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MORGAN STANLEY B.V.

DIRECTORS’ REPORT

The Directors present their report and financialesnents (which comprise the statement of compsihen
income, the statement of changes in equity, thersnt of financial position, the statement of céeivs,
and the related notes, 1 to 24) for Morgan StaBlax: (the “Company”) for the year ended 31 December
2018.

RESULTS AND DIVIDENDS

The profit for the year, after tax, was €900,0001(2 €1,547,000).
During the year, no dividends were paid or propd2€d.7: €nil).
PRINCIPAL ACTIVITY

The principal activity of the Company is the isscaf financial instruments including notes, céatifes
and warrants (“Structured Notes”) and the hedginth@ obligations arising pursuant to such issuance

The Company was incorporated under Dutch law onefteédnber 2001 and has its statutory seat in
Amsterdam, The Netherlands. The business offiadh@Company is at Luna Arena, Herikerbergweg 238,
1101 CM, Amsterdam, The Netherlands.

The Company’s ultimate parent undertaking and odiitig entity is Morgan Stanley, which, togethetthwi
the Company and Morgan Stanley’s other subsidiadettakings, form the “Morgan Stanley Group”.

FUTURE OUTLOOK

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

BUSINESS REVIEW
Global market and economic conditions

Global economic growth was strong at 3.7% in 2H8wever, it was a year of two halves, with global
growth clocking in at a strong 4% in the first haffthe year before slowing to 3.6% in the secoal. h
Growth accelerated in the United States (“US”) .88& for the year as a whole. However, in the réshe
world, growth weakened considerably, particulariythe second half. A combination of lingering trade
tensions, a slowdown in China and its spilloversl a backdrop of tighter US Federal Reserve pdign

as global growth began to soften and the associ@fie@ning of financial conditions weighed on $emwnt

and economic activity. Global growth was also hiedatk by slower growth in the Euro area and Japan,
which in turn were weighed down by factors sucla asvitch in emission standards in Germany and alktur
disasters in Japan. In terms of policy, the US Fddeeserve continued to hike interest rates byrtnér
100bps and continued its balance sheet normalisgtiocess. In Europe, the European Central Bank
(“ECB”) halved the size of its quantitative easifiQE") program to monthly purchases of €15bn after
September, and ended the QE program after Decerflmdicymakers in China intensified its easing
measures by cutting taxes and boosting infrastractpending as labour market pressures began leh bui
Since November, the US Federal Reserve has begusigt@al policy flexibility in response to a
deteriorating growth outlook. Other major centrahks have also begun to guide for a more dovisicyol
outlook in early 2019 following the weaker than egfed growth momentum in the fourth quarter of 2018

United Kingdom withdrawal from the European Union

On 23 June 2016, the United Kingdom (the “UK") ¢ébzate voted to leave the European Union (the
“EU"). On 29 March 2017, the UK invoked Article 5 the Lisbon Treaty which triggered a two-year

period, subject to extension (which would needuhanimous approval of the EU Member States), during
which the UK government negotiated a form of withelal agreement with the EU.



MORGAN STANLEY B.V.

DIRECTORS’ REPORT

BUSINESS REVIEW (CONTINUED)
United Kingdom withdrawal from the European Union (continued)

On 22 March 2019, the UK and the other EU MembateStagreed to an extension of the two-year period
to 22 May 2019, (if the UK Parliament approved withdrawal agreement by 29 March 2019) or 12 April
2019 (if it did not). On 11 April 2019, the UK artde other EU Member States agreed to a further
extension to 31 October 2019 (or, if the withdraagfeement is ratified by both parties before thaise,
until the first day of the following month). Thisither extension ceases to apply on 31 May 2018en
event that the UK has not held elections to theogean Parliament in accordance with applicable &AJ |
and has not ratified the withdrawal agreement byM2® 2019. Absent any further changes to this time
schedule, the UK is expected to leave the EU b@8tbber 2019 at the latest.

The Morgan Stanley Group is continuing to preptsdcuropean operations regardless of whether oa not
withdrawal or transition agreement is reached. Harethe Company’s principal activity and risks are
expected to remain unchanged.

Overview of 2018

The issued Structured Notes expose the Comparhetdgk of changes in market prices of the undeglyi
securities, interest rate risk and, where denormadhat currencies other than Euros, the risk of gharn
rates of exchange between the Euro and the ottexare currencies. The Company uses the contriaats t

it purchases from other Morgan Stanley Group uladé@rgs to hedge the market price, interest rate and
foreign currency risks associated with the issuaridhe Structured Notes.

The statement of comprehensive income for the igeset out on page 11. The Company reported atprofi
before income tax of €1,190,000 for the year erRie®ecember 2018, compared to a profit before ircom
tax of €2,060,000 for the prior year.

The profit before income tax for the year endedBifcember 2018 primarily comprises management
charges recognised in ‘Other revenue’ of €1,190,6@®pared to €1,304,000 received in the prior year.
The profit before income tax for the prior yearcaiscludes 2016 costs of €756,000 included in the
calculation of the yield payable on Convertible fBneed Equity Certificates (“CPECS”") recognised in

‘Interest expense’ as explained in note 11.

The Company has recognised a net expense of €&,8(82in ‘Net trading (expense)/ income’ compared
to a net income of €452,489,000 for the prior yedith a corresponding net income of €618,323,000
recognised in ‘Net income/ (expense) on other fredrinstruments held at fair value’ (2017: net expe

of €452,489,000). This is due to fair value changtsbutable to market movements on the securities
underlying Structured Notes hedged by derivatiVassified as trading financial instruments.

The statement of financial position for the Companget out on page 13. The Company’s total asted$
December 2018 are €9,494,539,000, an increase)7 £4,000 or 0.1% when compared to 31 December
2017. Total liabilities of €9,453,864,000 represantincrease of €11,822,000 or 0.1% when compared t
total liabilities at 31 December 2017. These movemhare primarily attributable to the value of issu
Structured Notes and the related hedging instrusresid at 31 December 2018. Structured Notes teflec

in ‘Debt and other borrowings’ have increased sidtdecember 2017 as a result of new issuancestoffs
by fair value movements and maturities in the y@&e net decrease in the value of the related hgdgi
instruments is primarily the result of market moess.

The performance of the Company is included in #wmuilts of the Morgan Stanley Group. The Company’s
Directors believe that providing further performarindicators for the Company itself would not erden
an understanding of the development, performang®sition of the business of the Company.

The risk management section below sets out the @ay'p and the Morgan Stanley Group's policies for
the management of liquidity and cash flow risk atfuer significant business risks.
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DIRECTORS’ REPORT

BUSINESS REVIEW (CONTINUED)
Risk management

Risk is an inherent part of the Company’s busireswity. The Company seeks to identify, assess)iton
and manage each of the various types of risk iragbin its business activities, in accordance wéfirngd
policies and procedures. The Company has develipeanvn risk management policy framework, which
leverages the risk management policies and proesdafrthe Morgan Stanley Group, and which include
escalation to the Company’s Board of Directors ndppropriate senior management personnel asawell
oversight through the Company’s Board of Directors.

Set out below is an overview of the Company’s pe$icfor the management of financial risk and other
significant business risks. More detailed qualtatand quantitative disclosures about the Company’'s
management of and exposure to financial risksrarleded in note 19 to the financial statements.

Market risk

Market risk refers to the risk of losses for a fiosior portfolio due to changes in rates, foregehange,
equities, volatilities, correlations or other marfactors.

The Company manages the market risk associateditwitrading activities at both a trading divisiand
an individual product level.

Sound market risk management is an integral patth@ifCompany’s culture. The Company is responsible
for ensuring that market risk exposures are weliaggd and monitored. The Company also ensures
transparency of material market risks, monitors glience with established limits, and escalates risk
concentrations to appropriate senior management.

Market risk management policies and proceduresh®iCompany are consistent with those of the Morgan
Stanley Group and include escalation to the CompaBpard of Directors and appropriate senior
management personnel.

It is the policy and objective of the Company robe exposed to net market risk.
Credit risk

Credit risk refers to the risk of loss arising wharborrower, counterparty or issuer does not niset i
financial obligations to the Company. Further detai the Morgan Stanley Group’s management of
country risk is set out below.

Credit risk management policies and procedureshi®rCompany are consistent with those of the Morgan
Stanley Group and include escalation to the CompaBpard of Directors and appropriate senior
management personnel.

Credit risk exposure is managed on a global basisia consideration of each significant legal entit
within the Morgan Stanley Group. The credit risk nagement policies and procedures establish the
framework for identifying, measuring, monitoringdaoontrolling credit risk whilst ensuring transpacg

of material credit risks, compliance with estaldidHimits and escalating risk concentrations torappate
senior management.

Country risk exposure

Country risk exposure is the risk that events maffecting, a foreign country might adversely afféhe
Company. “Foreign country” means any country othan The Netherlands. Sovereign risk, by contiast,
the risk that a government will be unwilling or bi&to meet its debt obligations, or renege ondibiat it
guarantees. Sovereign risk is single-name riskaf@overeign government, its agencies and guaranteed
entities.
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DIRECTORS’ REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)
Country risk exposure (continued)

The Company enters into the majority of its finah@sset transactions with other Morgan Stanleyu@ro
undertakings, primarily in Luxembourg and the .UBth the Company and the other Morgan Stanley
Group undertakings are wholly-owned subsidiariethefsame ultimate parent entity, Morgan Stanley. A
a result of the implicit support that would be go®d by Morgan Stanley, the Company’s country issk
considered a component of the Morgan Stanley Geocygdit risk.

Country risk exposure is measured in accordancdn wie Morgan Stanley Group’s internal risk
management standards and includes obligations $mmreign governments, corporations, clearing touse
and financial institutions. The Morgan Stanley Graactively manages country risk exposure through a
comprehensive risk management framework that coesbinedit and market fundamentals and allows the
Morgan Stanley Group to effectively identify, mamitand limit country risk.

The Morgan Stanley Group conducts periodic stressng that seeks to measure the impact on itstcred
and market risk stemming from negative economipalitical scenarios. When deemed appropriate by the
Morgan Stanley Group’s risk managers, the strestssigenarios include possible contagion effect® Th

analysis, and the results of the stress testsregat in the amendment of limits or exposure raiiign.

Liquidity risk

Liquidity risk refers to the risk that the Compawill be unable to finance its operations due t@sslof
access to the capital markets or difficulty in l@pting its assets. Liquidity risk encompasses the
Company’s ability (or perceived ability) to meeg financial obligations without experiencing sigeaft
business disruption or reputational damage that tinagaten the Company’s viability as a going concer

Liquidity risk also encompasses the associatedifigndsks triggered by the market or idiosyncrairess
events that may cause unexpected changes in fundeds or an inability to raise new funding.

The primary goal of the Morgan Stanley Group’s iiitjty risk management framework is to ensure thet t
Morgan Stanley Group, including the Company, haesg to adequate funding across a wide range of
market conditions and time horizons. The framewisrklesigned to enable the Morgan Stanley Group to
fulfil its financial obligations and support the esution of the Company’s business strategies. The
framework is further described in note 19.

The Company continues to actively manage its chaitd liquidity position to ensure adequate resesirc
are available to support its activities, to enable withstand market stresses.

The Company hedges all of its financial liabilitiegth financial assets entered into with other Maorg
Stanley Group undertakings, where both the Comaeanayother Morgan Stanley Group undertakings are
wholly-owned subsidiaries of the same parent, Morg§tanley.

Operational risk

Operational risk refers to the risk of loss, ord#fmage to the Company’s reputation, resulting from
inadequate or failed processes, from human faciofsom external events (e.g. fraud, theft, legadl a
compliance risks, cyber-attacks or damage to physissets). Operational risk relates to the folimaiisk
event categories as defined by Basel Capital Stdedanternal fraud; external fraud; employment
practices and workplace safety; clients, producis lausiness practices; business disruption ancekrmsyst
failure; damage to physical assets; and executielivery and process management. Legal, regulatody
compliance risk is discussed below under “Legautatory and compliance risk”.

The Company may incur operational risk across tiies€ope of its business activities.
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BUSINESS REVIEW (CONTINUED)
Risk management (continued)
Operational risk (continued)

The Company has established an operational riskefweork to identify measure, monitor and controkris
across the Company. This framework is consistetit thie framework established by the Morgan Stanley
Group and includes escalation to the Company’s @adrDirectors and appropriate senior management
personnel. Effective operational risk managemerdgsisential to reducing the impact of operationsk ri
incidents and mitigating legal and reputationaktsisThe framework is continually evolving to accofor
changes in the Company and to respond to the ahgunggulatory and business environment.

The Company has implemented operational risk dath assessment systems to monitor and analyse
internal and external operational risk events,sgeas business environment and internal contrariaand

to perform scenario analysis. The collected da¢émehts are incorporated in the operational risktalap
model. The model encompasses both quantitativegaatitative elements. Internal loss data and sé@nar
analysis results are direct inputs to the capitaldeh while external operational incidents, busines
environment and internal control factors are evaldias part of the scenario analysis process.

In addition, the Company employs a variety of fskcesses and mitigants to manage its operatitsial r
exposures. These include a governance framewor&onaprehensive risk management program and
insurance. Operational risks and associated riggo®xes are assessed relative to the risk tolerance
reviewed and confirmed by the Board and are pisadt accordingly. The breadth and variety of
operational risk are such that the types of mitigpfctivities are wide-ranging. Examples of atids
include continuous enhancement of defences agaybst attacks; use of legal agreements and costract
transfer and/ or limit operational risk exposurése diligence; implementation of enhanced policied
procedures; exception management processing conanadl segregation of duties.

Primary responsibility for the management of ogeratl risk is with the business segments, the obntr
groups and the business managers therein. Thedsssinanagers maintain processes and controls ddsign
to identify, assess, manage, mitigate and repoetatipnal risk. Each of the business segments has a
designated operational risk coordinator. The oparat risk coordinator regularly reviews operatibriak
issues and reports to the Company’s senior managemitnin each business. Each control group also ha
a designated operational risk coordinator and anfiofor discussing operational risk matters with the
Company’s senior management. Oversight of operatioisk is provided by the Operational Risk
Oversight Committee, regional risk committees aadi@ management. In the event of a merger; joint
venture; divestiture; reorganisation; or creatibra mew legal entity, a new product or a businestvigy,
operational risks are considered, and any necesbarnges in processes or controls are implemented.

The Operational Risk Department provides independeersight of operational risk management and
assesses measures and monitors operational risisagmderance. The Operational Risk Departmentkaor
with the business divisions and control groupsetlp tensure a transparent, consistent and compiigbens
framework for managing operational risk within earka and across the Company. The Operational Risk
Department scope includes oversight of technolagly;, cybersecurity risk, information security riakd
data risk management programmes (e.g. cyberseguatyd fraud risk management and prevention
programme and a third party risk management (sepplnd risk oversight and assessment) programme.
Furthermore, the Operational Risk Department suppihre collection and reporting of operational risk
incidents and the execution of operational riskeassents; provides the infrastructure needed & ri
measurement and risk management; and ensures gngalidation and verification of the Company’s
advanced measurement approach for operationatajsikal.
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BUSINESS REVIEW (CONTINUED)
Risk management (continued)
Operational risk (continued)

Business Continuity Management maintains programiogs business continuity management and
technology disaster recovery that facilitate atiggi designed to mitigate risk to the Morgan Staeoup
during a business continuity event. A businessinaity event is an interruption with potential ingbao
normal business activity of the Company’s peopfeerations, technology, suppliers and/ or facilitiEse
business continuity management programme’s coretifums are business continuity planning and crisis
management. As part of business continuity plannmgsiness divisions and control groups maintain
business continuity plans identifying processes strategies to continue business critical procedagag

a business continuity event. Crisis managemenmteptocess of identifying and managing the Company’
operations during business continuity events. Désagcovery plans supporting business continuityia
place for critical facilities and resources acribesCompany.

The Company maintains a programme that overseescyher and information security risks. Our
cybersecurity and information security policies designed to protect the Company’s information @sse
against unauthorised disclosure, modification osus¢ and are also designed to address regulatory
requirements. These policies and procedures covamad range of areas, including: identification of
internal and external threats, access control, datarity protective controls, detection of malicoor
unauthorised activity, incident response and regoptanning. The Company has also established ipslic
procedures and technologies to protect its compuated other assets from unauthorised access.

In connection with its ongoing operations, the Camputilises the services of third party supplievhich

it anticipates will continue and may increase ia thture. These services include, for example,cauted
processing and support functions and consultingodinelr professional services. The Company'’s riskeda
approach to managing exposure to these servicekidewx the performance of due diligence,
implementation of service level and other contractagreements, consideration of operational risk an
ongoing monitoring of the third party suppliers’rfjemance. The Company maintains a third party risk
programme with appropriate governance, policies¢@dures, and technology that supports alignmetht wi
our risk tolerance and is designed to meet reguylamuirements. The third party risk programmetides
the adoption of appropriate risk management camtesid practices through the supplier management
lifecycle including, but not limited to assessmehinformation security, service failure, financithbility,
disaster recoverability, reputational risk, contwat risk and safeguards against corruption.

Legal, regulatory and compliance risk

Legal, regulatory and compliance risk includesrikk of legal or regulatory sanctions, materiabficial
loss; including fines, penalties, judgements, dassagnd/ or settlements or loss to reputation wttieh
Company may suffer as a result of a failure to dgmth laws, regulations, rules, related self-rigory
organisation standards and codes of conduct apj#ida our business activities. This risk also uiles
contractual and commercial risk, such as the figkt & counterparty’s performance obligations wél b
unenforceable. It also includes compliance with iAfbney Laundering, anti-corruption and terrorist
financing rules and regulations. The Company isegaly subject to extensive regulation in the difat
jurisdictions in which it conducts its business.

The Company, principally through the Morgan Stanesoup’s Legal and Compliance Division, has
established procedures based on legal and regula@quirements on a worldwide basis that are design
to facilitate compliance with applicable statutcapd regulatory requirements and to require that the
Company’s policies relating to business condutiicetand practices are followed globally.
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Risk management (continued)
Legal, regulatory and compliance risk (continued)

In addition, the Company has established procedorestigate the risk that a counterparty’s perfanoe
obligations will be unenforceable, including comsition of counterparty legal authority and capacit
adequacy of legal documentation, the permissibiitya transaction under applicable law and whether
applicable bankruptcy or insolvency laws limit dtea contractual remedies. The heightened legal and
regulatory focus on the financial services indugbrngsents a continuing business challenge for the
Company.

Cyber and information security risk management

As a general matter, the financial services ingusices increased global regulatory focus regardyiger

and information security risk management practiddsny aspects of the businesses are subject to
cybersecurity legal and regulatory requirementscethby US federal and state governments and other
non-US jurisdictions in Europe and Asia. These lavesaimed at codifying basic cybersecurity praoest

and mandating data breach notification requirements

The Morgan Stanley Group maintains a program thiatsees its cyber and information security riskd an
is designed to address regulatory requirementseGgourity and information security policies, prboes
and technologies are designed to protect the Mor§tanley Group’s information assets against
unauthorized disclosure, modification or misuseeSghpolicies cover a broad range of areas, inadudin
identification of internal and external threatsg@ss control, data security, protective controédection of
malicious or unauthorized activity, incident respemnd recovery planning.

