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MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

DIRECTORS' REPORT

The Directors present their report and financial statements (which comprise the profit and loss account, the statement
of total recogmsed gams and losses, the balance sheet, and the related notes, 1 to 16) for Morgan Stanley Cheshire
Investments Limited (the “Company™) for the year ended 31 December 2009

RESULTS AND DIVIDENDS

The profit for the year, after tax, was £79,067,000 (from | December 2007 to 31 December 2008 £108,714,000 profit
after tax)

Durnng the year no dividends were paid or proposed (2008 £56,310,000)

PRINCIPAL ACTIVITY

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

The principal activity of the Company 15 the provision of financial services to financial mstitutions and/or individual
nvestors

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

BUSINESS REVIEW

The profit and loss account for the year 1s on page 4 of the financial statements The Company’s profit for the year
has decreased by 26 57% from the previous pertod due to the Company receiving proxy on its loan with Morgan
Stanley Durham Investments rather than a fixed rate preference share dividend from Morgan Stanley Cumbna
Investments

The balance sheet of the Company 1s on page 6 of the financial statements The net assets of the Company increased
to £1,935,673,000 (2008 £1,856,620,000), due to interest received on intercompany loans and the preference share
dividends being lent to another Morgan Stanley Group Company

The performance of the Company 1s 1ncluded 1n the results of the Morgan Stanley Group which are disclosed in the
Morgan Stanley Group’s Annual Report on Form 10-K to the United States Securities and Exchange Commission

The Morgan Stanley Group manages its key performance indicators on a global basis but m consideration of
individual legal entities For this reason, the Company’s Directors believe that providing performance indicators for
the Company 1tself would not enhance an understanding of the development, performance or position of the business
of the Company

Current market conditions

Dunng the second half of 2009, global market and economic conditions improved and giobal capital markets began to
recover from the severe downturn that occurred at the end of 2008 Economic conditions however continue to be
challenging These conditions present difficulties and uncertainty for the business outlook which may adversely
impact the financial performance of the Company i the future

Dunng the year ending 31 December 2008, the Morgan Stanley Group took certain steps to respond to the stresses
expenenced i the global financial markets at the end of 2008 and to strengthen the Morgan Stanley Group’s overall
capital and liquidity position, including participation in the US Government’s Troubled Asset Rehef Program
(“TARP”) In mud 2009, as a result of its strong capital position, Morgan Stanley received approval from the US
Treasury to repay the £10 billion TARP mvestment recetved 1n 2008 Morgan Stanley continues to actively manage
its capital and hquidity position to ensure adequate resources are available to support the activities of the Morgan
Stanley Group, including 1its subsidiary entities  The nisk management section below sets out the Company’s and the
Morgan Stanley Group’s pohicies for the management of hquidity and cash flow nsk and other sigmficant business
risks




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

DIRECTORS' REPORT (CONTINUED)

Rusk Management

Riusk 15 an inherent part of the Company’s business activity and 1s managed within the context of the broader Morgan
Stanley Group’s business activihes The Morgan Stanley Group seeks to identify, assess, monutor and manage each of
the vanous types of nsk involved in its activities on a global basts, in accordance with defined policies and procedures
and 1n consideration of the individual legal entities

Market nsk

Market nisk refers to the rnisk that a change 1n the level of one or more market prices, rates, indices, imphed volatlities
(the price volatility of the underlying instrument imputed from option prices), correlations or other market factors,
such as liqgmdity, wall 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
mdividual legal entity, but on a global bass, at both a trading division and an individual product level

Credit sk
Credit nsk refers to the risk of loss anising from borrower or counterparty default when a borrower, counterparty or
obligor does not meet its obligations

The Morgan Stanley Group manages credit nsk exposure in consideration of each individual legal entity, but on a
global basis, by ensuring transparency of matenal credit risks, ensuring compliance with established himits, approving
matenal extensions of credit, escalating risk concentrations to appropriate senior management and mutigating credit
nisk through the use of collateral and other arrangements

Liqudity risk

Liqudity and funding risk refers to the risk that the Company will be unable to meet 1ts funding obligations m a
timely manner Liqudity risk stems from the potential nisk that the Company will be unable to obtain necessary
funding through berrowing money at favourable interest rates or matunty terms, or selling assets 1n a timely manner
and at a reasonable price

