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NORFOLK TRADING B.V.

DIRECTORS’ REPORT

The Directors present their report and financial ;tatéme_nts (;vhlch compnise the profit and loss account, the
balance sheet, and the related notes, | to 20) for Norfolk Trading B V (the “Company”) for the year ended
31 December 2012

RESULTS AND DIVIDENDS
The profit for the year, after tax, was £26,172,000 (2011 £2,618,000 profit after tax)

During the year, a dividend of £1,034,488,000 was paid from share premium to the holders of the ordimary
shares (2011 £mul)

PRINCIPAL ACTIVITY
The principal activity of the Company 1s to enter into financing transactions and mvestments

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”

The Company was incorporated under Dutch law on 17 November 2004 and has s statutory seat n
Amsterdam, The Netherlands The business office of the Company 1s at 25 Cabot Square, Canary Wharf,
London, E14 4QA, United Kingdom

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

BUSINESS REVIEW

During 2012, global market and ecoromic conditions have remained challenging with continuing concerns
about the European sovereign debt crisis, lack of robust economic recovery in the United States (“US™) and
other developed markets and slowing economic growth in emerging markets These on-gomng conditions
present difficulues and uncertanty for the business outlook that may adversely impact the financial
performance of the Company 1n the future

The profit and loss account for the year 1s set out on page 5 The Company’s profit for the year has
increased by £23,554,000 This increase 1s primarly attributed to an ancrease 1n interest recervable on loans
to other Morgan Stanley Group undertakings as the Company lent out the proceeds of a share 1ssuance
totalling £890,953,000 1n December 201 1

The balance sheet on page 6 of the financial statements shows that the Company’s net assets at the end of
the year were £3,756,000, a decrease of £ 1,008,316,000 from the prior year This 15 principally due to
recalling amounts due from other Morgan Stanley Group undertakings to fund a dividend of
£1,034,488,000 paid from share premium to the holders of ordinary shares

The performance of the Company 1s included 1n the results of the Morgan Stanley Group which are
disclosed n the Morgan Stanley Group’s Annual Report on Form 10-K to the United States Securities and
Exchange Commussion The Morgan Stanley Group manages tts 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 1ndicators for the Company tseif would not enhance an understanding of the
development, performance or position of the bustness of the Company

The nsk management section below sets out the Company's and the Morgan Stanley Group's policies for the
management of hquachity and cash flow risk and other sigmficant bustness risks
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DIRECTORS’ REPORT

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 businiess activities The Morgan Stanley Group seeks to wdentify, assess,
momtor and manage each of the varnious types of risk involved n its activities on a global basis, in
accordance with defined policies and procedures and 1n consideration of the individual legal entities

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

Note 14 to the financtal statements provides quantitative and qualhitative disclosures about the Company’s
management and exposure to financial risks

Market risk

Market risk refers to the nisk that a change in the level of one or more market prices, rates, indices, imphed
volatilities (the price volatility of the underlying 1nstrument imputed from option prices), correlations or
other market factors, such as hquidity, 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 nisk of loss ansing from borrower or counterparty default when a borrower,
counterparty or obligor does not meet its obhgations

The Morgan Stanley Group manages credit risk exposure on a global consolidated basis as well as giving
consideration to individual legal entities It does this by ensuring transparency of matenal credit nsks,
ensuring comphbance with established hmmts, approving maternal extensions of credit, escalating nisk
concentrations to appropriate senior management and ritigating credit nisk through the use of collateral and
other arrangements

Liquidity and capital resources

Liquidity and funding risk refers to the risk that the Company will be unable to meet its funding obligations
m a tmely manner Liquidity risk stems from the potential nisk that the Company will be unable to obtain
necessary funding through borrowing money at favourable mnterest rates or maturity terms, or selling asseis
in a timely manner and at a reasonable price

The primary goal of the Morgan Stanley Group’s hquidity risk management framework 15 to ensure that the
Morgan Stanley Group, including the Company, have access to adequate funding across a wide range of
market conditions The framework 1s designed to enable the Company to fulfil its financial oblhigations and
support the execution of the Company’s business strategies

Morgan Stanley continues to actively manage 1ts capital and liqusdity position to ensure adequate resources
are available to support the activities of the Morgan Stanley Group, including the Company, to enable the
Morgan Stanley Group to withstand market stresses, and to meet regulatory stress testing requirements
proposed by regulators globally The Morgan Stanley Group uses Liquidity Stress Tests to model liquidity
outflows across muluple scenarios over a range of tuime horizons These scenarios contain various
combinations of idiosyncratic and systemic stress events

