borrowings
Preference shares 10,533 131,484 142,017
Preference share dividends payable 9,031 36,327 45,358
22,019 167,811 189,830
At 31 December 2018 Less than
or equal to More than
Twelve twelve
Months months Total
£°000 £000 £°000
ASSETS
Cash and short-term deposits 109 - 109
Trading financial asscts 41 - 41
Loans and advanccs 19,499 206,971 226,470
Other reccivables 133 - 133
Investinent in subsidiary - 1,100 1,100
19,782 208,071 227,853
LIABILITIES
Trading financial liabilitics 46 - 46
Other payables 58 - 58
Debt and other borrowings
Preference shares 10,606 142,017 152,623
Preference share dividends payable 8,953 35,176 44,129
Current tax liabilities 2,204 - 2,204
21,867 177,193 199,060
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18. SEGMENT REPORTING

The Company has only onc class of business as described in the Strategic report and operates in onc
geographic region being Europe, Middle East and Africa (“EMEA™).

19. FINANCIAL RISK MANAGEMENT
Risk management procedures

Risk is an inherent part of the Company’s business aclivity. The Company sceks to identify, assess, monitor
and manage each ol the various types of risk involved in its business activities in accordance with defined
policics and procedures. The Company has devcloped its own risk management policy framework, which is
consistent with and leverages the risk management policies and procedures of the Morgan Stanlcy Group
and which include cscalation to appropriate senior management personncel of the Company.

Significant risks faced by thc Company resulting from its trading, financing and invesiment activitics are set
out below.

Credit risk

Credit risk refers to the risk of loss arising when a borrower, counterparty or issuer does nol meet its
financial obligations to thc Company. The Company primarily incurs credit risk to corporale entities through
its Institutional Securities business segment

Credit risk maoagement

Credit risk exposure is managed on a global basis and in consideration of cach significant legal entity within
the Morgan Stanlcy Group. The credit risk management policies and procedures establish the framework for
identifying, mcasuring, monitoring and controlling credit risk whilst ensuring transparency of matcrial credit
risks, compliance with establishcd limits and escalating risk concentrations to appropriatc scnior
management.

‘The Company may incur credit risk in its Institutional Securities busincss segment through a variety of
activitics, including, but not limited to, the following:

e  cntering into swap or other derivative contracts under which counterparties may have obligations to
make payments to the Company; and
s cxtending credit to clients through tending commitments;

Monitoring and Control

In order to help protect the Company from losses, the Credit Risk Management Department establishes firm-
wide practices to evaluate, monitor and control credit risk at the transaction, obligor and portfolio levels. The
Credit Risk Management Department approves extensions of credit, evaluates the creditworthiness of the
Company’s counterparties and borrowers on a regular basis, and helps ensure that credit exposure is actively
monitored and managed. The evaluation of counterparties and borrowers includes an assessment of the
probability that an obligor will default on its finarcial obligations and any subsequent losses that may occur
when an obligor defaults. In addition, credit risk exposure is actively managed by credit professionals and
committees within the Credit Risk Management Department and through various risk commiltees, whose
membership includes individuals from the Credit Risk Management Department.

A Credit Limits Framework is utilised to manage credit risk lcvels across the Company. The Credit Limits
Framework is calibrated within the Morgan Stanley Group’s risk tolerance and includes single-name limits
and portfolio concentration limits by country and industry. The Credit Risk Management Dcpartment helps
ensure limely and transparent communication of material credit risks, compliance with established limits and
escalation of risk concentrations to appropriate senior management.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Credit risk management (continued)

Monitoring and Control (continued)

The Credit Risk Management Department also works closcly with the Market Risk Department (“MRD”)
and applicable busincss unils 1o monitor risk cxposurcs and to perform stress lests to dentify, analyse and
control credit risk concentrations arising from the Company’s lending and trading activities. The stress tests
shock market factors (e.g. interest rates, commodity prices, credit spreads), risk parameters (¢.g. default
probabilities and L.GD), in order to assess the impact of siresses on cxposures, profit and loss, and the
Company’s capital position. Stress tests are conducted in accordance with cstablished Company policics
and procedures.