The Morgan Stanley Group’s senior management establishes the overall hqudity and camtal policies of the Morgan
Stanley Group The Morgan Stanley Group’s hiquidity and funding nsk management policies are designed to mitigate
the potential risk that the Morgan Stanley Group and the Company may be unable to access adequate financing to
service 1ts financial obhgations without matenal franchise or business impact The key objectives of the quidity and
funding risk management framework are to support the successful execution of the Morgan Stanley Group's and the
Company’s business strategies while ensuring sufficient hquidity through the business cycle and during periods of
stressed market conditions  The Morgan Stanley Group has established regional committees to oversee the activities
of 1ts subsicharies from a regional perspective

DIRECTORS

The following Directors held office throughout the year and to the date of approval of this report {except where
otherwise shown)

G Adams

AN Chrishan  (appointed 17 June 2009)

I Gonen (appointed 13 August 2009)
B J J} Walker

POST BALANCE SHEET EVENTS

There have been no significant events since the balance sheet date




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

DIRECTORS' REPORT (CONTINUED)

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparning the annual report and the financial statements i accordance with
applicable law and regulations

Jersey company law requires the Directors to prepare financial statements for each financial year Under that law the
Directors have elected to prepare the financial statements 1in accordance with applicable Jersey law and United
Kingdom Generally Accepted Accounting Practice Under Jersey company law the Directors must not approve the
financial statements unless they are satisfied that they give a true and fair view of the state of affairs of the Company
and of the profit or loss of the Company for that penod In preparing these financial statements, the Directors are
required to

. select suitable accounting policies and then apply them consistently,

. make judgments and accounting estimates that are reasonable and prudent,

. state whether applicable UK accounting standards have been followed, subject to any matenal departures
disclosed and explained in the financial statements, and

. prepare the financial statements on the going concern basis unless 1t 15 inappropriate to presume that the

Company will continue 1in business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies (Jersey) Law 1991 They are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and
detection of fraud and other irregulanties

Approved by the Board and signed on its behalf by

Gvrd\w\MO\w\a

Diarector




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

PROFIT AND LOSS ACCOUNT
Year ended 31 December 2009

Note

Net gains on fixed asset investments

- Available-for-sale financial assets 2
Interest income 3
Interest expense 4
Other ncome 5
Other expense 6
PROFIT ON ORDINARY ACTIVITIES BEFORE

TAXATION
Tax on profit on ordinary activities 8

PROFIT FOR THE FINANCIAL YEAR/ PERIOD

All operations were contmuing 1n the current year and prior period

Year ended 1 December 2007 to

31 December 2009 31 December 2008
£000 £000

17 -

79,050 108,688

- an

~ 44

- Y]

79,067 108,714

79,067 108,714

A reconciliation of the movement 1n shareholders® funds 1s disclosed in note 13 to the financial statements

The notes on pages 7 to 16 form an integral part of the financial staternents




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
Year ended 31 December 2009

Note Year ended 1 December 2007
31 December 2009 to 31 December
£000 2008
£2000
PROFIT FOR THE FINANCIAL YEAR 79,067 108,714
Fair value reserve
Net change in fair value of available-for-sale financial 13
assets recogmsed directly in equity @ 12
Net amount transferred to profit and loss account (10)
Net current and deferred tax
- on items taken directly to equity 4 3
- group relief received on items taken directly to equity C))] 3
TOTAL RECOGNISED GAINS AND LOSSES 79,053 108,726

RELATING TO THE YEAR/ PERIOD




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

Registered Number 88369

BALANCE SHEET
As at 31 December 2009

FIXED ASSETS
Investments
- Available-for-sale financial assets
- Subsidiary and associated undertakings

CURRENT ASSETS
Loans and receivables
- Debtors
- Cash at bank

CREDITORS AMOUNTS FALLING DUE WITHIN ONE
YEAR
Financial habilities at amortised cost

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES

CAPITAL AND RESERVES
Called up share capital

Share premium account

Fair value reserve

Profit and loss account

SHAREHOLDERS’ FUNDS

These financial statements were approved by the Board and authorised for 1ssue on /3 APRN- p VT

Signed on behalf of the Board

Godon Mams

Director

The notes on pages 7 to 16 form an integral part of the financial statements

Note

10

il

12
13
13
13

2009 2008
£2000 £000
- 260
- 1,750,000
- 1,750,260
1,935,684 109,678
- 8
1,935,084 109,686
(11) (3,326)
1,935,673 106,360
1,935,673 1,856,620
1,000 1,000
1,750,000 1,750,000
- 14
184,673 105,606
1,935,673 1,856,620




