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MORGAN STANLEY SINOPE CAYMAN LIMITED

DIRECTORS’ REPORT

The Directors present their report and financiat statements (which comprise the profit and loss account, the
balance sheet, and the related notes, 1 to 15) for Morgan Stanley Sinope Cayman Limited (the “Company’)
for the year ended 31 December 2012

RESULTS AND DIVIDENDS
The profit for the year, after tax, was €4,933,000 (2011 €3,486,000 after tax)
During the year, no dividends were paid or proposed (2011 €n1l)

PRINCIPAL ACTIVITY
The principal activity of the Company 15 to act as an intermediate holding company
The Company 1s an exempted company incorporated under the laws of the Cayman Islands

The Company’s ultimate parent undertaking and controlling entity 1s Morgan Stanley, which, together with
the Company and Morgan Stanley's other subsihary undertakings, torm the “Morgan Staniey Group”

The management and control of the Company 1s 1n the United Kingdom, and the entity 1s Liable to UK
Corporation Tax on its taxable profits

There have not been any sigmificant changes in the Company’s principal activity 1n the year under review
and no significant change 1n the Company’s principal activity 15 expected

BUSINESS REVIEW

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

The profit and loss for the year 15 set out on page 6 The Company’s profit for the year has increased by
€1,447,000, from €3,486,000 1n the prior year to €4,933,000 n the current year The increase has been
driven by decrease in the average EUR floating rate of interest (the “Average Rate”) payable by the
Company on 1ts financial habthties at amortised cost of €442,472,000 The Average Rate decreased from
24% 1n 2011 to 2 1% 1n 2012 Of the Company’s assets €10,917,000 are at a fixed rate of 4 1% therefore
any change 1n the Average Rate has a direct impact on profit after tax

The balance sheet for the Company 1s set out on page 7 The Company’s net assets for the year were
€143,072 000 compared to €138,139,000 in the prior year The €4,933,000 increase 1s attributable to
interest accrued on the Company’s oans to other Morgan Stanley Group compamnes

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

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




MORGAN STANLEY SINOPE CAYMAN LIMITED

DIRECTORS’ REPORT

Risk management

Risk 1s 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 wdentify, assess,
moenitor and manage each of the various types of nisk involved in its activities on a global basis,
accordance with defined policies and procedures and in consideration of the individual tegal entities

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

Market risk

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

The Morgan Stanley Group manages the market nisk associated with 1ts trading activities on a global basis,
at both a trading divisions and an individual product level, which mcludes consideration of market risk for
each individual legal entity

Credit risk

Credit nsk refers to the risk of loss ansing when a borrower, counterparty or issuer does not meet 1ts
obhgations

The Morgan Stanley Group manages credit nsk exposure on a global consolidated basis as well as giving
consideration to individual legal entities It does this by ensuring transparency of material credit risks,
ensuring comphance with established limits, approving matenal extensions of credit, escalating risk
concentrations to appropriate senior management and miuganng crecht risk through the use of collateral and
other arrangements

Liquudity and capital resources

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

The Morgan Stanley Group’s semor management establishes the overall liqmdity and funding policies of
the Morgan Stanley Group and the hquidity risk management policies and procedures conducted within the
Company are consistent with those of the Morgan Stanley Group The primary goal of the Morgan Stanley
Group’s liquidity risk management tramework 15 to ensure that the Morgan Stanley Group, including the
Company, have access to adequate funding across a wide range of market condittons  The framework 1s
designed to enable the Company to fulfil s financial obligations and support the execution of the
Company’s business strategies

Morgan Stanley continues to actively manage its capital and hqudity 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 teshing requirements
proposed by regulators globally The Morgan Stanley Group uses Liquidity Stress Tests to model hquidity
outflows across multiple scenarios over a range of tune horizons These scenarios contain various
combinations of 1diosyncratic and systemic stress events

On 21 June 2012, Moody’s Investor Services announced the conclusion of an industry-wide reassessment
and revised ratngs 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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Liquudity and caputal resources (continued)

While certain aspects of a credit ratings downgrade are quantifiable pursuant to contractual provistons, the
impact 1t will have on the Morgan Stanley Group’s business and results of operation 1n future periods 1s
inherently uncertamn and will depend on a number of inter-related factors, including among others, the
magnitude of the downgrade, individual chient behaviour and future miugating actions the Morgan Stanley
Group may take The hquidity impact of additional collateral requirements 1s included 1n the Morgan
Stanley Group’s Liquidity Stress Tests