Credit Evaluation

The evaluation of corporate and institutional counterpartics and borrowers includes assigning obligor credit
ratings, which reflcct an assessment of an obligor’s PD and LGD. Credit evaluations typically involve the
assessment of financial statements, leverage, liquidity, capital strength, asset composition and quality,
market capitalisation, access to capital markets, the adequacy of collateral, if applicable, and in the casc of
certain loans, cash flow projections and debt service requirements. The Credit Risk Management
Dcpariment also evaluates straicgy, market position, industry dynamics, management and othcer factors that
could affect the obligor’s risk profile. Additionally, the Credit Risk Management Department evaluates the
relative position of the Company’s exposure in the borrower’s capital structure and relative recovery
prospects, as well as adequacy of collateral (if applicablc) and other structural elements of the particular
transaction. At 31 December 2019, the Company’s material credit exposure was to corporate entilics.

Risk Mitigation

The Credit Risk Management Department may seck to mitigate credit risk from its lending and trading
actlivities in mulliple ways, including collateral provisions, guarantecs and hedges. At the transaction level,
the Credit Risk Management Department sceks to mitigate risk through management of key risk elements
such as size, tcnor, financial covenants, seniority and collateral. The Morgan Stanley Group actively hedges
its lending and derivatives exposure through various financial instruments that may include single-name,
portfolic and structured credit derivalives. Additionally, the Morgan Stanley Group may sell, assign or
syndicate funded loans and lending commitments to other financial institutions in the primary and secondary
loan markets. In connection with jts derivatives irading activities, the Morgan Stanley Group generally
enlers inlo master netting agreements and collateral arrangements with counterpariies. These agrecments
provide the Morgan Stanlcy Group with the ability 1o demand collateral, as well as to liquidate collatcral and
offset receivables and payables covered under the same master agreement in the cvent of a counterparty
default.

Exposure to credit risk

The maximum cxposure to credit risk (“gross credit exposure”) of the Company as at 31 December 2019 is
disclosed below, based on the carrying amounts of the financial assets, which the Company believes arc
subject to credit risk. The table includes financial instruments subject to ECL and not subject to ECL. Those
financial instruments that bear credit risk but are not subject to IZCL are subsequently measured at fair value.
‘The Company has not cntered into any credit enhancements to manage its exposure to credit risk therefore
gross credit exposure reflected in the below table is also the net credit exposure.

The Company does not have any significant cxposure arising from ilems not recognised on the statement of
financial position.

The Company does not hold financial assets considered to be credit-impaired.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Exposure to credit risk (continued)

Exposure to credit risk by class

Gross credit exposure

2019 2018
£°000 £°000
Subject to ECL:
Cash and short-term deposits 321 109
Loans and advances 217,560 226,470
Other receivables . 69 133
Not subject to ECL:
Trading financial assets 42 41
Derivatives
217,992 226,753

(1) The carrying amount recognised in the statement of financial position best represents the Company’s maximum exposure to
credit risk,

Expected credit loss measurement

At 31 December 2019, the carrying amount of financial assets al amortised cost subject to accounting ECLs
was £217,950,000. No ECL. has been recognised on these financial assets as there is no history of credit risk
losscs and this is expected Lo persist into the future for structural reasons, including credit risk mitigants.

Exposure to credit risk by internal rating grades
Intcrnal credit ratings, as below, are derived using methodologies generally consistent with those used by

external agencies:

Investment grade: AAA - BBB
Non-investment grade: BB - CCC
Default: D

The table below shows gross carrying amount by internal raling grade. All exposures subject to ECL are
Stage 1, unless otherwisc shown.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Exposure to credit risk by internal rating grades (continued)

Investment grade: A

2019 2018
£000 £000
Subject to ECL:
Cash and short-term deposits 321 109
Loans and advances 217,560 226,470
Other reccivables 69 133
Total subject to ECL 217,950 226,712

a. Financial asscts measured at FVPL
Gross credit exposure

Credit rating 2019 2018
£000 £000

A 42 41

To1al 42 41

Liquidity risk

Liquidity risk refers to the risk that the Company will be unable to finance its operations duc to a loss of
access to the capital markets or difficulty in liquidating its assets. Liquidity risk encompasses thc Company's
ability (or perceived ability) to mect ils financial obligations without cxperiencing significant business
disruption or reputational damage that may threaten the Company’s viability as a going concern. Liquidity
risk also encompasses the associated funding risks triggered by the market or idiosyncratic stress cvents that
may cause uncxpecled changes in funding nceds or an inability to raise new funding. Generally, the
Company incurs liquidily risk as a result of its trading, lending, investing and client facilitation activities.