Certain of the Morgan Stanley Group’s businesses aso subject to privacy and data protection
information security legal requirements concerrtimg use and protection of certain customer infoionat

For example, the General Data Protection ReguldtiGiDPR"”) became effective in the EU on 25 May
2018 as a replacement for the EU Data Protectiaediive. The GDPR imposes mandatory breach
notification obligations, including significant f#s for noncompliance, enhanced governance and
accountability requirements and has extraterritdnigact. In addition, other jurisdictions have pthd or

are proposing to adopt GDPR or similar standardsh sas Australia, Singapore, Japan, Columbia,
Argentina, India, Turkey, Hong Kong and Switzerland
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Risk management (continued)
Culture, values and conduct of employees

All employees of the Morgan Stanley Group are antahie for conducting themselves in accordance with
the Morgan Stanley Group’s core valuestting Clients First, Doing the Right Thing, Leadiwith
Exceptional Ideas, and Giving Backhe Morgan Stanley Group is committed to reinfogcand
confirming adherence to the core values through governance framework, tone from the top,
management oversight, risk management and contal,a three lines of defence structure (business,
control functions such as Risk Management and Ciamg$, and Internal Audit). The Morgan Stanley
Group’s Board is responsible for overseeing theddarStanley Group’s practices and procedures mglati
to culture, values and conduct, as set forth inMloegan Stanley Group’s Corporate Governance Rdici
The Morgan Stanley Group’s Culture, Values and Geh@€ommittee is the senior management committee
that oversees the Firm-wide culture, values andlgonprogram. A fundamental building block of this
program is the Morgan Stanley Group’s Code of Cohdwhich establishes standards for employee
conduct that further reinforce the Morgan Stanlepup’s commitment to integrity and ethical conduct.
Every new hire and every employee annually mustsatio their understanding of and adherence to the
Code of Conduct. The Morgan Stanley UK Group’s GandRisk Management Policy also sets out a
consistent framework for managing Conduct Risk ¢the risk arising from misconduct by employees or
contingent workers) and Conduct Risk incidents. @haual employee performance evaluation process
includes an evaluation of employee conduct relébedsk management practices and the Morgan Stanley
Group’s expectations. The Morgan Stanley Group &las several mutually reinforcing processes to
identify employee conduct that may have an impacémployment status, current year compensation and/
or prior year compensation. For example, the Gldbe¢ntive Compensation Discretion Policy setshfort
standards for managers when making annual compemshcisions and specifically requires managers to
consider whether their employees effectively madaaygd/ or supervised risk control practices duthmg
performance year. Management committees from cbfutnctions periodically meet to discuss employees
whose conduct does not meet the Firm's standartiesel results are incorporated in the employees’
performance evaluation, which links to compensatiomd promotion decisions. The Morgan Stanley
Group’s clawback and cancellation provisions, whpenmit recovery of deferred incentive compensation
and cover a broad scope of employee conduct, imdudny act or omission (including with respect to
direct supervisory responsibilities) that consétut breach of obligation to the Morgan Stanleyu@ror
causes a restatement of the Morgan Stanley Grdimglscial results, constitutes a violation of thedgan
Stanley Group’s global risk management principfasljcies and standards, or causes a loss of revenue
associated with a position on which the employes p&id and the employee operated outside of interna
control policies.

Going concern

Retaining sufficient liquidity and capital to witlamd market pressures remains central to the Morgan
Stanley Group’s and the Company’s strategy. Adddily, the Company has access to further Morgan
Stanley Group capital and liquidity.

Taking the above factors into consideration, thee@ors believe it is reasonable to assume that the
Company will have access to adequate resourcesriiinoe in operational existence for the forese=abl
future. Accordingly, they continue to adopt the mgpiconcern basis in preparing the annual report and
financial statements.
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DIRECTORS
The following Directors held office throughout thear and to the date of approval of this report:

H. Herrmann

S. Ibanez

P.J.G. de Reus

L.P.A. Rolfes

TMF Management B.V.

The Company has taken notice of Dutch legislatifiactve as of 13 April 2017, as a consequence of
which the Company should take into account as naschossible a balanced composition of the Board of
Directors in terms of gender, when nominating quaapting Directors, to the effect that at leastg@dcent

of the positions should be held by women and at188 percent by men. Currently the compositiothef
Board of Directors deviates from the gender divgrsbjectives. When appointing a Director, the Bbaf
Directors considers the gender diversity objectiassappropriate

EVENTS AFTER THE REPORTING DATE
There have been no significant events since thertieg date.
AUDIT COMMITTEE

The Company qualifies as an organisation of publterest pursuant to Dutch and EU law and has
established its own audit committee which compliéth the applicable corporate governance rules and
composition requirements as detailed in the ArsiddeAssociation of the Company.

AUDITOR

Deloitte Accountants B.V. have expressed theirimgihess to continue in office as auditor of the @any
and a resolution to re-appoint them will be progbaethe forthcoming annual general meeting.

Approved by the Board and signed on its behalf by:

23 April 2019
H. Herrmann S. Ibanez P.J.G. de Reus
L.P.A. Rolfes TMF Management B.V.
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DIRECTORS’ RESPONSIBILITIES STATEMENT

The Directors, the names of whom are set out bedowfirm to the best of their knowledge:

- the financial statements have been prepared éordance with International Financial Reporting
Standards (“IFRSs”) as issued by the Internatiohadounting Standards Board (“IASB”) and as
endorsed by the EU and give a true and fair viethefassets, liabilities, financial position andffir
or loss of the Company; and

- the management report represented by the Digatport includes a fair review of the development
and performance of the business and the positidcheofCompany together with a description of the
principal risks and uncertainties that the Compfaces.

Approved by the Board and signed on its behalf by:

23 April 2019
H. Herrmann S. Ibanez P.J.G. de Reus
L.P.A. Rolfes TMF Management B.V.
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MORGAN STANLEY B.V.

STATEMENT OF COMPREHENSIVE INCOME
Year ended 31 December 2018

Note 2018 2017
€000 €000
Net trading (expense)/ income on financial assets (293,195) 319,694
Net trading (expense)/ income on financial liaksht (325,128) 132,795
Net trading (expense)/ income (618,323) 452,489
Net (expense)/ income on other financial assets &tefair value (32,708) 233,378
Net income/ (expense) on other financial liabitibeld at fair 651,031 (685,867)
value
Net income/ (expense) on other financial instrumestheld at 5 618,323 (452,489)
fair value
Other revenue 6 1,622 1,304
Total non-interest revenues 1,622 1,304
Interest income 12,036 11,843
Interest expense (12,289) (4,511)
Net interest (expense)/ income 7 (253) 7,332
Net revenues 1,369 8,636
Non-interest expense:

Other expense 8 (183) (6,576)
Net reversal of impairment loss on financial instents 4 -
PROFIT BEFORE INCOME TAX 1,190 2,060
Income tax 9 (290) (513)

PROFIT AND TOTAL COMPREHENSIVE INCOME FOR
THE YEAR 900 1,547

All operations were continuing in the current amibpyear.

The notes on pages 15 to 70 form an integral gdheofinancial statements.
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MORGAN STANLEY B.V.

STATEMENT OF CHANGES IN EQUITY
Year ended 31 December 2018

Balance at 1 January 2017

Profit and total comprehensi incomefor the yea

Balance at 31 December 2017

Impact of adoption of new accounting standards

Profit and total comprehensive income for the year

Balance at 31 December 2018

Share Retained Total
capital  earnings equity
€'000 €'000 €'000
15,018 23,218 38,236
- 1,547 1,547
15,018 24,765 39,783
- (8) (8)
- 900 900
15,018 25,657 40,675

The notes on pages 15 to 70 form an integral gdheofinancial statements.
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MORGAN STANLEY B.V.

Registered number: 34161590

STATEMENT OF FINANCIAL POSITION
As at 31 December 2018

Note 2018 2017
€'000 €'000
ASSETS
Cash and short-term deposits 903 432
Trading financial assets 10 271,266 592,979
Loan and advances 10 7,783,632 6,797,365
Trade and other receivables 12 1,434,349 2,086,238
Current tax assets 4,389 4,811
TOTAL ASSETS 9,494,539 9,481,825
LIABILITIES AND EQUITY
Trading financial liabilities 10 752,153 319,651
Convertible preferred equity certificates 111,125,281 1,125,281
Trade and other payables 13 188,378 656,509
Debt and other borrowings 14 7,388,052 7,340,601
TOTAL LIABILITIES 9,453,864 9,442,042
EQUITY
Share capital 15 15,018 15,018
Retained earnings 25,657 24,765
Equity attributable to owners of the Company 40,675 39,783
TOTAL EQUITY 40,675 39,783
TOTAL LIABILITIES AND EQUITY 9,494,539 9,481,825

These financial statements were approved by thedBared authorised for issue on 23 April 2019.

Signed on behalf of the Board

H. Herrmann S. Ibanez P.J.G. de Reus
L.P.A. Rolfes TMF Management B.V
Director

The notes on pages 15 to 70 form an integral gdheofinancial statements.
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MORGAN STANLEY B.V.

STATEMENT OF CASH FLOWS
Year ended 31 December 2018

Note

NET CASH FLOWS FROM/ (USED IN) OPERATING
ACTIVITIES 16

INVESTING ACTIVITIES

Repayment of loan and interest from another MoiG@mley
Group undertaking

Issue of loan to another Morgan Stanley Group uaéing

NET CASH FLOWS FROM INVESTING
ACTIVITIES

FINANCING ACTIVITIES

Yield paid on convertible preferred equity certfies

Financing received from another Morgan Stanley @Grou
undertaking

NET CASH FLOWS USED IN FINANCING
ACTIVITIES

NET INCREASE/ (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE BEGINNING
OF THE YEAR

CASH AND CASH EQUIVALENTS AT THE END OF
THE YEAR

2018 2017
€000 €000
471 (284)
1,163,53¢ -
(1,125,281 -
38,257 -
(54,313 -
16,056 -
(38,257 -
471 (284)

432 716

903 432

The notes on pages 15 to 70 form an integral gdheofinancial statements.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

1. CORPORATE INFORMATION
The Company is incorporated and domiciled in ThéhBidands, at the following address:
Luna Arena, Herikerbergweg 238, 1101 CM, Amsterdahg Netherlands.

The Company is engaged in the issuance of StruttNies and the hedging of the obligations arising
pursuant to such issuances with prepaid equityrgEsucontracts, loans designated at fair valueugh
profit or loss and derivatives entered into withriglan Stanley Group undertakings.

The issued Structured Notes expose the Comparhetdgk of changes in market prices of the undeglyi
securities, interest rate risk and, where denorathat currencies other than Euros, the risk of gharn
rates of exchange between the Euro and the ottexare currencies. The Company uses the contriats t

it purchases from other Morgan Stanley Group uld@rgs to hedge the market price, interest rate and
foreign currency risks associated with the issuaridbhe Structured Notes.

2. BASIS OF PREPARATION
Statement of compliance

The Company has prepared its annual financialretatés in accordance with IFRSs issued by the IASB a
adopted by the EU, Interpretations issued by thRSIFnterpretations Committee and Part 9 of BooK 2 o
the Dutch Civil Code.

New standards and interpretations adopted during tle year

The following standards, amendments to standardsraerpretation relevant to the Company’s opersio
were adopted during the year. Except where othersiated, these standards, amendments to standards
and interpretations did not have a material impacthe Company'’s financial statements.

IFRS 9 Financial Instrumenty“IFRS 9”) was issued by the IASB in November 200eissued in October
2010, amended in November 2013, and revised asdugd by the IASB in July 2014. The standard was
endorsed by the EU in November 2016. IFRS 9 isiegiple retrospectively, except where otherwise
prescribed by transitional provisions of the staddand is effective for accounting periods begignon

or after 1 January 2018. The Company early adofitedequirements relating to the presentation of fa
value movements due to changes in credit risk memfiial liabilities designated at fair value thrbygofit

or loss (“FVPL"), and has adopted the remaininguremments of IFRS 9 from 1 January 2018.

A further amendment to IFRS 9, relating to the aectimg treatment of financial instruments with
prepayment features including negative compensati@as issued by the IASB in October 2017. The
amendment is applicable retrospectively, exceptraviotherwise prescribed by transitional provisiofs
the amendment, and is effective for accounting gusribeginning on or after 1 January 2019. The
amendment was endorsed by the EU in March 2018 Chimepany has early adopted this amendment from
1 January 2018.

The main aspects of IFRS 9 which impact the Comaayits requirements relating to:
. Classification and measurement of financial asset

The classification and measurement of financiab@ss determined based upon how these are
managed (the Company’'s business model) and theitramdual cash flow characteristics.
Measurement will be at amortised cost or FVPL.

. Impairment of financial assets

The impairment requirements are based on Expecteditd.oss (“ECL") and apply to financial
assets measured at amortised cost.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

2. BASIS OF PREPARATION (CONTINUED)

New standards and interpretations adopted during tle year (continued)

As part of the implementation of IFRS 9, the Comphas performed an evaluation of its business nsodel
and a review of the contractual terms of finanasdets.

As a result of this evaluation, certain financissets have moved from designated at FVPL under3\S
‘Financial Instruments: Recognition and Measurerm@ihAS 39”) to mandatorily at FVPL under IFRS 9.
There is no impact of this on retained earningatak January 2018. No financial liabilities havarged
classification.

As a result of the implementation of the ECL impant approach the Company’s retained earnings have
decreased by €8,000, due to additional impairmesqie®se recognition, in line with the transitional
provisions of IFRS 9.

Under the transitional provisions of IFRS 9, thenpany’s opening balance sheet at the date of linitia
application (1 January 2018) has been restatedi, matrestatement of comparative periods. Howewer, t
Company has updated the presentation of its prire@tgments on transition to IFRS 9 to provide more
relevant information to the users of the finansi@tements. The comparative period has been remiess

to align to the new format in the financial stateise

Note 3 provides the new accounting policies un@&&S 9 applicable from 1 January 2018, alongside the
accounting policies applicable to 31 December 2Addder IAS 39.

To reflect the differences between IFRS 9 and IASIBRS 7 Financial Instruments: Disclosure§IFRS

7") was updated by the IASB and the Company adotitedipdated IFRS 7 for all reporting periods frbm
January 2018. The updated requirements includesitiam disclosures shown in note 4, in addition to
qualitative and quantitative information about BL as set out in note 19.

There were no other standards, amendment to stisdar interpretations relevant to the Company’s
operations which were adopted during the period.

New standards and interpretations not yet adopted

At the date of authorisation of these financiatest@gnts, the following standards, amendments talatals
and interpretations relevant to the Company’s dmrs were issued by the IASB but not mandatory for
accounting periods beginning 1 January 2018. Exabpte otherwise stated, the Company does not &xpec
that the adoption of the following standards, anmeewts to standards and interpretations will have a
material impact on the Company’s financial statetsien

As part of the 2015-2017 Annual Improvements Cyalilished in December 2017, the IASB made
amendments to the following standard that is refet@the Company’s operations: IAS 12come Taxes'’
for application in accounting periods beginningasrafter 1 January 2019.

IFRIC 23 Uncertainty over Income Tax Treatmémms issued by the IASB in June 2017 for applmati
in accounting periods beginning on or after 1 Jan@2819.

Basis of measurement

The financial statements of the Company are prepargler the historical cost basis, except for gerta
financial instruments that have been measuredratdhue as explained in the accounting policielewe

Critical judgements in applying the Company’s acconting policies

No judgements other than those involving estimationted below have been made in the process of
applying the Company’s accounting policies thatehhad a significant effect on the amounts recognise
the financial statements.

16



MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

2. BASIS OF PREPARATION (CONTINUED)

Key sources of estimation uncertainty

The preparation of the Company’s financial stateseguires management to make judgements involving
estimations and other assumptions regarding thgatiah of certain financial instruments that afféo
financial statements and related disclosures.

The critical sources of estimation uncertainty agsdollows:

» Valuation of L3 financial instrument&/aluation techniques used to measure the fainevalf
instruments categorised in Level 3 of the fair eahierarchy are dependent on unobservable
parameters, and as such require the applicatiojudfement, involving estimations and
assumptions. The fair value for these financiatrimments has been determined using parameters
appropriate for the valuation methodology basegm@availing market evidence. It is recognised
that the unobservable parameters could have a Hrrgasonably possible alternative values. See
accounting policy 3(d) and note 21 ‘Sensitivityfair values to changing significant assumptions
to reasonably possible alternatives’.

The Company believes that the estimates used paprgy the financial statements are reasonableyaat
and reliable. Actual results could differ from thesstimates.

The going concern assumption

The Company’s business activities, together with fhctors likely to affect its future development,
performance and position, are reflected in the reu@utlook and Business Review section of the Dimst
report on pages 1 to 9. In addition, the notediéofinancial statements include the Company’s dhjes,
policies and processes for managing its capital;fitancial risk management objectives; detailstef
financial instruments; and its exposures to crashitand liquidity risk.

As set out in the Directors’ report, retaining seiéfnt liquidity and capital to withstand markeepsures
remains central to the Morgan Stanley Group’s &eddompany’s strategy.

Taking the above factors into consideration, thee€iors believe it is reasonable to assume that the
Company will have access to adequate resourcesriiinoe in operational existence for the forese=abl
future. Accordingly, they continue to adopt the mgpiconcern basis in preparing the annual report and
financial statements.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a. Functional currency

Items included in the financial statements are mnegsand presented in Euros, the currency of timeapy
economic environment in which the Company operates.

All currency amounts in the financial statementd Birectors’ report are rounded to the nearestshod
Euros.

b. Foreign currencies

All monetary assets and liabilities denominate@urnrencies other than Euros are translated into€at
the rates ruling at the reporting date. Transastimd non-monetary assets and liabilities denoewit
currencies other than Euros are recorded at tee @evailing at the dates of the transactions.arheunt

of change in the fair value of financial liabil¢i@esignated at FVPL that is attributable to charigehe
credit risk of these liabilities (“DVA”) includesofeign exchange differences thereon. All otherdiation
differences are taken through the statement of cehgmsive income. Exchange differences recognised i
the statement of comprehensive income are presant€ther revenue’ or ‘Other expense’, except veher
noted in 3(c) below.

C. Financial instruments

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

Trading financial instruments
Applicable both prior to and from 1 January 2018

Trading financial instruments, including all detiivas, are initially recorded on trade date at Yailue (see
note 3(d) below). All subsequent changes in falueaforeign exchange differences, interest anadldids
are reflected in the statement of comprehensivenigcin ‘Net trading (expense)/ income’.

Transaction costs are incremental costs that aeetti attributable to the acquisition, issue apdisal of a
financial instrument. Transaction costs are exalugem the initial fair value measurement of theaficial
instrument. These costs are recognised in thenstatieof comprehensive income in ‘Other expense’.

Non-trading financial assets at fair value throughprofit or loss
Applicable from 1 January 2018

Non-trading financial assets at FVPL are principéithancial assets where the Company makes desision
based upon the assets’ fair value and generallygrésed on settlement date at fair value (see Bute
below), since they are neither regular way nortaey derivatives. From the date the terms are dgree
(trade date), until the financial asset is fundsektlement date), the Company recognises any lsedal
fair value changes in the financial asset as naditig financial assets at FVPL. On settlement dhe=fair
value of consideration given is recognised as atramting financial asset at FVPL. All subsequerandes

in fair value, foreign exchange differences aneriest are reflected in the statement of comprebhensi
income in ‘Net income/ (expense) on other finanmatruments held at fair value’.

