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MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

DIRECTORS’ REPORT

The Directors present their report and financial statements (which compnise the profit and loss account, the
balance sheet, and the related notes, 1 to 16) for Morgan Stanley Adrastea Netherlands B V (the
“Company”) for the year ended 31 December 2011

RESULTS AND DIVIDENDS
The profit for the year, after tax, was €336,000 (2010 €1,314,000 loss after tax)

During the year , in accordance with the Articles of Association of the Company, dividends of €10,887,000
(2010 €10,887,000) were accrued to the holders of the Class A Redeemable Preference shares and
dividends of €mil (2010 €nil) were paid on the Class A Redeemable Preference shares In accordance with
FRS 25 Financial Instruments Presentation, these Class A Redeemable Preference shares are presented as
habilities Dividends on these Class A Redeemable Preference shares are recorded n the profit and loss
account within interest expense for the year

PRINCIPAL ACTIVITY
The principat activity of the Company 15 to enter into financing transactions and investments

The Company was incorporated under Dutch law on 24 February 2006 and has 1ts statutory seat in
Amsterdam, The Netherlands The business office of the Company 1s at 20 Bank Street, Canary Wharf,
London, E14 4QA, United Kingdom

The Company’s ultimate parent undertaking and controlling entity 1s Morgan Stanley, which, together with
the Company and Morgan Stanley’s other subsidiary undertakings, form the “Morgan Stanley Group”

There have not been any sigmificant changes 1n the Company’s principal activity in the year under review
and no significant change in the Company’s principal activity 1s expected

BUSINESS REVIEW

The profit and loss account 1s set out on page 4 The Company’s profit has increased from a loss of
€1,314,000 in prior year to a profit of €336,000 in the current year The increase 1s dnven prnimarily by an
increase 1n the average EUR floating rate of interest (the “Average Rate”) earned by the Company on its
current loans and receivables of €477, 301,000 The Average Rate increased from 2 07% 1n 2010 to 2 4% 1n
2011 The Company’s habilities of €263,083,000 are at a fixed rate of 4 1%, therefore any change in the
Average Rate has a direct impact on the profit after tax

The balance sheet on page 5 of the financial statements shows that the Company’s net assets at the end of
the year were €169,715,000 n the current year compared to net assets of €169,379,000 in the prior year,
the €336,000 increase 1s attributable to the profits for the year Debtors have increased by €11,261,000 due
to the interest acerued and unpaid On 14 December 2011, an affiliate loan receivable of €475,093,000 was
called by the Company and the proceeds used to make a new loan, on the same terms, to another Morgan
Stanley affihate The dividend reserve account, presented within creditor’s amounts falling due within one
year has increased by €10,887,000, being the dividend accrued on the Class A preference shares for the
year

The performance of the Company 1s included in the results of the Morgan Stanley Group which are
disclosed m the Morgan Stanley Group’s Annual Report on Form 10-K to the United States Securittes and
Exchange Commuission The Morgan Stanley Group manages 1its key performance indicators on a global
basis but in consideration of individual legal entities For this reason, the Company’s Directors believe that
providing performance indicators for the Company itself would not enhance an understanding of the
development, performance or position of the business of the Company




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

DIRECTORS’ REPORT (continued)

Current market conditions

During 2011, economic conditions have remamed challenging with concerns about the sovereign debt crisis
in Europe, the US federal debt ceiling and slower economuc growth leading to volatility on the global
equity markets These conditions present difficulties and uncertainty for the business outlook which may
adversely umpact the financial performance of the Company 1n the future

Morgan Stanley continues to actively manage its capital and liquidity position to ensure adequate resources
are available to support the activities of the Morgan Stanley Group, 1o enable the Morgan Stanley Group to
withstand market stresses, and to meet regulatory stress testing requirements proposed by regulators
globally Throughout 2011, the Morgan Stanley Group has been focused on the composition of 1ts funding
liabilities, reducing reliance on short term funding m favour of more diverse and durable funding sources
This remains an ongoing objective of the Morgan Stanley Group

In line with this active management, in June 2011, the Morgan Stanley Group’s capital position has been
further strengthened by converting 1ts outstanding Senes B Non-Cumulative Non-Voting Perpetual
Convertible Preferred Stock with a face vatue of $7 8 billion and a 10% dividend 1ssued to Mitsubishs UFJ
Financial Group Inc (“MUFG™), for 385,464,097 shares in Morgan Stanley’s common stock

The risk management section below sets out the Company's and the Morgan Stanley Group's policies for the
management of hquidity and cash flow risk and other sigmficant business risks

Risk management

Risk 1s an 1nherent part of the Company’s business activity and 1s managed within the context of the
broader Morgan Stanley Group’s business activities The Morgan Stanley Group seeks to 1dentify, assess,
monitor and manage each of the various types of risk involved n its activities on a global basis, in
accordance with defined pohicies and procedures and in consideration of the individual legal entities