The Morgan Stanley Group’s Liguidity Risk Management Framework is critical to helping cnsure that the
Company maintains sufficient liquidity reserves and durable funding sources to mect its daily obligations
and 1o withstand unanticipated stress events. The Liquidity Risk Department is a distinct area in Risk
Management, which oversces and monitors liquidity risk. The Liquidity Risk Department ensures
transparency of material liquidity risks, compliance with cstablished risk limits and escalation of risk
concentrations to approprialc senior management. To execute thesc responsibilitics, the Liquidity Risk

Department:
« Establishes limits in line with the Morgan Stanley Group’s risk appetite;
¢ Identifies and analyses emerging liquidity risks to ensure such risks arc appropriatcly mitigated;
¢ Monitors and reports risk exposures against metrics and limits, and;
» Reviews the mcthodologies and assumptions underpinning the Morgan Stanley Group’s Liquidity

Stress Tests to cnsure sufficicnt liquidity and funding under a range of adverse scenarios.

The liquidity risks identified by these processes are summarised in reports produced by the Liquidity Risk
Department that arc circulated to and discussed with the EMEA Asscis/ Liability Management Committce
(*ALCO™), EMEA Risk Committee and the MSI Risk Committee as appropriatc.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)

The Trcasury Department and applicablc business units have primary responsibility for evaluating,
monitoring and controlling the liquidity risks anising from the Morgan Stanley Group’s business activities,
and for maintaining processes and controls o manage the key risks inherent in their respeclive areas. The
Liquidity Risk Department coordinates with the Treasury Department and these business units to help ensure
a consisient and comprehensive framework for managing liquidity risk across the Morgan Stanlcy Group.

The Company'’s liquidity risk management policies and procedurcs arc consistent with those of the Morgan
Stanley Group.

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

The following principles guidc the Company’s liquidity risk managemcnt framework:

¢ SufTicicnt liquid asscts should be maintained to cover maturing liabilitics and other planned and
contingent outflows;

e  Maturily profile of assets and liabilities should be aligned, with limited reliancc on short-term
funding;

e Source, counierparty, currency, region, and term of funding should be diversificd; and
e Liquidity Stress Tests should anticipate, and account for, periods of limited access to funding.

The Company hedges all of its financial liabilities with financial asscts of similar maturity profile.

The core components of thc Morgan Stanley Group’s liquidity managecment framework that support our
target liquidity profile, which includes considcration of the liquidity risk for each individual legal entity, are
the Required Liquidity Framework, Liquidily Stress Tests and the Global Liquidity Reserve.

Required Liquidity Framework

The Required Liquidity Framework establishes the amount of liquidity the Morgan Stanley Group must hold
in both normal and stressed environments to ensure that its financial condition and overall soundness is not
adversely affected by an inability (or perceived inability) to meet its financial obligations in a timcly
manner. The Required Liquidity Framework considers the most constraining liquidity requirement to satisfy
all regulatory and internal limits at a consolidated and legal entity level.

Liquidity Stress Tests

The Morgan Stanley Group uses Liquidity Stress Tests to model external and intercompany flows across
multiple scenarios and a range of time horizons. These scenarios contain various combinations of
idiosyncratic and systcmic stress cvents of diffcrent severity and duration. The methodology,
implemcntation, production and analysis of the Company’s Liquidity Stress Tests arc important components
of the Required Liquidity Framework.

The Liquidity Stress Tests are produced for Morgan Stanley and its major operating subsidiaries, as well as
at major currency levels, 1o capture specific cash requirements and cash availability at various legal entitics.
The Liquidity Stress Tests assume that subsidiarics will use their own liquidity first to fund their obligations
before drawing liquidity from Morgan Stanley. It is also assumed that Morgan Stanley will support its
subsidiaries and will not have access to cash that may be held at certain subsidiaries. In addition to the
assumptions underpinning the Liquidity Stress Tests, Morgan Stanley Group takes into consideration the
settlement risk related to intra-day settlement and clearing of securities and financial activities.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)

Since the Company hedges the liquidity risk of its financial liabilities with financial assets that maich the
maturity profilc of the financial liabilitics, the Company is not considered a major operating subsidiary for
the purposes of liquidity risk. However, the Company would have access to the cash or liquidily reserves
hetd by Morgan Stanley in the unlikely event that it was unable to access adequate financing to service its
financial liabilities when they become payable.