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

1 ACCOUNTING POLICIES

The Company’s prnneipal accounting policies are summansed below and have been applied consistently
throughout the year and preceding peniod

a) Basis of preparation

The finaneial statements are prepared under the historical cost convention, modified by the inclusion of
financia! instruments at fair value as described 1n note 1(e) below, and 1n accordance with apphcable Jersey
company law and United Kingdom accounting standards

In the prior period the Company changed 1ts accounting reference date from 30 November to 31 December to
align with the changed year end of 1ts ulumate parent undertaking, Morgan Stanley The change resulted n the
Company reporting a period of thirteen months to 31 December 2008 The comparative figures reflected
these financial statements are for the thirteen month period to 31 December 2008 as previously reported and
therefore are not entirely comparable with amounts shown for the current year

The Company was not required to prepare consolidated financial statements by virtue of the exemption as a
small company under FRS 2 Accounting for Subsidiary Undertakings The results of the Company were
mcluded wathin the financial statements of Morgan Stanley & Co Internattonal PLC, a company registered in
England and Wales, which prepared consolidated financial statements for the thirteen month period to 31
December 2008 The financial statements therefore presented information about the Company as an individual
entity and not about its group

The Company’s ulimate UK parent undertaking, Morgan Stanley International Limuted, presents information
in accordance with FRS 29 Financial Instruments Disclosures Accordingly, the Company 15 exempt from
the disclosure requirements of FRS 29

b) The going concern assumption
The Company’s business activities, together with the factors likely to affect its future development
performance and position are set out 1n the Business Review section of the Directors’ report on pages 1 to 2

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

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

c¢) Functional currency

Items included 1n the financial statements are measured and presented in Pounds sterhing, the currency of the
primary economic environment in which the Company operates  All currency amounts 1n the Directors’ report
and the financial statements are rounded to the nearest thousand Pounds sterhing

d) Foreign currencies

All monetary assets and habilities denominated 1n currencies other than Pounds sterling are translated into
Pounds sterhng at the rates ruling at the balance sheet date Transactions in currencies other than Pounds
sterling are recorded at the rates prevailing at the dates of the transactions All other translation differences are
taken through the profit and loss account Exchange differences recogmsed 1n the profit and loss account are
presented 1n ‘Other income’ or ‘Other expense’, except where noted 1n 1(e) below

e} Financial instruments
The Company classifies 1ts financial assets into the following categories on imtial recogmtion available-for-
sale fixed asset investments, fixed asset investments and loans and receivables

The Company classifies 1ts financial habiliies nto the following categories on imual recogmtion financial
habilittes at amortised cost



MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

1. ACCOUNTING POLICIES (CONTINUED)

More information regarding these classifications 15 included below
1)  Avadable-for-sale fived asset investments

Fixed asset investments categerised as available-for-sale are recorded on trade date and are imually recogmsed
and subsequently measured at fair value (see note 1(f) below)

For debt instruments, interest calculated using the effective interest method (see note 1(e)(i) below),
impairment losses and reversals of impairment losses are recorded in the profit and loss account 1n ‘Net gamns/
(losses) on fixed asset investments n available-for-sale financial assets’ Foreign exchange differences on the
amortised cost of monetary financial assets are recorded 1n the profit and loss account 1n ‘Net gamns/losses on
fixed asset mvestments available-for-sale financiai assets’ For equity instruments, dividend income and
mmpaument losses are recorded 1n the profit and loss account 1n ‘Net gains/ (losses) on fixed asset investments
1n available-for-sale financial assets’ All other gains and losses on debt and equity instruments classified as
available-for-sale are recogmsed in the ‘Fair value reserve’ in equity

Transaction costs that are directly attributable to the acquisition of the available-for-sale fixed asset investment
are added to the fair value on 1utial recogmtion

