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MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT

The Directors present their interim managementntegoad the condensed consolidated financial statésne
(“Interim Financial Statements”) of Morgan Stan&yCo. International plc (the “Company”) and all it§
subsidiary undertakings (together the “Group”), fbe six months ended 30 June 2017. This interim
management report has been prepared for the Groapvenole and therefore gives greater emphasis to
those matters which are significant to the Compang its subsidiary undertakings when viewed as a
whole.

The interim management report contains certain dogwooking statements. These statements are made b
the Directors in good faith based on the informatwailable at the time of their approval of thepart and
such statements should be treated with cautiontaltiee inherent uncertainties, including both ecoito
and business risk factors, underlying any suchdodwooking information.

RESULTS AND DIVIDENDS

The Group made a profit after tax in the six morghded 30 June 2017 of $695 million (30 June 2016:
$296 million).

On 31 May 2017, the Directors approved and paidwpon payment on the Additional Tier 1 (“AT1")
capital instruments of $118,625,000 (31 Decembd628157,625,000 of pre-tax coupon interest on the
AT1 instrument was paid on 20 December 2016) ouesérves available for distribution at 31 December
2016. See note 10. No other dividends were proposedid during the six months ended 30 June 2017.

PRINCIPAL ACTIVITY

The principal activity of the Group is the provisiof financial services to corporations, governreeard
financial institutions.

The Company operates branches in the Dubai InferratFinancial Centre, the Netherlands, Poland, th
Qatar Financial Centre, South Korea and Switzerl@w 1 February 2017, the Company transferred the
assets and liabilities of the French branch to Mor§tanley (France) S.A., a wholly owned subsidi@ny
transfer, the branch was dissolved.

There have not been any changes in the Group’sipahactivity during the period and no significant
change in the Group’s principal activity is expelcte

The Group’s ultimate parent undertaking and colit@lentity is Morgan Stanley, which, together wikte
Group and Morgan Stanley’s other subsidiary un#terts, form the “Morgan Stanley Group”.

The Morgan Stanley Group is a global financial gmw firm that maintains significant market positdan
each of its business segments: Institutional SeesyiWealth Management and Investment Management.
The Morgan Stanley Group provides a wide varietypafducts and services to a large and diversified
group of clients and customers, including corporaj governments, financial institutions and indiiils.

As a key contributor to the execution of the Mordatanley Group’s Institutional Securities strategy
Europe, the Middle East and Africa ("EMEA”"), the @bip provides capital raising; financial advisory
services, including advice on mergers and acqoisti restructurings, real estate and project fieanc
corporate lending; sales, trading, financing andketamaking activities in equity and fixed income
securities and related products, including foragohange and commodities; and investment activities

REGULATION

The Company is authorised by the Prudential Reigmatuthority (“PRA”) and regulated by the PRA and
the Financial Conduct Authority (“FCA”). In additip the Company is a registered swap dealer and is
regulated by the United States (“US”) Commodityufas Trading Commission (“CFTC").
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INTERIM MANAGEMENT REPORT
BUSINESS REVIEW

Global markets and economic conditions

Growth in the global economy was robust in the firalf of 2017, likely expanding close to 4% in lbohe

first and second quarter. Strength was broad-basgdss both developed economies and emerging
markets. Growth averaged close to 2% in the USs#ightly higher in the Euro area. The United Kingdo
(“UK") was a laggard with growth averaging arourb.lin emerging markets, Chinese growth was more
resilient than expected and the Brazilian and Runsgiconomies experienced economic recoveries. In
March, the US Federal Reserve increased interéss$ far the third time in the current cycle andnthe
followed with a fourth increase in June to 1.25%rbbver, at its July meeting it announced thakxjteets

to begin the process of balance sheet normalisatédatively soon”. The Chinese authorities implaresl
policy measures to reduce capital outflows andniinea sector risks. In terms of the political cycle
populist parties failed to make major breakthroughshe Dutch and French Presidential elections. UK
Prime Minister Theresa May triggered the Article p®cess for the UK to leave the European Union
(“EU”) in March and her Conservative party lostritgjority at the June election.