On 21 June 2012, Moody’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
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Risk mana_geﬁment (continued)

Liquidety and capural resources (continued)

While certain aspects of a credu ratings downgrade are quantifiable pursuant to contractual provisions, the
impact it will have on the Morgan Stanley Group’s business and results of operation m future pertods 1s
inherently uncertain and will depend on a number of inter-related factors, including among others, the
magnitude of the downgrade, individual client behaviour and future mitigating actions the Morgan Stanley
Group may take The hquidity impact of additional collateral requirements 1s included in the Morgan
Stantey Group’s Liquidity Stress Tests

Operational risk

Operational nisk refers to the nisk of financial or other loss, or potential damage to the Company’s or the
Morgan Stanley Group’s reputation, resulting from madequate or failled internal processes, people,
resources and systems or from other external events (e g fraud, legal and compliance risks, damage to
physical assets, etc ) Legal, regulatory and comphance risk 15 included n the scope of operational nsk and
1s discussed below under “Legal, regulatory and comphance risk™

The Morgan Stanley Group has established an operational risk management process that operates on a
global and regional basis to identfy, measure, monitor and control nisk  Effective operational risk
management 1s essential to reducing the impact of operational risk incidents and mitigating legal,
regulatory, and reputational risks

Legal, regulatory and compliance risk

Legal nsk includes the risk of exposure to fines, penalties, judgements, damages and/or settlements n
connection with regulatory or legal actiens as a result of non-compliance with applicable legal or regulatory
requirements and standards or hiigation Legal nisk also includes contractual and commercial risk such as
the nsk that a counterparty’s performance obligations will be unenforceable The Morgan Stanley Group 1s
generally subject to extensive regulation 1n the different junisdictions 1in which 1t conducts its business In
the current environment of rapid and possibly transformational regulatory change, the Morgan Stanley
Group also views regulatory change as a component of legal risk

The Morgan Stanley Group has established procedures based on legal and regulatery requirements on a
worldwide basis that are designed to foster comphance with apphicable statutory and regulatory
requirements The Morgan Stanley Group, principally through the Legal and Comphiance Division, also
has established procedures that are designed to requure that the Morgan Stanley Group's policies relating to
business conduct, ethics and practices are followed globally In connection with its businesses, the Morgan
Stanley Group has and continuously develops various procedures addressing 1ssues such as regulatory
capttal requirements, sales and trading practices, new products, information barriers, potential conflicts of
mterest, structured transactions, use and safekeeping of customer funds and securities, lending and credit
granting, anti-money laundering, privacy and recordkeeping In addition, the Morgan Stanley Group has
established procedures to mutigate the nisk that a counterparty’s performance obligations will be
unenforceable, including consideration of counterparty legal authority and capacity, adequacy of legal
documentation, the permussibility of a transaction under applicable law and whether apphicable bankruptcy
or insolvency laws limut or alter contractual remedies The legal and regulatory focus on the financial
services industry presents a continuing business challenge for the Morgan Stanley Group
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Risk management (continued)

Legal and regulatory risk (continued)

Significant changes 1n the way that major financial services institutions are regulated are occurring n the
United Kingdom (*UK?”), Europe, the US and worldwide The reforms being discussed and, in some cases,
already implemented, inciude several that contemplate comprehensive restructuring of the regulation of the
financial services industry  Such measures will hikely lead to stricter regulation of financial mstitutions
generally, and heightened prudential requirements for systemically unportant firms i particular - Such
measures could include taxation of financial transactions, habilities and employee compensation as well as
reforms of the over-the-counter (“OTC"”) denvatives markets, such as mandated exchange trading and
clearing, position himits, margun, capital and registration requirements Changes i tax legislation in the
UK and worldwide, such as taxation of financial transactions, hhabihities and employees compensation, are
also possible

Many of these reforms, If enacted, may materially affect the Company’s and the Morgan Stanley Group’s
business, financial condition, results of operations and cash flows in the future

Future outlook

Management do not expect the business activities of the Company to change n the foreseeable future and
the Company will continue to enter into financing transactions and investments

DIRECTORS

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

G Adams (resigned 27 March 2013)

A N Chrishan {resigned 5 March 2013)

S E Long {appornted 28 March 2013, resigned 8 Aupust 2013)
S I Merry

B Young {appointed 28 March 2013)

POST BALANCE SHEET EVENTS

There have been no significant events since the balance sheet date

Approved by the Board and signed on 1its behalf by
London, 9 October 2013

Management
S I Merry B Young
Director Director
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PROFIT AND LOSS ACCOUNT