On disposal or impairment of an available-for-sale fixed asset investment, the cumulative gain or loss 1n the
‘Fair value reserve’ 1s transferred to and recogmised in the profit and loss account and reported in ‘Net gains/
(losses) on fixed asset investments 1n available-for-sale financial assets’

i) Investments in subsidiary and associated undertakings

Investments 1n subsidiary and associated undertakings outside the scope of FRS 26 Financial instruments
recogrition and measurement (“FRS 26"} are recorded within ‘Investments in subsidiary and associated
undertakings’ and are stated at cost, less provision for any impairment Interest {recogmsed on an accruals
basis), dividend income (recogmsed when the Company’s right to receive payment 1s established), impairment
losses, reversals of impairment losses, and foreign exchange differences on monetary investments are all
reported 1n the profit and loss account in ‘Net gains/ (losses) on fixed asset mvestments in subsidhary and
associated undertakings’

All other investments m Morgan Stanley Group undertakings are classified as available-for-sale fixed asset
mvestments and accounted for as described in note 1(e) (1)

w1) Loans and recervables and financial habiities at amortised cost

Financial assets categorised as loans and receivables are initially recognised on settlement date at fair value (see
note 1{f} below)} and subsequently measured at amortised cost less allowance for impairment Interest 1s
recogmsed 1n the profit and loss account in ‘Interest income’, using the effective interest rate method
Transaction costs that are directly attnibutable to the acquisition or 1ssue of the financial asset or financial
hability are added to or deducted from the fair value on imtial recognition

The effective interest method s 2 method of calculating the amortised cost of a financial asset or financial
hability (or group of financial assets or financial Liabilities) and of allocating the interest income or mterest
expense over the expected hife of the financial asset or financial liability The effective interest rate 1s the rate
that exactly discounts the estimated future cash payments and receipts through the expected life of the financial
asset or financial habihty (or, where appropriate a shorter period) to the carrying amount of the financial asset
or financial habihty The effective interest rate 15 established on 1mtial recognition of the financial asset and
habihty The calculation of the effective interest rate includes all fees and commussions paid or received,
transaction costs, and discounts or premuums 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 liability

Impairment losses, reversals of impairment losses and foreign exchange differences on financial assets
classified as loans and receivables are recognised m the profit and loss account in either ‘Other expense’ or
‘Other income’ as appropnate




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

L

ACCOUNTING POLICIES (CONTINUED)

Financial habilities held at amortised cost are imtially recognised on settlement date at fair value {see note 1(f)
below) and subsequently measured at amortised cost Interest 1s recogmised 1n the profit and loss account 1n
‘Interest expense’ using the effective interest rate method as descnibed above Foreign exchange differences on
financial hiabilities held at amortised cost are recognised 1n the profit and loss account in “Other income’ or
‘Other expense’ as appropriate

In the course of financing 1ts business the Company enters mto arrangements which involve the sale of
securities with agreements to repurchase, the purchase of secunties with resale agreements, the lending of
securities with collateral received and the borrowing of securities with collateral given Cash collateral
balances repayable and accrued interest ansmng under repurchase agreements and securities lending
arrangements are classified as ‘Financial habihities at amortised cost™ and the related securities, where owned
by the Company, are included in ‘Financial assets classified as held for trading’ Cash collateral balances
receivable and accrued mnterest ansing under resale agreements and secunties borrowing arrangements are
classified as debtors within ‘Loans and receivables’ Securities received by the Company under resale
arrangements and securities borrowing arrangements are generally not recognised on the balance sheet

f) Fair value of financial instruments

Fair value measurement
Fair value 15 defined as the price that would be receved to sell an asset or paid to transfer a hability (1 e the
“exit pnice”) in an orderly transaction between market participants at the measurement date

In determining fair value, the Company uses various valuation approaches A hierarchy of mnputs 1s used in
measuring fair value that maximises the use of observable mputs and muinimses the use of unobservable inputs
by requunng that the most observable mputs be used when available Observable mputs are mputs that market
participants would use 1n pricing the asset or hability developed based on market data obtained from sources
mndependent of the Company Unobservable mputs are inputs that reflect the Company’s assumptions about
the assumptions market participants would use 1n pricing the asset or hability, developed based on the best
mformation available in the circumstances

The availability of observable 1nputs can vary from product to product and 1s affected by a2 wide variety of
factors, including, for example, the type of product, whether the product 1s new and not yet established 1n the
marketplace, the hquidity of the markets and other characteristics particular to the transaction To the extent
that valuation 1s based on models or mnputs that are less observable or unobservable in the market, the
determination of fair value requires more judgement

The Company uses prices and mputs that are current as of the measurement date, including during periods of
market dislocation In periods of market dislocation the observability of prices and inputs may be reduced for
many Lnstruments