UK Referendum

On 23 June 2016, the UK electorate voted to leageEU. On 29 March 2017, the UK formally invoked
Article 50 of the Lisbon Treaty, which triggeredveo-year period, subject to extension, during whtich

UK government is expected to negotiate its withdrdasgreement with the EU. It is difficult to prettbe
future of the UK’s relationship with the EU, whiacertainty may increase the volatility in the glbb
financial markets in the short- and medium-termsé\it any extension, the UK is expected to leavéthe

in early 2019. The terms and conditions of the cimdited withdrawal from the EU, and which of the
several alternative models of relationship that the¢ might ultimately negotiate with the EU, remain
uncertain. However, the UK government has statad ttre UK will leave the EU single market and will
seek a phased period of implementation for the redationship that may cover the legal and reguiator
framework applicable to financial institutions wisignificant operations in Europe, such as Morgan
Stanley. Potential effects of the UK exit from th#J) and potential mitigation actions may vary
considerably depending on the timing of withdraveadd the nature of any transition or successor
arrangements. Any future limitations on providingahcial services into the EU from our UK operasion
could require us to make potentially significantiefes to our operations in the UK and Europe amd ou
legal structure there, which could have an adveffset on our business and financial results.

Overview of 2017 Financial Results

The condensed consolidated income statement f@ixtmonths ended 30 June 2017 is set out on page 1
The Group reported a profit after tax for the siarmhs ended 30 June 2017 of $695 million compavea t
profit after tax of $296 million for the six montlended 30 June 2016 as a result of increased resenu
partially offset by higher expenses.

The Group’s revenues are best reviewed across dgee@ate of ‘Net gains on financial instruments
classified as held for trading’, ‘Net losses orafigial instruments designated at fair value througtfit or
loss’, ‘Net gain on available-for-sale financialsass’, ‘Interest income’, ‘Interest expense’ andhéer
income’ (“aggregate revenues”). Aggregate reverioethe six months ended 30 June 2017 increased by
48% to $3,219 million compared to $2,180 milliom foe six months ended 30 June 2016.

The increase in aggregate revenues was primaiilgmby increased revenues in the Institutionalifieg
division, the Fixed Income division and the InvestinBanking division. In addition, revenues incezhs

the period as a result of the Group and Morganl&ga@roup updating its Global Transfer Pricing Bl
effective 1 January 2017This change in transfer policy is consistent witlolging transfer pricing
guidance under Organization for Economic Coopenatmd Development (“OECD”)'s and evolving
regulatory guidance. The transfer pricing metheteded for implementation is one of the methods
specified under the 2017 OECD Transfer Pricing @linés for Multinational Enterprises and Tax
Administrations. This new policy is the subject afmultilateral Advanced Pricing Agreement that is
currently under review by relevant tax authorities.
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BUSINESS REVIEW (CONTINUED)

Overview of 2017 Financial Results (continued)

The increase in Institutional Equities revenues piamarily driven by Cash Equities and Derivatiaesa
result of increased client activity during the pelri with 2016 being lower due to challenging market
conditions.

The increase in Fixed Income revenues was duecteased client activity and market volatility asrkess
rallied. The revenues for the six months ended 3@ J2016 were impacted by market uncertainty,
including the slowdown in China’s growth and the ti#ferendum.

The increase in Investment Banking revenues wadalirecreased advisory revenues, with 2016 revenues
having been lower as a result of market uncertainty

Other expenses increased from $1,712 million fergix months ended 30 June 2016 to $2,220 million f
the six months ended 30 June 2017.

Staff related expenses increased by 17% from $7Bibmrfor the six months ended 30 June 2016 to4588
million for the six months ended 30 June 2017. oeease was primarily driven by higher discretigna
compensation due to the higher revenues, partidii§et by lower salary costs due to the weakenintp®
British Pound against the US dollar.

Non-staff related expenses increased by 40% frob% $8illion for the six months ended 30 June 2016 to
$1,336 million for the six months ended 30 June720he increase in non-staff related costs is paity

as a result of the Group and Morgan Stanley Graqagating its Global Transfer Pricing Policy, effeetil
January 2017.

Included in non-staff related expenses for thenspnths ended 30 June 2017 is an $86 million promwisi
related to a UK indirect tax (Value-added Tax “VAThatter. Refer to note 8 for further details.

The Group’s tax expense for the six months endedJ@@e 2017 was $304 million compared to
$172 million for the six months ended 30 June 20Mi6s represents an effective tax rate of 30.40% (3
June 2016: 36.75%) which is higher than the avestagedard rate of UK corporation tax (inclusivettod
UK Banking surcharge) of 27.25% (30 June 2016: 28é§ note 3 for further details.