The Required Liquidity Framework and Liquidity Stress Tests are cvaluated on an ongeing basis and
reported to the Firm Risk Committee, ALCO, and other appropriate risk committees including the Morgan
Stanley International Limited Board Risk Commitiec.

Global Liquidity Reserve

The Morgan Stanley Group maintains sufTicient liquidity rescrves (“the Global Liquidity Reserve™) to cover
daily funding necds and to meet strategic liquidity targets sized by the Required Liquidity Framework and
Liquidity Stress Tests. The size of the Global Liquidity Reserve is actively managed by the Morgan Stanley
Group considering the following components: unsccured debt maturity profile; balance sheet size and
composition; funding nceds in a stressed environment inclusive of contingent cash outflows; and collatcral
requirements. In addition, thc Morgan Stanley Group’s Global Liquidity Reserve includes a discretionary
surplus bascd on the Morgan Stanley Group’s risk tolerance and is subject to change depending on market
and firm-specific cvents. The Global Liquidity Reserve consists of cash and unencumbered securities
sourced from trading asscts, investment securities and securitics received as collateral.

The Morgan Stanlcy Group's Global Liquidity Reserve, to which the Company has access, is held within
Morgan Stanley and ils major operating subsidiarics and is composed of diversified cash and cash
cquivalenis and uncncumbered highly liquid securities.

Eligible unencumbered highly liquid securities include US government securitics, US agency securities, US
agency mortgage-backed securitics, non-US government securities and other highly liquid investment grade
securitics.

The Global Liquidity Reserve may fuctuate from period to period based on the overall size and composition
ol the balance sheel, the maturity profile of our unsccured debt and estimates of funding needs in a stressed
environment, among other factors.

The ability to monctise assets during a liquidity crisis is critical. The Morgan Stanley Group belicves that
the assets held in its Global Liquidity Reserve can be monetised within five business days in a stressed
environment given the highly liquid and diversified nature of the reserves.

Funding management

The Morgan Stanley Group manages its funding in a manner that reduces the risk of disruption to the
Morgan Stanley Group’s and the Company's opcrations. The Morgan Stanley Group pursues a strategy of
diversification of secured and unsecured funding sources (by product, investor and region) and attcmpts to
ensurc that the tenor of the Morgan Stanley Group’s, and the Company’s, liabilities equals or cxceeds the
expected holding period of the assets being financed.

The Morgan Stanlcy Group funds its balance sheet on a global basis through diverse sources, which includes
consideration of the funding risk of cach legal entity. These sources include the Morgan Stanley Group’s
equity capital, long-term borrowing, securities sold under agreements to repurchasc (“repurchase
agreements™), sccuritics lending, deposits, letters of credit and lines of credit. The Morgan Stanley Group
has active financing programmes for both standard and structured products targeting global investors and
currencics.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk (continued)
Balance sheet management

[n managing both the Morgan Stanlcy Group’s and the Company’s funding risk the composition and size of
the entire balance sheet, not just financial liabilities, is monitored and evaluated. The liquid nature of the
marketable securittes and short-term reccivables arising principally from sales and trading aclivities in the
Institutional Securities business provides the Morgan Stanley Group and the Company with flexibility in
managing the composition and sizc of its balance sheet.

Maturity analysis

In the following maturity analysis of financial assets and financial ligbilitics, derivative contracts, financial
assets designated at fair value through profit or loss and financial liabilities designated at fair valuc through
profit or loss are disclosed according to their earlicst contractual maturity; all such amounts are presented at
their fair value, consistent with how these financial instruments are managed. All other amounts represent
undiscounted cash flows receivable and payable by the Company arising from its financial asscts and
financial liabilities (o carlicst contractual maturitics as at 31 December 2019 and 31 December 2018,
Receipts of financial assets and rcpayments of financial liabilities that arc subject lo immediate notice are
treated as if notice were given immediately and arc classificd as on demand. This presentation is constdered
by the Company to approprialcly reflect the liguidity risk arising from these financial assets and financial
liabilitics, presented in a way that is consistent with how the liguidity risk on thesc financial assets and
financial tiabilities is managed by the Company.