Transaction costs are excluded from the initial f@lue measurement of the financial assets. Thests
are recognised in the statement of comprehensoanie in ‘Other expense’.

Non-trading financial assets at FVPL include prdpjuity securities contracts.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
c. Financial instruments (continued)

i) Financial instruments designated at fair valuethrough profit or loss
Applicable from 1 January 2018

The Company has designated certain financial aasét§PL when the designation at fair value elinsa

or significantly reduces an accounting mismatchciwhivould otherwise arise. The Company has also
designated certain financial liabilities at FVPL evl the financial liabilities are managed, evaldeaiad
reported internally on a fair value basis.

Applicable until 31 December 2017

The Company designated certain financial instrusmeit FVPL when the financial instruments were
managed, evaluated and reported internally onravédile basis.

Applicable until 31 December 2017 and from 1 January 2018

From the date the transaction in a financial iment designated at FVPL is entered into (trade)datg
settlement date, the Company recognises any useeafair value changes in the contract as financial
instruments designated at FVPL in the statemefihahcial position. On settlement date, the failueaof
consideration given or received is recognised fisamcial instrument designated at FVPL (see ngth 3
below).

All subsequent changes in fair value, foreign exgeadifferences, interest and dividends are reftbab

the statement of comprehensive income in ‘Net ingofaxpense) on other financial instruments held at
fair value’ other than DVA on financial liabilitieat FVPL which is recognised in the Debt valuation
adjustment reserve where those changes do noeaeahlarge an accounting mismatch.

Transaction costs are excluded from the initial f@lue measurement of the financial instrumeneskeh
costs are recognised as incurred in the statenfi@oinaprehensive income in ‘Other expense’.

Financial assets designated at FVPL include loams fanancial liabilities designated at FVPL include
Structured Notes.

iii) Financial assets and financial liabilities atamortised cost
Applicable from 1 January 2018

Financial assets classified at amortised cost decitash and short-term deposits and certain tradi@ther
receivables. Financial liabilities classified at@tised cost include CPECs and trade and otheryega

Financial assets are recognised at amortised chehwhe Company’s business model objective is to
collect the contractual cash flows of the assetbvalimere these cash flows are solely payments otipal

and interest (“SPPI”) on the principal amount cansting until maturity. Such assets are recogniseenw
the Company becomes a party to the contractuaigioms of the instrument. The instruments areatiti
measured at fair value (see note 3(d) below) armbexjuently measured at amortised cost less ECL
allowance. Interest is recognised in the statermEnbmprehensive income in ‘Interest income’, gsihe
effective interest rate (“EIR”) method as descrilbedbw. Transaction costs that are directly attable to

the acquisition of the financial asset are addatieédair value on initial recognition.

ECL and reversals thereof are recognised in therstnt of comprehensive income in ‘Net impairment
loss on financial instruments’ or ‘Net reversairapairment loss on financial instruments’.

19



MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
c. Financial instruments (continued)

iii) Financial assets and financial liabilities atamortised cost (continued)
Applicable until 31 December 2017

Financial assets classified as loans and receivatéee recognised when the Company became a party t
the contractual provisions of the instrument. Thesgre initially measured at fair value (see note) 3(d
below) and subsequently measured at amortised lesst allowance for impairment. Interest was
recognised in the statement of comprehensive incominterest income’, using the EIR method as
described below. Transaction costs that were tjrettributable to the acquisition of the finaricésset
were added to or deducted from the fair value atialrrecognition. Impairment losses and reversHls
impairment losses on financial assets classifietbass and receivables were recognised in stateofent
comprehensive income in ‘Other expense’.

Financial assets classified as loans and receiwabtdude cash and short-term deposits, trade vaikeis
and other receivables.

Applicable until 31 December 2017 and from 1 January 2018

Financial liabilities are classified as being supsntly measured at amortised cost, except wheseatre

held for trading or are designated as measureiBt FThey are recognised when the Company becomes a
party to the contractual provisions of the instramé&hey are initially measured at fair value (se¢e 3(d)
below) and subsequently measured at amortised dostrest is recognised in the statement of
comprehensive income in ‘Interest expense’ usimgER method as described below. Transaction costs
that are directly attributable to the issue of fimancial liability are added to or deducted frohe tfair
value on initial recognition.

The CPECs issued by the Company are classifiedhaadial liabilities at amortised cost in accordanc
with the substance of the contractual arrangemadt|AS 32 ‘Financial Instruments: Presentation —
offsetting financial instrumentsThe yield on the CPECs is recognised in the staté of comprehensive
income in ‘Interest expense’ using the EIR methedescribed below.

The EIR method is a method of calculating the aisedt cost of a financial instrument (or a group of
financial instruments) and of allocating the ingtrimcome or interest expense over the expectedfithe
financial instrument. The EIR is the rate that ¢lyadiscounts the estimated future cash payments an
receipts through the expected life of the finantiatrument (or, where appropriate a shorter pégriodhe
carrying amount of the financial instrument. Th&RE$ established on initial recognition of the ficzal
instrument. The calculation of the EIR includes fakts and commissions paid or received, transaction
costs, and discounts or premiums that are an altggrt of the EIR.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
d. Fair value
Fair value measurement

Fair value is defined as the price that would lxeirged to sell an asset or paid to transfer alifglfi.e. the
“exit price”) in an orderly transaction between Rerparticipants at the measurement date.

Fair value is a market-based measure consideredtfie perspective of a market participant rathantan
entity-specific measure. Therefore, even when ntaaksumptions are not readily available, assumsption
are set to reflect those that the Company beliewagket participants would use in pricing the agget
liability at the measurement date.

Where the Company manages a group of financialtsass®l financial liabilities on the basis of itst ne
exposure to either market risks or credit risk, @@mpany measures the fair value of that group of
financial instruments consistently with how maretrticipants would price the net risk exposurehat t
measurement date.

In determining fair value, the Company uses variealsiation approaches and establishes a hieraarhy f
inputs used in measuring fair value requires that most observable inputs be used when available.
Observable inputs are inputs that market particgparould use in pricing the asset or liability thetre
developed based on market data obtained from seimdependent of the Company. Unobservable inputs
are inputs that reflect assumptions the Compang\esd other market participants would use in pgdime
asset or liability, that are developed based orb#st information available in the circumstances.

The fair value hierarchy is broken down into thteeels based on the observability of inputs asofed,
with Level 1 being the highest and Level 3 being lttwest level:

* Level 1 — Quoted prices (unadjusted) in an actieeket for identical assets or liabilities

Valuations based on quoted prices in active mattketisthe Morgan Stanley Group has the ability
to access for identical assets or liabilities. \éilbn adjustments and block discounts are not
applied to Level 1 instruments. Since valuatiors lzased on quoted prices that are readily and
regularly available in an active market, valuatmithese products does not entail a significant
degree of judgement.

» Level 2 — Valuation techniques using observableitisp

Valuations based on one or more quoted prices irketg that are not active or for which all
significant inputs are observable, either direotlyndirectly.

» Level 3 — Valuation techniques with significant bservable inputs

Valuations based on inputs that are unobservabteé sagnificant to the overall fair value
measurement.

The availability of observable inputs can vary frpneduct to product and is affected by a wide \graf
factors, for example, the type of product, whettteg product is new and not yet established in the
marketplace, the liquidity of markets and otherrabteristics particular to the product. To the akthat
valuation is based on models or inputs that ars M@sservable or unobservable in the market, the
determination of fair value requires more judgeméwcordingly, the degree of judgement exercised by
the Company in determining fair value is greatestifistruments categorised in Level 3 of the failue
hierarchy.

The Company considers prices and inputs that anemuas of the measurement date, including during
periods of market dislocation. In periods of martisfocation, the observability of prices and inpatay

be reduced for many instruments. This conditiond@ause an instrument to be reclassified from Léve
to Level 2 or from Level 2 to Level 3 of the fa@lue hierarchy.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
d. Fair value (continued)
Fair value measurement (continued)

In certain cases, the inputs used to measure &uevmay fall into different levels of the fair val
hierarchy. In such cases, the total fair value @mhis disclosed in the level appropriate for thedst level
input that is significant to the total fair valuktbe asset or liability.

The Company incorporates Funding Valuation Adjustm@FVA”) in the fair value measurements of
over-the-counter (*OTC") uncollateralised or pditiacollateralised derivatives, and in collateratis
derivatives where the terms of the agreement d@eaonit the re-use of the collateral received. éneyal,
the FVA reflects a market funding risk premium ind@ in the noted derivative instruments. The
methodology for measuring FVA leverages the Comjzamyisting credit-related valuation adjustment
calculation methodologies, which apply to both &saed liabilities.

For assets and liabilities that are transferredvben levels in the fair value hierarchy during pleeiod, fair
values are ascribed as if the assets or liabilitastbeen transferred as of the beginning of thiege

Valuation techniques

Many cash instruments and OTC derivative contrhatse bid and ask prices that can be observed in the
marketplace. Bid prices reflect the highest pricat ta party is willing to pay for an asset. Askcps
represent the lowest price that a party is williegccept for an asset. The Company carries posiab the
point within the bid-ask range that meets its lessimate of fair value. For offsetting positiondlie same
financial instrument, the same price within the-agk spread is used to measure both the long amtl sh
positions.

Fair value for many cash instruments and OTC dgeveacontracts is derived using pricing models.
Pricing models take into account the contract teassvell as multiple inputs including, where apalile,
commodity prices, equity prices, interest rate djielirves, credit curves, correlation, creditworgisis of
the counterparty, creditworthiness of the Compapyion volatility and currency rates.

Where appropriate, valuation adjustments are madactount for various factors such as liquidityk ris
(bid-ask adjustments), credit quality, model urmiaty and concentration risk.

Adjustments for liquidity risk adjust model-derivexdid-market levels of Level 2 and Level 3 financial
instruments for the bid-mid or mid-ask spread regplito properly reflect the exit price of a risksfimn.
Bid-mid and mid-ask spreads are marked to levelended in trade activity, broker quotes or other
external third-party data. Where these spreadsuaodservable for the particular position in quastio
spreads are derived from observable levels of airpibsitions.

The Company applies credit-related valuation adjesits to its borrowings (primarily Structured Notes
which are designated at fair value through profitass and to OTC derivatives. The Company consider
the impact of changes in own credit spreads baged abservations of the secondary bond market dprea
when measuring the fair value for borrowings. Far@derivatives, the impact of changes in both the
Company’s and the counterparty’s credit ratingossidered when measuring fair value. In determirireg
expected exposure the Company simulates the diitrib of the future exposure to a counterpartynthe
applies market-based default probabilities to theire exposure, leveraging external third-partyditre
default swap (“CDS”) spread data. Where CDS sprstd are unavailable for a specific counterparty,
bond market spreads, CDS spread data based omunéetparty’s credit rating or CDS spread data that
reference a comparable counterparty may be utili§é@ Company also considers collateral held and
legally enforceable master netting agreementsnifiiigate its exposure to each counterparty.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

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

Adjustments for model uncertainty are taken for ifimss whose underlying models are reliant on
significant inputs that are neither directly nodinectly observable, hence requiring reliance datdshed
theoretical concepts in their derivation. Theseustmjents are derived by making assessments of the
possible degree of variability using statisticaghayaches and market-based information where pessibl

The Company may apply concentration adjustmentettain of its OTC derivative portfolios to reflabe
additional cost of closing out a particularly largsk exposure. Where possible, these adjustmamrts a
based on observable market information but in mastances significant judgement is required toneesti
the costs of closing out concentrated risk expasdue to the lack of liquidity in the marketplace.

Valuation process

Valuation Control (“VC”) within the Financial Comtr Group (“FCG”) is responsible for the Company’s
fair value valuation policies, processes and procesi VC is independent of the business units apdrts

to the Chief Financial Officer of the Morgan Stanl@roup (“CFO”), who has final authority over the
valuation of the Company'’s financial instrument€ Wmplements valuation control processes desigaed t
validate the fair value of the Company’s finandiastruments measured at fair value including those
derived from pricing models.

Model ReviewVC, in conjunction with the Model Risk Managemergdartment (“MRM”),
which reports to the Chief Risk Officer of the MargStanley Group (“CRQO”), independently
reviews valuation models’ theoretical soundness #ippropriateness of the valuation
methodology and calibration techniques developedth®y business units using observable
inputs. Where inputs are not observable, VC revigins appropriateness of the proposed
valuation methodology to determine that it is cetesit with how a market participant would
arrive at the unobservable input. The valuation hométlogies utilised in the absence of
observable inputs may include extrapolation teahesgand the use of comparable observable
inputs. As part of the review, VC develops a methogy to independently verify the fair value
generated by the business unit's valuation modéis. Company generally subjects valuations
and models to a review process initially and or@qglic basis thereafter.

Independent Price VerificatioThe business units are responsible for determitiiadair value

of financial instruments using approved valuatiorodels and valuation methodologies.
Generally on a monthly basid/C independently validates the fair values of ficiah
instruments determined using valuation models ligrd@ning the appropriateness of the inputs
used by the business units and by testing commiawith the documented valuation
methodologies approved in the model review prodessribed above.

The results of this independent price verificataond any adjustments made by VC to the fair
value generated by the business units are pres¢atedanagement of the Morgan Stanley
Group’s three business segments (i.e. InstitutioBekurities, Wealth Management and
Investment Management), the CFO and the CRO ogdaebasis.
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MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
d. Fair value (continued)
Valuation process (continued)

Independent Price Verification (continued)C uses recently executed transactions, other
observable market data such as exchange data,rbdaeater quotes, third-party pricing vendors
and aggregation services for validating the faluea of financial instruments generated using
valuation models. VC assesses the external sowmndstheir valuation methodologies to
determine if the external providers meet the mimmstandards expected of a third-party
pricing source. Pricing data provided by approvagmal sources are evaluated using a number
of approaches; for example, by corroborating thereal sources’ prices to executed trades, by
analysing the methodology and assumptions usetiéogxternal source to generate a price and/
or by evaluating how active the third-party pricisgurce (or originating sources used by the
third-party pricing source) is in the market. Basadthis analysis, VC generates a ranking of
the observable market data designed to ensuréhihaighest-ranked market data source is used
to validate the business unit’s fair value of fioahinstruments.

VC reviews the models and valuation methodologydutge price new material Level 2 and
Level 3 transactions and both FCG and MRM must @ppthe fair value of the trade that is
initially recognised.

Level 3 TransactionsVC reviews the business unit's valuation technigte assess whether
these are consistent with market participant astiong

Gains and losses on inception

In the normal course of business, the fair valueadfnancial instrument on initial recognition iset
transaction price (i.e. the fair value of the cdesation given or received). In certain circumsemc
however, the fair value will be based on other okmale current market transactions in the same
instrument, without modification or repackaging,aor a valuation technique whose variables includg o
data from observable markets. When such evidendtsexthe Company recognises a gain or loss on
inception of the transaction.

During the year, the Company voluntarily changsditcounting policy with respect to fair value gaamd
losses on inception. When the use of unobsenrabhlet data has a significant impact on determiféirg
value at the inception of the transaction, thereritiitial gain or loss indicated by the valuatimehnique

as at the transaction date is not recognised imatedgliin the statement of comprehensive incomeidbut
deferred and recognised over the life of the imatrot or at the earlier of when the unobservablekatar
data either becomes observable, maturity or dispidghe instrument. Previously, any initial gainloss

was not amortised over the life of the instrumemd avas only recognised when the market data became
observable or on maturity of the instrument. Ttlignge in accounting policy has been retrospegtivel
applied and has no impact on the financial statésriarthe current or prior year.

e. Modification and derecognition of financial assts and liabilities
Applicable until 31 December and from 1 January 2018

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

If the asset has been transferred, and the Compeither transfers nor retains substantially alihef risks
and rewards of the asset, then the Company detesmihether it has retained control of the asset.

If the Company has retained control of the assethall continue to recognise the financial aseethe
extent of its continuing involvement in the finaacasset. If the Company has not retained confrthe
asset, it derecognises the asset and separatelyniees any rights or obligation created or rethinethe
transfer.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
e. Modification and derecognition of financial assts and liabilities (continued)

The renegotiation or modification of the contrattuash flows of a financial asset can lead to
derecognition where the modification is “substdhtidetermined by qualitative assessment of whether
revised contractual terms of a financial assethsaga loan, are significantly different from thadethe
original financial asset. In the event that thelitgiive assessment is unclear, a quantitative t@%h flow
test is performed.

Where modifications do not result in derecognitadrithe asset, the gross carrying amount of thenfirzd
asset is recalculated and a modification gain/sflds recognised in the statement of comprehensive
income.

Upon derecognition of a financial asset, the déffexe between the previous carrying amount anduire s
of any consideration received, together with tla@sfer of any cumulative gain/ loss previously ggised

in equity, are recognised in the statement of cemmpnsive income within ‘Net gains/ (losses) on
derecognition of financial assets measured at aseortost.

The Company derecognises financial liabilities wites Company’s obligations are discharged, cartelle
or they expire.

f. Impairment of financial instruments

Applicable from 1 January 2018

The Company recognises loss allowances for EClimamé€ial assets measured at amortised cost.
Measurement of ECL

For financial assets, ECL are the present valueash shortfalls (i.e. the difference between caibe
and expected cash flows) over the expected litb@financial instrument, discounted at the as$eifs

Where a financial asset is credit-impaired at thgorting date, the ECL is measured as the differenc
between the asset’s gross carrying amount and rdémept value of future cash flows, discounted at th
original EIR.

The Company applies a three stage approach to negdtiICL based on the change in credit risk since
initial recognition:

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

. Stage 2: if there has been a significant incréaseedit risk (“SICR”) since initial recognitiothe
loss allowance is calculated as the ECL over theaneing life of the financial instrument. If it is
subsequently determined that there has no longam BeSICR since initial recognition, then the
loss allowance reverts to reflecting 12 month etgatosses.

o Stage 3: if there has been a SICR since initiabgattion and the financial instrument is deemed
credit-impaired (see below for definition of credtitpaired), the loss allowance is calculated as
the ECL over the remaining life of the financiasfrument. If it is subsequently determined that
there has no longer been a SICR since initial meitiog, then the loss allowance reverts to
reflecting 12 month expected losses.

The Company’s accounting policy is to not use to@” credit risk practical expedient. As a restilte
Company monitors all financial instruments, whiahrbt have a significant financing component that a
subject to impairment for SICR, with the exceptairirade receivables for which a lifetime ECL isvalys
calculated.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
f. Impairment of financial instruments (continued)
Measurement of ECL (continued)

In general, ECL are measured so that they reflect:

a) A probability-weighted range of possible outesm
b) The time value of money
C) Relevant information relating to past, currand future economic conditions.