The condensed consolidated statement of finanoisitipn presented on page 22 reflects increasésein
Group’s total assets and total liabilities of $BR%nillion and $15,296 million respectively, in dacase
representing increases of 4% as at 30 June 2017/ wdmpared to 31 December 2016. The increase in
total assets is driven by increases of $10,245anilin trade receivables and $7,050 million in &icial
assets classified as held for trading’, partiaffiget by a decrease of $7,710 in ‘securities pwsedaunder
agreements to resell’. The increase in total litded is driven by increases in other payables 28,809
million, and an increase in ‘financial liabilitiedesignated at fair value’ of $17,387 million, whialere
partially offset by a decrease in ‘financial liatidls classified as held for trading’ of $19,304lion.

The increase in trade receivables is driven bynarease in Prime Brokerage receivables and incsgéase
cash collateral pledged as a result of changehenunderlying derivative exposures. The increase in
financial assets held for trading is driven by acréase in corporate equities as a result of iseckalient
demand and market movements, partially offset gaease in derivative assets driven by tradesringtu
and reduced client demand.

The increase in other liabilities is driven by amrease in the long-term intercompany funding due t
increases in business activity. The increase ianfiial liabilities designated at fair value is dioean
increase in client financing activity. The decreasdinancial liabilities held for trading was dem by a
decrease in derivative liabilities as a resultrafles maturing and reduced client demand.
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INTERIM MANAGEMENT REPORT
BUSINESS REVIEW (CONTINUED)

Overview of 2017 Financial Results (continued)

The condensed consolidated statement of cash fwasented on page 23 shows a decrease in cash and
cash equivalents of $60 million during the six nfenénded 30 June 2017 (six months ended 30 Juie 201
net increase of $2,365 million). Net cash inflowsni operating activities were $1,108 million (3thdu
2016: $2,452 million). This has been partially effby net cash outflows from financing activitiasedto

the net repayment of the subordinated loans of6$8illion (30 June 2016: $nil) and payment of thE€lA
coupon of $119 million (30 June 2016: $nil million)

Key performance indicators

The Board of Directors monitors the results of @®up by reference to a range of performance asid ri
based metrics, including, but not limited to thédwing:

Profitability metrics

Return on ordinary shareholder’s equitfhe Group’s return on ordinary shareholder’s eq(ptyfit/loss
for the period attributable to the parent lessdéwvids paid on AT1 instruments as a percentagedafany
shareholder’s equity at the beginning of the y¢atal equity less AT1 Instruments and Non-contngjli
Interest)) was 3.9% for the six months ended 3@ 2017 (six months ended 30 June 2016: 1.9%).

Return on assetshe Group’s return on assets (profit/ loss forfleeiod as a percentage of total assets at
the beginning of the year) was 0.2% for the six therended 30 June 2017 (six months ended 30 June
2016: 0.1%).

Balance sheet assets

Total assetsTotal assets of the Group continue to be closelyitoced. The Group’s total assets, as
disclosed on page 22, increased by 4% from $423;734i6n at 31 December 2016 to $439,296 million at
30 June 2017.

Capital

The Group monitors its, and the Company’s capitaition against a range of key metrics including th
following:

Tier 1 regulatory capitalThe Company’s Tier 1 capital as calculated in agance with PRA rules which
are based on the fourth EU Capital Requirementeddire (“CRD”) and EU Capital Requirements
Regulation (“CRR”), collectively known as “CRD IV'was $15,282 million as at 30 June 2017 (31
December 2016: $15,185 million) and its Tier 1 tapiatio was 11.2% as at 30 June 2017 (31 December
2016: 14.8%), which is in excess of the requiredimum regulatory ratio. Tier 1 capital ratio isfided

as Tier 1 capital divided by risk-weighted asse&®NAs”"). The decrease in Tier 1 capital ratio isinha
driven by an increase in RWAs, principally in marlaedit and concentration risk RWAs.