Year ended 31 December 2012

- - - - - - - - - —Note - - 2012 - - 2011

£000 £000

Interest income 2 26,203 2,733
Interest expense 3 27N (116}
Other income 4 - 1
Other expense 5 “) -
PROFIT ON ORDINARY ACTIVITIES BEFORE

TAXATION 26,172 2,618
Tax on profit on ordinary activities 7 - -
PROFIT FOR THE FINANCIAL YEAR 26,172 2,618

All operations were contitnuing m the current and prior year

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

A reconciliation of the movement 1n shareholders’ funds 1s disclosed i note 12 to the financial statements

The notes on pages 7 to 18 form an integral part of the financial statements



NORFOLK TRADING B.V.
UK Registered number FC025713
Registered number 34216064

BAILLANCE SHEET
As at 31 December 2012 e e -

{(including proposed appropriation of the net resuits)

FIXED ASSETS
Investments
- Subsidiary Undertakings

CURRENT ASSETS
Loans and receivables
- Debtors

CREDITORS: AMOUNTS FALLING DUE WITHIN ONE
YEAR
Financial lrabihties at amortised cost

NET CURRENT ASSETS
TOTAL ASSETS LESS CURRENT LIABILITIES

CAPITAL AND RESERVES
Called up share capital

Share prermum account
Currency revaluation reserve
Profit and loss account

SHAREHOLDERS’ FUNDS

Note

11
12
12
12

The notes on pages 7 to 18 form an integral part of the financial statements

2012 2011
£'000 £000
37 37
3,841 1,012,131
(122) (96)
3,719 1,012,035
3,756 1,012,072
54 55
156,461 1,190,949
(7 (8)
(152,752) (178,924)
3,756 1,012,072




NORFOLK TRADING B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

L. ACCOUNTING POLICIES

The 7C0mpan§r's prm(;lpal acco_l.l-ntmg p(;hc:les 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 instruments at fair value as described 1n note 1(e} below, and 1n accordance with applicable
Netherlands Civil Code and United Kingdom accounting standards The Company 1s incorporated under
the Netherlands Civil Code, and the Netherlands Civil Code permuts the use of United Kingdom accounting
standards (n the preparation of accounts on the basis of the Company’s international connections as stated
mn Article 362 1 of Book 2 of the Netherlands Civil Code

The Company, having its statutory seat in Amsterdam, The Netherlands, currently operating from 25 Cabot
Square, Canary Wharf, London, E14 4QA, England, enters into financing transactions and investments

The Company’s ultimate parent undertaking produces consolidated financial statements in which the
Company 1s included The consolidated financial statements of Morgan Stanley, the uitimate parent of the
Company, are filed at the Netherlands Chamber of Commerce and are publicly available Therefore, and
m accordance with the provisions of Article 2 408, paragraph 1 of the Netherlands Crvil Code, the
Company does not prepare consolidated financial statements The financial statements therefore present
information about the Company as an individual entity and not about 1ts group

b) The going concern assumption

The Company’s busimess activities, together with the factors hikely to affect its future development,
performance and position, are reflected in the Business Review section of the Directors’ report on pages 1
to 4 In addition, the notes to the financial statements include the Company’s objectives, pohcies and
processes for managing its capntal, its financial risk management objectives, details of us financial
instruments, and its exposure to credut risk and hquidity nsk

As set out 1n the Directors’ report, retaiming sufficient liquidity and capital to withstand market pressures
remains central to the Morgan Stanley Group’s and the Company’s strategy

Taking all of these factors into consideration, the Directors believe 1t 15 reasonable to assume that the
Company will have access to adequate resources to continue n operational existence for the foreseeable
future Accordingly, they continue to adopt the gotng concern basis 1n preparing the annual report and
financial statements

c) Functional currency

ltems ncluded in the financial statements are measured and presented in Pounds Sterling, the currency
of the primary econonic environment in which the Company operates

All currency amounts m the financial statements and Directors’ report are rounded to the nearest
thousand Pounds Sterling

d) Foreign currencies

All monetary assets and liabilities denomunated 1n currencies other than Pounds Sterling are translated
into Pounds Sterling at the rates ruling at the balance sheet date Transactions 1 currencies other than
Pounds Sterling 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 recogmsed 1n the profit
and loss account are presented 1n ‘Other expense’, except where noted 1n (e} below
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

1.
e)—

ACCOUNTING POLICIES (CONTINUED})

Financial instruments - - - -- -- - -

The Company classifies its financial assets into the following categories on imtial recognition investments
in subsidiary undertakings and loans and receivables