When measuring ECL, the Company considers mul8pknarios, except where practical expedients are
used to determine ECL. Practical expedients arel wgieere they are consistent with the principles
described above. ECL on certain trade receivablesaculated using a ‘matrix’ approach which retfie
the previous history of credit losses on thesenfira assets, applying different provision levessdéd on

the age of the receivable. Alternatively where ¢hex a history of no credit losses and where this i
expected to persist into the future for structumal other reasons, such as collateral or other tredi
enhancement, in which case it is determined th@B&@GL for a financial instrument is de minimis (hiig
immaterial) and it may not be necessary to recegthie ECL.

The Company measures ECL on an individual asses lzasl has no purchased or originated credit-
impaired financial assets.

If a financial asset has been the subject of moalifbn which does not lead to its derecognitioriefre
accounting policy 3(e)), SICR is assessed by comgahe risk of default of the financial instrumgnt
based on the modified terms at the reporting datit, the risk of default of the financial instrunest
inception, based on the financial instrument’sioay unmodified, terms.

Where the modification of contractual cash flowsaofinancial asset leads to its derecognition dred t
recognition of a new asset (refer accounting pais)), the date of modification is treated asdhee of
initial recognition for the new financial asset whdetermining whether a SICR has occurred for that
modified financial asset. In rare circumstanceterahodification, the new asset is considered taredit
impaired, in which case it is treated as an ask@hwvas credit-impaired at origination.

More information on measurement of ECL is providedote 19, Financial risk management.
Presentation of ECL

ECL is recognised in the statement of comprehenisigeme within ‘Net impairment loss on financial
instruments’ or ‘Net reversal of impairment loss financial instruments’. ECL on financial assets
measured at amortised cost are presented as armalid®ance. The allowance reduces the net carrying
amount on the face of the statement of financialtjpm.

Credit-impaired financial instruments

In assessing the impairment of financial instrureaimder the ECL model, the Company defines credit-
impaired financial instruments in accordance with Credit Risk Management Department’s policies and
procedures. A financial instrument is credit-impdiwhen, based on current information and events, i
probable that the Company will be unable to colltischeduled payments of principal or interesewh
due according to the contractual terms of the agesg.

Definition of Default

In assessing the impairment of financial instrureantder the ECL model, the Company defines default
accordance with the Credit Risk Management Departsepolicies and procedures. This considers
whether the borrower is unlikely to pay its cregliligations to the Company in full and takes intc@unt
qualitative indicators, such as breaches of cowsndine definition of default also includes a praption
that a financial asset which is more than 90 dags$ gue (“DPD”) has defaulted.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
f. Impairment of financial instruments (continued)
Write-offs

Loans are written off (either partially or in fuljhen they are deemed uncollectible which generalburs
when all commercially reasonable means of recogetire loan balance have been exhausted. Such
determination is based on an indication that thedveer can no longer pay the obligation, or tha th
proceeds from collateral will not be sufficientgay the loan. Partial write-offs are made whe@ign of

the loan is uncollectable. However, financial &s#eat are written off could still be subject td@cement
activities for recoveries of amounts due. If theoant to be written off is greater than the accuatad loss
allowance, the difference is reflected directly the statement of comprehensive income within ‘Net
impairment loss on financial instruments’ and ig necognised in the loss allowance account. Any
subsequent recoveries are credited to ‘Net reverfsahpairment losses on financial instruments’hivit

the statement of comprehensive income.

Applicable until 31 December 2017

At each reporting date, an assessment was made ahdther there was any objective evidence of
impairment in the value of a financial asset cledias loans and receivables. Impairment lossag we
recognised if an event had occurred which wouldehzad an adverse impact on the expected future cash
flows of an asset and the expected impact couletlmbly estimated.

Impairment losses on loans and receivables weresuneg as the difference between the carrying amount
of the loans and receivables and the present wdlastimated cash flows discounted at the assetial

EIR. Such impairment losses were recognised instatement of comprehensive income within ‘Other
expense’ and were recognised against the carryinguat of the impaired asset on the statement of
financial position. Interest on the impaired ass®mitinued to be accrued on the reduced carryinguatmo
based on the original effective interest rate efdkset.

If in a subsequent year, the amount of the estidhatgairment loss decreased because of an event
occurring after the impairment was recognised piteiously recognised impairment loss was reveesed
described for the relevant categories of finanaidet in note 3(c) (iii). Any reversal was limitedthe
extent that the value of the asset may not exdeedriginal amortised cost of the asset had no iimmzeant
occurred.

g. Cash and cash equivalents

Cash and cash equivalents comprise cash and dedepubits with banks, net of outstanding bank
overdrafts, along with highly liquid investmentsittworiginal maturities of three months or lessttare
readily convertible to known amounts of cash artgjestt to insignificant risk of change in value.

h. Income tax
The tax expense represents the sum of the taxntiyrgayable.

The tax currently payable is calculated based ralie profit for the year. Taxable profit may diffeom
profit before income tax as reported in the stateroé comprehensive income because it excludessit&m
income or expense that are taxable or deductibtghiar years and it further excludes items thatnenesr
taxable or deductible. The Company'’s liability forrrent tax is calculated using tax rates that Hzaen
enacted or substantively enacted by the reportatg. Current tax is charged or credited in theestant of
comprehensive income except when it relates tosteharged or credited directly to other comprehensi
income, in which case the current tax is also meomwithin other comprehensive income.

Current tax assets are offset against currentdbiities when there is a legally enforceable titghset off
current tax assets against current tax liabilitind the Company intends to settle its current &mets and
current tax liabilities on a net basis or to reatise asset and settle the liability simultaneausly
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT INUED)
i. Offsetting of financial assets and financial liailities

Where there is a currently legally enforceable trighset off the recognised amounts and an intarttio
either settle on a net basis or to realise thetams# the liability simultaneously, financial asseind
financial liabilities are offset and the net amoimpresented on the statement of financial pasitin the
absence of such conditions, financial assets axash€ial liabilities are presented on a gross basis.
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4. TRANSITION TO IFRS 9

As discussed at note 2, the Company adopted a teewlaad from 1 January 2018, IFRS 9, which has
resulted in a cumulative adjustment to retainediiegs at the date of adoption of €8,000, refledtethe
statement of changes in equity.

The disclosures below set out the impact of adgptfRS 9 on the statement of financial position and
retained earnings, including the effect of replgclAS 39's incurred credit loss models with the ECL
framework under IFRS 9.

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

The following table shows the original measuremgategories in accordance with IAS 39 and the new
measurement categories under IFRS 9 for the Congdingncial assets and financial liabilities aslat
January 2018 in accordance with the Company’s @gdatccounting policies on the classification of
financial instruments under IFRS 9 as set out ite 13¢c).

Original
carrying New carrying
. amount under amount under
Original . IAS 39 IFRS 9
classification New classification
Note under IAS 39 under IFRS 9 €000 €000

Financial assets

Cash and short Loans and Financial assets at 432 432
term deposits receivables amortised cost

Trading financial FVPL FVPL (trading) 592,979 592,979
assets

Loans and a FVPL (designated)  FVPL (designated) 6,797,365 798365
advances

Trade and other b FVPL (designated)  FVPL (non-trading) 268,210 268
receivables

Trade and other Loans and Financial assets at 1,818,028 1,818,020
receivables receivables amortised cost

Total financial assets 9,477,014 9,477,006

Financial
liabilities

Trading financial FVPL FVPL (trading) 319,651 319,651
liabilities

Convertible Financial liabilities  Financial liabilities at 1,125,281 1,125,281
preferred equity at amortised cost  amortised cost
certificates

Trade and other Financial liabilities Financial liabilities at 656,509 656,509
payables at amortised cost  amortised cost

Debt and other FVPL (designated)  FVPL (designated) 7,340,601 40,601
borrowings

Total financial liabilities 9,442,042 9,442,042

The application of these policies resulted in tbelassifications set out in the table above andaimexd

below.

a. Certain loans were classified as financial assesigdated at FVPL under IAS 39 as they were
managed, evaluated and reported internally onravédile basis. On transition to IFRS 9, there have
been no changes to classification. These contiousetdesignated at FVPL in order to eliminate or
significantly reduce an accounting mismatch whiciuld otherwise arise.

b. Prepaid equity securities contracts were designatde/PL under IAS 39. On transition to IFRS 9,
prepaid equity securities contracts assets are atarily at FVPL as they are held within a business
model in which they are managed and their perfoomas evaluated on a fair value basis.
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4, TRANSITION TO IFRS 9 (CONTINUED)
a. IFRS 9: Classification of financial instruments onthe date of initial application (continued)
The following table reconciles the carrying amountler IAS 39 to the carrying amounts under IFR$19 o

transition to IFRS 9 on 1 January 2018 by showihgne there has been a presentation reclassificatioh

or a carrying amount remeasurement.
IFRS 9 Retained

IAS 39 carrying earnings
carrying amount 1 effect 1
amount 31 January January
December 2017 Reclassification Remeasurement 2018 2018
€000 €000 €000 €000 €000
Financial assets
Amortised cost:
Cash and short term deposits 432 - - 432 -
Trade and other receivables 1,818,028 - (8) 1,818,020 8
Total amortised cost 1,818,460 - (8) 1,818,452 8
Trading financial assets at
FVPL 592,97¢ - - 592,97¢ -
FVPL (non-trading):
Trade and other receivables:

From FVPL (designated) - 268,210 - 268,210 -
Total FVPL (non-trading) - 268,210 - 268,210 -
FVPL (designated):

Loans and advances 6,797,365 - - 6,797,365 -
Trade and other receivables:

To FVPL (non-trading) 268,210 (268,210) - - -
Total FVPL (designated) 7,065,575 (268,210) - 6,797,365 -
Financial liabilities
Amortised cost:

Convgr_tlble preferred equity 1125281 ) ) 1,125,281 )
certificates
Trade and other payables 656,509 - - 656,509 -
Total amortised cos 1,781,790 - - 1,781,790 -
FVPL (trading) 319,651 - - 319,651 -
FVPL (designated) 7,340,601 - - 7,340,601 -
b. IFRS 9: Expected credit losses

The Company had no impairment provisions under 38%t 31 December 2017. The opening ECL allowance
determined in accordance with IFRS 9 as at 1 Jgnwas €8,000 on intercompany receivables measured a
amortised cost and presented within ‘Trade andrateeivables’ within the statement of financiakition.

The related impact on retained earnings was a deeref €8,000.
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5. NET INCOME/ (EXPENSE) ON OTHER FINANCIAL INSTRUM ENTS HELD AT FAIR

VALUE
2018 2017
€'000 €'000
Net income/ (expense) on:
Non-trading financial assets at FVPL:
Trade and other receivables:
Prepaid equity securities contracts (27,351) -
Financial assets designated at FVPL:
Loans and advances:
Loans (5,357) 168,095
Trade and other receivables:
Prepaid equity securities contracts - 65,283
Financial liabilities designated at FVPL:
Debt and other borrowings:
Issued Structured Notes 651,031 (685,867)
618,323 (452,489)
6. OTHER REVENUE
2018 2017
€'000 €'000
Management charges to other Morgan Stanley Grodprtakings 1,190 1,304
Net foreign exchange gains 432 -
1,622 1,304

The Company actively manages its foreign currengyosure risk arising on its assets and liabilifies
currencies other than Euro. Net foreign exchangesgacludes translation differences that haveeardue
to foreign exchange exposure created as a reshkdging assets and liabilities recognised fromddar
Stanley Group reporting purposes.

7. INTEREST INCOME AND INTEREST EXPENSE

‘Interest income’ represents total interest gemetdtom financial assets at amortised cost, whiltefest
expense’ represents total interest arising on @izriabilities at amortised cost, recognised gsine EIR
method.

No other gains or losses have been recognisedspect of financial assets measured at amortised cos
other than as disclosed as ‘Interest income’, fpra@xchange differences included within ‘Other rexas
(note 6) or ‘Other expense’ (note 8) and rever§&@L included within ‘Net reversal of impairmersis

on financial instruments’.

No other gains or losses have been recognisedpece of financial liabilities at amortised coshet than
as disclosed as ‘Interest expense’ and foreign angd differences included within ‘Other revenuetén
6) or ‘Other expense’ (note 8).

‘Interest expense’ includes the yield payable ofEC® (see note 11).
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8. OTHER EXPENSE

2018 2017
€'000 €'000
Auditors’ remuneration:
Fees payable to the Company’s auditor and its &gssdor the 98 99
audit of the Company’s financial statements
Bank charges 51 66
Net foreign exchange losses - 3,303
Management charges from other Morgan Stanley Guowiertakings 28 3,104
Other 6 4
183 6,576

Audit fees of €98,000 (2017: €99,000) were paidD&loitte Accountants B.V. and related to Deloitte
member firms for audit services.

The Company employed no staff during the year (20bwe).

The Company actively manages its foreign currenqgyosure risk arising on its assets and liabilifies
currencies other than Euro. Net foreign exchangseds include translation differences that havearikie

to foreign exchange exposure created as a restiledding assets and liabilities recognised for Marg
Stanley Group reporting purposes.

9. INCOME TAX

2018 2017
€000 €000
Current tax expense
Current year 298 515
Adjustment in respect of prior years (8) (2)
Income tax 290 513

Reconciliation of effective tax rate

The current year income tax expense is lower tl217: lower than) that resulting from applying the
average standard rate of corporation tax in Theh&&tnds for the year of 25% (2017: 25%). The main
differences are explained below:

2018 2017
€'000 €'000
Profit before income tax 1,190 2,060
Income tax using the average standard rate of catipa tax
in Netherlands of 25% (2017: 25%) 298 515
Impact on tax of:
Tax over provided in prior years (8) (2)
Total income tax expense in the statement of comprensive
income 290 513

32



MORGAN STANLEY B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

9. INCOME TAX (CONTINUED)

The Company is included in a fiscal unity with Aitiedes Investments Codperatieve U.A. and is not a
stand-alone taxpayer for Dutch corporate incomepasposes. If, and to the extent that, the Company
would benefit from losses of other members of tiseal unity, these may be settled via inter-company
mechanisms.

Management are aware of the Dutch legislative psalsoannounced in 2018 as part of the tax budget fo
the 2019 fiscal year and are considering the impadhe funding of the Company. Any changes affecti
the Company are expected to be effective from Lialgn2020.

10. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT
CATEGORY

The following table analyses financial assets andrcial liabilities as at 31 December 2018 preserin
the statement of financial position by IFRS 9 dlésstion.

31 December 2018 FVPL FVPL Amortised
(mandatorily) (designated) cost Total
€000 €000 €000 €000
Cash and short-term deposits - - 903 903
Trading financial assets:
Derivatives 271,266 - - 271,266
Loans and advances:
Loans - 7,783,632 - 7,783,632
Trade and other receivables:
Trade receivables - - 186,506 186,506
Other receivables - - 1,165,760 1,165,760
Prepaid equity securities contracts 82,083 - - 082,
Total financial assets 353,349 7,783,632 1,353,169 9,490,150

Trading financial liabilities:

Derivatives 752,153 - - 752,153
Convertible preferred equity certificates - - 1,78 1,125,281
Trade and other payables:

Trade payables - - 20,229 20,229

Other payables - - 168,149 168,149
Debt and other borrowings:

Issued Structured Notes - 7,388,052 - 7,388,052
Total financial liabilities 752,153 7,388,052 1,313,659 9,453,864
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10. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT

CATEGORY (CONTINUED)

31 December 2017 Financial
liabilities at
FVPL (held FVPL Loansand  amortised
for trading) (designated) receivables cost Total
€000 €000 €000 €000 €000
Cash and short-term deposits - - 432 - 432
Trading financial assets:
Derivatives 592,979 - - - 592,979
Loans and advances:
Loans - 6,797,365 - - 6,797,365
Trade and other receivables:
Trade receivables - - 25,724 - 25,724
Other receivables - - 1,792,304 - 1,792,304
Prepaid equity securities contracts - 268,210 - - 268,210
Total financial assets 592,979 7,065,575 1,818,460 - 9,477,014
Trading financial liabilities:

Derivatives 319,651 - - - 319,651
Convertible preferred equity certificates - - - 251281 1,125,281
Trade and other payables:

Trade payables - - - 600,127 600,127

Other payables - - - 56,382 56,382
Debt and other borrowings:

Issued Structured Notes - 7,340,601 - - 78D,
Total financial liabilities 319,651 7,340,601 - 1,781,790 9,442,042

Financial assets and financial liabilities design&d at FVPL

The financial assets and financial liabilities smoim the tables above which are designated at FVPL
consist primarily of the following financial asseisd financial liabilities:

Structured NotesThese relate to financial liabilities which ariserh selling structured products generally
in the form of notes, certificates and warrantsegehinstruments contain an embedded derivativehwhic
significantly modifies the cash flows of the issoanThe return on the instrument is linked to an
underlying that is not clearly and closely relatedhe debt host including, but not limited to, gynlinked
notes. These Structured Notes are designated at B¥Rhe risks to which the Company is a contrdctua
party are risk managed on a fair value basis asgfathe Company’s trading portfolio and the risk i
reported to key management personnel on this basis.

Prepaid equity securities contracfBhese contracts involve derivatives for which atiahpayment is paid

at inception. The contracts, along with the loaesighated at fair value through profit or loss dinel
derivative contracts classified as trading finahaistruments, are part of the hedging strategy tfa
obligations arising pursuant to the issuance ofStractured Notes. Until 31 December 2017, thespaid
equity securities contracts were designated at Fe®lthe risks to which the Company is a contractual
party are managed on a fair value basis as paned€ompany’s trading portfolio and the risk isagdpd to
key management personnel on this basis. From ladari018, prepaid equity securities contracts are
mandatorily at FVPL as they are held in a busimesdel in which they are managed and their perfooman
is evaluated on a fair value basis.
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10. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT
CATEGORY (CONTINUED)

Financial assets and financial liabilities design&d at FVPL (continued)

Loans: These are loans to other Morgan Stanley Group teddegs that, along with the prepaid equity
securities contracts and the derivative contraetssified as mandatorily at FVPL, are part of tleelding
strategy for the obligations arising pursuant te issuance of the Structured Notes. Until 31 De@¥mb
2017, these loans were designated at FVPL as tleeg managed, evaluated and reported internally on a
fair value basis. From 1 January 2018 they contiouge designated at FVPL to eliminate or signifita
reduce an accounting mismatch which would otheraisse.

The Company determines the amount of changesrivdhie attributable to changes in counterpartgitre
risk or own credit risk, as relating to loans assuied Structured Notes, by first determining thevalue
including the impact of counterparty credit riskawn credit risk, and then deducting those chamnydasir
value representing managed market risk. In detengifair value, the Company considers the impact of
changes in own credit spreads based upon obsarsatib the secondary bond market spreads when
measuring the fair value for issued Structured Blothe Company considers that this approach most
faithfully represents the amount of change in featue due to both counterparty credit risk and the
Company’s own credit risk.

At initial recognition of a specific Structured MNossuance program, the Company'’s issuance prcaeds,
any planned hedging structure relating to the isseiaf those Structured Notes, has been consid&red,
determine whether the presentation of fair valuanges attributable to credit risk of those Struadur
Notes through other comprehensive income wouldtereaenlarge an accounting mismatch in the income
statement. If financial instruments, such as pikpguity securities contracts, derivatives and ddaeid at
FVPL, for which changes in fair value incorporatingunterparty credit risk are reflected within the
income statement, are traded to economically helgeStructured Note issuances in full, the faiueal
incorporating any counterparty credit risk arisioig the hedging instruments may materially offsef an
DVA applied to Structured Notes, where the courddips of the hedging instruments are part of the
Morgan Stanley Group. In such cases, the DVA ob¢hetructured notes is not reflected within other
comprehensive income, and instead is presentdgkimtome statement.

