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MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

DIRECTORS’ REPORT

The Directors present thewr report and financial statements (which compnse the profit and loss account, the
balance sheet, and the related notes, 1 to (8} for Morgan Stanley Montgomerie Investments Limited (the
“Companry") for the year ended 31 December 2011

RESULTS AND DIVIDENDS
The profit for the year, after tax, was $121,379,000 (2010 $232,559,000 profit after tax)
During the year dividends of $650,367,000 were paid to the ordinary shareholders (2010 $ml)

PRINCIPAL ACTIVITY
The principal activity of the Company 1s to act as an mtermediate holding company

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 “Mergan Stanley Group”

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

BUSINESS REVIEW

The profit and loss account for the year 15 set out on page 9 The profit for the year amounts to
$121,379,000, a reduction of $111,180,000 over the prior year This movement was primanily driven by a
decrease 1n net interest income on tntercompany balances as the majonity of loans with other Morgan
Stanley Group undertakings were recalled during the year to fund a reduction 1 the Company's capital and
the payment of interim dividends as described below In the prior year the Company suffered a corporation
tax charge of $56,513,000 but has recerved full group rehef i the current year

The balance sheet for the Company 1s set out on page 10 Net assets at the end of the year were $104,000
compared to $2,128,992,000 at the end of the prior year During the year, the Company’'s capital was
reduced by share capital reductions 1n aggregate of $1,585,049,000, and share prenum account reductions
mn aggregate of $12,111,299,000, as descrnibed 1n notes |1 and 13 Additionally, the Company pad
dividends totalling $650,367,000 and tax habilities of $94,656,000 The Company funded these payments
by recalling amounts due from other Morgan Stanley Group undertakings amounting to $15,430,695,000 in
addition to net interest received of $121,389,000 The excess of $1,110,808,000 was used to fund the
repayment of 1ts intercompany creditors

The performance of the Company 15 inctuded in the results of the Morgan Stanley Group which are
disclosed 1n the Morgan Stanley Group’s Annual Report on Form 10-K to the Unuted States Securities and
Exchange Commission The Morgan Stanley Group manages its key performance indicators on a global
basis but 1n consideration of individual legal entities For this reason, the Company’s Directors believe that
providing further performance indicators for the Company itself would not enhance an understanding of the
development, performance or posttion of the business of the Company

Current market conditions

During 2011 and 2012, economic conditions have remained challenging with concerns about the continuing
sovereign debt crisis in Europe, lack of robust economic recovery in the US and other developed markets
and slowing economic growth mn emerging markets These on-going conditions present difficulties and
uncertaimnty for the business outlook that may adversely impact the financial performance of the Company
in the future




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

DIRECTORS’ REPORT

Current market conditions (continued)

Morgan Stanley has taken transformative steps during this extremely difficult environment, including the
de-risking of the balance sheet and those related to capital and hquidity outlined below

Morgan Stanley continues to actively manage 1ts capital and hiquidity position to ensure adequate resources
are available to support the activities of the Morgan Stanley Group, to 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 n favour of more diverse and durable fund:ng 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 caprtal position was further
strengthened by converting 1ts outstanding Series B Non-Cumulative Non-Voting Perpetual Convertible
Preferred Stock with a face value of 37 8 billion and a 10% dividend 1ssued to Mitsubishi UFJ Financial
Group Inc (“MUFG"), for 385,464,097 shares in Morgan Stanley’s common stock

During the latest Comprehensive Capital Analysis and Review performed by the Federal Reserve, Morgan
Stanley Group exceeded the mimmum capital ratio even under the most negative “stressed” scenarto, which
reaffirms the improvements done 1n recent years to reduce risk and overhauling the quality and quantity of
the capital base

On 21 June 2012, Moedy’s Investor Services announced the conclusion of an industry-wide reassessment
and revised ratings for 15 global capital markets banks The Morgan Stanley Group’s long- and short-term
debt ratings were lowered two notches to Baal/P-2 from A2/P-1, and a negative outlook was assigned

While certain aspects of a credit raungs downgrade are quantifiable pursuant to contractual provisions, the
impact 1t will have on the Morgan Stanley Group’s business and results of operation in future periods is
inherently uncertain and will depend on a number of inter-related factors, including among others, the
magnitude of the downgrade, individual chient behaviour and future mitigating actions the Morgan Stanley
Group may take