Market risk

Market nisk refers to the risk that a change in the level of one or more market prices, rates, indices, implied
volatilities (the price volatility of the underlying instrument imputed from option prices), correlations or
other market factors, such as liquidity, will result in losses for a position or portfolio

The Morgan Stanley Group manages the market risk associated with its trading activities in consideration
of each individual legal entity, but on a global basis, at both a trading division and an individual product
level

Credit risk
Credit nisk refers to the risk of loss ansing from borrower or counterparty default when a borrower,
counterparty or obligor does not meet its cbhigations

The Morgan Stanley Group manages credit risk exposure on a global basis as well as giving consideration
to each individual legal entity, by ensuring transparency of matenal credit nsks, ensunng comphance with
established limits, approving matenal extensions of credit, escalating risk concentrations to appropriate
semor management and mitigating credit risk through the use of collateral and other arrangements

Liquadity risk

Liquidity and funding nisk refers to the risk that the Company will be unable to meet its funding obhigations
in a timely manner Ligquidity nisk stems from the potential risk that the Company will be unable to obtain
necessary funding through borrowing money at favourable interest rates or maturity terms, or selling assets
in a imely manner and at a reasonable price




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

DIRECTORS’ REPORT {(continued)

The Morgan Stanley Group's senior management establishes the overall hquidity and funding policies of
the Morgan Stanley Group and the hiquidity risk management policies and procedures conducted within the
Company are consistent with those of the Morgan Stanley Group The Morgan Stanfey Group’s hquidity
and funding nsk management pohcies are designed to mitigate the potential risk that entities within the
Morgan Stanley Group, including the Company, may be unable to access adequate financing to service
their financial habilities when they become payable without material, adverse franchise or business impact
The key objective of the liqmdity and funding nsk management framework 15 to support the successful
execution of both the Company’s and the Morgan Stanley Group’s business strategies while ensuring

ongoing and sufficient liqudity through the business cycle and during periods of stressed market
conditions

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

PKM Falk
SI Merry

POST BALANCE SHEET EVENTS
There have been no significant events since the balance sheet date
AUDITOR

Deloitte Accountants B V have expressed their willingness to continue 1n office as auditor of the Company
and a resolution to reappoint them will be proposed at the forthcoming annual general meeting

FUTURE OUTLOOK

Management do not expect the business activities of the Company to change in the foreseeable future and
the Company will continue to hold financial instruments for financing purposes

Approved by the Board and signed on 1ts behalf by

London, 2(6 May 2012

G Jo A

PKM Falk SI Merry




MORGAN STANLEY ADRASTEA NETHERLANDS B.V,

PROFIT AND LOSS ACCOUNT
Year ended 31 December 2011

Note
Interest iIncome 2
Interest expense 3
Other expense 4
PROFIT/(L.OSS) ON ORDINARY ACTIVITIES BEFORE
TAXATION
Tax on profit/(loss) on ordinary activities 6

PROFIT/(LOSS) FOR THE FINANCIAL YEAR

All operations were continuing in the current and prior year

2011 2010
€000 €000
11,256 9,627
(10915) (10,911)
(&3] (30)

336 (1,314)
336 (1,314)

There were no recognised gains or losses during the current or priot year other than those disclosed above

Accordingly no statement of total recognised gains and losses has been prepared

A reconcihation of the movement in shareholders’ funds ss disclosed 1n note 10 to the financial statements

The notes on pages 6 to 17 form an integral part of the financial statements




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

Registered number 34243327

BALANCE SHEET

As at 31 December 2011
(including proposed appropriation of the net results)

Note 2011 2010
€000 €'000

CURRENT ASSETS
Loans and receivables
- Debtors 7 477,301 466,040
CREDITORS: AMOUNTS FALLING DUE WITHIN ONE
YEAR
Financtal habilities at amortised cost 8 (263,083) (263,045)
Drvidend reserve account 8 (44,503) (33,616)
NET CURRENT ASSETS 169,715 169,379
TOTAL ASSETS LESS CURRENT LIABILITIES 169,715 169,715
NET ASSETS 169,715 169,379
CAPITAL AND RESERVES
Called up share capital 9 20 20
Share premiurmn account 10 141,400 141,400
Profit and loss account 10 28,295 27,959
SHAREHOLDERS' FUNDS 169,715 169,379

The notes on pages 6 to 17 form an integral part of the financial statements




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011 ;

1. ACCOQUNTING POLICIES

The Company’s principal accounting policies are summarnised below and have been applied consistently
throughout the year and preceding year

a) Basis of preparation

The financral statements are prepared under the historical cost convention, modified by the inclusion of
financial instruments at fair vatue as described in note 1(e} below, and 1n accordance with applicable
Netherlands Civil Code The Company 15 incorporated under the Netherlands Civil Code, and the
Netherlands Civil Code permits the use of United Kingdom generally accepted accounting practice i the
preparation of accounts on the basis on the Company’s nternational connectionsias stated in Article
362 1 of Book 2 of the Netherlands Civil Code