Leverage ratio CRD IV, as amended by the European Commissioreda¢éd Act, introduced on 10
October 2014 a new requirement to calculate a égeeratio, which compares Tier 1 capital to a mesasu
of leverage exposure, which is defined as the stiassets less Tier 1 capital deductions plus offfisixze
sheet exposures. Currently no regulatory minimutio tzas been set pending further European legisiati
although public disclosure requirements were effedor reporting periods from 1 January 2015. AS@&
June 2017, the Company had a leverage ratio of 3BBMDecember 2016: 4.0%), which is above the
minimum regulatory ratio of 3% that is expectecpply in the future once new legislation is introed.
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RISK MANAGEMENT

Risk is an inherent part of the Group’s businesdwiac The Group seeks to identify, assess, maoratad
manage each of the various types of risk involvedts business activities, in accordance with dafin
policies and procedures. The Group has develogedvin risk management policy framework, which
leverages the risk management policies and proesdof the Morgan Stanley Group and the Morgan
Stanley International Limited (“MSI”) Group and wehi includes escalation to the Group’s Board of
Directors and to appropriate senior managemenbpaed of the Group as well as oversight through the
Group’s Board of Directors and through a dedica®isk Committee of non-executive Directors that
reports to the Board of MSI, the Company’s ultimdte parent undertaking.

Note 13 to the condensed consolidated financi&istants provides more detailed quantitative discks
Pages 6 to 28 of the strategic report and not® 2fiet consolidated financial statements for the yeaed
31 December 2016 provide more detailed qualitatigelosures on the Group’s exposure to financekisi

Set out below is an overview of the Group’s polcier the management of financial risk and other
significant business risks.

Market risk

Market risk refers to the risk that a change inléwel of one or more market prices, rates, indigagplied
volatilities (the price volatility of the underlygninstrument imputed from option prices), corre@ati or
other market factors, such as market liquidity] véikult in losses for a position or portfolio.

The Group manages the market risk associated wsthrading activities at both a division and an
individual product level, and includes considenatid market risk at the legal entity level.

The Group uses the statistical technique known @R s one of the tools used to measure, monitor and
review the market risk exposures of its tradingtfotios. The Market Risk Department calculates and
distributes daily VaR-based risk measures to varievels of management. The following table shdves t
Group’s VaR for primary risk categories and totahdgement VaR for the six month period ended 30
June 2017 and for the year ended 31 December 2016.

95% / one-day VaR for the six 95% / one-day VaR for the year
months ended 30 June 2017 ended 31 December 2016
Period Period

End Average End Average

$millions $millions $millions $millions

Primary Risk Categories 22 20 16 17
Credit Portfolid" 5 6 7 8
Less: Diversification benefft (3) (4) (6) (5)
Total Management VaR 24 22 17 20

(1) The Credit Portfolio VaRncludes loans that are carried at fair value assbeiated hedges as well as counterparty ¢
valuation adjustments and related hedges.

(2) Diversification benefit equals the differenceteen total management VaR and the sum of the VaRbe Pimary Market
Risk Categories and the Credit Portfolio. This Wiererises because the simulated alag- losses for each of the compor
categories occur on different days; similar diviazation benefits are also taken into account witbéch category.
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RISK MANAGEMENT (CONTINUED)

Market risk (continued)

The Group’s average Management VaR for Primary Ristegories for the six months ended 30 June 2017
was $20 million compared to $17 million for the yesded 31 December 2016. The increase in average
Management VaR for Primary Market Risk Categorgespread across underlying risk factors, including
interest rates, credit spreads, equity price argida exchange risk.

The Group’s average Credit Portfolio VaR for the& sionths ended 30 June 2017 was $6 million,
compared to $8 million for the year ended 31 Decan@®16. This reduction was mainly due to a deereas
in credit risk exposure in high rated corporates.

The Group’s average Total Management VaR for tkemsnths ended 30 June 2017 was $22 million,
compared to $20 million for the year ended 31 Ddmem2016.

Credit risk

Credit risk refers to the risk of loss arising wharborrower, counterparty or issuer does not niset i
financial obligations to the Group. Credit risk luimbes country risk, which is further described keldhe
Group primarily incurs credit risk exposure to ingtons and sophisticated investors through its
Institutional Securities business segment.

Credit risk exposure is managed on a global basisia consideration of each significant legal gntit
within the Morgan Stanley Group. The credit risknagement policies and procedures establish the
framework for identifying, measuring, monitoringdaoontrolling credit risk whilst ensuring transpacg

of material credit risks, and compliance with eBshied limits and escalating risk concentrations to
appropriate senior management.