The risk management sectton below sets out the Company's and the Morgan Stanley Group's policies for the
management of liqudity and cash flow risk and other significant business risks

Risk management

Risk 15 an inherent 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 identify, assess,
monitor and manage each of the various types of risk involved n its activities on a global basis, in
accordance with defined policies and procedures and in consideration of the individual legal entities

Market risk

Market nisk refers to the risk that a change 1n the level of one or more market prices, rates, indices, implied
volatihties {the price volanlity of the underlying mstrument imputed from option prices), correlations or
other market factors, such as liqudity, will result 1n losses for a position or portfolio

The Morgan Stanley Group manages the market nsk associated with its trading activities 1n consideration
of each individual legal enuity, but on a global basis, at both a trading division and an individual product
level
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Risk management (continued)
Credit risk

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

The Morgan Stanley Group manages credit rnisk exposure on a global basis as well as giving consideration
to each individual legal entity, by ensuring transparency of material credit nisks, ensuring compliance with
established limuts, approving material extensions of credit, escalating risk concentrations to appropriate
senior management and mitigating credit nsk through the use of collateral and other arrangements

Liqudity and funding sk

Liqudity and funding risk refers to the nisk that the Company will be unable to meet 1ts funding obligations
in a imely manner Liquidity risk stems from the potential risk that the Company will be unable to obtan
necessary funding through borrowing money at favourable interest rates or maturity terms, or selling assets
1n a tumely manner and at a reasonable price

The Morgan Stanley Group’s senior management establishes the overall hiquidity and funding policies of
the Morgan Stanley Group and the hquidity nsk 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 risk management policies are designed to mitigate the potential nisk that entities within the
Morgan Stanley Group, including the Company, may be unable to access adequate financing to service
therr financial habilities when they become payable without matenal, adverse franchise or business impact
The key objective of the hquduty and funding nsk management framework 1s to support the successful
execution of both the Company’s and the Morgan Stanley Group’s business strategies while ensunng
ongoing and sufficient lLiqudity through the business cycle and during periods of stressed market
conditions

Operational risk

Operational risk refers to the risk of financial or other loss, or damage to the Company’s or the Morgan
Stanley Group’s reputation, resulting from inadequate or falled intermal processes, people, resources,
systems or from other internal or external events (e g nternal or external fraud, legal and compliance risks,
damage to physical assets, etc) Legal and comphance risk 1s included in the scope of operational risk and
1s discussed below under “Legal and regulatory risk™

The Morgan Stanley Group has established an operational nsk management process which operates on a
global and regional basis to identify, measure, monitor and control risk  Effective operational nsk
management 15 essential to reducing the impact of operational nsk incidents and mitigating legal,
regulatory, and reputational risks

Legal and regulatory risk

Legal and regulatory risk includes the risk of exposure to fines, penalties, judgements, damages and/or
settlements in conjunction with regulatory or legal actions as a result of non-compliance with applicable
legal or regulatory requirements or hitigation Legal risk also includes contractual risk such as the risk that
a counterparty’s performance obhgations will be unenforceable In the current environment of rapid and
possibly transformational regulatory change, the Morgan Stanley Group also views regulatory change as a
component of legal nisk
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Risk management (continued)
Legal and regulatory nisk (continued)

The Morgan Stanley Group has established procedures based on legal and regulatory requirements on a
worldwide basis that are designed to foster compliance with applicable statutory and regulatory
requirements  The Morgan Stanley Group, pnncipally through the Legal and Comphiance Division, also
has established procedures that are designed to require that the Morgan Stanley Group’s policies relating to
conduct, ethics and business practices are followed globally In connection with 1ts businesses, the Morgan
Stanley Group has and continuously develops various procedures addressing issues such as regulatory
capital requirements, sales and trading practices, new products, potential conflicts of interest, structured
transactions, use and safekeeping of customer funds and secunties, credit granting, money launderning,
privacy and recordkeeping In addition, the Morgan Stanley Group has established procedures to mitigate
the nsk that a counterparty’s performance obligations will be unenforceable, including consideration of
counterparty legal authonity and capacity, adequacy of legal documentation, the permssibility of a
transaction under applicable law and whether applicable bankruptcy or insolvency laws hmit or alter
contractual remedies The legal and regulatory focus on the financial services industry presents a
contiming business challenge for the Morgan Stanley Group