The Company, having 1ts statutory seat in Amsterdam, The Netherlands, currently operating from 20
Bank Street, Canary Wharf, London, E14 4AD, United Kingdom, enters into financing transactions and
investments

Certain hmited format changes have been made to prior year amounts to conform to the current year
presentation .

h) The going concern assumption

The Company’s business activities, together with the factors likely to affect its future development,
performance and position, are reflected in the Business Review secticn of the Directors’ report on pages 1
to 3

As set out in the Directors’ report, the Company operates within the global liquidity management
framework of the Morgan Stanley Group Throughout the difficult market conditions, this framework has
continued to provide sufficient hquidity to the Morgan Stanley Group and to the Company, and the
Company’s capital and hquidity position 1s satisfactory

Taking all of these factors into consideration, the Directors behieve it 1s reasonable to assume that the
Company will have access to adequate resources to continue 1n operational existence for the foreseeable
future Accordingly, they continue to adopt the going concern basis in preparing the annual report and
financial statements

c) Functional currency

Items included in the financial statements are measured and presented in Euros, the currency of the pnmary
economic environment tn which the Company operates

All currency amaounts 1n the financial statements and Dhrectors’ report are rounded to the nearest thousand
Euros

d) Foreign currencies

All monetary assets and liabilities denominated 1n currencies other than Euros are translated into Euros at
the rates ruling at the balance sheet date Transactions in currencies other than Euros are recorded at the
rates prevailing at the dates of the transactions All translation differences are taken through the profit and
loss account Exchange differences recogmised 1n the profit and loss account are presented in *Other
income’ or ‘Other expense * ]




MORGAN STANLEY ADRASTEA NETHERLANDS B.V,

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

1. ACCOUNTING POLICIES (continued)
€) Financual instruments

The Company classifies its financial assets into the following category on nitial recognition loans and
recelvables

The Company classifies its financial habilities into the following category on wtial recognition financial
habthities at amortised cost

More information regarding these classifications 1s included below

Loans and receivables and financral habilies at amortised cost

Financial assets classified as loans and recervables are imtially recogmsed on settlement date at fair value
(see note I{f) below) and subsequently measured at amortised cost less allowance for impairment
Interest 15 recogmised in the profit and loss account in ‘Interest income’, using the effective mterest rate
method as described below Transaction costs that are directly attnibutable to the acquisition of the
financial asset are added to or deducted from the fair value on tnitiat recogmition Impairment losses and
reversals of impairment losses on financial assets classified as loans and receivables are recognised 1n the
profit and loss account in ‘Other expense’

Financial liabilities held at amortised cost are imtially recognised on settiement date at fair value (see
note 1(f) below) and subsequently measured at amortised cost [nterest 1s recogmsed in the profit and
loss account in ‘Interest expense’ using the effective interest rate method as described below
Transaction costs that are directly atinbutable to the 1ssue of the financial hability are added to or
deducted from the fair value on imitial recognition

The effective interest rate methed 1s a method of calculating the amortised cost of a financial asset or
financial hability {or a group of financial assets or financial liabihties) and of allocating the interest
mncorme or interest expense over the expected Iife of the financial asset or financial liability  The effective
mnterest rate 1s the rate that exactly discounts the estimated future cash payments and receipts through the
expected life of the financial asset or financial hability (or, where appropnate a shorter period) to the
carrying amount of the financial asset or financial habihty The effective interest rate 15 established on
mitial recognition of the financial asset and habihity The calculation of the effective interest rate
includes all fees and comrmssions paid or received, transaction costs, and discounts or premiums that are
an integral part of the effective interest rate  Transaction costs are incremental costs that are directly
attributable to the acquisition, 1ssue or disposal of a financial asset or hability

The redeemable preference shares issued by the Company are classified as financial liabihties at
amortised cost 1n accordance with the substance of the contractual arrangement Dividends on these
redeemable preference shares are recogmsed in the profit and loss account in ‘Interest expense’ using the
effective interest rate method

f Fair value of financial instruments

Fair value 1s defined as the price that would be received to sell an asset or paid to transfer a liability (1 e the
“exit price™) 1n an orderly transaction between market participants at the measurement date

In the normal course of business, the fair value of a financial instrument on nitial recognition 1s the
transaction price (1 ¢ the fair value of the consideration given or received)




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

1.  ACCOUNTING POLICIES (continued)
g) Impairment of financial assets

At each balance sheet date, an assessment (s made as to whether there 1s any objective evidence of
tmpairment in the value of financial assets classified as loans and receivables Impairment losses are
recognised (f an event has occurred which wilt have an adverse impact on the expected future cash flows of
an asset and the expected impact can be rehably estimated

h) Taxation

UK corporation tax 1s provided at amounts expected to be paid / recovered using the tax rates and laws that
have been enacted or substantively enacted at the balance sheet date