Operational risk

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

The Morgan Stanley Group has established an operaticnal risk management process thai operates on a
global and regional basis to identity, measure, monitor and control nsk  Effective operational nisk
management 15 essential to reducing the mmpact of operational nisk incidents and mmtigating legal,
regulatory, and reputaticnal 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 actions as a result of non-comphance with applicable legal or regulatory
requirements and standards or htigation  Legal risk also includes contractual and commerctal rnisk such as
the risk that a counterparty’s performance obligations will be unenforceable The Morgan Stanley Group 1s
generaily subject to extenstve regulation in the different junsdictions 1n which it conducts 1ts 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 nsk

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, principally through the Legal and Compliance Division, also
has established procedures that are designed to require that the Morgan Stanley Group’s policies relating to
business conduct, ethics and practices are followed glebally In connection with its businesses, the Morgan
Stanley Group has and continuously develops various procedures addressing 1ssues such as regulatory
capital requirements, sales and trading practices, new products, information barriers, potential conflicts of
interest, structured transactions, use and safekeeping of customer funds and securities, lending and credit
granting, anti-money laundening, 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 authority and capacity, adequacy of legal
documentation, the permissibility of a transaction under applicable law and whether applicable bankruptcy
or nsolvency laws limt or alter contractual remedies The legal and regulatory focus on the financial
services industry presents a continuing business challenge for the Morgan Stanley Group

Sigmficant changes 1n the way that major financial services institutions are regulated are occurring n the
Unmited Kingdom (“UK”}, Europe, the US and worldwide The reforms being discussed and, in some cases,
already umplemented, include several that contemplate comprehensive restructuring of the regulation of the
financial services industry  Such measures will hikely lead to sinicter regulation of financial instiutions
generally, and heightened prudential requirements for systemuically important firms i particular  Such
measures could include taxation of financial transactions, liabilities and employee compensatton as weill as
reforms of the over-the-counter (* OTC”) derivatives markets, such as mandated exchange trading and
cleanng, position limits, margin, capital and registration requirements
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Legal and regulatory and comphance risk (continued)

Changes 1n tax legislation 1n the UK and worldwide, such as taxauon of financial transactions, liabiities
and employees compensation, are also possible

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

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

A N Chnishan (appomted 16 August 2012, resigned 5 March 2013)
P K M Falk (resigned 14 September 2012)

S1Merry

BML Young (appomted 27 March 2013)

DIRECTORS’ AND OFFICERS’ LIABILITY INSURANCE

Directors’ and Officers” Liability Insurance 1s taken out by Morgan Stanley, the Company’s ulumate parent
undertaking, for the benefit of the Directors and Officers of the Company

QUALIFYING THIRD PARTY INDEMNITY PROVISIONS

Qualifying third party indemnity provistons (as defined in section 234 of the Companies Act 2006 of the
United Kingdom (the “Companies Act 2006)) were 1n force during the year and up to and inciuding the
date of the Directors’ report for the benefit of the Directors of the company

POST BALANCE SHEET EVENTS

There have been no sigmficant events since the balance sheet date




MORGAN STANLEY SINOPE CAYMAN LIMITED

DIRECTORS’ REPORT

DIRECTORS’ RESPONSIBILITIES STATEMENT

The Directors are responsible for preparing the annual report and the financial statements 1n accordance
with applicable law and regulations

The company was incorporated as an exempted company in the Cayman Islands under the laws of the
Cayman Islands The Directors and the shareholders of the company require the financial statements of the
Company to be prepared 1n accordance with Part 15 of the Compames Act 2006 of the United Kingdom
{that would have applied had these been statutory accounts under the Companies Act 2006) and drawn up
in Euros

The Directors are required to prepare such financial statements for each financial year which give a true and
fair view of the state of affairs of the Company and of the profit or loss of the Company for that period In
preparing those financial statements, the Directors are required to

. select suitable accounting policies and then apply them consistently,

. make Judgements 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 1s inappropriate to presume that

the Company will continue in business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company’s transactions and disclose with reasonable accuracy at any time the financial position
of the Company and enable them to ensure that the financial statements comply with the Companies Act
2006 They are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities

Approved by the Board and signed on its behalf by

Dlr;:\itor
S.Mer
i Ju njzonB




MORGAN STANLEY SINOPE CAYMAN LIMITED

PROFIT AND LOSS ACCOUNT
Year ended 31 December 2012

Note
Interest income 2
[nterest expense 3
PROFIT ON ORDINARY ACTIVITIES BEFORE
TAXATION
Tax on profit on ordinary activities 5

PROFIT FOR THE FINANCIAL YEAR

All operations were continuing n the current and prior year

2012 2011
€'000 €'000
14,593 11,062
(9,660) (7.576)
4,933 3,486
4,933 3,486

There were no recognised 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

A1econcihiation of the movement in shareholders’ funds 1s disclosed 1n note 10 to the financial statements

The notes on pages 8 to 20 form an integral part of the financial statements




MORGAN STANLEY SINOPE CAYMAN LIMITED
Registered number MC 161501

BALANCE SHEET
As at 31 December 2012
Note

FIXED ASSETS
Investments
- Subsidiary undertakings 6

CURRENT ASSETS
1.0ans and receivables
- Debtors 7

CREDITORS: AMOUNTS FALLING DUE

WITHIN ONE YEAR
Fmancial labilities at amortised cost 8

NET CURRENT LIABILITIES

TOTAL ASSETS LESS CURRENT LIABILITIES

CAPITAL AND RESERVES

Called up share captal 9
Profit and loss account 10

SHAREHOLDERS' FUNDS

2012 2011
€000 €'000
403,320 403,320
182,224 212,132
(442,472) (477,313)
(260,248) (265,181)
143,072 138,139
135,000 135,000
8,072 3.139
143,072 138,139

These financial statements were approved by the Board and authonsed for 1ssue on |\ :fu\u\) 013

Signed on behalf of the Board

Director
S.Mery

The noles on pages 8 to 20 form an integral part of the financial statements




MORGAN STANLEY SINOPE CAYMAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

1. ACCOUNTING POLICIES

The Company’s principal accounting policies are summarised below and have been applied consistently
throughout the current 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 l{e) below, and m accordance with applicable
United Kingdom company law and accounting standards

The Company 1s incerporated under the laws of the Cayman Islands, winich permits the use of Umted
Kingdom company law and the use of Umited Kingdom accounting standards n the preparation of financial
statements

The Company 15 not required to prepare consoldated financial statements by virtue of the exemption under
section 400 of the Companies Act 2006 The results of the Company ate included within the financial
statements of Morgan Stanley, a Company registered in Delaware, the Unuted States of America, which will
prepare consohdated financial statements for the year to 31 December 2012 The financial statements
therefore present information about the Company as an individual entity and not about its group

b) The going concern assumption

The Company’s business activities, together with the factors likely to affect its future development,
performance and position are reflected i the Business Review section of the Directors” report on pages 1
to4

As set out 1n the Directors’ report, retaining sufficient ligindity and capital to withstand market pressures
remains central to the Morgan Stanley Group’s and the Company’s strategy and steps have been taken to
strengthen the Morgan Stanley Group capital positton and ensure that the Company’s capital position 1s
satisfactory Although the Company 1s n a net current Liability position, the Company 1s performing in line
with expectations and the net current hiability position 1s due to amounts owing to fellow Morgan Stanley
Group undertakings withmn the next £2 months, the demand for repayment of which 1s wholly withmn the
control of the Morgan Stanley Group

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

<) Functional currency
Items included 1o the financial statements are measured and presented in Euros, the currency of the pnimary
economic environmemnt in which the Company operates

All currency amounts i the financial statements and Directors’ report are rounded to the nearest thousand
Euro
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

1.  ACCOUNTING POLICIES (CONTINUED)
d) Foreign currencies

All monetary assets and habilities denomunated 1n currencies other than Euvros are translated inio Euros at
the rates ruling at the balance sheet date Transactions in currencies other than Euros are recorded at the
rates prevailing at the dates of the transactions All translation differences are taken through the profit and
loss account Exchange differences recogmised in the profit and loss account are presented in ‘Other
income’ or ‘Other expense’, except where noted in 1{e) below