Sigmificant changes in the way that major financial services institutions are regulated are occurring in the
UK, Europe, the US and worldwide The reforms being discussed and, m some cases, already
implemented, include several that contemplate comprehensive restructuning of the regulation of the
financial services industry Such measures will hikely lead to stncter regulation of financial institutions
generally, and heightened prudential requirements for systemically smportant firms n particular  Such
measures could nclude taxation of financial transactions, liabilities and employee compensation as well as
reforms of the over-the-counter (“OTC”} denivatives markets, such as mandated exchange trading and
cleanng, position limts, margin, capital and registration requirements

Many of these reforms, if enacted, may materally affect the Company’s and the Morgan Stanley Group’s
business, financial condition, results of operations and cash flows 1n the future
DIRECTORS

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

PKM Falk (formerly known as P K M Green)

S1I Merry

T E Iragorn Rizo (appointed 16 August 2012)

RM Taylor (appointed 14 October 2011, resigned 14 June 2012)

DIRECTORS’ LIABILITY INSURANCE

Directors’ and Officers’ Liability Insurance is taken out by Morgan Stanley, the Company’s ultimate parent
undertaking, for the benefit of the Directors and Officers of the Company

QUALIFYING THIRD PARTY INDEMNITY PROVISIONS

Qualifying third party mndemmty provisions {as defined in section 234 of the Companies Act 2006) were n
force duning the year and up to and including the date of the Directors’ report for the benefit of the
Darectors of the Company
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POST BALANCE SHEET EVENTS
On 30 May 2012, the Company purchased the following shareholdings from its immed:ate parent

106,000 A shares of €1 each and 300,000 B shares of €1 each i Morgan Stanley Langtree
Investments B V for a total consideration of $266,520,000

1 B Class ordmnary share of $1 mn Carysforth Investments Limuted for a total consideration of $1

| Ordinary share of £1 and 296,200,000 ordinary shares of 31 each in Morgan Stanley Mallard
Investments Limited for a total consideration of $340,226,000

100,001 Ordinary shares of $1 in Morgan Stanley Medway Investments Limited for a total
consideration of $100,000

1,000 Class A shares of $25 each and 42 Class B shares of $25 each in Morgan Stanley Weaver
S ar,] for a total consideration of $1,069,100,000

| Ordinary share of £1 and 100,000 ordinary shares of $1 each in Morgan Stanley Raleigh
Investments Limited for a total consideration of $102,000

18,000 Class A ordinary shares of $1 each mn Ramey S ar | for a total consideration of $20,000

17,217 Ordinary shares of $1 each in Morgan Stanley Equity Derivative Services (Luxembourg)
S ar 1 for a total consideration of $13,695,000

The Company funded the above transactions by borrowing $1,689,763,000 from another Morgan Stanley
Group undertaking

POLICY AND PRACTICE ON PAYMENT OF CREDITORS

It 15 the Company’s policy that payments to suppliers are made in accordance with those terms and
conditions agreed between the Company and 1its supplers, providing that all trading terms and conditions
have been complied with

As at 31 December 2011 the Company had no trade creditors (2010 ml)
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AUDITOR

Deloitte LLP have expressed thewr willhingness to continue in office as auditor of the Company and, under
sections 485 to 488 of the Companies Act 2006, will be deemed to be re-appointed

Statement as to disclosure of information to the auditor

Each of the persons who are Directors of the Company at the date when this report 15 approved confirms
that

. so far as each of the Directors 1s aware, there 1s no relevant audit information (being information
needed by the Company’s auditor in connection with preparing their report) of which the Company's
auditor 1s unaware, and

+  each of the Directors has taken all the steps that he/she ought to have taken as a Director to make
himself/herself aware of any relevant avdit information and to estabhish that the Company's auditor 15
aware of that information

This confirmation 1s given and should be 1nterpreted 1n accordance with the provisions of section 418 of the
Companies Act 2006