The Company classifies its financial habilities as financial habihities at amortised cost on imual
l'CCOgl'l][lOﬂ

D

i) Investments in subsidiary undertakings

Investments n subsidiary undertakings outside the scope of FRS 26 Financial instruments
recogrition and measurement are recorded within ‘Investments 1n subsidary undertakings’ and are
stated at cost, less provision for any impawrment Interest (recogmsed on an accruals basis),
dividend income (recogmised when the Company’s night to receive payment 15 established),
impairment losses, reversals of impairment losses, and foreign exchange differences on monetary
investments are alt reported 1n the profit and loss account 1n “Net gains on fixed asset investments 1n
subsidiary undertakings’

ii) Loans and receivables and financial liabilities at amortised cost

Financial assets classified as loans and receivables are initially recogmsed on settlement date at fair
value (see note 1(f) below) and subsequently measured at amortised cost less allowance for
mmparrment  Interest 1s recogmsed in the profit and loss account n ‘Interest income’, using the
effective interest rate method as described below Transaction costs that are diwrectly attributable to the
acquisition of the financial asset are added to or deducted from the fair value on mitial recognition
Impairment losses and reversals of imparment losses on financial assets classified as loans and
recervables are recogmsed 1n the profit and loss account 1n ‘Other expense’

Financial habilities held at amortised cost are intially recogmsed on settlement date at fair value (see
note 1(f) below) and subsequently measured at amortised cost Interest 15 recogmsed n the profit and
loss account in ‘Interest expense’ using the effective mterest rate method as described below
Transaction costs that are directly attributable to the 1ssue of the financial lability 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 Liability {or a group of financial assets or financial liabilities) and of allocating the 1interest
income or interest expense over the expected life of the financial asset or financial liability The
effective nterest rate 1s the rate that exactly discounts the estimated future cash payments and receipts
through the expected hfe of the financial asset or financial Liability (or, where appropriate a shorter
penod) to the carrying amount of the financial asset or financial Liabihity The effective wterest rate 1s
established on mitial recognition of the financial asset and liability The calculation of the effective
interest rate includes all fees and commuissions 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

Fair value of financial instruments

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

In the normal course of business, the fair value of a financial instrument on imtial recognition 1s the
transaction price (1 ¢ the fair value of the consideration given or received)
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

1. ACCOUNTING POLICIES (CONTINUED)
g) ~  Derecognition of financial assets and liabilities

The Company derecognises a financial asset only when the contractual rights to the cash flows from the
asset expure, or when 1t transfers the financial asset and substantially all the nsk and rewards of ownershup
of the asset

The Company derecognises financial liabilities when the Company’s obligations are discharged, cancelled
or they expire

h) Impairment of financial assets

At each balance sheet date, an assessment 1s made as to whether there 1s any objective evidence of
imparrment in the value of financial assets classified as loans and receivables Impairment losses are
recognised 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 investments m subsidiary and associated undertakings, are measured as
the difference between cost and the current estimated recoverable amount When the recoverable amount
15 less than the cost, an impairment 1s recognised wathin the profit and loss account in ‘Net gains/(losses)
on fixed asset investments tn subsidiary and associated undertakings’ and 1s reflected against the carrying
amount of the impared asset on the balance sheet

Impairment losses on loans and receivables 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 criginal effective interest rate Such impairment losses are recognised n the profit
and loss account within ‘Other expense’ and are recognised 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 original effective interest rate of the asset

i) 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

)} Cash flow statement

The Company’'s ulumate parent undertaking produces consolhidated financial statements in which the
Company 1s included and which are publicly available Accordingly, the Company, which 15 a whoily-

owned subsidiary, has elected to avail itself of the exemption provided in FRS | (Revised 1996) Cash flow
statements and not present a cash flow statement

2. INTEREST INCOME

2012 2011
£'000 £000
Interest income from loans to Morgan Stanley Group undertakings 26,203 2,133

‘Interest income’ represents total interest income for financial assets that are not carried at fair value

No other gains or losses have been recogmsed in respect of loans and receivables other than interest
income as disclosed as ‘Interest income’ within the profit and loss account
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

3. INTEREST EXPENSE

Interest expense from loans to Morgan Stanley Group undertakings

— 2012
£000

27

2011 - - \
£000 |

116

‘Interest expense’ represents total interest expense for financial habilities that are not carrted at fair value

No other gains or losses have been recogmsed i respect of financial habilines measured at amortised cost

other than as disclosed as ‘Interest expense’ within the profit and loss account

4. OTHER INCOME

Foreign exchange gains

5. OTHER EXPENSE

Foreign exchange losses

6. STAFF COSTS
The Company employed no staff during the year (2011 Nil)

2012 2011
£000 £'000
- |

|
2012 2011
£7000 £000
4 .