€) Financial Instruments

The Company classifies its financial assets into the following categories on imtial recognition 1nvestments
in subsichary undertakings and loans and receivables

The Company classifies 1ts financial habilities into the following categories on initial recognition financial
liabilities at amortised cost

More iformation regarding these classifications 1s included below
1) Investments in subsidiary and associated undertakings

Investments in subsidiary and associated undertakings outside the scope of FRS 26 Financial
tnstruments Recogmtion and measurement (“FRS 26™), are recorded within ‘Investments in subsidiary
and associated undertakings’ and are stated at cost, less provision for any mmpawrment  Interest
(recogmised on an accruals basis), dividend income (recogmised when the Company’s right to receive
payment 15 established), impairment losses, reversals of impairment losses, and foreign exchange
differences on monetary investments are all reported 1n the profit and loss account in ‘Net gains/ (losses)
on fixed asset investments 1n subsidiary and associated undertakings’

1i) Loans and receivables and financial habilities at amortised cost

Fimancial assets classified as loans and receivables are mtially recognised on settlement date at far value
(see note I(f) below) and subsequently measured at amortised cost less allowance for impairrment
Interest 1s recognised in the profit and loss account i Interest income’, using the effective interest rate
method as described below Transaction costs that are directly attributable to the acquisition of the
financial asset are added to or deducted from the fair value on 1nitial recogmtion Impairment iosses and
reversals of impairment losses on financial assets classified as loans and receivables are recognised in the
profit and loss account 1n ‘Other expense’

Financial habilities held at amortised cost are imuially recognised on settlement date at fair value (see
note 1(f) below) and subsequently measured at amortised cost Interest 1s recogmised n the profit and
loss account 1n ‘Interest expense’ using the effective interest rate method as descnibed below
Transaction costs that are directly attnibutable to the 1ssue of the financial hiability are added to or
deducted from the fair value on imtial recognition
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

1. ACCOUNTING POLICIES (CONTINUED)

The effective interest rate method 15 a method of calculating the amortised cost of a financial asset or
financial hability (or a group of financial assets or financial habilities) and of allocaung the nterest
mcome or interest expense over the expected hfe of the financial asset or financial hability The effective
interest rate 1s the rate that exactly discounts the estimated future cash payments and receipts through the
expected life of the financial asset or financial hability (or, where appropriate a shorter period) to the
carrying amount of the financial asset or financial hability The effective interest rate 1s established on
imtial recogmition of the financial asset and financial habiity  The calculation of the effective nterest
rate includes all fees and commissions paid or received, transaction costs, and discounts or premiums that
are an integral part of the effective inierest rate  Transaction costs are incremental costs that are directly
attributable to the acquisition, 1ssue or disposal of a financial asset or financial liablity

f) Fair value of financial instruments

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

The fair value of a financial nstrument on wnitial recogmtion is the transactton price (1 e the fair value of
the consideration given or received)

In determining fair value, the Company uses various valuation approaches and establishes a herarchy for
inputs used in measuring fair value that maxinises the use of relevant cbservable iputs and mimimises the
use of unobservable nputs by requiring that the most observable inputs be used when available
Observable inputs are mputs that market participants would use 1n pricing the asset or l:ability developed
based on market data obtained from sources independent of the Company Unobservable inputs are inputs
that reflect the Company’s assumptions about the assumptions other market parucipants would use 1n
pricing the asset or hability, developed based on the best information available in the caircumstances

g) Impairment of financial assets

At each balance sheet date, an assessment 1s made as to whether there 15 any objective evidence of
impairment m the value of financial assets classified as either fixed asset mvestments, or loans and
recetvables Impairment losses are recognised f 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 estimated reliably

Impairment losses on fixed asset investments n subsidiary and associated undertakings, are measured as
the difterence between cost and the current estimated recoverable amount When the cost 1s less than the
recoverable amount, an impairment is recognised within the profit and loss account in ‘Net gains/(losses)
on fixed asset investments (n subsidiary and associated undertakings’ and 1s reflected agamnst the carrying
amount of the impaired asset on the balance sheet

Impairment losses on loans and receivables cammed at amortised cost are measured as the difference
between the carrying amount of the financial asset and the present value of estimated cash flows discounted
at the asset’s onginal effective interest rate Such impairment losses are recognised n the profit and loss
account within *Other expense’ and are recogmrsed 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
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