DIRECTORS’ RESPONSIBILITIES STATEMENT

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

Company law requires the Directors to prepare financial statements for each financial year Under that law
the Dhrectors have elected to prepare the fiancial statements in accordance with United Kingdom
Generally Accepted Accounting Practice (Umited Kingdom accounting standards and apphicable law)
Under 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 affars of the Company and of the profit or loss of the
Company for that period In prepanng 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, and

prepare the financial statements on the going concern basis unless 1t 18 inapprepniate to presume that
the Company will continue 11 business

The Directors are respensible 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 Act
2006 They are also responsible for safeguarding the assets of the Company and hence for taking
teasonable steps for the prevention and detection of fraud and other irregularities

Approved by the Board and signed on 1ts behalf by

~

Director

S Merry
3 Njus‘r'm‘l




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MORGAN
STANLEY MONTGOMERIE INVESTMENTS LIMITED

We have audited the financial statements of Morgan Stanley Montgomernie Investments Limited for the year
ended 31 December 2011 which compnse the profit and loss account, the balance sheet and the related
notes |1 to 18 The financial reporting framework that has been applied 1n thetr preparation 15 applicable
law and Umted Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice)

Thus report 1s made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16
of the Companmes Act 2006 Our audit work has been undertaken so that we might state to the Company’s
members those matters we are required to state to them 1n an auditor’s report and for no other purpose To
the fullest extent permitted by law, we do not accept or assume responstbility to anyone other than the
Company and the Company’s members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of Directors and auditor

As explained more fully 1n the Directors’ responsibilities statement, the Directors are responsible for the
preparation of the financial statements and for bewng satisfied that they give a true and fair view Our
responsibility 1s to audit and express an opimion on the financial statements 1n accordance with applicable
law and Internanonal Standards on Auditing (UK and Ireland) Those standards require us to comply with
the Auditing Practices Board’s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit nvolves obtaimng evidence about the amounts and disclosures 1n the financial statements
sutficient to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error  This includes an assessment of whether the accounting policies are
appropriate to the Company’s circumstances and have been consistently apphed and adequately disciosed,
the reasonableness of significant accounting estimates made by the Directors, and the overall presentation
of the financial statements In addition, we read all the financial and non-financial information 1n the annual
report to identify matenal inconsistencies with the audited financial statements If we become aware of any
apparent material misstatements or inconsistencies we censider the implications for our report

Opinion on financial statements
In our opimion the financial statements

= pgive a true and far view of the state of the Company’s affairs as at 31 December 2011 and of its
profit for the year then ended,

. have been properiy prepared 1n accordance with United Kingdom Generally Accepted Accounting
Practice, and

*  have been prepared wmn accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opimon the information given in the Dhirectors’ report for the financial year for which the financial
statements are prepared 18 consistent with the financial statements




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MORGAN
STANLEY MONTGOMERIE INVESTMENTS LIMITED

Matters on which we are required to report by exception

We have nothing to report 1n respect of the following matters where the Companies Act 2006 requires us
to report to you 1if, in our opinion

*  adequate accounting records have not been kept, or returns adequate for cur audit have not been
received from branches not visited by us, or

» the financial statements are not 1n agreement with the accounting records and returns, or
¢ certain disclosures of Directors’ remuneration spectfied by law are not made, or

*  we have not recerved all the information and explanations we require for our audit

DQN& johng‘tok‘

Dawn Johnston FCA (Sentor Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
Glasgow, Umited Kingdom

5 Septembe. 2012




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

PROFIT AND LOSS ACCOUNT
Year ended 31 December 2011

Note 2011 2010

$'000 $'000

Net gains/(losses) on fixed asset investments
- Subsidiary and associated undertakings 2 8 (4)
Interest income 3 135,906 306,889
Interest expense 4 (10,789) (21,647
Other income 5 - 3,835
Other expense 6 (3,746) (§))]
PROFIT ON ORDINARY ACTIVITIES BEFORE
TAXATION 121,379 289,072
Tax on profit on ordinary activities 8 - (56,513)
PROFIT FOR THE FINANCIAL YEAR 121,379 232,559

All operations were continuing 1n the current and pnor year

There were no recogmised gains or losses during the current or prior year other than those disclosed above
Accordingly no statement of total recognised gains and losses has been prepared