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

year (2011 £Nil)

7. TAX ON PROFIT ON ORDINARY ACTIVITIES

Analysis of charge in the year

UK corporation tax at 24 50% (2011 26 49%)
- Current year

Tax on profit on ordinary activities

2012
£000

2011
£'000
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

7. TAX ON PROFIT ON ORDINARY ACTIVITIES (CONTINUED)

Factors affecting the tax charge for the year -

The current year UK taxation charge 15 lower than that resulting from applying the average standard UK
corporation tax rate of 24 50% (2011 26 49%) The main differences are explained below

2012 2011
£000 £'000
Profit on ordinary activitzes before tax 26,172 2,618
Profit on ordinary activities multiplied by the average standard rate of
corporation tax in the UK of 24 50% (2011 26 49%) 6,412 694
Effects of:
Group relief received for mil consideration (6,412) (694)

Current tax charge for the year - -

Finance Act 2011 enacted a 19 reduction to the UK corporation tax rate to 25% with effect from Apnl
2012 Finance Act 2012 increased the reduction by a further 1% The combined 2% teduction in the tax
rate to 24% from | Apnl 2012 cid not impact the current tax charge for 2012 as the Company surrendered
group relief for no cash consideranon

Finance Act 2012 also enacted an additional reduction of 196 in the UK corporation tax rate to 23% with
effect from April 2013 This further reduction 1n the tax rate may impact the current tax charge 1a 2013

8. FIXED ASSET INVESTMENTS
Fixed asset investments in subsidiary undertakings

Subsidiary
undertakings
£'000
Cost and net book value
At 1 January 2012 and 31 December 2012 37

Subsidharies and significant holdings

Details of the investments in which the Company holds more than 20% of the nominal value of any class
of share capital, and mvestments with a book value greater than 20% of the Company’s own assets at 31
December 2012, are as follows

Proportion
Name of Country of of shares  Type of shares  Proportion of Nature of
Company incorporation held held voting rights  business
Great St Helen's B Class

Finance Limited UK 100% Ordinary shares 0% Financtal services

11
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

9. DEBTORS

2012 2011
— - - - - - - - - = £'000 - --  £000
Debtors classified within loans and receivables at amortised cost
Amounts due from Morgan Stanley Group undertakings 3,841 1,012,131
10. FINANCIAL LIABILITIES AT AMORTISED COST
2012 2011
£'000 £'000
Financial liablities at amortised cost falling due within one year
Amounts owing to Morgan Stanley Group undertakings 122 96
11. CALLED UP SHARE CAPITAL
2012 2011
£'000 £'000
Allotted and fully paid:
6,600,000 ordinary shares of €0 01 each 54 55

All ordinary shares are recorded at the rate of exchange ruling at the Balance Sheet date, being EUR
08124577 £1 on 31 December 2012 (2011 EUR 0 835600526 £1)

12.  RECONCILIATION OF SHAREHOLDERS' FUNDS AND MOVEMENTS ON RESERVES

Foreign
Share currency
Called up premium revaluation Profit and
share capital account reserve  loss account Total
£'000 £'000 £000 £'000 £'000
At 1 January 2011 48 300,004 9) (181,542) 118,501
Profit for the year - - - 2,618 2,618
New shares 1ssued 8 890,945 - - 890,953
Exchange movements on
translation of shares (1 - | - -
At 1 January 2012 55 1,190,949 3 (178,924) 1,012,072
Profit for the year - - - 26,172 26,172
Dividends (note 12) - (1,034,488) - - (1,034,488)
Exchange movement on
translation of shares n - 1 - -
At 31 December 2012 54 156,461 (7 (152,752) 3,756

On 17 December 2012, the Company paid a dividend of £1,034,488,000 from the share premium account
10 the holder of the ordinary shares



NORFOLK TRADING B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

13. SEGMENTAL REPORTING

The Company has only one class of business as described n the Directors’ report and operates 1n one -
geographic market, Europé, Middle East and Africa ("EMEA™)

14. FINANCIAL RISK MANAGEMENT

Risk management procedures

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

Significant risks faced by the Company resulting from its financing and investment activities are set out
below

Credit risk

Credit risk refers to the risk of loss ansing from a borrower or counterparty does not meet its financial
obligations