)] Cash flow statement

The Company’s ultimate parent undertaking produces consolidated financial statements m which the
Company 1s included and which are publicly available Accordingly, the Company, which 1s a wholly-
owned subsidiary, has elected to avail itself of the exemption provided wn Financial Reporting Standard
(“FRS") | {(Revised 1996) Cash flow statements and not present a cash flow statement

2, INTEREST INCOME

2011 2010

€'000 €'000
Interest Income from loans to Morgan Stanley group undertakings 11,256 9,627
3. INTEREST EXPENSE

2011 2010

€000 €'000
Interest Expense on loans from Morgan Stanley group undertakings 10,915 10,911

Included 1in ‘Interest expense on loans from Morgan Stanley Group undertakings’ 1s €10,887,000 (2010
€10,887,000) of preference share dividends

4. OTHER EXPENSE

2011 2010

€000 €'000

Auditor’s remuneration — fees for audit of statutory accounts - 14
Other foreign exchange losses 5 16
5 30

The fees for the audit of the Company’s statutory accounts has been borne by another Morgan Stanley
Group undertaking in the current year




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

5. STAFF COSTS

The Company employed no staff during the year (2010 Nil)

The Directors did not recerve any remuneration for their qualifying services to the Company during the
year (2010 Nil)

6. TAX ON PROFIT/(LOSS) ON ORDINARY ACTIVITIES

Analysis of charge in the year
2011 2010
€'000 €'000
UK corporation tax at 26 49% (2010 28%)
- Current year - -

Tax on profit/(Joss) on ordinary activities - -

Factors affecting the tax charge for the year

The current year UK taxation charge 1s lower than that resulting from applying the average standard UK
corporation tax rate of 26 49% (2010 28%) The main differences are explatned below

2011 2010
€'000 €'000
Profit/ (loss) on ordinary activities before tax 336 (1,314)
Profit/ (loss) on ordinary activities muitiplied by the average standard rate
of corporation tax in the UK of 26 49% (2010 28%) 39 (368)
Effects of:
Group relief received for nil consideration (2,973) (2,680)
Non-deductible dividends on preference shares shown as interest expense 2,884 3,048

Current tax charge for the year - -

Finance (No 2) Act 2010 enacted a 1% reduction in the UK corporation tax rate to 27% with effect from
Apnl 2011 Finance Act 2011 enacted a further 1% reduction 1n the rate of UK corporation tax to 26%
from April 2011 The combined 2% reduction 1n the tax rate impacted the current tax charge 1n 2011

Finance Act 2011 enacted an additional 1% reduction to the UK corporatton tax rate to 25% with effect
from April 2012 In the Budget announcement on the 21 March 2012, this reduction was increased to 2%
and was substantively enacted on 26 March 2012 The combined 2% reduction 1n the tax rate to 24% from
1 Apnl 2012 will impact the current tax charge in 2012




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

7. DEBTORS

201 2010
€000 €'000
Debtors classified within loans and receivables at amortised cost
Amounts due from Morgan Stanley Group undertakings 477,301 466,040
8. FINANCIAL LIABILITIES AT AMORTISED COST
2011 2010
€000 €'000
Financial liabilities at amortised cost falling due within one year
Other amounts owing to Morgan Stanley Group undertakings 1,183 1,145
Financial instruments 1ssued
- Preference shares 65 65
- Preference shares share premium account 261,835 261,835
Total financial habilites at amortised cost 263,083 263,045
Preference shares
2011 2010 2011 2010
Number Number €'000 €000
Allotted and fully paid preference shares
of €1 each, classified as financial habilities
Class A Redeemable Preference shares of €1 each 65,000 65,000 65 65
Class C Redeemable Preference shares of €1 each 1 l - -
Class B Redeemable Preference shares of €1 each | | - -
At 1 January and 31 December 65,002 65,002 65 65
Contractual preference dividends accrued at 31
December 44 503 33,616

Total share capital and acerued dividends
classified within habilities 44,568 33,681

As at 31 December 2011 and 2010, the 1ssued share capital of the Company included 65,002 redeemnable
non-cumulative €1 preference shares, classified as financial Labilities

The preference shares i1ssued by the Company and related share premium are classified as financial
habulities under FRS 25 Financial Instruments Presentation

The Class A Redeemable Preference shareholders are entitled to a cumulative dividend for the penod equal
to 4 1%, on the consideration paid for the shares on 1ssue

Each share in the Company (all ordinary shares, Class A Redeemable Preference shares, Class B
Redeemable Preference shares and Class C Redeemable Preference shares) confers the right to cast one
vote All Class A Redeemable Preference shares, Class B Redeemable Preference shares, and Class C
Redeemable Preference Shares can be redeemed at the option of the holders of the Preference Shares The
preference shares rank ahead of the ordinary shares in the event of liquidation