A reconcihation of the movement 1n shareholders’ funds 1s disclosed in note 14 to the financial statements

The notes on pages 11 to 19 form an integral part of the financial statements




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

Registered number: 4091663

BALANCE SHEET
As at 31 December 2011

FIXED ASSETS
Investments
- Subsidiary and associated undertakings

CURRENT ASSETS
Loans and receivables
- Debtors

CREDITORS: AMOUNTS FALLING DUE WITHIN ONE
YEAR

Financial hatlities at amortised cost

Other creditors

NET CURRENT ASSETS
TOTAL ASSETS LESS CURRENT LIABILITIES
CREDITORS: AMOUNTS FALLING DUE AFTER MORE

THAN ONE YEAR
Financial liabilsstes at amortised cost

NET ASSETS

CAPITAL AND RESERVES
Called up share capital

Share premium account

Profit and loss account

SHAREHOLDERS’ FUNDS

Note

10

11
12

i1

13
14
14

2011 2010
$'000 $'000
- 100
181 15,430,886
181 15,430,886
- (1,110,808)
(77 (94,733)
104 14,225,345
104 14,225,445

- (12,096,453)
104 2,128,992
100 1,585,149

- 14,851

4 528,992
104 2,128,992

These financial statements were approved by the Board and authorised for 1ssue on 3[ Aujusf 012

Signed on behalf of the Board

Director N

5 N\erqj

The notes on pages 11 to 19 form an integral part of the financial statements




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

1. ACCOUNTING POLICIES

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

a) Basis of preparation

The financial statements are prepared under the historical cost convention, modified by the inclusion of
financial struments at fair value as described in note i(e) below, and 1n accordance with applicable
Unuted Kingdom company law and accounting standards

The Company’s ultimate UK parent undertaking, Morgan Stanley International Limited, presents
information in accordance with Financial Reporting Standard (“FRS™) 29 Fumancial instruments
Dusclosures  Accordingly, the Company 1s 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 us future development,
performance and position, are reflected in the Business Review section of the Directors’ report on pages 1
to 4

As set out 1n the Directors’ report, retatning sufficient hquidity and capital to withstand market pressures
remans central to the Morgan Stanley Group’s and the Company’s strategy and steps have been taken to
strengthen the Morgan Stanley Group capital position and ensure that the Company’s capital position 1s
satisfactory

Taking all of these factors into consideration, the Directors believe 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 prepartng the annual report and
financial statements

c) Functional currency

Items included n the financial statements are measured and presented 1n US dollars, the currency of the
prumary economic environment in which the Company operates

All currency amounts 1n the financial statements and Directors’ report are rounded to the nearest thousand
US dollars

d) Foreign currencies

All monetary assets and liabilines denominated 1n currencies other than US dollars are translated nto US
dollars at the rates ruling at the balance sheet date Transactions in currencies other than US dollars 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 recognised 1n the profit and loss account are
presented 1n ‘Other income’ or ‘Other expense’, except where noted in 1{e) below




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

1. ACCOUNTING POLICIES (CONTINUED)

e) Financial instruments

The Company classifies nts financial assets nto the following categonies on imtial recognition
investments 1n subsidiary and associated undertakings and loans and receivables

The Company classifies its financial labilities as financial labiliies at amortised cost on 1mtial
recognition

Meore information regarding these classifications 1s included below
i) Investments in subsidiary and associated undertakings

Investments 1n subsidiary and associated undertakings outside the scope of FRS 26 Financial
instruments recognition and measurement (“FRS 26"), are recorded within ‘Investments in subsidiary
and associated undertakings’ and are stated at cost, less provision for any impairment Interest
(recognised on an accruals basis), dividend income (recognised when the Company’s right t¢ receive
payment 1s established), impawrment losses, reversals of impaimment losses, and foreign exchange
differences on monetary tnvestments are all reported 1n the profit and loss account in ‘Net gains/(losses)
on fixed asset investments n subsidiary’

i1) Loans and receivables and financial liabilities at amortised cost

Financial assets classified as loans and receivables are imtially recogmised on settlement date at fair value
(see note 1(f) below) and subsequently measured at amortised cost less allowance for umpairment
Interest 1s recogmised in the profit and loss account 1n ‘Interest income’, using the effective interest rate
method as described below Transaction costs that are directly attributable to the acqusition of the
financial asset are added to or deducted from the fair value on rutial recognition