1. ACCOUNTING POLICIES (CONTINUED)
If in a subsequent year the amount of the estimated impairment loss decreases because of an event
occurring after the impairment was recogmised, the previously recogmsed impawrment loss 15 reversed as

detailed by financial asset 11 note 1 (e) (3) and (1) Any reversal 1s hmuted to the extent that the value of the
asset may not exceed the origmal amortised cost of the asset had no impairment cccurred

h) Taxation

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

i) Cash flow statement

The Company’s ulumate parent undertakmg produces consohdated financial statements i which the
Company 1s included and which are publicly available Accordingly, the Company, which 1s a wholly-
owned subsidiary, has elected to avail itself of the exemption provided in Financial Reporting Standard
(“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 14,593 11,062

Included in Interest income from loans to Morgan Stanley Group undertakings 1s €10,917,000 (2011
€10,887,000) of preference share dividends

3. INTEREST EXPENSE

2012 2011
€000 €'000
Interest expense on loans from Morgan Stanley Group undertakings 9,660 7,576

4. STAFF COSTS

The Company employed no staff during the year (2011 nil)

The Directors did not receive any remuneration for their qualifying services to the Company during the
year (2011 ml)
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NOTES TQO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

5. TAX ON PROFIT ON ORDINARY ACTIVITIES

Analysis of charge in the year
2012 2011
€'000 €000
UK corporation tax at 24 50% (2011 26 49%)
- Current year - -

Tax on profit on ordinary activities - -

Factors affecting the tax expense for the year

The current year UK taxation expense 1 lower than that resulting from applying the average standard UK
corporation lax rate for the year of 24 50% (2011 26 49%) The main differences are explamed below

2012 2011
€000 €'000
Profit on ordinary activities before tax . 4,933 3,486
Profit on ordinary activities multiplied by the average standard rate
of corporation tax in the UK of 24 509 (2011 26 49%}) 1,209 923
Effects of"
Group relief surrendered for no cash consideration 1,466 1,961
Non-taxable dividends on preference shares shown as interest income (2,675) (2,.884)

Current tax charge for the year - -

Finance Act 2011 enacted a reduction to the UK corporation tax rate to 25% with effect from Apnl 2012
Finance Act 2012 mcreased the reduction by a further 1% The combined 2% reduction 1n the tax rate to
24% from | April 2012 did not impact the current tax charge for 2012 as the Company surrendered group
relief for no cash consideration

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

12
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

6. FIXED ASSET INVESTMENTS

Fixed asset investments in subsidiary undertakings

Subsidiary

undertakings

Cost and Net book value €000
At 31 December 2012 403,320

Subsidiaries 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 mnvestments with a book value greater than 20% of the Company’s own assets at 31
Decermber 2012, are as follows

Name of Country of Type of shares Proportion of Proportion of Nature of business
company incorporation held shares held voting rights
Morgan Stanley  The Netherlands Ordinary 100% 23 529% Financial services
Adrasta
Netherlands B V
Morgan Stanley The Netherlands Class A 100% 76 469% Financial services
Adrasta Redeemable
Netherlands BV Preference

Shares
Morgan Stanley The Netherlands Class B 100% 0 001% Financial services
Adrasta Redeemable
Netheriands B V Preference

Shares
Morgan Stanley The Netheriands Class C 100% 0 001% Financial services
Adrasta Redeemable
Netherlands B V Preference

Shares

7. DEBTORS

2012 2011
€000 €'000
Debtors classified within loans and receivables at amortised cost
Amounts due from Morgan Stanley Group undertakings 182,224 212,132
8. FINANCIAL LIABILITIES AT AMORTISED COST
2012 2011
€000 €000
Financial liabilities at amortised cost falling due within one year
Amounts owing to Morgan Stanley Group undertakings 442,472 477,313
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

9. CALLED UP SHARE CAPITAL

Shares classified as equity
2012 2011
€'000 €'000
Allotted and fully paid:
101 ordinary shares of $1 each - -

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

10. RECONCILIATION OF SHAREHOLDERS' FUNDS AND MOVEMENTS ON

RESERVES

Called up Share  Profit and

share premium loss
capital account account Total
€000 €'000 €000 €'000
At ] January 2011 135,000 347D 134,653
Total recogmised gains and losses - - 3,486 3,486
At 1 January 2012 - 135,000 3,139 138,139
Total recognised gains and losses - - 4,933 4,933
At 31 December 2012 - 135,000 8,072 143,072