For further information on the Group’s credit ristkanagement framework, monitoring and control, d¢redi
evaluation and risk mitigation procedures, refepages 15 to 17 of the strategic report in the clihsted
financial statements for the year ended 31 Dece@D8.
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Credit risk (continued)

The following table shows the Group’s maximum expesto credit risk and credit exposure for certain
financial assets the Group believes are subjectddit risk and where the Group has entered ingalitr
enhancements, including receiving cash and secastyollateral and master netting agreements. The
financial effect of the credit enhancements is dlisolosed in the table. The net credit exposupeasents

the credit exposure remaining after the effect ki tredit enhancements. Exposure to other Morgan
Stanley Group undertakings is included in thiseabl

Exposure to credit risk by class

30 June 2017 31 December 2016
Gross credit Credit  Net credit Gross credit Credit Net credit
Class exposuré?  enhancements exposuré? exposuré?  enhancements exposuré?
$millions $millions $millions $millions $millions $millions
Cash collateral on
securities borrowed 21,947 (21,089) 858 19,601 (18,900) 701
Securities purchased under
agreements to resell 69,736 (68,320) 1,416 77,446 (75,053) 2,393
Financial assets classified as held for
trading:
Derivatives 160,718 (152,636) 8,082 183,553 (175,809) 7,744
Financial assets designated
at fair value through profit or loss 8,181 (7,834) 347 4,312 (3,697) 615
260,582 (249,879) 10,703 284,912 (273,459) 11,453

(1) The carrying amount recognised in the condertsetolidated statement of financial position begtresents the Groupfaaximum
exposure to credit risk.

(2) Of the residual net credit exposure, intercomypeross product netting arrangements are in plddeh would allow for aradditional
$4,470 million (2016: $3,696 million) to be offdrtthe event of default by certain Morgan Stanleyrgerparties.

Country risk exposure

Country risk is the risk that events in, or affagti a foreign country might adversely affect theor.
“Foreign country” means any country other than th€. Sovereign Risk, by contrast, is the risk that a
government will be unwilling or unable to meet dsbt obligations, or renege on the debt it guaemte
Sovereign risk is single-name risk for a soveraygnernment, its agencies and guaranteed entifies.
further information on how the Group identifies, mitors and manages country risk exposure refeatep
19 of the strategic report of the consolidatedrfaial statements for the year ended 31 Decembe§.201

The Group’s sovereign exposures consist of findringtruments entered into with sovereign and local
governments. Its non-sovereign exposures consisiposures to primarily corporations and financial
institutions. The table below shows the Groupie flargest non-UK country net exposures. Exposure
other Morgan Stanley Group undertakings has beelu@ed from this table.
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Credit risk (continued)

Country risk exposure (continued)

Five largest non-UK country risk net exposures &83June 2017:

Country

United States:
Sovereigns
Non-sovereigns

Total United States

Belgium
Sovereigns
Non-sovereigns

Total Belgium

Germany
Sovereigns
Non-sovereigns

Total Germany

Japan
Sovereigns
Non-sovereigns

Total Japan

Italy
Sovereigns
Non-sovereigns

Total Italy

Net Exposure
Net Counterparty Funded Unfunded Before Net
Inventory®  Exposurd? lending Commitments Hedges Hedge$® Exposure?
$millions $millions $millions $millions  $millions $millions  $millions
(646) 23 - - (623) - (623)
2,226 1,547 20 16 3,809 (89) 3,720
1,580 1,570 20 16 3,186 (89) 3,097
1,132 - - - 1,132 - 1,132
8 83 - - 91 - 91
1,140 83 - - 1,223 - 1,223
623 745 - - 1,368 (1,048) 320
(110) 1,293 7 22 1,212 (458) 754
513 2,038 7 22 2,580 (1,506) 1,074
49 - - - 49 - 49
109 852 - - 961 (37) 924
158 852 - - 1,010 (37) 973
64 (1) - - 63 48 111
(35) 500 48 482 995 (240) 755
29 499 48 482 1,058 (192) 866

(1) Net inventory represents exposure to both longshmt single name and index positions (i.e. bomisexuities at fair value
and CDS based on notional amount assuming zerovesc@adjusted for any fair value receivable or fidgnr As a market
maker, the Group transacts in these CDS positmfectlitate client trading.

(2) Net counterparty exposure (i.e. repurchase traiosactsecurities lending and over-the-counter (“OT@rrivatives) taking
into consideration legally enforceable master ngttigreements and collateral.

(3) Represents CDS hedges (purchased and sold) orouetegparty exposure and funded lending executetrasiing desks
responsible for hedging counterparty and lendirglicrisk exposures for the Group. Amounts areetiam the CDS notional
amount assuming zero recovery adjusted for anyé&ire receivable or payable.

(4) In addition, as at 30 June 2017, the Group hadsxeao these countries for overnight deposits withks of approximately

$1,085 million.