Equal to
or more Equal to
than 3 or more
months than 1 Equal to
but less year but or more
On thanl lessthan than$

demand year S years years Total
31 December 2019 £'000 £'000 £7000 £°000 £°000
Financial assets
Cash and short-term deposits 321 - - - 321
Trading financial assets
Derivatives 42 - - - 42
Loans and advances
External counierpanties 19499 77,997 162,548 260,044
Morgan Stanlcy Group undertakings - - 30,467 1,000 31,467
Other receivables
Morgan Stanley Group undertakings - 69 - - 69
Total financial assets 363 19,568 108,464 163,548 291,943
Financial liabilities
Trading financial liabilities
Derivatives 47 - - - 47
Other payables
Morgan Stanley Group undertakings 2,408 - - 2,408
Debt and other borrowings
Prefcrence shares 10,533 41,997 164,299 216,829
Prefcrence share dividend payable 9,031 36,327 - 45,358
Total financial liabilities 47 21,972 78324 164,299 264,642
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)

Maturity analysis (continued)

31 December 2018
Financial assets
Cash and short-term deposits
Trading financial assets

Decrivatives
Loans and advancces

External counterparties

Morgan Stanlcy Group undertakings
Other receivables

Morgan Stanley Group undertakings

Total financial assets

Financial liabilities

Trading financial liabilitics
Derivatives
Other payables
Morgan Stanley Group undertakings
Debt and other borrowings
Preference shares
Preference share dividend payable

Total financial liabilities

Equal to
or more Equalte
than3 or more
months than 1 Equal to
but less year but or more
On thanl lessthan than5
demand year S years years Total
£°000 £°060 £000 £°000 £'000
109 - - - 109
4] - - - 41
- 19499 77997 182,047 279,543
- - 29,988 1,000 30,988
- 133 - - 133
150 19,632 107,985 183,047 310,814
Equal to
or more Equal to
than3 or more
months than 1 Equalto
but less year but or more
On than1 lessthan  than3
demand year 5 years years Total
£°600 £000 £'000 £'000 £000
46 - - - 46
58 - - 58
10,606 43,119 183,892 237,617
8,953 35,176 - 44,129
46 19,617 78,295 183,892 281,850
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19. FINANCIAL RISK MANACEMENT (CONTINUED)

Market risk

Market risk is defined by IFRS 7 ‘Financial instruments: Disclosures’ (“IFRS 7”) as the risk that the fair
value or future cash flows of a financial instrument will fluctuate becausc of changes in market prices.

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

Sound market risk management is an integral part of the Company’s culturc. The Company is responsible
for ensuring that market risk cxposures arc well-managed and monitorcd. The Company also cnsures
transparency of material market risks, monitors compliance with established limits, and escalates risk
concentrations (o appropriate scnior management.

To cxecute these responsibilities, the Morgan Stanlcy Group monitors the market risk of the firm against
limits on aggregate risk cxposurcs, performs a variety of risk analyses including monitoring Value-at-risk
(“VaR”) and stress testing analyses, routinely rcports risk summaries and maintains the VaR and scenario
analysis methodologies. The Company is managed within the Morgan Stanicy Group’s global framework.
The market risk management policies and procedurces of the Company includc performing risk analyses and
reporting material risks identified to appropriate scnior management of the Company.

The Company is exposed to the following types of market risk under this definition: interest ratc risk.
Interest rate risk

Intercst rate nisk is defined by IFRS 7 *Financial instruments: Disclosurcs’ as the risk that the fair value or
future cash flows of a financial instrument will fluctuatc because of changes in market interest rates. The
Company is primarily exposed 1o interest rate risk under this definition as a result of having exposure on the
net position between the proxy based intcrcompany loans, and the basis swap which is paying out variable
but carning fixed intcrest.

The application of a parallel shifl in market intcrest rates of 50 basis points increase or decrease lo these
positions, would result in a net gain or loss of approximatcly £146,616 (2018: £153,520) in the statement of
comprchensive income.

20. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE

As disclosed in notc 2 Statement of Compliance, the Company is cxempt from certain disclosure
requirements of IFRS 13 ‘Fair value measurement’ to the cxtent that they apply to assets and liabilitics other
than financial instruments. As such the disclosure included in this note relates only to financial instruments.

a. Financial assets and liabllities recognised at fair value on a recurring basis

The following tables present the carrying value of the Company’s financial asscts and financial liabilities
recognised at fair value on a recurring basis, classified according to the fair value hierarchy.
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20. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONTINUED)

a. Financial assets and liabilities recognised at fair value on a recurring basis (continued)
2019 Valuation
Valuation techniques
Quoted techniques with
prices in using significant
active  observable unobservable
market inputs inputs
(Level 1) (Level 2) (Level 3) Total
£°000 £000 £000 £000