The following table presents the change in faiueadnd the cumulative change recognised in therstait
of comprehensive income attributable to own cradi for issued Structured Notes and counterparit
risk for loans.

Gain or (loss) recognised in Cumulative gain or (loss)
the statement of recognised in the statement
comprehensive income of comprehensive income
2018 201 2018 2017
€'000 €'000 €'000 €'000
Issued Structured Notes 134,385 (35,593) 26,388 (107,997)
Loans (134,385) 34,794 (26,388) 107,997
- (799) - -

(1) The net loss of €nil (31 December 2017: nes$ los€799,000) and an offsetting net gain reflectethe fair value of the related
prepaid equity securities contracts (31 Decembdi72@et gain of €799,000) are recognised in theestant of comprehensive
income.

The carrying amount of financial liabilities des&jed at fair value was €62,928,000 lower than the
contractual amount due at maturity (31 Decembei72619,120,000 lower).
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10. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT
CATEGORY (CONTINUED)

Financial assets and financial liabilities design&d at FVPL (continued)

The following tables present the carrying valugtef Company’s financial liabilities designated &HE,
classified according to underlying security typggliding, single name equities, equity indices aqdity
portfolio.

Single
name Equity Equity
2018 equities indices portfolio Other® Total
€'000 €'000 €'000 €'000 €'000
Certificates and warrants 558,158 15,955 66,856 60,902 701,871
Notes 1,736,737 2,421,409 1,542,499 985,536 6,686,181
Total debt and other borrowings 2,294,895 2,437,364 1,609,355 1,046,438 7,388,052
Single
name Equity Equity
2017 equities indices portfolio Other® Total
€'000 €'000 €'000 €'000 €'000
Certificates and warrants 1,820,496 13,016 363,591 - 2,197,103
Notes 643,469 2,573,278 988,971 937,780 5,143,498
Total debt and other borrowings 2,463,965 2,586,294 1,352,562 937,780 7,340,601

(1) Other includes Structured Notes that have coupo repayment terms linked to the performanceunfd§, debt securities,
currencies or commodities.

The majority of the Company’s financial liabilitiekesignated at FVPL provide exposure to an undeglyi
single name equity, an equity index or portfolio exuities. The prepaid equity securities contracts,
derivative contracts and loans held at FVPL that@mpany enters into in order to hedge the Stredtu
Notes are valued as detailed in note 3(d) and 2bfa) and have similar valuation inputs to theilitds
they hedge.

11. CONVERTIBLE PREFERRED EQUITY CERTIFICATES

On 30 March 2012, the Company issued 11,252 818RECs of €100 each, classified as financial

liabilities at amortised cost. The CPECs were idsieeone of the Company's shareholders, Archimedes
Investments Codperatieve U.A. (a Morgan Stanleyu@nandertaking), in exchange for cash consideration
of €1,125,281,000.

The CPECs carry no voting rights. The Company dred holder have the right to convert each issued
CPEC into one ordinary share with a nominal valt€1®0.

On 27 February 2018, the maturity date of the CP®&s amended from 150 years to 49 years from the
date of issuance. The CPECs may be redeemed edrttez option of the Company or on liquidatiortioe#
Company.

The CPECs rank ahead of the ordinary shares iavéet of liquidation.

The holder of the CPECs is entitled to receive mmual yield on a date agreed by the Company and the
holder. The yield for each CPEC is calculated asnme deriving from the Company's activities less th
necessary amounts to cover the costs of the Contlisitled by the number of CPECs then in issue. Othe
income relating to management charges received @ttver Morgan Stanley Group undertakings and gains
or losses from financial instruments designatednandatorily at fair value through profit or lossar
excluded from the calculation.
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11. CONVERTIBLE PREFERRED EQUITY CERTIFICATES (CONT INUED)

On 29 March 2018, the Company paid the accrued ywi€lE54,313,000 to the holders of the CPECs. An
accrued vyield for the year ended 31 December 20€82,591,000 has been recognised in the stateafient
comprehensive income in ‘Interest expense’ (20474%90,000). The liability to the holders of the GRRE

at 31 December 2018, recognised within ‘Trade aferopayables,’ is €9,669,000 (31 December 2017:
€51,391,000).

Additional costs of €756,000 included within ‘Netréign exchange losses’ in ‘Other expense’ in h&62
financial statements are taken into account whdeculzding the annual yield payable to the holder of
CPECs for 2017.

12. TRADE AND OTHER RECEIVABLES

2018 2017
€'000 €'000
Trade and other receivables (amortised costy
Trade receivables:
Amounts due from other Morgan Stanley Group undertes 186,506 25,724
Other receivables:
Amounts due from other Morgan Stanley Group undéerts 1,165,764 1,792,304
Less: ECL allowance (4) -
1,165,760 1,792,304
Total trade and other receivables (amortised cost) 1,352,266 1,818,028
Trade and other receivables (non-trading at FVPL)
Prepaid equity securities contracts 82,083 -
Financial assets designated at FVPL
Prepaid equity securities contracts - 268,210
Trade and other receivables 1,434,349 2,086,238

(1) In 2017 Trade and other receivables at amartisst were classified as ‘Loans and receivabledeu IAS 39.

13. TRADE AND OTHER PAYABLES

2018 2017
€000 €000
Trade and other payables (amortised cost)
Trade payables:
Amounts due to other Morgan Stanley Group undemtgki 20,229 600,127
Other payables:
Amounts due to other Morgan Stanley Group undemtgki 168,149 56,382
188,378 656,509
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14. DEBT AND OTHER BORROWINGS

2018 2017

€000 €000
Issued Structured Notes 7,388,052 7,340,601
Debt and other borrowings (designated at FVPL) 7,388,052 7,340,601

Refer to note 10 for details of issued Structureote included within debt and other borrowings
designated at FVPL.

15.  EQUITY
Ordinary share capital
Ordinary
shares of
€100 each
€'000
Issued and fully paid
At 1 January 2017, 31 December 2017 and 31 DeceRtldsd 15,018

On 9 December 2013 the Articles of Associationtef Company were amended whereby the concept of
authorised share capital was abolished. Each sluarfers the right to cast one vote, provided thdject

to mandatory law, all resolutions of the Generakliteg shall be adopted by unanimous vote in a mgeti

in which the entire share capital is present orasgnted.

The holders of ordinary shares are entitled toivecgividends as declared from time to time.
Reserves

The Company uses the contracts that it purchases dther Morgan Stanley Group undertakings to hedge
the market price, interest rate, foreign currenag ather market risks associated with the issuafdbe
Structured Notes, consistent with the Company’k nmnagement strategy. Both the contracts and the
Structured Note issuances are valued at fair viérgugh profit or loss and no net cumulative gaitiogs

is expected to be realised over the life of tharial instrument contracts. Therefore, a legahigation
reserve under Part 9, Book 2 of the Dutch Civil EGAW?2, article 390(1)) is not necessary.

Appropriation of the net result for the year

The statement of financial position is presentdadrahe proposed appropriation of net result far year
ended 31 December 2018. The Directors proposeddhadprofit to retained earnings as part of theitgq
shareholders’ funds.
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16. ADDITIONAL CASH FLOW INFORMATION

16.1. Cash and cash equivalents

For the purposes of the statement of cash flovs) ead cash equivalents comprise the followingrizas,

which have less than three months maturity fromddie of acquisition:

2018 2017
€'000 €'000
Cash and short-term deposits 903 432
903 432
16.2.  Reconciliation of cash flows from operatingdivities
2018 2017
€'000 €'000
Profit for the year 900 1,547
Adjustments for:
Impairment loss on financial instruments (4) -
Interest income (12,036) (11,843)
Interest expense 12,289 4,511
Income tax expense 290 513
Operating cash flows before changes in operatisgtasind
liabilities 1,439 (5,272)
Changes in operating assets
Decrease/ (increase) in trading financial assets 321,713 (2,800)
Decrease/ (increase) in loans and advances (986,26 104,545
Decrease/ (increase) in trade and other receivables 609,560 (372)
(54,994) 101,373
Changes in operating liabilities
Increase/ (decrease) in trading financial lialsti 432,502 (194,651)
(Decrease)/ increase in trade and other payables 426,%06) 113,042
(Decrease)/ increase in debt and other borrowings 47,451 (11,425)
53,847 (93,034)
Interest received 48 43
Interest paid Q) (282)
Income taxes paid 132 (3,112)
Net cash flows from operating activities 471 (284)
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17. EXPECTED MATURITY OF ASSETS AND LIABILITIES

The table below shows an analysis of assets ahitlities analysed according to when they are exqubtd
be recovered, realised or settled.

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 903 - 903
Trading financial assets 163,013 108,253 271,266
Loans and advances 3,088,162 4,695,470 7,783,632
Trade and other receivables 309,068 1,125,281 1,434,349
Current tax assets 4,389 - 4,389

3,565,535 5,929,004 9,494,539

LIABILITIES
Trading financial liabilities 347,053 405,100 752,153
Convertible preferred equity certificates -1,125,281 1,125,281
Trade and other payables 188,378 - 188,378
Debt and other borrowings 2,989,429 4,398,623 7,388,052
3,524,860 5,929,004 9,453,864
At 31 December 2017 Less than
or equal to More than
twelve twelve
months months Total
€'000 €'000 €'000
ASSETS
Cash and short-term deposits 432 - 432
Trading financial assets 332,896 260,083 592,979
Loans and advances 2,849,506 3,947,859 6,797,365
Trade and other receivables 1,931,560 154,678 2,086,238
Current tax assets 4,811 - 4,811
5,119,205 4,362,620 9,481,825
LIABILITIES
Trading financial liabilities 204,265 115,386 319,651
Convertible preferred equity certificates - 1,125,281 1,125,281
Trade and other payables 656,509 - 656,509
Debt and other borrowings 3,093,367 4,247,234 7,340,601

3,954,141 5,487,901 9,442,042
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18. SEGMENT REPORTING

Segment information is presented in respect ofGbepany’s business and geographical segments. The
business and geographical segments are based oBotipany’s management and internal reporting
structure.

Business segments

Morgan Stanley structures its business segmentsapty based upon the nature of the financial pobsiu
and services provided to customers and Morgan Staninternal management structure. The Company’s
own business segments are consistent with thosafan Stanley.

The Company has one reportable business segmaestitutional Securities, which provides financial
services to financial institutions. Its businesdudes the issuance of financial instruments aechéitging
of the obligations arising pursuant to such isseanc

Geographical segments
The Company operates in three geographic regiolisted below:

. Europe, Middle East and Africa ("EMEA”)
. Americas
e Asia

The following table presents selected statementarfiprehensive income and statement of financial
position information of the Company’s operations ¢gographic area. The external revenues (net of
interest expense) and total assets disclosed infdl@wing table reflect the regional view of the
Company’s operations, on a managed basis. The Basmttributing external revenues (net of interest
expense) and total assets is determined by trattiak location.

EMEA Americas Asia Total
2018 2017 2018 2017 2018 2017 2018 2017
€'000 €'000 €'000 €'000 €'000 €'000 €'000 €'000
External
revenues ne
of interest 875 8,353 374 142 120 141 1,369 8,636
Profit before
income tax 696 1,777 374 142 120 141 1,190 2,060

Total assets  4,892,85( 6,184,767  3,470,62¢ 2,134,73. 1,131,061 1,162,32¢  9,494,53¢ 9,481,825
Of the Company’s external revenue, 100% (2017: J0@f%ises from transactions with other Morgan

Stanley Group undertakings. Further details of streimsactions are disclosed in the related party
disclosures in note 24.
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19. FINANCIAL RISK MANAGEMENT

Risk management procedures

Risk is an inherent part of the Company’s busireswity. The Company seeks to identify, assess)iton
and manage each of the various types of risk iratw its business activities in accordance witfingel
policies and procedures. The Company has develitgpetn risk management policy framework, which is
consistent with and leverages the risk managemalitigs and procedures of the Morgan Stanley Group
and which include escalation to the Company’s BadrBirectors and to appropriate senior management
personnel.

Significant risks faced by the Company resultimapirits trading activities are set out below.
Credit risk

Credit risk refers to the risk of loss arising wharborrower, counterparty or issuer does not niset i
financial obligations to the Company. The Compammarily incurs credit risk to institutions and
sophisticated investors through its Institutionat &ities business segment.

The Company’s credit risk management policies amatgrures establish the framework for identifying,
measuring, monitoring and controlling credit riskilst ensuring transparency of material credit sjsk
ensuring compliance with established limits andakging risk concentrations to appropriate senior
management.

The Company enters into the majority of its finah@isset transactions with other Morgan Stanleyu@ro
undertakingsand both the Company and the other Morgan Sta@leyip undertakings are wholly-owned
subsidiaries of the same ultimate parent entityydda Stanley. As a result of the implicit suppdrvatt
would be provided by Morgan Stanley, the Compangoissidered exposed to the credit risk of Morgan
Stanley, except where the Company transacts witardiorgan Stanley Group undertakings that have a
higher credit rating to that of Morgan Stanley.

Collateral and other credit enhancements

The Company has entered into collateral arrangesmeith other Morgan Stanley Group undertakings to
mitigate credit risk. Collateral held is managediatordance with the Morgan Stanley Group’s guieali
and the relevant underlying agreements.

Exposure to credit risk

The maximum exposure to credit risk (“gross credjposure”) of the Company as at 31 December 2018 is
the carrying amount of the financial assets heldhm statement of financial position. Within thél&
below, financial instruments subject to account#@L are distinguished from those that are not. €hos
financial instruments that bear credit risk but aot subject to ECL are subsequently measurediat fa
value. This table does not include receivablesirayirom pending securities transactions with marke
counterparties as credit risk is considered infigamt. Where the Company enters into credit
enhancements, including receiving cash as collateréh master netting agreements, to manage thé cred
exposure on these financial instruments, the firreaffect of the credit enhancements is also disadl
below. The net credit exposure represents the tcediosure remaining after the effect of the credit
enhancements.

The Company does not have any significant expostuseng from items not recognised on its statenoént
financial position.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)

Exposure to credit risk by class

31 December 2018

Gross Net
credit credit
exposure Credit exposure
@ enhancements @
€'000 €'000 €'000
Subject to ECL:
Cash and short-term deposits 903 - 903
Trade and other receivabt®s 1,352,266 - 1,352,266
Not subject to ECL®:
Trading financial assets
Derivatives 271,266 (238,097) 33,169
Loans and advances 7,783,632 - 7,783,632
Trade and other receivabés
Prepaid equity securities contracts 82,083 (82,083) -
9,490,150 (320,180) 9,169,970

(1) Thecarrying amount recognised in the statement ofnfifed position best represents the Company's maxirexposure t
credit risk.

(2) Of the residual net credit exposure, intercomypeross product netting arrangements are in pldgeh wauld allow for ar
additional €nil to be offset in the event of defaw} certain Morgan Stanley counterparties.

(3) Financial assets measured at FVPL are not sigjé=CL.

(4) Trade and other receivables include net cadlateml pledged of €172,489,000 agaidstivatives classified as tradi
financial assets/liabilities and prepaid equity ls#®s contracts. In 2017, cash collateral reakivd €575,669,000nvas
recognised in trade and other payables in therstateof financial position. Cash collateraldstermined and settled on a
basis.

Maximum exposure to credit risk for 2017 is preedrtielow:
31 December 2017

Gross Net

credit credit

exposure Credit exposure

@ enhancements @

€'000 €'000 €'000

Cash and short-term deposits 432 - 432
Trade and other receivables 2,086,238 (268,210) 1,818,028
Loans and advances 6,797,365 - 6,797,365

Trading financial assets:

Derivatives 592,979 (565,399) 27,580
9,477,014 (833,609) 8,643,405

(1) The carrying amount recognised in the statemefibaficial position best represents the Company’simiam exposure to
credit risk.

(2) Of the residual net credit exposure, intercompangsproduct netting arrangements are in placehaiauld allow for an
additional €nil to be offset in the event of defaw} certain Morgan Stanley counterparties.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Credit risk (continued)
ECL measurement
a. Assessment of SICR

As explained in note 3(f), in order to assess wéretn instrument is subject to a 12 month ECL oa to
lifetime ECL and therefore its appropriate stagithg Company determines whether there has bee@GR Sl
since initial recognition.

When making this assessment, the Company condidghsquantitative and qualitative information and
analysis based on the Company’s historical expeeieand expert credit risk assessment, including
forward-looking information.

Credit risk is considered to have increased sicguifily if the probability of default (“PD”) has sidicantly
deteriorated at the reporting date relative toRBeof the facility at the date of initial recogniti. The PD

is derived from internal credit rating grades (lmh®m available information about the borrower) and
multiple forward-looking macroeconomic scenarioschitare probability weighted.

The assessment of whether a change in PD is “signif is based both on a consideration of thetinada
change in PD and on qualitative indicators of ttelit risk of the facility, which indicate whetharoan is
performing or in difficulty. In addition, as a batkp, the Company considers that SICR has occumrald

cases when an asset is more than 30 DPD.

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

« PD: for accounting purposes, the 12 month andirietPD represent the expected point-in-time
probability of a default over the next 12 monthsl awver the remaining lifetime of the financial
instrument respectively, based on conditions exgstat the balance sheet date and future
economic conditions.

e Loss given default (“LGD"): the LGD represents esfaal loss conditional on default, taking into
account the mitigating effect of collateral, inclugl the expected value of the collateral when
realised and the time value of money.

« Exposure at default (“EAD”): this represents th@ented EAD, taking into account the expected
repayment of principal and interest from the batagshbeet date to the default event together with
any expected drawdowns of the facility over thaique

These parameters are generally derived from inligrrdeveloped statistical models, incorporating
historical, current and forward-looking macro-econodata.

The 12 month ECL is equal to the sum over the d@xtonths of quarterly PD multiplied by LGD and
EAD, with such expected losses being discountedhatEIR. Lifetime ECL is calculated using the
discounted present value of total quarterly PDstipligdd by LGD and EAD, over the full remainingdiiof
the facility.

c. Incorporation of forward looking information

The Company uses internal macro-economic researdhcauntry risk expert judgement to support the
calculation of ECL. The macro-economic scenariesraviewed quarterly.

There have been no changes made to estimationigeelsnor significant assumptions for estimating
impairment, during the year.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Credit risk (continued)
Exposure to credit risk by internal rating grades

Internal credit ratings are derived using methodi@e generally consistent with those used by eatern
agencies.

a. Recognised financial instruments subject to ECL

The following table provides an analysis of thedireisk exposure by ECL stage per class of reczaghi
financial instrument subject to ECL, based on thikofing internal credit rating grades:

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

31 December 2018 ECL staging
Stage 1 Stage 2
12-month Lifetime
ECL ECL
€000 €000
External financial institutions:
Cash:
Credit grade
Investment grade 903 -
903 -
Other Morgan Stanley Group undertaking:
Trade and other receivables
Credit grade
Investment grade gross carrying amount - 1,352,270
Loss allowance - (4)
Carrying amount - 1,352,266

(1) There are no trade receivables at stage thea€ompany’'s accounting policy is to measureitifetcredit losses on trade
receivables under the simplified approach.