Financial habilities held at amortised cost are imbally recogmsed on settlement date at fair value (see
note 1(f) below) and subsequently measured at amortised cost Interest 15 recognised 1n the profit and
loss account in ‘Interest expense’ using the effective interest rate method as described below
Transaction costs that are directly attnibutable to the 1ssue of the financial hability are added to or
deducted from the fair value on imtial recognition

The effective interest rate method 1s a method of calculating the amortised cost of a financial asset or
financial tiabiitity {or a group of financial assets or financial habilities) and of allocating the interest
income or mterest expense over the expected life of the financial asset or financial hiabiiity The effective
interest rate 1s the rate that exactly discounts the estimated future cash payments and receipts through the
expected hife of the financial asset or financial hability (or, where appropnate a shorter period) to the
carrymg amount of the financial asset or financial hability The effective interest rate 1s estabhished on
mmtial recogmtion of the financial asset and financial habihity The calculation of the effective interest
rate includes all fees and commssions paid or recerved, transaction costs, and discounts or premmms that
are an integral part of the effective interest rate  Transaction costs are incremental costs that are directly
attributable to the acquisiton, 1ssue or disposal of a financial asset or financial hability

The redeemable preference shares i1ssued by the Company are classified as financial habilities at
amortised cost 1n accordance with the substance of the contractual arrangement Dividends on these
redeemable preference shares are recognised n the profit and loss account (n ‘Interest expense’ using the
effective interest rate method
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

L ACCOUNTING POLICIES (CONTINUED)

f) Fair value of financial instruments

Fair value 1s defined as the pnce that would be received to sell an asset or paid to transfer a liability (1e the
“exit price”) 1 an orderly transaction between market participants at the measurement date In the normal
course of business, the fair value of a financial instrument on tnitial recognution 1s the transaction price (1 e
the farr value of the consideration given or received)

g) Impairment of financial assets

At each balance sheet date, an assessment 15 made as to whether there 15 any objective evidence of
imparment m the value of financial assets classified as loans and receivables Impairment losses are
recognised if 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 rehably estimated

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

If m a subsequent year, the amount of the eshmated impairment loss decreases because of an event
occurning atter the impairment was recogmsed, the previously recogmsed imparrment loss 1s reversed as
detailed by financial asset in note 1{e){(1) and 1{e)(11) Any reversal 1s himited to the extent that the value of
the asset may not exceed the original amortised cost of the asset had no impairment occurred

h) Taxation

UK corporation tax 15 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

i Cash flow statement

The Company’s ultimate parent undertaking produces consohdated financial statements mn which the
Company 1s mncluded and which are publicly available Accordingly, the Company, which 1s a wholly-

owned subsidiary, has elected to avail wself of the exemption provided in Financial Reporting Standard
(“FRS) 1 (Revised 1996) Cash flow statements and not present a cash flow statement

13




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

2.  NET GAINS/ALOSSES) ON FIXED ASSET INVESTMENTS

2011 2010
$'co0 $'000
Income from investments in subsidiary and associated undertakings 8 -
Impawrment losses - (4}
8 (4)
KN INTEREST INCOME
2011 2010
$'000 $'000
Interest income from loans to Morgan Stanley Group undertakings 135,906 306,889
4, INTEREST EXPENSE
2011 2010
$'000 $'000
Interest expense on loans from Morgan Stanley Group undertakings 10,789 21,647
5. OTHER INCOME
2011 2010
$'000 $'000
Foreign exchange gains - 3,835
6. OTHER EXPENSE
2011 2010
$'000 $'000
Foreign exchange losses 3,746 -
Other expenses - ]
3.746 1

The Company employed no staff during the year (2010 $ml)

The fees for the audut of the Company’s statutory accounts of $8,000 (2010 $8,000) have been borne by
another Morgan Stanley Group undertaking 1n both the current and prior year

7.  DIRECTORS' BENEFITS

The Dwectors did not receive any remuneration for therr qualifying services to the Company during the
year (2010 $mi)