Trading financial assets:
Derivatives - 42 - 42

Total financial assets measured at fair value - 4?2 - 42

Trading financial liabilities:

Derivatives - 47 - 47
Total financial liabilities measured at fair
value - 47 - 47
2018 Valuation
Valuation  techniques
Quoted techniques with
prices in using  significant
active  observable unobservable
market inputs inputs
(Level 1) (Level 2) (Level 3) Total
£°000 £°000 £°000 £°060

Trading financial assets:
Derivatives - 41 - 41

Total financial assets measured at fair value - 41 - 41

Trading financial liabilities:

Decrivatives - 46 - 46
Total financial liabilities measured at fair
value - 46 - 46

The Company's valuation approach and fair value hierarchy categorisation for certain significant classes of
financial instruments recognised at fair value on a recurring basis are as follows:
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20. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONTINUED)

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

Asset and Liability / Valuation Technigue Valuation Hierarchy Classification

Derivatives
OTC Derivative Contracts
e OTC dcrivative contracts include lotal return swap with
another Morgan Stanlcy Group undertaking.

¢ Dcpending on the product and the terms of the transaction,
the fair value of OTC derivative products can be modeled
using a scries of techniques, including closed-form analytic
formulas, such as the Black-Scholes option-pricing model,
simulation models or a combination thereof. Many pricing
models do not entai! material subjectivity as the
methodologies employed do not necessitate significant
judgement, sincc model inputs may bc observed from
actively quoted markets, as is'the case for generic interest
rale swaps, many equity, commodity and foreign currcnicy
option contracts and certain credit defaull swaps. In the case
of more cstablished derivative products, the pricing modcls
used by the Company arc widely accepted by the financial
services industry.

¢ Generally Level 2 — OTC derivative
products valued using observablc
inputs, or where the unobservable
input is not deemed significant.

b. Significant transfers between the levels of the fair value hierarchy for financial assets and
liabilities recognised at fair value on a recurring basis

Therc were no material transfers between levels of the fair value hicrarchy during the current or prior ycar.
21. ASSETS AND LIABILITIES NOT MEASURED AT FAIR VALUE

As disclosed in notc 2 Statement of Compliance, the Company is exempt from certain disclosure
requirements of IFRS 13 ‘Fair value measurement’ to the extent that they apply to assets and liabilitics other
than financial instruments. As such the disclosure included in this note relates only to financial instruments.

The tables below present the carying value, lair value and fair value hierarchy catcgory of certain financial
asscts and financial liabilitics that are not measured at fair value in the statement of {inancial position.

Financial assets and financial liabilities not measured at fair value for which the carrying value is considered
a reasonable approximation of fair value arc cxcluded from the tables below.
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21.  ASSETS AND LIABILITIES NOT MEASURED AT FAIR YALUE (CONTINUED)

31 December 2019

Fair Value
Valuation
Valuation Techniques
Quoted techniques with
prices in using Significant
active observable Unobservable
market inputs Inputs
Carrying
value Fair value (Level 1) {Level 2) (Level 3)
£7000 £°000 £7000 £°000 £°000
Financial assets
Loans and advances 186,093 233,431 - 233,431 -
Financial liabilities
Debt and other
borrowings (187,375) (233,431) - (233,431) -
31 December 2018
Fair Value
Valuation
Yaluation Techniques
Quoted techniques with
prices in using Sigoificant
active observable Uncobservable
market inputs Inputs
Carrying
value Fair value (Level 1) (Level 2) (Level 3)
£°000 £°000 £°000 £°000 £°000
Financial assets
Loans and advances 195,482 236,723 - 236,723 -
Financial liabilities
Dcbt and other
borrowings (196,752) (236,723) - (236,723) -

22. CAPITAL MANAGEMENT
The Morgan Stanley Group manages its capital on a global basis with considcration for its legal entitics. The

capital managed by the Morgan Stanley Group broadly includes ordinary share capital, preference sharc
capital, subordinated loans and reserves.
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22. CAPITAL MANAGEMENT (CONTINUED)

The Morgan Stanley Group’s requircd capital (“Required Capital”) estimation is bascd on the Requircd
Capital Framework, an internal capital adequacy measure. This framework is a risk-based and leverage use-
of-capital mcasure, which is compared with the Morgan Stanley Group’s regulatory capital to ensure that the
Morgan Stanlcy Group maintains an amount of going concem capiltal after absorbing potential losscs from
stress cvents where applicable, at a point in time.