The Morgan Stanley Group manages credit risk exposure on a global consolidated basis and n
consideration of individual legal entities The credit risk management policies and procedures of the
Morgan Stanley Group include ensuning transparency of matenal credit risks, ensuring comphance with
established limits, approving matenal extensions of credit and escalating risk concentrations to appropriate
semor management  Credit nisk management policies and procedures for the Company are consistent with
those of the Morgan Stanley Group and include escalation to appropniate key management persennel of the
Company

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

The maximum exposure to credit risk of the Company at the reporting date 1s the carrying amount of the
financial assets held in the balance sheet The Company has not entered nto any credit enhancements to
manage 1ts exposure to credit risk

The Company does not have any significant exposure arising from items not recognised on 1ts balance
sheet
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NORFOLK TRADING B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

14. FINANCIAL RISK MANAGEMENT (CONTINUED)

Credit nslf (cpntil:lqed)

Exposure to credut risk by class Gross credit exposure
2012 2011
Class £'000 £'000

Loans and receivables
Amounts due from Morgan Stanley Group undertakings 3,841 1,012,121

Maximum exposure to credit risk by credit ratng*

Credit rating Gross credit exposure
2012 2011
£'000 £'000

A 3 841 1,012,131

*Internal credit raung derived using methodologies generally consistent with those used by external rating agencies

At 31 December 2012 there were no financial assets past due but not impaired or individually impaired
(2011 None)

Liguidity risk

Liquidity nisk 15 the risk that the entity may encounter difficulty 1n meeting obligations associated with
financial habihties that are settled by delivering cash or another financial asset

The Morgan Stanley Group’s semor management establishes the overall hquidity and funding policies of
the Morgan Stanley Group and the hquidity nisk 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 mutigate the potential risk that enttties within the
Morgan Stanley Group, including the Company, may be unable to access adequate financing to service
their financial llabihities when they become payable without matenal, adverse franchise or business impact
The key objective of the hquidity and funding risk management framework 1s to support the successful
executton of both the Morgan Stanley Group’s and the Company’s business strategies while ensuring
ongoing and sufficient liquidity through the business cycle and during periods of stressed market
conditions

Liquidity management policies

The ccre components of the Morgan Stanley Group’s liquidity management framework, which includes
consideration of the hiquidity nisk for each individual legal entity, are the Contingency Funding Plan
(“CFP”), Liquudity Stress Tests and the Global Liquidity Reserve These elements support the Morgan
Stanley Group’s target liquidity profite

Contingency Funding Plan The CFP describes the data and mformation flows, limits and triggers,
escalation procedures, roles and responsibilities, and available mitigating actions 1n the event of a iquidity
stress The CFP assesses current and future funding sources and uses and establishes a plan for momtoring
and managing a potential Liquidity stress event A set of escalation triggers 1dentifies early signs of stress
and activates a response plan



NORFOLK TRADING B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

14. FINANCIAL RISK MANAGEMENT (CONTINUED)
- —— _—_ _ __Ligqmdity risk (continwed)__ _ _ _ _ ___ __ _ _____ __ __ __ ___. __ S

Liquidity Stress Tests Liquidity Stress Tests model hquidity outflows across multiple scenarios over a
range of time horizons

The assumptions underpinning the Liquidity Stress Tests mnclude, but are not limited to, the following (1)
no government support, (1) no access to unsecured debt markets, (i) 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
orgamisations related to multi-notch credit rating downgrades, (vi} additional collateral that would be
required due to collateral substitutions, collateral disputes and uncalled collateral, {vn) discretionary
unsecured debt buybacks, (viu) drawdowns on unfunded commitments provided to third parties, (1x) chent
cash withdrawals and reduction 1n custorner short positions that fund long positions, (x) limited access to
the foreign exchange swap markets, (x1) return of securitics borrowed on an uncollateralised basis, and
{xn1) maturity roll-off of outstanding letters of credit with no further 1ssuance

The Liqudity Stress Tests are produced at the Morgan Stanley Group and major operating subsidiary level,
as well as major currency levels, to capture specific cash requirements and cash availabihity at various legal
enttties  The Liquidity Stress Tests assume that subsidhanies will use their own hquidity first to fund their
obligations before drawimg lhiquidity from Morgan Stantey It 1s also assumed that Morgan Stanley does
not have access to cash that may be held at certain subsidiaries that are subject to regulatory, legal or tax
constraints

The Company is not considered a major operating subsidiary for the purposes of hquidity risk  However,
the Company would have access to the cash or liquidity reserves held by Morgan Stanley in the unlikely
event 1t was unable to access adequate financing to service its financial liabilities when they become
payable

The CFP and Ligndity Stress Tests are evaluated on an on-gomg basis and reported to the Firm Risk
Commuttee, Asset/ Liability Management Committee, and other appropriate risk committees