[1. FINANCIAL RISK MANAGEMENT
Risk management procedures

Risk 15 an inherent part of both Morgan Stanley’s and the Company’s business activity and 1s managed by the
Company within the context of the broader Morgan Stanley Group The Morgan Staniey Group seeks to 1dentify,
assess, momtor and manage each of the various types of nsk involved n its business activities in 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 nsks faced by the Company resulting from its investment activities are set out below
Credit nsk

Credit risk refers to the risk of loss anising when a borrower, counterparty or 1ssuer does not meet 1ts financial
oblhigations

The Morgan Stanley Group manages credit risk exposure on a global consclidated basis and 1n consideration of
individual legal entities The credit nsk management policies and procedures of the Morgan Stanley Group
include ensuring transparency of material credit nsks, ensuring compliance with estabhshed limits, approving
material extensions of credit and escalating risk concentrations to apprepriate senmor managemeat Credit risk
management policies and procedures for the Company are consistent with those of the Morgan Stanley Group and
mclude escalauion to appropnate key management persennel of the Company
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

11.  FINANACIAL RISK MANAGEMENT (CONTINUED)

Credit risk (continued)

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

Stanley

‘The maximum exposure to credt 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 Its

exposure to credit risk

The Company does not have any significant exposure arising from items not recognised on 1ts balance sheet

Exposure to credit nisk by class

Class

Loans and receivables
Amounts due from Morgan Stanley Group Undertakings

Maximum exposure to credu risk by credit rating

Credit Rating

AA-

All credit ratings obtained from external rating agencies

Gross Credit Exposure

2012 2011
€'000 €000
182,224 212,132

Gross Credit Exposure
2012 2011
€000 €000

182,224 212,132

At 31 December 2012 there were no financial assets past due but not impawed or individually impared (2011

nene)
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MORGAN STANLEY SINOPE CAYMAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

11.  FINANCIAL RISK MANAGEMENT (CONTINUED)
Ligudity risk

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

The Morgan Stanley Group’s senior management establishes the overall Irquidity and funding pohicies of the
Morgan Stanley Group and the hquidity risk management policies and procedures conducted within the Company
are consistent with those of the Morgan Stanley Group The Morgan Stanley Group’s hquidity and funding risk
management policies are designed to mutigate the potential nisk that entities within the Morgan Stantey Group,
mcluding the Company. may be unable to access adequate financing to service their financial habilities when they
become payable without matenal, adverse franchise or busmess mnpact The key objective of the hqudity and
funding risk management framework 15 to support the successful execution 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 pertods of stressed market conditions

Lrqudity management policies

The core components of the Morgan Stanley Group’s hguidity management framework, which mcludes the
consideration of the hquidity risk for each individual entity, are the Contingency Funding Plan (“CFP™), Liquidity
Stress Tests and Global Liquidity Reserve, which support the Morgan Stanley Group's target hquidity profile

Conungency Funding Plan The CFP describes the data and information flows, limits, targets, operating
environment indicators, escalation procedures, roles and responsibilities, and available mitigating actions n the
event of a hquidity stress The CFP also sets forth the principal elements of the Morgan Stanley Group’s and the
Company’s liquidity stress testing which identifies stress events of different severity and duration, assesses
current funding sources and uses and establishes a plan for monttoring and managing a potential liquidity stress
event

Liquidrty Stress Tests  Liquidity stress tests model liquidity outflows across multiple scenarios over a range of
time honizons

The assumptions underpimning the Liquidity Stress Tests inctude, but are not limited to, the following (1) no
government support, (1) no access to unsecured debt markets, (111) repayment of all unsecured debt maturing
within the stress henizon, (v) higher harcuts and significantly lower availability of secured funding, (v)
additional collateral that would be required by trading counterparties and certain exchanges and clearing
organisations related to multt-notch credit rating downgrades, (vi) additional collateral that would be required due
1o collateral substitutions, collateral disputes and uncalled collateral, (vu) discretionary unsecured debt buybacks,
(vin) drawdowns on unfunded commitments provided to thirdparties, (ix)} chent cash withdrawals and reduction in
customer short positions that fund long positions, (x} lumited access to the forergn exchange swap markets, (xi)
return of securities borrowed on an uncollaterahised basis, and (x11) maturity roll-off of outstanding letters of credit
with no further 1ssuance