Valuation technigques

Fair value for many financial instruments, icluding over-the-counter {(“OTC”) financial instruments, 1s dertved
using pricing models Pricing models take into account the contract terms (including the maturity), as well as
multiple inputs including, where applicable, equity prices, interest rate yield curves, credit curves, correlation,
credhtworthiness of the counterparty, option volatihity and currency rates The impact of the Company’s own
credit spreads 13 also considered when measuring the farr value of habihities, including OTC derivative
contracts Where appropriate, valuation adjustments are made to account for various factors such as hquidity
risk (bid-ask adjustments), credit quality and model uncertamty These adjustments are subject to judgement,
are apphed on a consistent basis and are based upen observable inputs where available The Company
generally subjects all valuations and models to a review process imtially and on a penodic basis thereafter

Fair value 15 a market-based measure considered from the perspective of a market participant rather than an
entity-specific measure Therefore, even when market assumptions are not readily available, the Company’s
own assumptions are set to reflect those that the Company believes market participants would use m pricing the
asset or Liability at the measurement date




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

1.

ACCOUNTING POLICIES (CONTINUED)

Depending on the product and the terms of the transaction, the fair value of OTC financial instruments can be
modelled using a series of techniques, including closed-form analytic formulae such as the Black-Scholes
option pricing model, simulation models or 2 combination thereof Many pricing models do not entail matenal
subjectivity because the methodologies employed do not necessitate significant judgement, and the pricing
mputs are observed from actively quoted markets, as 1s the case for generic interest rate swap and option
contracts In the case of more established denvative products, the pricing models used by the Company are
widely accepted by the financial services industry

Gans and losses on inception

In the normal course of business, the fair value of a financial instrument on mitial recognition 1s the transaction
price (1e the fair value of the consideration given or received) In certain circumstances, however, the fair
value will be based on other observable current market transactions in the same instrument, without
modification or repackaging, or on a valuation techmque whose variables include only data from observable
markets When such evidence exists, the Company recognises a gain or loss on mception of the transaction

When unobservable market data has a significant impact on determunung fair value at the inception of the
transaction, the entire imtial change 1n fair value indicated by the valuation technique as at the transaction date
18 not recognised immediately 1n the profit and loss account and 1s recognised mnstead when the market data
becomes observable

g) Impairment of financial assets

At each balance sheet date, an assessment 1S made as to whether there 15 any objective evidence of impairment
i the value of other fixed asset investments or loans and receivables Impairment losses are recogmsed 1f an
event has occurred which will have an adverse impact on the expected future cash flows of an asset and the
expected impact can be reliably estimated

Impairment losses on fixed asset mvestments in subsidiary and associated undertakings, measured as the
difference between cost and the current estimated recoverable amount, are recognised within the profit and loss
account m ‘Net gains and losses on fixed asset investments 1n subsidiary and associated undertakings’ and are
reflected against the carrying amount of the impaired asset on the balance sheet

Impairment losses on loans and recervables carried at amortised cost are measured as the difference between
the carrying amount of the financial asset and the present value of estimated cash flows discounted at the
asset’s onginal effective interest rate Such impairment losses are recogmsed 1n the profit and loss account
within ‘Other expenses’ and are reflected against the carrying amount of the impaired asset on the balance
sheet Interest on the impaired asset continues to be accrued on the reduced carrying amount based on the
oniginal effective interest rate of the asset

If, 1n a subsequent year, the amount of the estimated impairment loss decreases because of an event occurring
after the itmpairment was recognised, the previously recogmised impamrment loss 1s reversed as detailed by
financial asset in note 1(e), (1), {u) and {n1)

h) Fees and commissions

Fees and comnussions classified within “Other income’ n the profit and loss account include account servicng
fees, investment management fees, sales commssions, placement fees, advisory fees and syndication fees
Fees and commussions classified within ‘Other expense’ include transaction and service fees These amounts
are recogmsed as the related services are performed or received respectively

i) 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

10




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

L

ACCOUNTING POLICIES (CONTINUED)

Full provision has been made for deferred tax assets and habilities ansing from tming differences Deferred
tax 1s measured using the average tax rates that are expected to apply in the periods mn which the timing
differences are expected to reverse, based on tax rates and laws that have been enacted or substantively enacted

by the balance sheet date Deferred tax assets are recognised to the extent that 1t 1s regarded as more likely than
not that they will be recovered Deferred tax assets and lrabilities are not discounted

i} Cash flow statement

The Company’s ulimate parent undertaking produces a cash flow statement Accordingly, the Company,
which 15 a2 wholly-owned subsidiary, has elected to avail uself of the exemption provided in FRS 1 (Revised
1996} Cash Flow Statements and not present a cash flow statement