Giobal Liquidity Reserve The Morgan Stanley Group maintains sufficient hquidity reserves (“the Global
Liquidity Reserve™) to cover daily funding needs and meet strategic liquidity targets sized by the CFP and
Liquidity Stress Tests These hquidity targets are based on the Morgan Stanley Group’s risk tolerance,
balance sheet level and composition, subsidiary funding needs, and upcoming debt matunties, which are
subject to change dependent on market and firm-specific events

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 highly liquid and diversified cash
and cash equivalents and unencumbered secunities (ncluding US government securities, US agency
securities, US agency mortgage-backed securities, Federal Deposit Insurance Corporation -guaranteed
corporate debt and non-US government securities)

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 diversification 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, liabihties equals or exceeds the expected holding period of the assets
being financed

The Morgan Stanley Group funds its balance sheet on a global basis through diverse sources which
includes consideration of the funding risk of each legal enuty These sources may 1nclude the Morgan
Stanley Group’s equity capital, long-term debt, repurchase agreements, securities lending, deposits,
commercial paper, letters of credit and hnes of credit The Morgan Stanley Group has active financing
programs for both standard and structured products, targeting global investors and currencies



NORFOLK TRADING B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

14. FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk (continued)

In managing both the Morgan Stanley Group’s and the Company’s funding nsk the composition and size
of the entire balance sheet, not just financial habilities, 18 montored and evaluated A substantial portion
of the Morgan Stanley Group’s total assets consist of highly liqud marketable securities and short-term
receivables arising from its Institutional Securities sales and trading activities The liquid nature of these
assets provides the Morgan Stanley Group and the Company with flexibiity 1 financing and managing
thesr business

Maturity analysis

In the following matunty analysis of financial assets and financial habilities, all amounts represent
undiscounted cash flows receivable and payable by the Company ansing from its financial assets and
financial liabilities to earhiest contractual maturities as at 31 December 2012 Receipts of financial assets
and repayments of financial liabihties that are subject to immediate notice are treated as «f notice were
given immediately and are classified as on demand This presentation 1s considered by the Company to
appropriately reflect the hiquidity risk arising from those financial assets and financial habiltties, presented
in a way that 1s consistent with how the liqumdity nisk on these financial assets and financial habihities 1s
managed by the Company

All financial assets and Liabilities at 31 December 2012 and 31 December 201! are classified as on
demand

Market nsk

Market risk 1s defined under FRS 29 Frnancial instruments disclosures as the risk that the fair value or
future cash flows of a financial instrument will fluctuate because of changes in market prices

Sound market risk management s an mntegral part of the Company’s and the Morgan Stanley Group’s
culture The Company 1s responsible for ensuring that market risk exposures are well-managed and
prudent and more broadly for ensurmg transparency of material market rnisks, monitoring comphance with
established hmits, and escalating risk concentrations to appropriate senior management

To execute these responsibilities, the Morgan Stanley Group monitors the market risk of the firm against
limits on aggregate risk exposures, performs a variety of risk analyses, routinely reports risk summaries
and mantans the Value at Risk (“VaR™) system The Company 1s managed within the Morgan Stanley
Group’s global framework The market risk management polictes and procedures of the Company include
performing risk analyses and reporting material nsks identified to appropriate key management personnel
of the Company

The Company 1s exposed to interest rate risk under this definition

Interest rate risk

Interest rate risk 15 defined under FRS 29 Financtal instruments disclosures as the nisk that the fair value
or future cash flows of a financial instrument will fluctuate because of changes 1n market interest rates The
Company 1s pnmarily exposed to nterest rate risk under this defimtion as a result of changes n the future
cash flows of floating rate loans held at amortised cost

The application of a parallel shift in market interest rates of 50 basis points to these positions, with all other
variables remaining constant, would result in an increase or decrease 1n pre-tax profit reported 1n the profit
and loss account of the Company of approximately £10,000 (2011 £5,060,000) The shift in market
interest rates of 50 basis points 1s apphied to debtors less financial liabilities at amortised cost at 31
December 2012
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NORFOLK TRADING B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

15.  FINANCIAL INSTRUMENTS NOT MEASURED AT FAIR VALUE

For all financial assets .and financial habiliies not measured at fair- value, the carrying amount 1s
considered to be a reasonable approximation of fair value due to the short term nature of these financial
assets and habilities

16. CAPITAL MANAGEMENT

The Morgan Stanley Group manages 1ts capital on a global basis with consideration for its legal entities
The capital managed by the Morgan Stanley Group broadly includes ordinary share capital, preference
share capital, subordinated loans and reserves