The Liguidity Stress Tests are produced at the Morgan Stanley Group and major operating subsidianes, as well as
major currency fevel, to capture specific cash requirements and cash availability at various legal entines The
Liquidity Stress Tests assume that subsidianes will use thewr own hquidity first to fund their obligations before
drawing liquidny from Morgan Stanley It 1s also assumed that Morgan Stanley does not have access 1o cash that
may be held at certasn subsidianes that are subject to legal, regulatory or tax constrants

16
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11.  FINANCIAL RISK MANAGEMENT (CONTINUED)

The Company 15 not considered a major operating subsidiary for the purposes of liquidity nisk However, the
Company would have access to the cash or hquidity reserves held by Morgan Stanley 1n the unhkely event that
they were unable to access adequate financing to service therr financial habilities when they become payable

The CFP and Liquidity Stress Tests are evaluated on an on-going basis and reported to the Firm Risk Commuttee,
Asset/ Liability Management Commuttee, and other appropriate risk commuttees

Global Liquidity Reserve The Morgan Stanley Group mamntains sufficient hquidity reserves (“the Global
Liquidity Reserve™) to cover daily funding needs and meet strategic liquidity targets sized by the CFP and
Liquudity Stress Tests The size of the Global Liqudity Reserve 1s actively managed by the Morgan Stanley
Group The following components are considered n s12ing the Global Liquidity Reserve unsecured debt maturity
profile, balance sheet size and composition, funding needs n a stressed environment inclusive of conungent cash
outflows and collateral requirements and additional reserve, which 1s primanly a discretionary surplus based on
the Morgan Stanley Group’s risk tolerance and 15 subject to change dependent on market and firm specific events

The Global Liguidity 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 hqud and diversified cash and cash
equtvalents and unencumbered securities (including US government securities, US agency securities, US agency
mortgage-backed securities, Federal Deposit Insurance Corporation — guaranteed corporate debt and non-US
EOVEIMMENt Securities)

Funding management policies

The Morgan Stanley Group manages its funding in a manner that reduces the risk of disruption to the Morgan
Stanley Group's and the Company’s operattons The Morgan Stanley Group pursues a strategy of diversification
of secured and unsecured funding sources (by product, by investor and by region) and atternpts to ensure that the
tenor of the Morgan Stanley Group’s, and the Company’s, habilities equals or exceeds the expected holding
period of the assets being financed

The Morgan Stanley Group funds its balance sheet on a global basts through diverse sources, which includes
consideration of the funding nisk of each legal entity These sources may include the Morgan Stanley Group’s
equity capttal, long-term debt, secunties sold under agreements to repurchase, secunties lending, deposits,
commercial paper, letiers of credit and lines of credit The Morgan Stanley Group has active financing programs
for both standard and structured products, targeting global imvestors and currencies

In managing both the Morgan Stanley Group’s and the Company’s funding nisk the composition and size of the
entire balance sheet, not just financial habilives, 1s monstored and evaluated A substantial portion of the Morgan
Stanley Group’s total assets consists of hiquid marketable securities and short-term collateralised receivables
arising from its Insttutional Securities sales and trading activities The liquud nature of these assets provides the
Morgan Stanley Group and the Company with flexibility m financing and managing their business

Maturity analysis

In the following maturity analysis, the amounts represent undiscounted cash flows receivable and payabie by the
Company ansing from its financial assets and financial habilities to earliest contractual maturities as at 31
December 2012

Receipts of financial assets and repayments of financial liabilities that are subject to immediate notice are treated
as 1f notice were given immediately and are classified as on demand This presentation 1s considered by the
Company to appropnately reflect the liquidity risk arising from those financial assets and financial habilities,
presented 1t a way that 15 consistent with how the liqmdity nisk on these financial assets and financial liabilities 15
managed by the Company




MORGAN STANLEY SINOPE CAYMAN LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

11.  FINANCIAL RISK MANAGEMENT (CONTINUED)

In December 2012, the Company has loans and receivables due from Morgan Stanley Group undertakings of
€182,224,000 compared to €212,132,000 (n 2011 All loans are repayable on demand