The preference shares rank ahead of the ordinary shares in the event of iquidation

10




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

9. CALLED UP SHARE CAPITAL

Shares classified as equity

2011
€'000
Allotted and fully paid:
20,000 ordinary shares of €1 each 20

2010
€'000

20

Other shares classified as financial habilities

The terms of other shares classified as financial habilities are detailled 1n note 8, ‘Financial liabitities at

amortised cost’

10. RECONCILIATION OF SHAREHOLDERS' FUNDS AND MOVEMENTS ON RESERVES

Called up Share Profit and

share premium loss

capital account account

€000 €000 €'000

At 1 January 2010 20 141,400 29,273
Loss for the year - - {1,314)
At | January 2011 20 141,400 27,959
Profit for the year - - 336

At 31 December 2011 20 141,400 28,295

e ————

Total
€'000
170,693

(1,314)

169,379
336

169,715



MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

11. FINANCIAL RISK MANAGEMENT
Risk management procedures

Risk 15 an inherent part of both Morgan Stanley’s and the Company’s business activity and 1s managed by
the Company within the context of the broader Morgan Stanley Group The Morgan Stanley Group seeks to
dentify, assess, momtor and manage each of the vanous types of nsk involved 1n its business activities 1n
accordance with defined policies and procedures The Company’s own risk management policies and
procedures are consistent with those of the Morgan Stanley Group

Sigmficant risks faced by the Company resulting from investment actevities are set out below
Credit risk
Credit risk refers to the nsk of loss ansing from a borrower or counterparty default

The Morgan Stanley Group manages credit nsk exposure on a global basis, but 1n consideration of each
individual legal entity, including those of the Company The credit nsk management policies and
procedures of the Morgan Stanley Group include ensunng transparency of matenal credit risks, ensuning
compliance with established hmits, approving matenal extensions of credit and escalating nsk
concentrations to appropriate senior management Credit risk management policies and procedures for the
Company are consistent with those of the Morgan Stanley Group and include escalation to appropriate key
management personnel of the Company

The Company enters into all of its financial asset transactions with other Morgan Stanley Group
undertakings, and both the Company and the other Morgan Stantey Group undertakings are wholly-owned
subsidharies of the same ulumate parent entity, Morgan Stanley As a result of the implicit support that
would be provided by Morgan Staniey, the Company 1s considered exposed to the credit risk of Morgan
Stanley, except where the Company transacts with other Morgan Stanley Group undertakings that have a
higher credit rating to that of Morgan Stanley

The maximum exposure to credit risk of the Company at the reporting date 15 the carrying amount of the
financial assets held in the statement of financial position The Company has not entered into any credit
enhancements to manage 1ts exposure to credit nsk

Exposure to credit risk by class

Class Gross Credit Exposure
2011 2010
€'000 €'000

Loans and receivables

QOther amounts due from Morgan Stanley Group
Undertakings 477,301 466,040

Maximum exposure to credit risk by credit rating

Credit Rating Gross Credit Exposure
2011 2010
€'000 €000
A 477,301 466,040

Internal credit rating derived using methodolgies generatly consistent with those used by external rating agencies




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

11, FINANCIAL RISK MANAGEMENT (continued)

At 31 December 2011 there were no financial assets past due but not impaired or individually impaired
(2010 None)

Liquidity nisk

Liquidity risk 1s the nisk that the entity may encounter difficulty in meeting obligations associated with
financial habilities that are settled by delivering cash or another financial asset

The Morgan Stanley Group’s senior management establishes the overall liquidity and funding policies of
the Morgan Stanley Group and the hquidity risk management policies and procedures conducted within the
Company are consistent with those of the Morgan Stanley Group The Morgan Stanley Group’s hquidity
and funding nsk management policies are designed to mitigate the potential risk that entuties within the
Morgan Stanley Group, including the Company, may be unable to access adequate financing to service
therr financial liabilities when they become payable without matenal, adverse franchise or business impact
The key objective of the liqudity and funding nsk management framework is to support the successful
executton of both the Morgan Stantey Group’s and the Company’s business strategies while ensunng
ongoing and sufficient hquidity through the business cycle and during periods of stressed market
conditions

Liquidity management policies

The principal elements of the Morgan Stanley Group’s hquidity management framework, which includes
constderation of the hiqudity misk for each individual legal entity, are the Conuingency Funding Plan
(“CFP”) and hiquidity reserves Comprehensive financing guidelines (secured funding, long-term funding
strategy, surplus capacity, diversification and staggered matunities) support the Morgan Stanley Group’s
target hiquidity profile