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

8. TAX ON PROFIT ON ORDINARY ACTIVITIES

Analysis of (credit)/ charge in the year
2011 2010
$'000 $'000
UK corporation tax at 26 49% (2010 28%)
- Current year - 77,947
- Adjustment 1n respect of prior years (21,434)

Tax on profit on ordinary activities - 56,513

Factors affecting the tax credit for the year

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

2011 2010

$'000 $'000
Profit on ordinary activities before tax 121,379 289,072
Profit on ordmary activities multiplied by the average standard rate of
corporation tax n the UK of 26 49% (2010 28%)

32,153 80,940

Effects of:
Tax exempt income (2) -
Non-taxable gain on disposal of fixed assets - 1
Group relief received for mil consideration (32,151) (3,626)
Currency translation on tax - 632
Adjustments to the tax charge in respect of prior years - (21,434)
Current tax (credit)/ charge for the year - 56,513

Finance (No 2) Act 2010 enacted a 1% reduction 1n the UK corporation tax rate to 27% with effect from
April 2011 Finance Act 2011 enacted a further 1% reduction 1n the rate of UK corporation tax to 26% from
April 201} The combined 2% reduction in the tax rate impacted the current tax charge in 2011

Finance Act 2011 enacted an additional 1% reduction to the UK corporation tax rate 1o 25% with effect
from Apnl 2012 Finance Act 2012 increased the reduction by a further 1% The combined 2% reduction 1n
the tax rate to 24% from 1 April 2012 will impact the current tax charge m 2012
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MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

9.  FIXED ASSET INVESTMENTS

Fixed asset investments in subsidiary and associated undertakings

Cost

At 1 January 2011
Disposals

At 31 December 2011

Net book value
At 31 December 2010

At 31 December 2011

Subsidiary
and associated
undertakings
$'000

100
(100)

100

On 9 June 2011, the Company sold its investment in Woburn III Cooperatieve U A to another Morgan

Stanley Group undertaking No gain or loss arose on disposal

On 14 October 2011, the Company, together with another Morgan Stanley Group undenaking mncorporated
a new UK registered hmited hability partnership, Alverstone Investments LLP (the “LLP") There has been

no capital contribution into the LLP to date

10. DEBTORS

2011 2010
$'000 $'000
Debtors classified within loans and receivables at amortised cost
Amounts due from Morgan Stanley Group undertakings 181 15,430,886
11. FINANCIAL LIABILITIES AT AMORTISED COST
2011 2010
$'000 $'000
Financial liabilities at amortised cost falling due within one year
Amounts owing to Morgan Stanley Group undertakings - 1,110,808
Financial liabilities at amortised cost falling due after more than one
year
Financial instruments rssued
- Preference shares - 12,096,453
Total financial liabilities at amortised cost - 13,207,261




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

11.  FINANCIAL LIABILITIES AT AMORTISED COST (CONTINUED)

Preference shares

2011 2010 2011 2010
Number Number $'000 $'000
Allotted and fully paid preference shares
of $1 each, classified as financial liabilities
At 1 January 5,000 5,000 5 5
Cancelled in the year {5,000} - (3)
At 31 December - 3,000 - 5
Total share capital and accrued dividends
classified within habilities - 5

As at 31 December 2010, the 1ssued share capital of the Company mncluded 5,000 redeemable preference
shares of $1 each (the “Preference Shares”™), classified as financial habilities

On 20 June 2011, the share capital of the Company was reduced through the cancellation of the Preference
Shares and the associated premum of $12,096,448,000 The total consideration paid for this capital
reduction and share premium reduction was $12,096,453,000

Prior to redemption, and subject to the approval of the Directors, the holders of the Preference Shares
ranked ahead of the ordimary shares n the event of a winding up or return of capital The holders of the
Preference Shares were entitled, in priority to the holders of any other class of share i the Company’s
share capital but subject always to declaration by the Board of any such dividend, to receive out of the
profits of the Company available for distribution, a dividend (the “preference dividend™)

The holders of preference shares were entitled to recerve notice of and to attend any general meeting of the
Company but did not have the right to speak or vote 1n respect of their holdings of Preference Shares

During the year, preference dividends of $rul (2010 $ml) were paid to the holders of the Preference Shares