NET GAINS ON INVESTMENTS IN AVAILABLE-FOR-SALE FINANCIAL ASSETS

Year ended 1 December 2007 to
31 December 2009 31 December 2008

£°000 £2000
Net fair value gains transferred from the fair value
reserve on disposal of asset 10 -
Interest receivable 7 -
17 -

INTEREST INCOME

Year ended 1 December 2007 to

31 December 2009 31 December 2008
£2000 £000

Interest income from loans to Morgan Stanley Group
undertakings 79,050 108,658
Other interest income - 30
79,050 108,688

Included 1n interest mncome from loans to Morgan Stanley Group undertakings 1s £48,429,000 (2008
£105,640,000) of preference share dividends




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

4 INTEREST EXPENSE

Interest expense on loans from Morgan Stanley Group
undertakings

3. OTHER INCOME

Fee and commission income

6 OTHER EXPENSE

Auditors’ remuneration — fees for audit of statutory
accounts

7 STAFF COSTS
The Company employed no staff during the year (2008 Nil)

Year ended
31 December 2009
£7000

1 December 2007 to
31 December 2008
£°000

11

Year ended
31 December 2009
£600

1 December 2007 to
31 December 2008
£°000

44

Year ended
31 December 2009
£000

1 December 2007 to
31 December 2008
£000

The Directors did not receive any remuneration for their qualifying services to the Company during the year

(2008 MNul)




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

8. TAX ON PROFIT ON ORDINARY ACTIVITIES

With effect from the 2007 year of assessment, a company which 1s incorporated 1n Jersey but managed and
controlled and resident for tax purposes outside of Jersey mn a country or terrtory where the highest rate at
which any company may be charged to tax on any part of its income 1s 20% or higher, will not be regarded as

resident in Jersey for tax purposes

As the Company 1s both managed and controlled and tax resident in the UK 1t will not be resident in Jersey for
tax purposes In prior years the Company was exempt from taxation in Jersey under the provisions of Article

123 A of the Income Tax {(Jersey) Law 1961 as amended

The Company 1s managed and controlled in the UK, and 1s therefore subject to UK Corporation Tax

Analysis of charge in the year / period

Year ended
31 December 2009

UK corporation tax at 28% (2008 28 62%)
- Current year / period

£°000

1 December 2007 to
31 December 2008
£000

Tax on profit on ordinary activities

Factors affecting the tax charge for the year / period

The current year UK taxation charge 1s lower than that resulting from applying the standard UK corporation tax

rate of 28% (2008 28 62%) The mam differences are explained below

Year ended 1 December 2007 to

31 December 2009 31 December 2008

£°000 £°000

Profit on ordinary activities before tax 79,067 108,714
Profit on ordinary activities multiplied by the standard rate of

corporation tax in the UK of 28% (2008. 28 62%) 22,139 31,114

Effects of
Group relief received for ml consideration (3,579) (88%)
Non taxable UK dividends (13,560) (30,234)

Current tax charge for the year / period




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009

9. FIXED ASSET INVESTMENTS

Fixed asset investments classified as available-for-sale

Fixed asset investments that are categonsed as available-for-sale are summarised 1n the table below

Government debt secunties

2009 2008
£°000 £2000
- 260

Movements in fixed asset investments classified as available-for-sale duning the year are as follows

Fair value
At 1 January

Changes 1n fair value
- recognised in the ‘Fair value reserve’
- recognsed in “‘Net gains/ losses on available-for-sale financial assets’ in
the profit and loss account
Disposals and other settlements