At 31 December 2018 there were no financial agzess due but not impaired or individually impaif@d
December 2017: nil).

b. Recognised financial instruments not subject to ECL

The following table sets out the credit qualityfiofincial assets measured at FVPL.
Maximum exposure to credit risk by credit ratihg

Gross credit exposure

Credit rating 2018 2017
€'000 €'000

Other Morgan Stanley Group undertakings

A 240,865 7,108,534

BBB 7,896,116 550,020

Total 8,136,981 7,658,554

(1) Internal credit rating derived using methodologieserally consistent with those used by externahaigs.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk

Liquidity risk refers to the risk that the Compawill be unable to finance its operations due t@sslof
access to the capital markets or difficulty in l@ating its assets. Liquidity risk encompassesrisie that
the Company’s ability (or perceived ability) to meiés financial obligations without experiencing
significant business disruption or reputational dgmthat may threaten the Company’s viability geiag
concern. Liquidity risk also encompasses the aasedi funding risks triggered by the market or
idiosyncratic stress events that may cause uneag@ttanges in funding needs or an inability toeraisw

funding. Generally, the Company incurs liquiditgkias a result of its trading, lending, investing &lient
facilitation activities.

The Morgan Stanley Group’s Liquidity Risk ManagemEramework is critical to helping ensure that the
Company maintains sufficient liquidity reserves ahdable funding sources to meet its daily obligyadi
and to withstand unanticipated stress events. Tihaidity Risk Department is a distinct area in Risk
Management, which oversees and monitors liquidisk.r The Liquidity Risk Department ensures
transparency of material liquidity risks, complianwith established risk limits and escalation a&kri
concentrations to appropriate senior managementexezute these responsibilities, the Liquidity Risk
Department:

» Establishes limits in line with the Morgan Stan@soup’s risk appetite;
» ldentifies and analyses emerging liquidity risk®tsure such risks are appropriately mitigated;
* Monitors and reports risk exposures against me#mcklimits, and;

» Reviews the methodologies and assumptions undéngjrine Morgan Stanley Group’s Liquidity
Stress Tests to ensure sufficient liquidity anddfag under a range of adverse scenarios.

The liquidity risks identified by these processes summarised in reports produced by the LiquiBityk
Department that are circulated to and discusseu seihior management, as appropriate.

The Treasury Department and applicable businests urdave primary responsibility for evaluating,
monitoring and controlling the liquidity risks arg from the Morgan Stanley Group’s business atitisj

and for maintaining processes and controls to maiag key risks inherent in their respective arg¢as
Liquidity Risk Department coordinates with the Tgegy Department and these business units to help
ensure a consistent and comprehensive frameworkn&aging liquidity risk across the Morgan Stanley
Group.

The Company'’s liquidity risk management policies gnocedures are consistent with those of the Morga
Stanley Group.

The primary goal of the Company’s liquidity risk naement framework is to ensure that the Company
has access to adequate funding across a wide chmgarket conditions and time horizons. The framéwo

is designed to enable the Company to fulfil itsafinial obligations and support the execution of its
business strategies.

The following principles guide the Company’s ligitydrisk management framework:

- Sufficient liquid assets should be maintained teecamaturing liabilities and other planned and
contingent outflows;

* Maturity profile of assets and liabilities shoulé kligned, with limited reliance on short-term
funding;

e Source, counterparty, currency, region, and terfumding should be diversified; and
» Liquidity Stress Tests should anticipate, and antdar, periods of limited access to funding.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk (continued)

The Company hedges all of its financial liabilitiesth financial assets entered into with other Maorg
Stanley Group undertakings, where both the Commantly other Morgan Stanley Group undertakings are
wholly-owned subsidiaries of the same parent, Mor@ianley. Further, the maturity profile of the
financial assets matches the maturity profile effihancial liabilities.

The core components of the Morgan Stanley Grougisidity management framework, which includes
consideration of the liquidity risk for each indival legal entity, are the Required Liquidity Framoek,
Liquidity Stress Tests and the Global Liquidity Be&, which support the Morgan Stanley Group’sdarg
liquidity profile.

Required Liquidity Framework

The Required Liquidity Framework establishes theoam of liquidity the Company must hold in both
normal and stressed environments to ensure thdinasicial condition and overall soundness is not
adversely affected by an inability (or perceivedhitity) to meet its financial obligations in a &fy
manner. The Required Liquidity Framework considdrs most constraining liquidity requirement to
satisfy all regulatory and internal limits at a idan Stanley Group and legal entity level.

Liquidity Stress Tests

The Morgan Stanley Group uses Liquidity Stress S &stmodel external and intercompany flows across
multiple scenarios and a range of time horizonsesEhscenarios contain various combinations of
idiosyncratic and systemic stress events of differseverity and duration. The methodology,
implementation, production and analysis of the Canys Liquidity Stress Tests are important
components of the Required Liquidity Framework.

The Liquidity Stress Tests are produced for Mor§tamley and its major operating subsidiaries, dsage
at major currency levels, to capture specific gasjuirements and cash availability at various |eggities.
The Liquidity Stress Tests assume that subsidiawidk use their own liquidity first to fund their
obligations before drawing liquidity from MorganaBtey. It is also assumed that Morgan Stanley will
support its subsidiaries and will not have accessash that may be held at certain subsidiarieadtfition

to the assumptions underpinning the Liquidity Sréests, Morgan Stanley Group takes into consiiberat
the settlement risk related to intra-day settlenawat clearing of securities and financial actigtie

Since the Company hedges the liquidity risk offittgncial liabilities with financial assets that tola the
maturity profile of the financial liabilities, th€ompany is not considered a major operating suosidor
the purposes of liquidity risk. However, the Conpavould have access to the cash or liquidity reserv
held by Morgan Stanley in the unlikely event tHatas unable to access adequate financing to seitgic
financial liabilities when they become payable.

The Required Liquidity Framework and Liquidity StseTests are evaluated on an ongoing basis and
reported to the Firm Risk Committee, Asset/ LidbiManagement Committee, and other appropriate risk
committees.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk (continued)
Global Liquidity Reserve

The Morgan Stanley Group maintains sufficient ldjtyi reserves (“the Global Liquidity Reserve”) to
cover daily funding needs and to meet strategicidity targets sized by the Required Liquidity
Framework and Liquidity Stress Tests. The sizéhef®lobal Liquidity Reserve is actively managedtisy
Morgan Stanley Group considering the following cements: unsecured debt maturity profile; balance
sheet size and composition; funding needs in @steenvironment inclusive of contingent cash owidt

and collateral requirements. In addition, the Mar@anley Group’s Global Liquidity Reserve includes
discretionary surplus based on the Morgan Stanlegugs risk tolerance and is subject to change
depending on market and firm-specific events. THeb@&@ Liquidity Reserve consists of cash and
unencumbered securities sourced from trading gsBetestment securities and securities received as
collateral.

The Morgan Stanley Group’s Global Liquidity Reseri@ which the Company has access, is held within
Morgan Stanley and its major operating subsidiagesl is composed of diversified cash and cash
equivalents and unencumbered highly liquid se@siti

Eligible unencumbered highly liquid securities umd US government securities, US agency securiti§s,
agency mortgage-backed securities, non-US governseenrities and other highly liquid investmentdgra
securities.

The ability to monetise assets during a liquiditigis is critical. The Morgan Stanley Group belig\vhat
the assets held in its Global Liquidity Reserve banmonetised within five business days in a stekss
environment given the highly liquid and diversifiedture of the reserves.

Funding management

The Morgan Stanley Group manages its funding inaamar that reduces the risk of disruption to the
Morgan Stanley Group’s and the Company’s operatidhe Morgan Stanley Group pursues a strategy of
diversification of secured and unsecured fundingrees (by product, investor and region) and attertgpt
ensure that the tenor of the Morgan Stanley Grougpisl the Company’s, liabilities equals or excetbes
expected holding period of the assets being findnce

The Morgan Stanley Group funds its balance sheet gglobal basis through diverse sources, which
includes consideration of the funding risk of ed&ial entity. These sources include the Morgan I8yan
Group’s equity capital, long-term borrowing, setigd sold under agreements to repurchase (“repsecha
agreements”), securities lending, deposits, lettérsredit and lines of credit. The Morgan Stanespup
has active financing programmes for both standar saructured products targeting global investord a
currencies.

Balance sheet management

In managing both the Morgan Stanley Group’s anddbmpany’s funding risk the composition and size of
the entire balance sheet, not just financial liaed, is monitored and evaluated. The liquid nataf the
marketable securities and short-term receivablissngrprincipally from sales and trading activiti@sthe
Institutional Securities business provides the Mar&tanley Group and the Company with flexibility i
managing the composition and size of its balaneetsh
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)

Maturity analysis

In the following maturity analysis of financial &s and financial liabilities, derivative contraatsd other
financial instruments held at FVPL are disclosedoading to their earliest contractual maturity; sdich
amounts are presented at their fair value, comgistegh how these financial instruments are managdid
other amounts represent undiscounted cash flovesvedde and payable by the Company arising from its
financial assets and financial liabilities to easti contractual maturities as at 31 December 204834
December 2017. Receipts of financial assets andymeents of financial liabilities that are subjeot t
immediate notice are treated as if notice werergivemediately and are classified as on demand. This
presentation is considered by the Company to apjatety reflect the liquidity risk arising from the
financial assets and financial liabilities, pregehin a way that is consistent with how the liqtyidisk on

these financial assets and financial liabilitiem@naged by the Company.

31 December 2018
Financial assets

Cash and short-term deposits
Trading financial assets:

Derivatives
Loans and advances:

Loans
Trade and other receivables:

Trade receivables

Other receivables

Prepaid equity securities contracts
Total financial assets

Financial liabilities

Trading financial liabilities:
Derivatives

Convertible preferred equity certificates

Trade and other payables:
Trade payables
Other payables

Debt and other borrowings:
Issued Structured Notes
Total financial liabilities

Equal to
ormore  Equal to
than one or more
year thantwo  Equalto
but less years but or more
On Lessthan  than two less than than five
demand one year years five years years Total
€'000 €'000 €'000 €'000 €'000 €'000
903 - - - - 903
85,766 80,671 18,328 46,112 40,389 271,266
574,322 2,612,638 769,402 1,933,928 1,893,342 7,783,632
186,506 - - - - 186,506
1,165,760 - - - - 1,165,760
82,083 - - - - 82,083
2,095,340 2,693,309 787,730 1,980,040 1,933,731 9,490,150
72,785 291,118 68,697 164,610 154,943 752,153
1,125,281 - - - - 1,125,281
20,229 - - - - 20,229
168,149 - - - - 168,149
672,610 2,402,191 719,033 1,815,430 1,778,788 7,388,052
2,059,054 2,693,309 787,730 1,980,040 1,933,731 9,453,864
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)

Maturity analysis (continued)

31 December 2017

Financial assets

Cash and short-term deposits
Trading financial assets:

Derivatives
Loans and advances:

Loans
Trade and other receivables:

Trade receivables

Other receivables

Prepaid equity securities contracts
Total financial assets

Financial liabilities

Trading financial liabilities:
Derivatives

Convertible preferred equity certificates

Trade payables and other payables:
Trade payables
Other payables
Debt and other borrowings:
Issued Structured Notes
Total financial liabilities

Equal to
ormore  Equal to
thanone  or more
year thantwo  Equalto
butless years but or more
On Lessthan thantwo lessthan than five
demand one year years five years years Total
€'000 €'000 €'000 €'000 €'000 €'000
432 - - - - 432
318,742 67,235 53,895 89,405 63,702 592,979
1,853,180 1,171,057 554,268 1,748,583 1,470,277 6,797,365
25,724 - - - - 25,724
1,792,304 - - - 1,792,304
42,688 a3, - 112,488 - 268,210
4,033,070 1,351,326 608,163 1,950,476 1,533,979 9,477,014
169,944 37,513 12,506 39,951 59,737 319,651
1,125,28 - - - - 1,125,281
600,127 - - - - 600,127
56,382 - - - - 56,382
2,046,364 1,313,813595,657 1,910,525 1,474,242 7,340,601
3,998,098 1,351,326 608,163 1,950,476 1,533,979 9,442,042
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk

Market risk is defined by IFRS Financial Instruments — Disclosureas the risk that the fair value or
future cash flows of a financial instrument willdtuate because of changes in market prices.

Sound market risk management is an integral patt@{Company’s culture. The Company is responsible
for ensuring that market risk exposures are weliaggd and monitored. The Company also ensures
transparency of material market risks, monitors glience with established limits, and escalates risk
concentrations to appropriate senior management.

To execute these responsibilities, the Morgan 8sa@roup monitors the market risk of the firm again
limits on aggregate risk exposures, performs aetanf risk analyses, including monitoring Valueriak
(“VaR") and stress testing analyses, routinely repask summaries and maintains the VaR and seenar
analysis methodologies. The Company is managednititie Morgan Stanley Group’s global framework.
The market risk management policies and procedafrtee Company include performing risk analyses and
reporting material risks identified to appropriaeior management of the Company.

Equity price sensitivity analysis

The sensitivity analysis below is determined basedhe exposure to equity price risk at 31 December
2018 and 31 December 2017 respectively.

The market risk related to such equity price risknieasured by estimating the potential reducticiotial
comprehensive income associated with a 10% delitiee underlying equity price as shown in the ¢abl
below.

Impact on Total Comprehensive Income
Gains/(Losses)

2018 2017

€000 €'000
Trading financial instruments (730,598) (707,239)
Trade and other receivables — at FVPL (8,208) (26,821)
Debt and other borrowings 738,806 734,060

The Company’s equity risk price risk is mainly centrated on equity securities in EMEA.

The Company enters into the majority of its finah@sset transactions with other Morgan Stanleyu@ro
undertakings, where both the Company and the d#tengan Stanley Group undertakings are wholly-
owned subsidiaries of the same group parent eiitygan Stanley.

The issued Structured Notes expose the Comparhetdgk of changes in market prices of the undeglyi
securities, interest rate risk and, where denormathat currencies other than Euros, the risk of gharn
rates of exchange between the Euro and the ottexare currencies. The Company uses the contriats t

it purchases from other Morgan Stanley Group uladérgs to hedge the market price, interest rate and
foreign currency risks associated with the issuarfdbe Structured Notes, consistent with the Camgfsa
risk management strategy. As such, the Compangti€xposed to any net market risk on these findncia
instruments.

The net foreign exchange gains recognised in ‘Gti@me’ have arisen as a result of exposure tgihgd
on assets and liabilities recognised for Morgami8taGroup purposes, under the Morgan Stanley Gsoup
local reporting requirements.
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20. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING

In order to manage credit exposure arising fronbitsiness activities, the Company applies varioadit

risk management policies and procedures, see ribtiorlfurther details. Primarily in connection with
derivative contracts, prepaid equity securitiestiaamts and issued Structured Notes, the Compargrent
into master netting arrangements and collaterangements with its counterparties. These agreements
provide the Company with the right, in the ordinargurse of business and/ or in the event of a
counterparty default (such as bankruptcy or a copaftty’s failure to pay or perform), to net a
counterparty’s rights and obligations under suafe@gent and, in the event of counterparty defaattpff
collateral held by the Company against the net athowed by the counterparty. However, in certain
circumstances, the Company may not have such aemgnt in place; the relevant insolvency regime
(which is based on type of counterparty entity thadjurisdiction of organisation of the countergarhay

not support the enforceability of the agreementther Company may not have sought legal advice to
support the enforceability of the agreement. Iresaghere the Company has not determined an agréemen
to be enforceable, the related amounts are nattdfighe tabular disclosures.

In the statement of financial position, financiabats and financial liabilities are only offset amdsented
on a net basis where there is a current legallgreatible right to set off the recognised amounts a&mn
intention to either settle on a net basis or tdisedhe asset and the liability simultaneouslytha absence
of such conditions, financial assets and finarli@ailities are presented on a gross basis.

The following tables present information about diffsetting of financial instruments and relatedlaigral
amounts. The effect of master netting arrangemeoltateral agreements and other credit enhancement
on the Company’s exposure to credit risk is disados note 19.
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20. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING
(CONTINUED)

Gross and nel Amounts not offset in the

amounts statement of financial
presented in the position® ®
statement of Cash
financial Financial  collateral Net exposure
positon® instruments @ ®
€000 €000 €000 €000
31 December 2018
Assets
Trading financial assets:

Derivatives 271,266 (1,384) (236,713) 33,169
Trade and other receivables:

Prepaid equity securities contracts 82,083 - (82,083) -
TOTAL 353,349 (1,384) (318,796) 33,169
Liabilities
Trading financial liabilities:

Derivatives 752,153 (1,384) (482,751) 268,018
Debt and other borrowings:

Issued Structured Notes 7,388,052 - - 7,388,052
TOTAL 8,140,205 (1,384) (482,751) 7,656,070

(1) Amounts include €28,483,000 of trading financiaseis — derivatives, €nil of trade and other red#as — prepaicequity
securities contracts, €238,501,000 of trading foneriabilities — derivatives and €6,973,725,00@ebt and other borrowings —
issued Structured Noteghich are either not subject to master netting ergents or collateral agreements or are subjeaida
agreements but the Company has not determinedjteeraents to be legally enforceable.

(2) Amounts relate to master netting arrangements afidteral arrangements which have been determiyetthdo Company to t
legally enforceable, but do not meet all critegquired for net presentation within the statemérfinancial position.

(3) Cash collateral used to mitigate credit risk onosxpes arising under derivatives contracts andaiiegnuity securitiesantracts
is determined and settled on a net basis and rexs freeognised in the statement of financial pasitigthin ‘Trade andother
receivables’.

(4) In addition to the balances disclosed in the talbleve, certain ‘Trade and other receivables’ andd& and other payables’
€9,595,000 nopresented net within the statement of financialitppws have legally enforceable master netting agresas ir
place and can be offset in the ordinary courseusirtess and/ or in the event of default.

(5) Of the residual net exposure, intercompany crosgymt legally enforceable netting arrangementsiranglace which wald
allow for an additional €nil to be offset in thedarary course of business and/ or in the evenetdut.
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20. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING

(CONTINUED)

31 December 2017
Assets

Trading financial assets:
Derivatives

Trade and other receivables:
Prepaid equity securities contracts
TOTAL
Liabilities
Trading financial liabilities:

Derivatives

Debt and other borrowings:
Issued Structured Notes

TOTAL

Gross and net

Amounts not offset in the

amounts statement of financial
presented in position® @
the statement
of financial Financial Cash
position® instruments collateral @ Net exposure®
€000 €000 €000 €000
592,979 (11,447) (553,952) 27,580
268,210 - (268,210) ;
861,189 (11,447) (822,162) 27,580
319,651 (11,447) (251,558) 56,646
7,340,601 - - 7,340,601
7,660,252 (11,447) (251,558) 7,397,247

(1) Amounts include €27,580,000 of trading financiabeis — derivatives, €nil of trade and other redd#as —prepaid equit
securities contracts, €34,108,000 of trading fimar@bilities — derivatives and €6,229,321,000debt and other borrowings —
issued Structured Noteghich are either not subject to master netting @gents or collateral agreements or are subjeaidl
agreements but the Company has not determinedjteeraents to be legally enforceable.