The Required Capital Framework is expected 1o evolve over time in response to changes in the business and
regulatory cnvironment, for cxample, to incorporate stress testing or enhancements in modelling techniques.
The Morgan Stanlcy Group will continuc to cvaluate the framework with respect to the impact of future
regulatory requirements, as appropriaic.

The Morgan Stanley Group manages its consolidated capital position based upon, among other things,
busincss opportunitics, risks, capital availability and rates of return together with intemmal capital policies,
regulatory requircments and rating agency guidelines. In the future, the Morgan Stanley Group may adjust
its capital basc in reaction to the changing needs of its businesses.

The Company views capital as an important source of financial strength. it manages and monitors ils capital
in line with established policies and procedures and in compliance with local regulatory requirements.

The Morgan Stanley Group also aims to adequatcly capitalise at a lcgal entity level whilst safeguarding that
entity’s ability to continue as a going concern and cnsuring that it meets all regulatory capital requirements,
so that it can continuc to provide retums 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, or issuc new shares.

The Company manages the following items as capital:

2019 2018
£2000 £000
Ordinary sharc capital 24,500 24,500
Reserves 4710 4,291
29,210 28,793

23. RELATED PARTY DISCLOSURES

Parent and subsidiary relationships
Parent and ultimate controlling entity

The Company’s immediate parent undenaking is MS Lion LLC, which has its registered office at c/o The
Corporation Trust Company, Corporation Trust Center, 1209 Orange Strcet, Wilmington DE 19801, United
States of America and is incorporated in the state of Delaware, the United States of America. MS Lion LLC
does not produce publicly available financial statements.

The Company’s ultimatc parent undertaking and controlling entity and the smallest and largest group of
which the Company is a member and for which group financial statements are prepared is Morgan Stanlcy
which, together with the Company and Morgan Stanley’s other subsidiary undertakings, form the Morgan
Stanley Group. Morgan Stanley has its registered office ¢/o The Corporation Trust Company, Corporation
Trust Center, 1209 Orange Stroet, Wilmington, DE 19801, United States of America and is incorporated in
the state of Delaware in the United States of America. Copics of its financial statements can be obtained
from www.morganstanley.com/investorrelations.
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23. RELATED PARTY DISCLOSURES (CONTINUED)

Directors’ remuneration

The Company has three dircctors during the ycar who are employed by other Morgan Stanley Group entities.
The directors’ services to the Company arc considered to be incidental (o their other responsibilities within
the Morgan Stanley Group and as such, directors’ remuneration is £nil for the current year (2018: nif).

24. EVENTS AFTER THE REPORTING DATE

Pursuant to the Company’s Articles of Association, on 13 March 2020 the Company paid dividends of
£2,296,000 1o the holders of the Classes A1-A86 preference shares and £16,000 to the holders of the Class B
preference shares. On 15 June 2020 the Company paid dividends of £2,248,000 to the hotders of the Classes
A1-A86 preference shares and £16,000 to the holders of the Class B preference shares. On 15 September
2020 the Company paid dividends of £2,223,000 to the holders of the Classes A1-A86 prefecrence shares and
£16,000 to the holders of the Class B preference shares.

In addition, pursuant 1o the Company’s Articles of Association, on 13 March 2020 the Company repaid
capital of £2,578,000 in respect of the Company’s Class A34 preference shares. On 15 June 2020 the
Company repaid capital of £2,627,000 in respect of the Company’s Class A35 preference shares. On 15
September 2020 the Company repaid capital of £2,652,000 in respect of the Company’s Class A36
preference shares.

On 15 June 2020 by passing a Special Resolution, the ordinary share capital of the Company was reduced by
£6,125,000 by reducing the par value of the Company’s 24,500,002 issued £1.00 ordinary shares to £0.75
each (the “Capital Reduction™).

Since the balance shecet date, the coronavirus disease (COVID-19) pandemic has, and will likely continue to,
severcly impact global cconomic conditions, resulting in substantial volatility in the global financial markets
and opcrational challenges. The extent of the impact is highly uncertain and cannot be predicted and could
adversely affect the future operations and financial condition of Morgan Stanley and the Company.
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