12. OTHER CREDITORS

2011 2010
$'000 $'000
Amounts falling due within one year
Corporation tax payable 77 94,733
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MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

13. CALLED UP SHARE CAPITAL

Shares classified as equity

2011 2010
$'000 $£7000
Allotted and fully paid:
100,000 ordinary shares of $1 each (2010 1,585,148,515 ordinary shares
of $1 each) 100 1,585,149
| ordinary share of £1 each - -
100 1,585,149

On 20 June 201, an interim dividend of $647,321,000 was paid to the Company’s ordinary shareholders

On 27 July 2011, an interun dividend of $3,042,000 was paid to the Company’s ordinary shareholders On
the same date, the share capital of the Company was reduced through the cancellation of 1,584,148,515
ordinary shares of $1 each and the associated premium of $14,851,000 The total consideration paid for this
captal reduction and share premwum reduction was $1,599,000,000

On 10 August 2011, an interim divadend of $4,000 was paid to the Company’s ordinary shareholders On
the same date, the share caputal of the Company was reduced through the canceilation of 900,000 ordinary
shares of $1 The total consideration paid for this caputal reduction was $1

All ordinary shares are recorded at the rates of exchange ruling at the date the shares were paid up

Other shares classified as financial liabilities

The terms of other shares classihied as financial habilities are detailled in note 11, ‘Financial habilihes at
amortised cost’

14. RECONCILIATION OF SHAREHOLDERS' FUNDS AND MOVEMENTS ON RESERVES

Share
Calledup premium  Profit and

share capital account loss account Total

$'000 $'000 $'000 $'000

At | January 2010 1,585,149 14,851 296,433 1,896,433
Profit for the year - - 232,559 232,559
At | January 2011 1,585,149 14,851 528,992 2,128,992
Profit for the year - - 121,379 121,379
Dividends - - (650.367) (650,367)
Redemption of shares (1,585,049 (14,851) - (1,599,900)
At 31 December 2011 100 - 4 104




MORGAN STANLEY MONTGOMERIE INVESTMENTS LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2011

15. SEGMENTAL REPORTING

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

16. 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 parry disclosures There were no other
related party transactions requiring disclosure

17. POST BALANCE SHEET EVENTS

On 30 May 2012, the Company purchased the following shareholdings from 1ts immediate parent

e 100,000 A shares of €! each and 300,000 B shares of €] each in Morgan Stanley Langtree
Investments B V for a total consideration of $266,520,000

» 1 B Class ordinary shares of $1 in Carysforth Investments Lamuted for a total consideration of $1

s | Ordinary share of £1 and 296,200,000 ordmnary shares of $1 each in Morgan Stanley Mallard
Investments Limited for a total consideration of $340,226,000

s 100,001 Ordinary shares of $1 in Morgan Stanley Medway Investments Limuted for a total
consideration of $100,000

1,000 Class A share of $25 each and 42 Class B shares of $25 each in Morgan Stanley Weaver
S ar,l for a total consideration of $1,069,100,000

¢ | Ordnary share of £1 and 100,000 ordnary shares of $1 each i1 Morgan Stanley Raleigh
Investments Limited for a total consideration of $102,000

+ 18,000 Class A ordinary shares of $1 each in Ramey S & r 1 for a total consideration of $20,000

e 17,217 Ordnary shares of $1 each in Morgan Stanley Equity Derivative Services (Luxembourg)
S ar 1 for a total consideration of $13,695,000

The Company funded the above transactions by borrowing $1,689,763,000 from another Morgan Stanley
Group undertaking

18. 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 1 the state of 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 Company’s immediate controlling party 1s Morgan Stanley Turnberry Limited which 1s registered 1n
England and Wales Copies of its financial statements can be obtained from the Registrar of Companies for
England and Wales, Companies House, Crown Way, Maindy, Cardiff CF14 3UZ

The parent undertaking of the smallest group of compames for which group financial statements are drawn
up and of which the Company 15 a member 1s Morgan Stanley International Lirmited, which 1s registered in
England and Wales Copies of its financial statements can be obtained from the Registrar of Companies for
England and Wales, Companies House, Crown Way, Maindy, Cardiff CF14 3UZ