(2) Amounts relate to master nettiagrangements and collateral arrangements which beee determined by the Company tc
legally enforceable but do not meet all criteriguieed for net presentation within the statemerftréfncial position.

(3) Cash collateral used to mitigateedit risk on exposures arising under derivatiwetacts and prepaid equity securities contl
is determined and settled on a net basis and teas leeognised in the statement of financial pasitigthin ‘Trade and otér

payables’.

(4) In addition to the balances disclosed in the talbleve, certain ‘Trade and other receivables’ andd& and other payablesf
€22,280,000 not presented net within the staterokfihancial position have legally enforceable neastetting agreements in
place and can be offset in the ordinary coursausirtess and/ or in the event of default.

(5) Of the residual net exposure, intercompany cpssiuct legally enforceable netting arrangemengsiarplace which woul
allow for an additional €nil to be offset in thedorary course of business and/ or in the evenetdudt.
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE

a. Financial assets and liabilities recognised a&if value on a recurring basis

The following tables present the carrying valughef Company’s financial assets and financial liaed
recognised at fair value on a recurring basis stfiasl according to the fair value hierarchy.

31 December 2018

Trading financial assets:
Derivatives
Interest rate contracts
Equity contracts
Foreign exchange contracts
Commodity contracts

Total trading financial assets

Trade and other receivables:
Prepaid equity securities contracts

Loans and advances:
Loans

Total financial assets measured at fair value

Trading financial liabilities:
Derivatives
Interest rate contracts
Equity contracts
Foreign exchange contracts
Commodity contracts
Total trading financial liabilities

Debt and other borrowings:
Certificates and warrants

Notes
Total debt and other borrowings

Total financial liabilities measured at fair value

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
- 989 15,533 16,522
- 231,965 21,586 253,551
- 1 - 1
- 241 951 1,192
- 233,196 38,070 1,266
- 18,331 63,752 82,083
- 7,783,632 - 7,783,632
- 8,035,159 101,822 8,136,981
- 37,953 21,501 59,454
- 570,523 115,826 686,349
- 1,540 - 1,540
- 359 4,451 4,810
610,375 141,778 752,153
- 630,988 70,883 701,871
- 6,227,559 458,622 6,686,181
- 6,858,547 529,505388,052
- 7,468,922 671,283 8,140,205
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

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

31 December 2017

Trading financial assets:
Derivatives
Interest rate contracts
Equity contracts
Foreign exchange contracts
Commodities contracts
Total trading financial assets

Loans and advances:
Loans
Trade and other receivables:
Prepaid equity securities contracts

Total financial assets measured at fair value

Trading financial liabilities
Derivatives:
Interest rate contracts
Equity contracts
Foreign exchange contracts
Commodities contracts
Total trading financial liabilities

Debt and other borrowings:
Certificates and warrants
Notes

Total debt and other borrowings

Total financial liabilities measured at fair value

Valuation

Quoted techniques
prices in
active observable unobservable

using

Valuation
techniques
with
significant

market inputs inputs
(Level 1)  (Level 2) (Level 3) Total
€'000 €'000 €'000 €'000
- 3,168 22,370 25,538
- 551,198 13,759 564,957
- 76 1,607 1,683
- 539 262 801
- 554,981 37,998 592,979
- 6,797,365 - 6,797,365
- 268,210 - 268,210
- 7,620,556 37,998 7,658,554
- 38,009 6,757 44,766
- 243,537 23,429 266,966
- 3,400 1,533 4,933
- 1,050 1,936 2,986
- 285,996 33,655 319,651
- 2,197,103 - 2,197,103
- 4,779,994 363,504 5,143,498
- 6,977,097 363,504 7,340,601
- 7,263,093 397,159 7,660,252
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21.

a.

ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

Financial assets and liabilities recognised aaif value on a recurring basis (continued)

The Company’s valuation approach and fair valueanady categorisation for certain significant ckssf
financial instruments recognised at fair value ar@urring basis is as follows:

Derivatives

Asset and Liability / Valuation Technique

Valuation Hierarchy Classification

Derivatives

OTC Derivative Contracts

OTC derivative contracts include forward, swapul aption contracts related to
interest rates, foreign currencies, credit standingference entities, equity prices|
or commodity prices.

Depending on the product and the terms of thesgetion, the fair value of OTC
derivative products can be modeled using a sefiéschniques, including closed-
form analytic formulas, such as the Black-Scholgstion-pricing model,
simulation models or a combination thereof. Manicipg models do not entail
material subjectivity as the methodologies emplogedhot necessitate significant
judgment, since model inputs may be observed frainely quoted markets, as is
the case for generic interest rate swaps, manytyequammodity and foreign
currency option contracts, and certain CDSs. In ¢hse of more established
derivative products, the pricing models used byGoenpany are widely accepted
by the financial services industry.

More complex OTC derivative products are typicddiss liquid and require more
judgment in the implementation of the valuationht@que since direct trading
activity or quotes are unobservable. This includegain types of interest rate
derivatives with both volatility and correlation posure, equity, commodity or
foreign currency derivatives that are either lordgted or include exposure to
multiple underlyings, and credit derivatives, irdihg CDSs on certain mortgage-
or asset-backed securities and basket CDSs. Wieepgred these inputs are
unobservable, relationships to observable datatpoased on historical and/ or|
implied observations, may be employed as a teclertigestimate the model input
values.

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

¢« Level 3 - OTC derivative products for
which the unobservable input is deemed
significant

Prepaid OTC contracts and issue(Structured Notes

Prepaid equity securities contracts and issuedc@timed Notes designated at fair valug

through profit or loss

The Company issues Structured Notes and tra@gsiok OTC contracts which are
primarily composed of instruments whose payment$ r@demption values are
linked to the performance of a specific index, akea of stocks, a specific
security, a commodity, a credit exposure or basKetredit exposures, and
instruments with various interest-rate-related e including step-ups, step-
downs, and zero coupons.

Fair value of Structured Notes and traded preajdity securities contracts is
determined using valuation models for the derivatand debt portions of the
Structured Notes and traded prepaid equity seesritiontracts. These modeld
incorporate observable inputs referencing identiocal comparable securities,
including prices to which the notes are linkedeiast rate yield curves, option
volatility and currency rates, and commaodity origgprices.

Independent, external and traded prices for tiesnare considered as well as the
impact of the Company’s own credit spreads whiehbased on observed
secondary bond market spreads.

* Generally Level 2

e Level 3 - in instances where the
unobservable inputs are deemed
significant
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a.

ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

Financial assets and liabilities recognised aaif value on a recurring basis (continued)

Prepaid OTC contracts and issued structured note (continued)

Notes

Notes give a risk exposure tailored to marketvgi@and risk appetite and mainly
provide exposure to the underlying single nametggequity index or portfolio of
equities. Typically, the redemption payment of tinée is significantly dependent
on the value of embedded equity derivatives. Inegaln call and put options,
digital options, straddles and callability featusge combined to create a bespok
coupon rate or redemption payoff for each noteaissa, with risk exposure to one|
or more equity underlyings or indices. The Compajues the embedded
derivatives using market standard models, whichaaeessed for appropriatenes|
at least annually. Model inputs, such as equitwéod rates, equity implied
volatility and equity correlations are marked sutiat the fair value of the
derivatives match prices observable in the intedefemarkets. In arriving at fair
value, the Company uses discount rates appropddtes funding rates specific to
the instrument. In general, this results in ovenhigtes being used to discount thg
Company assets and liabilities. In addition, sitheenotes bear Morgan Stanley’q
credit risk, the Company considers this when assgske fair value of the notes,
by adjusting the discount rates to reflect the aileng credit spread at the
reporting date.

The Company has a small number of notes whereakle flows due on the notes|
is dependent on embedded derivatives linked tantieeest rate, foreign exchange|
or commodity markets. The Company values thesesrintéhe same way as for
equity-linked notes, by using market standard n®deld marking the inputs to
match prices observed in the inter-dealer OTC ntarl&milarly to equity-linked
notes, these issuances bear Morgan Stanley’s arielit and the valuation is
assessed accordingly.

Generally Level 2
Level 3 - Notes with significant
unobservable inputs

Certificates and warrants

Certificates and warrants provide exposure touhéerlying single name equity,
equity index or portfolio of equities. They thenefgprovide risk exposure to the
value of the underlying position and to the dividenpaid or received. The
Company values the underlying position using oke#les data where available
(for instance, exchange closing prices), or altiraly using information from

third parties (for example net asset values obthfinem fund administrators) or
using Morgan Stanley’s own valuation assumptionseiuired. The Company
estimates future dividend payments using a vamétavailable data, including
market prices for forwards and futures, analytieafiew and estimates of future
tax rates, incorporating the Company’s own asswmptiwhere required. The
certificates and warrants can typically be redeemedhort notice and so the
certificates and warrants provide minimal exposar¢he credit risk of Morgan

Stanley.

Loans

The fair value of loans to other Morgan Stanlap@ undertakings is estimated
based on the present value of expected future ftash using its best estimate of
interest rate yield curves.

Level 2

Level 3 - in instances where the
unobservable inputs are deemed
significant

Level 2

b.

Transfers between Level 1 and Level 2 of the faivalue hierarchy for financial assets and
liabilities recognised at fair value on a recurringbasis

There were no transfers between Level 1 and Lewaf the fair value hierarchy during the current and
prior year.
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)
c. Changes in Level 3 financial assets and liabilits recognised at fair value on a recurring basis

The following tables present the changes in thevaiue of the Company’s Level 3 financial assetd a
financial liabilities for the years ended 31 DecemB018 and 31 December 2017. Level 3 instrumeafs m
be hedged with instruments classified in Level 8.aresult, the realised and unrealised gainssgg)sor
assets and liabilities within the Level 3 categprgsented in the following tables do not refleet talated
realised and unrealised gains/ (losses) on hedgstguments that have been classified by the Compan
within the Level 2 category.

Unrealised gains/ (losses) during the period feetsand liabilities within the Level 3 categorgsented
in the following tables herein may include changefair value during the period that were attritaléato
both observable and unobservable inputs.
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

c. Changes in Level 3 financial assets and liabil#s recognised at fair value on a recurring basis
(continued)

31 December 2018

Unrealised
gains or
(losses) for
Total gains o Level 3 assets
(losses Net /(liabilities)
recognised il = transfers outstanding
Balance a statement c § 8 g in and/ o1 Balance ai as a
c
1 Januar comprehensiv § < g out of 31 Decembe 31 December
2018 income® g 3 S Level ? 2018 2018
€'000 €'000 €'000 €'000 €'000 €'000 €'000 €'000
Trading financial assets:
Net derivative
contracts” 4,343 (106,536 - - 904 (2,419 (103,708 (102,072)
Trade and other
receivables:
Prepaid equity
securities contracts - (665) 61,15¢ - - 3,258 63,752 (665)
Total financial assets
measured at fair value 4,343 (107,201 61,158 - 904 839 (39,956) (102,737)
Debt and other
borrowings:
Issued Structured
Notes (363,504 77,18¢ - (298,878 34,919 20,768 (529,505 76,837
Total financial liabilities
measured at fair value (363,504 77,18¢ - (298,878 34,918  20,76¢ (529,505 76,837

(1) The total gains or (losses) are recognisedhen dtatement of comprehensive income as detailetherfinancial instrumes
accounting policy (note 3 (c)).

(2) For financialassets and financial liabilities that were trans@rinto and out of Level 3 during the period, gaor (losses) a
presented as if the assets or liabilities had beersferred into or out of Level 3 as at the beigigrof the period.

(3) Amounts represent unrealised gains or (losémsthe period ended 31 December 2018 related setsisand liabilities #f
outstanding at 31 December 2018. The unrealisets gai(losses) are recognised in the statemerdgroprehensive income astdied
in the financial instruments accounting policy @8t(c)).

(4) Net derivative contracts represent trading rfaial assets — derivative contracts net of tradingncial liabilities —derivative
contracts.

During the year, the Company reclassified approtéiga€2,001,000 of net derivative contracts (2017:
€2,273,000), €3,258,000 of prepaid equity secsrit@®17: nil) and €90,159,000 of issued Structinetes
(2017: €45,311,000) from Level 2 to Level 3. Tkelassifications were due to a reduction in theiw

of recently executed transactions or a lack oflalsée broker quotes for these instruments, suchcirdain
significant inputs became unobservable.

During the year, the Company reclassified approteiga€110,928,000 of issued Structured Notes (2017:
€157,242,000) from Level 3 to Level 2. The reclfisziions were due to the availability of marketadéor
these or comparable instruments, or available rqietes, or consensus data such that certairfiseymti
inputs became observable. There were no other imlatiensfers from Level 3 to Level 2 of the faalve
hierarchy (31 December 2017: €2,383,000 of netvd#vie contracts).
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

c. Changes in Level 3 financial assets and liabil#s recognised at fair value on a recurring basis
(continued)

31 December 2017

Unrealised
gains or
(losses) for
Total gains o Level 3 assets
(losses Net /(liabilities)
recognised il = transfers outstanding
Balance a statement c § 8 g in and/ o1 Balance ai as a
c
1 Januar comprehensiv '§ < g out of 31 Decembe 31 December
2017 income® g 3 S Level ? 2017 2017
€'000 €'000 €'000 €'000 €'000 €'000 €'000 €'000
Trading financial assets:
Net derivative
contracts” 16,212 (6,654) - - (5,326) 110 4,343 (2,996)
Total financial assets
measured at fair value 16,213 (6,654) - - (5,326) 110 4,343 (2,996)
Debt and other
borrowings:
Issued Structured
Notes (298,875 (9,596) - (234,018 67,054 111,931 (363,504, (4,725)
Total financial liabilities
measured at fair value (298,875 (9,596) - (234,018 67,054 111,931 (363,504 (4,725)

(1) The total gains or (losses) are recogniseché statement of comprehensive incoagdetailed in the financial instrume
accounting policy (note 3 (c)).

(2) For financialassets and financial liabilities that were transférinto and out of Level 3 during the year, ganglosses) ar
presented as if the assets or liabilities had beersferred into or out of Level 3 as at the beigigrof the year.

(3) Amounts repremt unrealised gains or (losses) for the year erg8fledecember 2017 related to assets and liabilaték
outstanding at 31 December 2017. The unrealisedsgaii (losses) are recognised in the statemenbmprehensive incomas
detailed in the financial instruments accountinfigyanote 3(c)).

(4) Net derivative contracts represent trading rfoial assets— derivative contracts net of tradingritial liabilities —derivative
contracts.
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21.
d.

ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

Valuation of Level 3 financial assets and liahities recognised at fair value on a recurring basis

The following disclosures provide information ore tbensitivity of fair value measurements to keyisp
and assumptions.

1.

Quantitative information about and qualitative seéwigy of significant unobservable inputs.

The following table provides information on the wation techniques, significant unobservable
inputs and their ranges and averages for each ialatategory of assets and liabilities measured at
fair value on a recurring basis.

The level of aggregation and breadth of productssedhe range of inputs to be wide and not evenly
distributed across the inventory. Further, the eanfjunobservable inputs may differ across firms in
the financial services industry because of divensitthe types of products included in each firm's
inventory. The following disclosures also includealitative information on the sensitivity of therfa
value measurements to changes in the significanbservable inputs. There are no predictable
relationships between multiple significant unobsbte inputs attributable to a given valuation
technique. A single amount is disclosed when therano significant difference between the
minimum, maximum and average (weighted averagétas average / median).
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (  CONTINUED)

d. Valuation of Level 3 financial assets and liahities recognised at fair value on a recurring basis

(continued)

31 December 2018 Fair
value Predominant valuation technigues/ Range®@
€000 Significant unobservable inputs (Averages§®
ASSETS
Trade and other receivables:
- Prepaid equity securities contracts 63,752  Optiodeh 4% (4%)
At the money volatility
LIABILITIES
- Net derivative contract§)
- Interest rate (5,968)  Option model
Interest rate - Foreign exchange correlation -5% to 37%
(mean 21%
median 29%)
Interest rate - Interest rate correlation 41% to 97%
(mean 71%,
median 73% )
Net asset value (“NAV”)
NAV 100% (100%)
- Equity (94,240) Option model
At the money volatility 5% to 43% (22%)
Volatility skew -2% to 0% (-1%)
Equity — Equity correlation 36% to 98% (77%)
Equity — Foreign exchange correlation -63%386-31%)
- Commodities (3,500) Option model
Commodity volatility -15% to 15% (4%)
Debt and other borrowings:
- Issued Structured Notes (529,505) Optiodeho

At the money volatility

Volatility skew

Equity — Equity correlation

Equity — Foreign exchange correlation
Interest rate - Foreign exchange correlation

Interest rate - Interest rate correlation

NAV

NAV

4% to <3% (23%)
-2% to 0% (-1%)
38% to 98% (78%)

-51% to §680%)
-5% to 37%
(mean 21%

median 29%)
41% to 97%

(mean 71%,
median 73% )

100% (100%)

(1) Net derivative contracts represent tradingrfaial liabilities — derivative contracts net ofdiag financial assets — derivative

contracts.

(2) The ranges of significant unobservable inputésrapresented in percentages.
(3) Amounts represent weighted averages exceptenmbienple averages and the median of the inputgparéded when more

relevant.
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

d. Valuation of Level 3 financial assets and liahities recognised at fair value on a recurring basis
(continued)

31 December 2017 Fair
value Predominant valuation technigues/ Range®
€000 Significant unobservable inputs (Averages§®
ASSETS

Trading financial assets:

- Net derivative contract§?

- Interest rate 15,613 Option model

Interest rate - Foreign exchange correlation ~ 18% to 38% (25%)
NAV

NAV 100% (100%)

- Equity (9,670) Option model
At the money volatility 4% to 42% (18%)
Volatility skew -2% to 0% (0%)
Equity — Equity correlation 35% to 89% (60%)
Equity — Foreign exchange correlation -57% to 3090%)

- Commodities (1,674) Option model
Commodity volatility 15% to 18% (17%)

LIABILITIES
Debt and other borrowings:
- Issued Structured Notes (363,504) Option model
At the money volatility 6% to 42% (21%
Volatility skew -2% to 0% (-1%)
Equity — Equity correlation 41% to 88% (53%)
Equity — Foreign exchange correlation -60% to -1(738%)
Interest rate - Foreign exchange correlation  18% to 38% (25%)
Commodity volatility 15% to 18% (17%)
NAV

NAV 100% (100%)

(1) Net derivative contracts represent financialess classified as held for trading — derivativat@acts net of financial liabilities
classified as held for trading — derivative contisac

(2) The ranges of significant unobservable inpuésrapresented in percentages.

(3) Amounts represent weighted averages which @rilated by weighting each input by the fair vatfiehe respective financial
instruments except for derivative instruments whepeits are weighted by risks.
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21.

ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis
(continued)

An increase (decrease) to the following inputs wagénerally result in an impact to the fair vallbet the
magnitude and direction of the impact would depemdwhether the Company is long or short the
exposure:

Correlation: A pricing input where the payoff isivdm by more than one underlying risk.
Correlation is a measure of the relationship betwibe movements of two variables (i.e. how the
change in one variable influences a change in tiver wariable).