Contingency funding plan CFP 1s the Morgan Stanley Group’s pnmary hiquudity risk management tool
The CFP outlines the Company’s response to liquidity stress in the markets and incorporates stress testing
to 1dentify potential liquudity risk Liquidity stress tests model multiple scenarios related to 1diosyncratic,
systemic or a combination of both types of events, across various time horizons Based on the results of
stress testing, the CFP sets forth a course of action to effectively manage through a stressed liquidity event
The CFP and hiquidity risk exposures are evaluated on an on-going basis and reported to the Firm Rusk
Committee, Asset/Liability Management Commuttee, and other appropriate risk commuttees including the
European Financial Rysk and Capital Commttee

CFP 1s produced on a Morgan Stanley Group as well as major group and subsidiary level, to capture
specific cash requirements and cash availability at various legal entities The CFP assumes that Morgan
Stanley does not have access to cash that may be held at certain subsidianes due to regulatory, legal or tax
constramnts  Since the Company hedges the liquidity risk of its financial liabilities with financial assets that
match the matunty profile of the financial habilities, the Company 1s not considered a major subsidiary for
the purposes of hquidity nsk  However, the Company would have access to the cash or hquidity reserves
held by Morgan Stanley 1n the unhkely event they were unable to access adequate financing to service their
financial liabilities when they become payable
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

11. FINANCEAL RISK MANAGEMENT (continued)

The Morgan Stanley Group’s CFP model incorporates a number of assumptions including, but not limited
to, the following (1} no government support, (i1) no access to unsecured debt markets, (1) repayment of all
unsecured debt maturing within one year, (1v) higher haircuts and significantly lower availability of secured
funding, (v} additional collateral that would be required by trading counterparties and certain exchanges
and clearing organisations related to multi-notch credit rating downgrades, (v1) discretionary unsecured
debt buybacks, {vu) drawdowns on unfunded commitments provided to third parties, (vin) clhient cash
withdrawals (1x) imited access to the foretgn exchange swap markets (x) return of secunities borrowed on
an uncollateralised basis, and (x1} maturity roll-off of outstanding letters of credit with no further issuance

Global hiqudity reserve The Morgan Stanley Group seeks to maintain a target hquidity reserve (*the
Global Liguidity Reserve”) that 1s sized to cover daily funding needs and meet strategic liquidity targets as
outlined in CFP  The Global Liquidity Reserve, to which the Company has access, 1s held within Morgan
Stanley and the Morgan Stanley Group’s major operating subsidiaries and consists of cash and cash
equivalents and central bank eligible unencumbered securities (predominantly consisting of US and
European government bonds and US agency and agency mortgage-backed secunities) The Morgan
Stanley Group’s funding requirements and target hquidity reserves may vary based on changes to the level
and composition of its statement of financial position, timing of specific transactions, client financing
activity, market conditions and seasonal factors

Funding management policies

The Morgan Stanley Group’s funding management policies are designed to provide for financings that are
executed 1n a manner that reduces the risk of disruption to the Morgan Stanley Group’s and the Company’s
operations The Morgan Stanley Group pursues a strategy of diversificaton of secured and unsecured
funding sources {by product, by investor and by region) and attempts to ensure that the tenor of the Morgan
Stanley Group’s, and the Company’s, habilities equals or exceeds the expected holding period of the assets
being financed Maturities of financings are designed to manage exposure to refinancing risk in any one
period

The Moergan Stanley Group funds its statement of financial position on a global basis through diverse
sources which includes consideration of the funding nisk of each legal entity These sources may nclude
the Morgan Stanley Group’s equity capital, long-term debt, repurchase agreements, securities lending,
deposits, commercial paper, letters of credit and lines of credit The Morgan Stanley Group has active
financing programs for both standard and structured products in the U §, European and Asian markets,
targeting global investors and currencies such as U S dollar, Euro, Brnitish pound, Australian dollar and
Japanese Yen

In managing both the Morgan Stanley Group's and the Company’s funding risk the composition and size of
the entire statement of financial position, not just financial liabilities, 15 monitored and evaluated A
substantial portion of the Morgan Stanley Group’s total assets consist of highly hiquid marketable securities
and short-term receivables anising from its Institutional Secunities sales and trading activities The liqud
nature of these assets provides the Morgan Stanley Group and the Company with flexibility in financing
and managing its business

Maturity analysis

In the following maturity analysis, the amounts represent undiscounted cash flows receivable and payable
by the Company ansing from its financial assets and financial liabihities to earliest contractual maturities as
at 31 December 2011
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Year ended 31 December 2011

11. FINANCIAL RISK MANAGEMENT {continued)

Receipts of financial assets and repayments of financial liabilities that are subject to immediate notice are
treated as 1f notice were given immediately and are classified as on demand This presentation 1s considered
by the Group to appropriately reflect the liquidity msk arising from those financial assets and financial
l1abilities, presented 1n a way that 1s consistent with how the hquidity nisk on these financial assets and
financial lrabilities 1s managed by the Company