For financial habilities the Company has habihties (including amounts owed to Morgan Stanley group
undertakings, preference shares and preference share premium account), of €422,472,000 m 2012 compared to
€477,313,000 1n 201t All amounts are payable on demand

Market Risk

Market nsk s defined under FRS 29 Fmancial Instruments disclosures as the risk that the fair value or future
cash flows of a financial instrument wili fluctuate because of changes 1n market prices

Sound market nisk management 1s an mntegral pan 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 ensuring transparency of material market risks, monioring compliance with established limits, 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 vanety of risk analyses, routmely reports risk summaries and mantains the
Value at Risk (*VaR") and scenario systems The Company 1s managed within the Morgan Stanley Group’s
global tramework The market risk management pohicies and procedures of the Company nclude pertorming risk
analyses and reporting material risks 1dentified to appropnate key management personnel of the Company

The Company 1s exposed to the following types of market risk under this definition interest rate risk
Interest rate risk

[nterest rate risk 18 defined under FRS 29 ‘Financial instruments disclosures’ as the risk that the fair value or
tuture cash flows of a financial instrument will fluctuate because of changes in market interest rates The
Company 1s primarily exposed to interest rate risk under this defimtion as a result of changes n the future cash
flows of floating rate intercompany loans held at amortised cost

The application of a parallel shift 1n market mterest rates of 50 basis points to these positions, with all other
vaniables remaming constant, would result in an increase 1n income reported in the income statement of the
Company of approximately €1,392,000 (2011 €1,554,000)

12, CAPITAL MANAGEMENT

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

The Morgan Stanley Group’s capital estimation 1s based on the Required Capital Framework, an nternal capital
adequacy measure The framework 15 a risk-based nternal use of capital measure, which 1s compared with the
Morgan Stanley Group's regulatory capital to help ensure the Morgan Stantey Group maintan an amount of risk-
based gomng concern capital after absorbing potential losses from extreme stress events at a powat in time  The
difference between the Morgan Stanley Group's regulatory capital and aggregate Required Capital 15 the Morgan
Stanley Group’s Parent capital
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12. CAPITAL MANAGEMENT (CONTINUED)

Tier | capital and common equity attnbution to the business segments 1s based on capital usage calculated by
Required Capital In principle, each business segment 15 capitalised as 1f 1t were an operating entity with limited
diversificanion benefit between the business segments  Required Capital 1s assessed at cach business segment and
further atiributed to product lines  This process 1s intended to align capital with the nisks in each business segment
1 order to allow senmior management to evaluate returns on a risk-adjusted basts

The Required Capital Framework will evolve over time n response to changes n the business and regulatory
environment and to mcorporate enhancements 1n modelling techmques

The Morgan Stantey Group actively manages 1ts consohdated capital position based upon, among other things,
business opportunities, risks, capital availablity and rates of return together with mternal capital policies,
regulatory requirements and rating agency guidelines and, therefore, 1n the future may expand or contract its
capital base to address the changing needs of its businesses

The Morgan Stanley Group also aims to adequately capitahize at « legal entity whilst safeguarding that entity’s
abihty to continue as a going concern and ensuning that 1t meets all regulatory caputal requirements, so that 1t can
confinue to provide returns for Morgan Stanley Group

In order to mantain or adyust the capital structure as described above, the Company may adjust the amount of
dividends paid, return caputal to shareholders or issue new shares

The Company manages the following ttems as capital

2012 2011

€000 €'000

Ordinary share capital - -
Share premium 135,000 135,000
Reserves 8,072 3,139
143,072 138,139

13. SEGMENTAL REPORTING

The Company has only one class of business as descrnibed wn the Directors’ report and operates in one
geographic market, Europe, Middle East and Africa (EMEA)

14. RELATED PARTY TRANSACTIONS

The Company 15 exempt from the requirement to disciose 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
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15. 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 obtained from www morganstanley com/investorrelations

The Company’s parent and immediate controlling party 1s Morgan Stanley Himaha Cayman Limited,
whuch 15 registered tn Cayman Islands Copies of its financial statements can be obtamed from the Registrar
of Companies for Engiand and Wales, Companies House, Crown Way, Card(ff, CFt4 3UZ
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