At 31 December

All investments classified as available-for-sale financial assets are unlisted

Fixed asset investments 1n subsidiary and associated undertakings

Cost

At 1 January 2009
Disposals

At 31 December 2009

Net book value
At 31 December 2008

At 31 December 2009

2009 2008
£7000 £000
260 248
(14) 12
10 -
(256) -
- 260
Subsidiary
undertakings

£°000

1,750,000
(1,750,000}
1,750,000

On 30 June 2009, Morgan Stanley Cumbria Investments redeemed 1ts 1,750 fixed rate preference shares of £1
each held by the Company, 1ssued at a premuum of £999,999 per share for £1,750,000,000 and the cash was

returned to the Company as the holder of the fixed rate preference shares




MORGAN STANLEY CHESHIRE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2009
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DEBTORS
2009 2008
£000 £000
Debtors classified within loans and receivables at
amortised cost
Other amounts due from Morgan Stanley Group
undertakings 1,935,684 109,678
FINANCIAL LIABILITIES AT AMORTISED COST
2009 2008
£7000 £°000
Financial liabilities at amortised cost faliing due
within one year
Other amounts owing to Morgan Stanley Group
undertakings 11 3,326
CALLED UP SHARE CAPITAL
2009 2008
£°000 £°000

Allotted and fully paid

Equity shares

1,000,000 ordinary shares of £1 each 1,000 1,000
1,500 non-redeemable Class A preference shares of £0 01 each - -
250 redeemable Class B preference shares of £0 01 each - -

1,000 1,000

The holders of ordinary shares are not entitled to be paid any dividends, whilst there are any class B preference
shares 1n 1ssue

The Class A preference shares are not redeemable at the option of the holder or the Company The holders of
the Class A preference shares are only entitled to receive, on the dividend payment dates, at the discretion of
the Directors a non-cumulative preference dividend of an amount determined by the Directors The dividend
shall not exceed an amount defined 1n the Articles of Association of the Company

The Class B preference shares are not redeemable at the option of the holder but are redeemable by the
Company under the terms of the Articles of Association of the Company The holders of the Class B preference
shares are only entitled to receive, on the dividend payment dates, at the discretion of the Directors, a non-
cumulative preference dividend of an amount determined by the Directors The dividend shall not exceed an
amount defined in the Articles of Association of the Company

On distribution of the assets of the Company on a winding up or other return of capital, the holders of the

() Class A preference shares have prionty over the holders of the Class B preference shares and ordinary
shares They are entitled to receive an amount equal to the Class A Preference Share Liquidation
Amount, as defined 1n the Articles of Association of the Company,

) The holders of the Class B preference shareholders are entitled to receive an amount equal to the
Class B Preference Share Liquidation Amount, as defined 1n the Articles of Association of the
Company
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CALLED UP SHARE CAPITAL (CONTINUED)

(m) If Class B preference shares are 1n 1ssue, the holders of ordinary shares are entitled, in prionty to the
holders of the Class B preference shares, to receive an amount equal to the Ordinary Share
Ligquidation Amount, as defined 1n the Articles of Association of the Company, and

() If no Class B preference shares are 1n 1ssue the holders of ordinary shares are entitled to recerve an
amount equal to the Ordinary Share Liquidation Amount, as defined in the Articles of Association of
the Company

RECONCILIATION OF SHAREHOLDERS’ FUNDS AND MOVEMENTS ON RESERVES

Called up Share Fair Profit
share premium value and loss
capital account Reserve account Total
£000 £000 £000 £000 £000
At 1 December 2007 1,000 1,750,000 2 53,202 1,804,204
Total recognised gamns and
losses - - - 108,714 108,714
Available-for-sale investments - - 12 - 12
Dividends - - - (56,310 (56,310)
At 1 January 2009 1,000 1,750,000 14 105,606 1,856,620
Total recognised gains and
losses - - (10) 79,067 79,057
Available-for-sale tnvestments - - ()] - {4)
Dividends - - - - -
At 3] December 2009 1,000 1,750,000 - 184,673 1,935,673

SEGMENTAL REPORTING

The Company has only one class of business as described in the Directors’ report and operates in one
geographic market, United Kingdom

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 requiring disclosure

PARENT UNDERTAKINGS

The ultimate parent undertaking and controlling entity and the largest group of which the Company 15 a
member and for which group financial statements are prepared 1s Morgan Stanley Morgan Stanley is
meorporated in Delaware, the United States of America and copies of its financial statements can be obtamed
from 25 Cabot Square, Canary Wharf, London E14 4QA

The parent undertaking of the smallest group of compames for which group financial statements are drawn up
and of which the Company 1s a member 1s Morgan Stanley & Co International Plc which 1s registered in
England and Wales Copies of its financial statements can be obtained from the Registrar of Compantes for
England and Wales, Compames House, Crown Way, Maindy, Cardiff CF14 3UZ
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