In December 2011 the Company has loans and recetvables due from Morgan Stanley group undertakings of
€477,301,000 compared to €466,040,000 1n 2010 All loans are repayable on demand

For financial liabilities the Company has habilities (including amounts owed to Morgan Stanley group
undertakings, preference shares and preference share premium account), of €263,083,000 i 2011
compared to €263,045,000 in 2010 All amounts are repayable on demand

Market Risk

Sound market nsk management 15 an integral part of the Company’s and the Morgan Stanley Group’s
culture The Company 1s responsible for ensuring that market nsk exposures are well-managed and prudent
and more broadly for ensuring transparency of material market risks, monitonng compliance with
established limits, and escalating risk concentrations to appropriate senior management

To execute these responsibilities, the Morgan Stanley Group momtors the market nsk of the firm against
limits on aggregate risk exposures, performs a variety of risk analyses, routinely reports risk summaries and
maintains the Value at Risk (“*VaR”)} system The Company 15 managed within the Morgan Stanley
Group’s global framework The market nsk management policies and procedures of the Company mnclude
performung nsk analyses and reporting material nisks wdentified to appropnate key management personnel
of the Company

Market risk 1s defined under FRS 29 Frnancial instruments disclosures as the nsk that the fair value or
future cash flows of a financial instrument will fluctuate because of changes in market prices The
Company 15 exposed to the following types of market risk under this definition, interest rate risk

Interest rate risk

Interest rate nisk 15 defined under FRS 29 *Financial instruments disclosures’ as the nsk that the fair value
or future cash flows of a financial instrument will fluctuate because of changes in market interest rates The
Company 1s pnmartly exposed to interest rate risk under this definition as a result of [changes in the future
cash flows of floating rate intercompany borrowing/ loans held at amortised cost / changes n the fair value
of fixed rate debt mmvestments in Morgan Stanley Group undertakings that are neither subsidianes or
assoclates categonsed as available-for-sale/ having exposure on the net position between the proxy based
intercompany loans, and the basis swap which 15 paying out vaniable but earning fixed interest]

The application of a parallel shift in market interest rates of 50 basis points to these positions, with all other
vanables remaining constant, would result in an increase in pre-tax profit reported in the income statement
of the Company of approximately €2,387,000 (2010 €2,334,000)

12, CAPITAL MANAGEMENT

The Morgan Stanley Group manages its capital on a global basis with consideration for each individual
legal entity The capital managed by the Morgan Stanley Group breadly includes ordinary share caputal,
preference share capital, subordinated loans and reserves

The Morgan Stanley Group also uses an economic capital framework The economic capital framework
estimates the amount of equity capital required to support the businesses over a wide range of market
environments while simultaneously satisfying regulatory, rating agency and investor requirements
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12,  CAPITAL MANAGEMENT (continued)

The framework evolves over time n response to changes in the business and regulatory environment and to
incorporate enhancements 1t modelling techniques Economic capital 1s based on regulatory capital plus
additional caputal for stress losses

The Morgan Stanley Group's objectives when managing global capital are

. 1o comply with the requirements set by the Board of Governors of the Federal Reserve System of the
United States, and

. to munimise capital within a legal entity whilst safeguarding that entity’s ability to continue as a
gowng concern, so that it can continue to provide returns for the Morgan Stanley Group

The Morgan Stanley Group sets the amount of capital for each entity in proportion to 1ts nsk and 1n line
with regulatory requirements

The Company actively manages its capital structure and makes adjustments to 1t in the light of changing
economic conditions and the nisk characteristics of the underlying assets and habilities In order to
maintain or adjust the capital structure, the Company may adjust the amount of dividends paid, return
capital to shareholders, issue new shares, or sell assets to reduce debt

13. SEGMENTAL REPORTING

The Company has only one class of business as described in the Directors’ report and operates in one
geographic market, Europe, Middle East and Afnca (“EMEA™)

14. RELATED PARTY TRANSACTIONS

The Company 1s exempt from the requirement to disclose transactions with fellow wholly owned Morgan
Stanley Group undertakings under paragraph 3(c) of FRS 8 Related party disclosures There were no other
related party transactions requinng disclosure

15. POST BALANCE SHEET EVENTS

There have been no significant events since the balance sheet date
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

16. PARENT UNDERTAKINGS

The ultimate parent undertaking and controlling entity and the largest group of which the Company 1s a
member and for which group financial statements are prepared 1s Morgan Stanley Morgan Stanley 1s
incorporated 1n the state of Delaware, the Umited States of America and copies of s financial statements
can be obtaned from 25 Cabot Square, Canary Wharf, London E14 4QA

The Company’s tmmediate controlling party 15 Morgan Stanley Sinope Cayman Limited which 1s
registered in Cayman Islands

The parent undertaking of the smallest group of companies for which group financial statements are drawn
up and of which the Company ts a member 1s Morgan Stanley Himaha Cayman Limited, which 1s
registered in Cayman Islands

Signing of the financial statements
London % May 2012

Management

PKMé::k}\\ %‘>
Director Darector




MORGAN STANLEY ADRASTEA NETHERLANDS B.V.