Volatility: The measure of the variability in posk returns for an instrument given how much
that instrument changes in value over time. Vatgtis a pricing input for options, and, generally,
the lower the volatility, the less risky the optidrhe level of volatility used in the valuation af
particular option depends on a number of factordluding the nature of the risk underlying that
option, the tenor and the strike price of the aptio

Volatility skew: The measure of the difference mpiied volatility for options with identical
underliers and expiry dates but with differentkes.

NAV: A pricing input that is the value of an entigyassets minus the value of its liabilities, often
in relation to open-end or mutual funds, since aehanf such funds registered with the US
Securities and Exchange Commission are redeentbdiahet asset value. Shares and interests in
such funds are not traded between investors, leutsaued by the fund to each new investor and
redeemed by the fund when an investor withdrawdumd will issue and redeem shares and
interests at a price calculated by reference toNA¥ of the fund, with the intention that new
investors receive a fair proportion of the fund aedeeming investors receive a fair proportion of
the fund’s value in cash.

Sensitivity of fair values to changing signifitassumptions to reasonably possible alternatives.

As detailed in note 2, the valuation of Level 3afigial instruments requires the application of
critical accounting judgement, involving estimasoand assumptions and it is recognised that
there could be a range of reasonably possiblenaltise values.

The Company has reviewed the unobservable parasretatentify those which would change the
fair value measurement significantly if replacedabgeasonably possible alternative assumption.

In estimating the potential variability, the unoh&dble parameters were varied individually using
statistical techniques and historic data. The mt@kvariability estimated is likely to be greater
than the actual uncertainty relating to the finahanstruments as any diversification effect has
been excluded.
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21. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (  CONTINUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis
(continued)

The following table presents the potential impatcboth favourable and unfavourable changes, both of
which would be reflected in statement of compreheni;mcome:

20189 2017
Favourable Unfavourable Favourable Unfavourable
changes changes changes changes
€'000 €'000 €'000 €'000
Trade and other receivables:
Prepaid equity securities contracts 30 (12) - -
Trading financial liabilities:
Net derivatives contra€ts 7,751 (10,821 (859) (291)
Debt and other borrowings:
Issued Structured Notes 8,484 (7,711) (3,257) 4,315
16,265 (18,544) (4,116) 4,024

(1) Net derivative contracts represent trading rfzial assets — derivative contracts net of tradingncial liabilities —derivative
contracts. The reasonably possible alternativenagons are applied to derivative assets and dérevéiabilities separzly when
assessing potential variability of the fair valueasurement.

(2) The increase in the potential impactfafourable and unfavourable changes compared tpritbeyear is primarily driven by &
increase in the carrying value of financial assetd financial liabilities classified as Level 3time fair value hierargh as well a:
increased uncertainty in the equity markets aetiteof 2018.

(3) The difference between the total favourable andltohfavourable changes is primarily a result of derivative contract:
classified as Level 3 in the fair value hierarclegling issued Structured Notes which barclassified as either Level 2 or Level <
the fair value hierarchy.

e. Assets and liabilities measured at fair value oa non-recurring basis

Non-recurring fair value measurements of assetdiahilities are those which are required or petaditin
the statement of financial position in particulacemstances. There were no assets or liabilitieasured
at fair value on a non-recurring basis during therent or prior year.
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22. ASSETS AND LIABILITIES NOT MEASURED AT FAIR VAL UE

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

Regarding the CPECs, their carrying value includimg accrued yield in ‘Trade and other payables’, a
detailed in note 11, is considered in aggregaemaspproximation of their fair value.

23. CAPITAL MANAGEMENT

The Morgan Stanley Group manages its capital otolbag basis with consideration for its legal emgtti
The capital managed by the Morgan Stanley Groumdiyoincludes ordinary share capital, preference
share capital, subordinated loans and reserves.

The Morgan Stanley Group’s required capital (“ReediCapital”) estimation is based on the Required
Capital Framework, an internal capital adequacysuesa This framework is a risk-based and leverage u
of-capital measure, which is compared with the Maortanley Group’s regulatory capital to ensuré tha
the Morgan Stanley Group maintains an amount ohgaoncern capital after absorbing potential losses
from stress events where applicable, at a poititvie. The Morgan Stanley Group defines the diffeeen
between its total average common equity and the cfuttme average common equity amounts allocated to
our business segments as Parent common equity.Midigan Stanley Group generally holds Parent
common equity for prospective regulatory requiretegerganic growth, acquisitions and other capital
needs.

The Required Capital Framework is expected to evolver time in response to changes in the business
and regulatory environment, for example, to incoap® stress testing or enhancements in modelling
techniques. The Morgan Stanley Group will contitmievaluate the framework with respect to the inhpac
of future regulatory requirements, as appropriate.

The Morgan Stanley Group actively manages its dateed capital position based upon, among other
things, business opportunities, risks, capital labdity and rates of return together with interralpital
policies, regulatory requirements and rating ageguigelines. In the future, the Morgan Stanley @rou
may expand or contract its capital base to addhesshanging needs of its businesses.

The Morgan Stanley Group also aims to adequatglitalse at a legal entity level whilst safeguagdthat
entity’s ability to continue as a going concern anduring that it meets all regulatory capital iezents,
so that it can continue to provide returns forMagan Stanley Group.

In order to maintain or adjust the capital struetas described above, the Company may adjust tberam
of dividends paid, return capital to shareholdesje new shares or sell assets to reduce debt.

The Company manages the following items as capital:

2018 2017

€'000 €'000

Share capital 15,018 15,018
Reserves 25,657 24,765
40,675 39,783
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24. RELATED PARTY DISCLOSURES
Parent and ultimate controlling entity

The Company’s immediate parent undertaking is Angdes Investments Codperatieve U.A. which is
registered in The Netherlands.

The ultimate parent undertaking and controllingitgrand the largest group of which the Company is a
member and for which group financial statements @epared is Morgan Stanley. Morgan Stanley is
incorporated in the State of Delaware, the UniteteéS of America. Copies of its financial statersezd@n

be obtained from www.morganstanley.com/investotiahas.

Key management compensation

Key management personnel are defined as thosensehswing authority and responsibility for planning
directing and controlling the activities of the Qoamy. Key management personnel include the Board of
Directors of the Company plus key business unitagament.

Key management personnel compensation comprisefdltbeing:

2018 2017
€'000 €'000
Short-term employee benefits 25 24
Post-employment benefits 1 1
Share-based payments 1 2
Other long-term employee benefits 1 1
28 28

The share-based payment costs disclosed abovetrdfte amortisation of equity-based awards gratded
key management personnel over the last three pearsare therefore not directly aligned with othiaiffs
costs in the current year.

Key management personnel compensation is bornghgr Morgan Stanley Group undertakings in both
the current and prior year.

In addition to the above TMF Management B.V., notthe Morgan Stanley Group, provided key
management personnel services to the Company farhvehfee of €501,000 was charged for the year
(2017: €456,000) and of which €nil was accruedlabgdcember 2018 (2017: €nil).
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24. RELATED PARTY DISCLOSURES (CONTINUED)
Transactions with related parties

The Morgan Stanley Group conducts business fontsliglobally through a combination of both functbn
and legal entity organisational structures. Acaagtii, the Company is closely integrated with the
operations of the Morgan Stanley Group and entsis transactions with other Morgan Stanley Group
undertakings on an arm’s length basis for the pep®f utilising financing, trading and risk manageat,
and infrastructure services. The nature of thekdioaships along with information about the trastgms
and outstanding balances is given below. All theamts outstanding as disclosed below are unseeured
will be settled via inter-company mechanisms.

In addition, the management and execution of bgsistrategies on a global basis results in manygdtor
Stanley transactions impacting a number of MorgéamI8y Group undertakings. The Morgan Stanley
Group operates a number of intra-group policiesrtsure that, where possible, revenues and relatsd ¢
are matched. For the year ended 31 December 2008t boss of €1,401,000 (2017: €4,287,000) was
recognised in the statement of comprehensive inamsiag from such policies.

Funding

The Company receives funding from and provides ifumdo other Morgan Stanley Group undertakings in
the following forms:

General funding

General funding is undated, unsecured, floating tahding. Funding may be received or provided for
specific transaction related funding requiremeotspr general operational purposes. The intergsisrare
established by the Morgan Stanley Group Treasungtion for all entities within the Morgan Stanley
Group and approximate the market rate of intefest the Morgan Stanley Group incurs in funding its
business.

Other funding

Other funding includes CPECs issued to the Comgadtiyect parent undertaking, Archimedes Investments
Cooperatieve U.A.. The specific terms of the relatield are detailed in note 11.

Details of the outstanding balances on these fundimangements and the related interest income or
expense recognised in the statement of compretemsoome during the year are shown in the table
below:
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24. RELATED PARTY DISCLOSURES (CONTINUED)

Transactions with related parties (continued)

Details of the outstanding balances on these fundimangements and the related interest income or
expense recognised in the statement of compretemsoome during the year are shown in the table
below:

2018 2017
Interest Balance Interest Balance
€'000 €'000 €'000 €'000
Amounts due from the Company’s
indirect parent undertaking 12,020 1,134,595 8,605 1,163,051
Amounts due from other Morgan Stanley
Group undertakings 47 31,165 3,190 629,253
12,067 1,165,760 11,795 1,792,304
Amounts due to the Company’s direct
and indirect parent undertakings 12,591 1,135,453 4,490 1,176,672
Amounts due to other Morgan Stanley
Group undertakings 764 157,978 680 4,991
13,355 1,293,431 5,170 1,181,663

Trading and risk management

The Company issues Structured Notes and hedgebligations arising from the issuance by enteritg i
prepaid equity securities contracts, derivativetiaats and loans designated at fair value througfitpor
loss with other Morgan Stanley Group undertakings.such transactions are entered into on an arm’s
length basis. The total amounts receivable andipaym issued Structured Notes, prepaid equityréees.
contracts, derivative contracts and loans desigratéair value through profit or loss were asdais:

2018 2017
Interest Balance Interest Balance
€'000 €'000 €'000 €'000
Amounts due from other Morgan Stanley
Group undertakings 79 8,323,486 5 7,684,278
Amounts due to other Morgan Stanley
Group undertakings (1,066) 1,186,755 (941) 2,036,776

The Company has pledged cash collateral of €172)88%0 and received cash collateral of €8,534,000
from other Morgan Stanley Group undertakings (20¢¢éeived €575,669,000) in order to mitigate credit
risk on exposures arising under derivatives cotdraod prepaid equity securities contracts betwihen
Company and other Morgan Stanley Group undertakings

Infrastructure services

The Company uses infrastructure services includireg provision of office facilities, operated by eth
Morgan Stanley Group undertakings at no charge.
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Independent auditor’s report

The independent auditor’s report is recorded omthe page.

Statutory rules concerning appropriation of the netresult

The Articles of Association of the Company provitiat the net result for the year is at the dispmsiof
the General Meeting of Shareholders.

Distribution can only be made to the extent that $fhareholder’s equity exceeds the reserves prbvaie
by the Articles of Association. The Board of Direst must grant its approval which it can only wilthin
the event that it knows or reasonably should han@k that, following the distribution, the Companii
not be able to continue with the payments of itstei®ecoming due and payable in the foreseeahlesfut
Subsequent events

There have been no significant events since thertieg date.
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www.deloitte.nl

Independent auditor's report
To the shareholders of Morgan Stanley B.V.

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS 2018 INCLUDED IN THE
ANNUAL REPORT

Our opinion
We have audited the accompanying financial statements 2018 of Morgan Stanley B.V., based in Amsterdam.

In our opinion the accompanying financial statements give a true and fair view of the financial position of
Morgan Stanley B.V. as at 31 December 2018, and of its result and its cash flows for 2018 in accordance
with International Financial Reporting Standards as adopted by the European Union (EU-IFRS) and with
Part 9 of Book 2 of the Dutch Civil Code.

The financial statements comprise:
1. The statement of financial position as at 31 December 2018.

2. The following statements for 2018: the income statement, the statements of comprehensive income,
changes in equity and cash flows.

3. The notes comprising a summary of the significant accounting policies and other explanatory
information.

Basis for our opinion

We conducted our audit in accordance with Dutch law, including the Dutch Standards on Auditing. Our
responsibilities under those standards are further described in the "Our responsibilities for the audit of the
financial statements" section of our report.

We are independent of Morgan Stanley B.V. in accordance with the EU Regulation on specific requirements
regarding statutory audit of public-interest entities, the “"Wet toezicht accountantsorganisaties” (Wta, Audit
firms supervision act), the “Verordening inzake de onafhankelijkheid van accountants bij assurance-
opdrachten” (ViO, Code of Ethics for Professional Accountants, a regulation with respect to independence)
and other relevant independence regulations in the Netherlands. Furthermore, we have complied with the
“Verordening gedrags- en beroepsregels accountants” (VGBA, Dutch Code of Ethics).

We believe the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Materiality

Based on our professional judgement we determined the materiality for the financial statements as a whole at
EUR 94,945,000. The materiality is based on 1% of Total Assets. We have also taken into account
misstatements and/or possible misstatements that in our opinion are material for the users of the financial
statements for qualitative reasons.

Deloitte Accountants B.V. is registered with the Trade Register of the Chamber of Commerce and Industry in Rotterdam number
24362853. Deloitte Accountants B.V. is a Netherlands affiliate of Deloitte NWE LLP, a member firm of Deloitte Touche Tohmatsu Limited.
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We agreed with the Board of Directors that misstatements in excess of EUR 1,898,900 which are identified
during the audit, would be reported to them, as well as smaller misstatements that in our view must be
reported on qualitative grounds.

Our key audit matters
Key audit matters are those matters that, in our professional judgement, were of most significance in our
audit of the financial statements. We have communicated the key audit matters to the Board of Directors.

The key audit matters are not a comprehensive reflection of all matters discussed.

These matters were addressed in the context of our audit of the financial statements as a whole and in
forming our opinion thereon and we do not provide a separate opinion on these matters.

Financial Instruments, including valuation and accounting

Key audit matter

The risk associated with the valuation assertion relates to the valuation of fair value hierarchy level 3
issuances because this can require significant management judgment. We note that although the entity does
not apply hedge accounting, it reduces profit and loss volatility through economic hedging and recording the
financial instruments held on the balance at fair value. Valuation of level 3 financial instruments often
requires the usage of bespoke valuation models and unobservable inputs to determine the fair value which
can be highly subjective. The valuations of these instruments are typically more complex and may not be
readily observable due to illiquid markets or low trading volumes, and accordingly, are more difficult to
estimate. The subjectivity involved in the valuation of level 3 inventory means there is an inherently greater
risk of material misstatement. Reference is made to notes 2, 3.d and 21 of the financial statements of
Morgan Stanley B.V. as at 31 December 2018.

Response

Our testing over the valuation assertion has included procedures in relation to the controls over positions
carried at fair value, procedures in relation to model controls and the performance of substantive testing
through independent revaluations, methodology reviews and testing of key inputs for a sample of positions.
As part of these procedures we challenged management assumptions in the determination of the valuation
models with the support of internal financial instrument valuation experts.

Observation
We consider the disclosure notes 2, 3.d and 21 of the financial statements regarding the estimation

uncertainty being involved in the valuation of level 3 financial instruments to be adequate, and in
compliance with the relevant accounting requirements.

REPORT ON THE OTHER INFORMATION INCLUDED IN THE ANNUAL REPORT

In addition to the financial statements and our auditor's report thereon, the annual report contain other
information that consists of:

e Directors’ Report.
o Directors’ Responsibility Statement.

e Other information, including but not limited to the topics prescribed by Dutch Civil Code 2:392.
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Based on the following procedures performed, we conclude that the other information:
e Is consistent with the financial statements and does not contain material misstatements.
e Contains the information as required by Part 9 of Book 2 of the Dutch Civil Code.

We have read the other information. Based on our knowledge and understanding obtained through our audit
of the financial statements or otherwise, we have considered whether the other information contains
material misstatements.

By performing these procedures, we comply with the requirements of Part 9 of Book 2 of the Dutch Civil
Code and the Dutch Standard 720. The scope of the procedures performed is substantially less than the
scope of those performed in our audit of the financial statements.

Management is responsible for the preparation of the other information, including the Directors’ Report in
accordance with Part 9 of Book 2 of the Dutch Civil Code, and the other information as required by Part 9 of
Book 2 of the Dutch Civil Code and the Directors’ Responsibility Statement.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Engagement

We were engaged by the Board of Directors as auditor of Morgan Stanley B.V. as of the year 2001 and have
operated as statutory auditor ever since that financial year.

No prohibited non-audit services

We have not provided prohibited non-audit services as referred to in Article 5(1) of the EU Regulation on
specific requirements regarding statutory audit of public-interest entities.

DESCRIPTION OF RESPONSIBILITIES REGARDING THE FINANCIAL STATEMENTS
Responsibilities of management for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with EU-IFRS and Part 9 of Book 2 of the Dutch Civil Code. Furthermore, management is
responsible for such internal control as management determines is necessary to enable the preparation of
the financial statements that are free from material misstatement, whether due to fraud or error.

As part of the preparation of the financial statements, management is responsible for assessing the
company's ability to continue as a going concern. Based on the financial reporting frameworks mentioned,
management should prepare the financial statements using the going concern basis of accounting unless
management either intends to liquidate the company or to cease operations or has no realistic alternative
but to do so.

Management should disclose events and circumstances that may cast significant doubt on the company's
ability to continue as a going concern in the financial statements.

The audit commiteee is responsible for overseeing the company’s financial reporting process.
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Our responsibilities for the audit of the financial statements

Our objective is to plan and perform the audit assignment in a manner that allows us to obtain sufficient and
appropriate audit evidence for our opinion.

Our audit has been performed with a high, but not absolute, level of assurance, which means we may not
detect all material errors and fraud during our audit.

Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements. The materiality affects the nature, timing and extent of our audit procedures and the
evaluation of the effect of identified misstatements on our opinion.

We have exercised professional judgement and have maintained professional skepticism throughout the
audit, in accordance with Dutch Standards on Auditing, ethical requirements and independence
requirements. Our audit included e.g.:

e Identifying and assessing the risks of material misstatement of the financial statements, whether due to
fraud or error, designing and performing audit procedures responsive to those risks, and obtaining audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for 1 resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

¢ Obtaining an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the company's internal control.

e Evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

¢ Concluding on the appropriateness of management's use of the going concern basis of accounting, and
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the company's ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor's report to
the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report.
However, future events or conditions may cause the company to cease to continue as a going concern.

e Evaluating the overall presentation, structure and content of the financial statements, including the
disclosures.

e Evaluating whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with management regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant findings in internal control that we identified
during our audit. In this respect we also submit an additional report to the audit committee in accordance
with Article 11 of the EU Regulation on specific requirements regarding statutory audit of public-interest
entities. The information included in this additional report is consistent with our audit opinion in this
auditor’s report.
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From the matters communicated with the Board of Directors, we determine the key audit matters: those
matters that were of most significance in the audit of the financial statements. We describe these matters in
our auditor’s report unless law or regulation precludes public disclosure about the matter or when, in
extremely rare circumstances, not communicating the matter is in the public interest.

Amsterdam, 23 April 2019

Deloitte Accountants B.V.

Signed on the original: M. van Luijk
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