The Morgan Stanley Group’s capital estimation 1s based on the Required Capital Framework, an internal
capital adequacy measure The framework 1s a risk-based nternal use of capital measure, which 1s
compared with the Morgan Stanley Group’s regulatory capital to help ensure the Morgan Stanley Group
mamtains an amount of risk-based going concern capital after absorbing potential losses from extreme
stress events at a point in time  The difference between the Morgan Stanley Group’s regulatory capital and
aggregate Required Capital 1s the Morgan Stanley Group's Parent capital

The Required Capital Framework will evolve over time in response to changes in the business and
regulatory environment and to incorporate enhancements 11 modelling techniques

The Margan Stanley Group actively manages 1its consohdated capital position based upon, among other
things, business opportunities, risks, capital availability and rates of return together with nternal capual
policies, regulatory requirements and rating agency gudelines and, therefore, in the future may expand or
contract 1ts capital base to address the changing needs of 1ts businesses

The Morgan Stanley Group also aims to adeguately capitalise at a legal entity level whilst safeguarding
that entity’s ability to continue as a going concern and ensuring that 1t meets all regulatory capial
requirements, so that it can continue to provide returns for the Morgan Stanley Group

In order to maintain or adjust the capital structure as described above, the Company may adjust the amount
of dividends paid, return capital to shareholders or 1ssue new shares

The Company manages the following items as capital

2012 2011
£'000 £'000
Called up share caputal 54 55
Share premium account 156,461 1,190,949
Currency revaluation reserve M (8)
Profit and loss account (152,752) (178,924)
3,756 1,012,072




NORFOLK TRADING B.V.

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

17. 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

18. COMMITMENTS AND CONTINGENCIES

The Company has entered into a Guarantee with Great St Helen's Finance Limited where the Company
acts as guarantor of payment of principal and a final coupon amount under the agreement on two stepped
coupon bonds 1ssued by Great St Helen's Finance Limited, a fellow Group undertaking

On 30 March 2006, Great St Helen’s Finance Limited 1ssued bonds {the “First Bonds”) with a nomina!
value of 1,000,000,000 The Company 1s exposed to the principal amount and final coupon amount of
20,000,000 CAD until the maturity date 10 December 2013

On 18 December 2007, Great St Helen’s Finance Limuted 1ssued bonds (the “Second Bonds™) with a
nomnal value of 1,070,000,000 The Company 1s exposed to the principal amount and final coupon
amount of 20,000,000 CAD until the maturity date 10 March 2020

No provision has been recogmsed n the statutory accounts, as the directors beheve payment under the
guarantee 15 unlikely Great St Helen's Finance Limited enters into transactions with the Morgan Stanley
Group and as a result 15 unhkely to default on its loan agreement The financial statements of Great St
Helens Finance Limited show that the Company had net assets of 3,471,600 CAD as at 31 December 2012

19. PARENT UNDERTAKINGS

The ultimate parent undertaking and controlling entity and the largest and smallest group of which the
Company 1s a member and for which group financial statements are prepared 1s Morgan Stanley Morgan
Stanley 15 incorporated 1n the state of Delaware, the United States of Amenca and copies of its financial
statements can be obtained from www morganstanley com/investorrelations

The Company’s immediate controlling party 1s Morgan Stanley Investment Holdmgs Jersey Limited,
which 1s registered at 22 Grenville Street, St Heler, Jersey, Channel Islands JE4 8PX

Signing of the financial statements
London

Management

q Dedobet” 2013

S I Merry . B Young
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ADDITIONAL INFORMATION
Year ended 31 December 2012

Statutory rules concerning appropriation of the net results . e~ -

Distribution can only be made to the extent that the Shareholder's equity exceeds the Iegal reserves and the
reserves provided for by the Articles of Association The Management Board must grant its approval which
it can only withhold i the event that it knows or reasonably should have known that - following the
disiribution - the Company will not be able to continue with the payment of its debts becoming due and
payable in the foreseeable future

The Articles of Incorporation of the Company provide that the net result for the period 15 at the disposition
of the Annual General Meeting of Shareholders

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 2012 Management propose to add the net result for the year to the profit and loss reserve This
proposal has been included n the financial statements

Subsequent events

No events have occurred since the balance sheet date, which would change the financial position of the
Company and which would require adjustment of disclosure (n the annual report now presented

Exempt from audit

Norfolk Trading BV qualifies as a small sized company according to Netherlands Cwvil Cede which
means 1t 15 exernpted from auditing the financial statements  For this reason the financial statements do not
include an audit report

19