ADDITIONAL INFORMATION
Year ended 31 December 2011

Independent auditors report
Reference 1s made to the independent auditors’ report recorded on the next pages

Statutory rules concerning appropriation of the net results

The Articles of Association of the Company provide that the net result for the period 15 at the disposition of
the Management Board

Articles of Assoctation Article 24, part 4, 5 and 6 read as follows

Subject to the restnctions set out in the Dutch Civil Code and this Article 24, Dividends on the
Redeemable Preference Shares shall be made payable on each Dividend Date and distributed on
the relevant Dividend Payment Date The amount of the Dividend to be made payable and
distributed will be equal to the Dividend Rate or the nominal amount paid on these Redeemable
Preference Shares, provided that such Dividends are deemed to have been accrued at the Dividend
Rate on a daily basis and, in respect of any Dividend Period shorter than a year, shall be calculated
on the basis of a three hundred and sixty (360) day year and the actual number of days elapsed in
such Dividend Penod

[f the profits on a Dividend Date do not permut the distribution referred to in the preceding
paragraph, the holders of the Redeemable Preference Shares shall receive on the subsequent
Dividend Dates, the amount not yet distnbuted at the expense of the profits of subsequent years, 1n
preference to any other distribution of profits to the holders of Ordinary Shares

The allocation of profits remaiming after apphcation of paragraphs 4 and 3 shall be determined by
the management board, cn the understanding that no further distnbutions of Dividends shall be
made to the holders of Redeemable Preference Shares

Appropriation of the net result for the year

The balance sheet 1s presented after the proposed appropriation of net result for the year ended 31
December 20! 1 Management propose to add the net result for the year to other reserves This proposal
has been included 1n the financial statements

Subsequent events

No events have occurred since the balance sheet date, which would change the financial position of the
Company and winch would require adjusiment of disclosure 1n the report now presented
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Independent auditor's report
To the Shareholders of Morgan Stanley Adrastea (Netherlands) B V
Report on the financial statements

We have audited the accompanying financial statements 2011 of Morgan Stanley Adrastea
(Netherlands) B V , Amsterdam, which comprise the balance sheet as at December 31, 2011, the
profit and loss account for the year then ended and the notes, comprising a summary of the
accounting policies and other explanatory information

Management's responsibility

Management 1s responsible for the preparation and fair presentation of these financial statements
and for the preparation of the Directors’ Report, both 1n accordance with Part 9 of Book 2 of the
Netherlands Civil Code and 1n accordance with applicable United Kingdom law and accounting
standards as permitted by 2:362 sub 1 of the Dutch Civil Code Furthermore management is
responsible for such internal control as it determines 1s necessary to enable the preparation of the
financial statements that are free from material misstatement, whether due to fraud or error

Auditor’s responsibility

Our responsibility 1s to express an opinion on these financial statements based on our audit We
conducted our audit 1n accordance with Dutch law, including the Dutch Standards on Auditing

This requires that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures 1n the financial statements The procedures selected depend on the auditor’s
Judgment, including the assessment of the risks of matenal misstatement of the financial
statements, whether due to fraud or error

In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements i order to design audit procedures
that are appropriate 1n the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s mternal control An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained 1s sufficient and appropriate to provide a
basis for our audit opinion

Delottte Accountants B V is registered with the Trade Register of the Chamber of Commerce and Member of
Industry in Rotterdam number 24362853 Deloitte Touche Tohmatsu Limited

3100243548/0P1201/ac




Deloitte.

Opinion with respect to the financial statements

In our opinion, the financial statements give a true and fair view of the financial position of
| Morgan Stanley Adrastea (Netherlands) B V as at December 31, 2011, and of 1ts result for the
| year then ended 1n accordance with Part 9 of Book 2 of the Dutch Civil Code and in accordance
‘ with applicable Umted Kingdom law and accounting standards as permutted by 2 362 sub 1 of
the Netherlands Civil Code

Report on other legal and regulatory requirements

Pursuant to the legal requirement under Section 2 393 sub 5 at e and f of the Dutch Civil Code,
we have no deficiencies to report as a result of our examination whether the Directors’ report, to
the extent we can assess, has been prepared 1n accordance with Part 9 of Book 2 of this Code,
and whether the information as required under Section 2 392 sub 1 at b-h has been annexed
Further we report that the Directors’ report, to the extent we can assess, Is consistent with the
financial statements as required by Section 2 391 sub 4 of the Dutch Civil Code

Amsterdam, June 1, 2012

|
|
\ Deloitie Accountants BV
|
|
|
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