10
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Liquidity and funding risk

Liquidity and funding risk refers to the risk ththe Group will be unable to finance its operatidng to a
loss of access to the capital markets or difficiftyiquidating its assets. Liquidity and fundingk also
encompasses the Group’s ability to meet its firemabligations without experiencing significant lmess
disruption or reputational damage that may thredseviability as a going concern.

For a further discussion on the Group’s liquiditydafunding risk refer to pages 21 to 24 of thetejiw
report in the consolidated financial statementsHeryear ended 31 December 2016.

Secured funding

The table below presents the Group’s secured fgnlifabilities split between short-term secured fimgd
(with a maturity of less than one year remainiranfr30 June 2017 and 31 December 2016) and long-term
secured funding (with a maturity of more than omaryfrom 30 June 2017 and 31 December 2016)
consisting of securities sold under agreementeganchase and cash collateral on securities loaned.

For further information on how the Group’s usesused funding refer to page 24 of the strategic rejmo
the consolidated financial statements for the gealed 31 December 2016.

30 June 2017 31 December 2016

$millions $millions
Short-term secured funding:
Cash collateral on securities loaned 23,237 21,119
Securities sold under agreements to repurchase 583,1 44,033
Total short-term secured funding 56,394 65,152
Long-term secured funding:
Cash collateral on securities loaned 708 105
Securities sold under agreements to repurchase 56,24 4,383
Total long-term secured funding 6,953 4,488
Total secured funding 63,347 69,640

Credit ratings

The Company relies on external sources to finansigaficant portion of its day-to-day operationghe
cost and availability of financing generally arepaated by, among other variables, the Companygitcre
ratings. In addition, the Company’s credit ratinggn have an impact on certain trading revenues,
particularly in those businesses where longer-smmterparty performance is a key consideratioch s$
OTC derivative transactions, including credit datives and interest rate swaps. Ratings agenciesder
company-specific factors; other industry factorschsuas regulatory or legislative changes; the
macroeconomic environment; and perceived levetpugérnment support, among other things.

Some rating agencies have stated that they cuyriexcibrporate various degrees of credit ratingfufiom
non-governmental third party sources of potentigip®rt.

At 30 June 2017, the Company’s senior unsecurésatvere as follows:

Short- Term  Long- Term Rating

Debt Debt Outlook

Moody's Investors Service, Inc ("Moody's") P-1 Al Stable
Standard & Poor's Rating Service ("S&P") A-1 A+ Stable

11
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Liquidity and funding risk (continued)
Collateral impact of a downgrade

In connection with certain OTC trading agreememtd eertain other agreements where the Company is a
liquidity provider to certain financing vehicleshet Company may be required to provide additional
collateral or immediately settle any outstandirapility balances with certain counterparties ordgke
additional collateral to certain exchanges andritigaorganisations in the event of a future credttng
downgrade irrespective of whether the Company &iiret asset or net liability position.

The additional collateral or termination paymerhiattmay be called in the event of a future creatiing
downgrade vary by contract and can be based amggahiy either or both of Moody's and S&P. As at 30
June 2017, based on the relevant contractual dadedriggers, the future potential collateral antsamd
termination payments that could be called or remgliby counterparties or exchanges and clearing
organisations, in the event of one-notch or twashatowngrade scenarios, from the lower of Moody’s o
S&P ratings, were $211 million and an incremeng8Bmillion, respectively.

While certain aspects of a credit rating downgrade quantifiable pursuant to contractual provisjdghe
impact it would have on the Company’s business r@sdlts of operations in future periods is inhdyent
uncertain and would depend on a number of intaedlafactors, including, the magnitude of the
downgrade, the rating relative to peers, the ratasgigned by the relevant agency pre-downgrade,
individual client behaviour and future mitigatingtians which the Company might take. The liquidity
impact of additional collateral requirements idinied in the Group’s Liquidity Stress Tests.

Operational risk

Operational risk refers to the risk of loss, odamage to the Group’s reputation, resulting froadequate

or failed processes, people and systems or fromradt events (e.g. fraud, theft, legal and compkan
risks, cyber-attacks or damage to physical ass€pgrational risk relates to the following risk atve
categories as defined by Basel Capital Standantkxnial fraud; external fraud; employment practiaed
workplace safety; clients, products and busineastjpes; business disruption and system failureadge

to physical assets; and execution, delivery andge® management. The Group may incur operaticsial ri
across the full scope of its business activitiegluding revenue-generating activities (e.g. saad
trading) and support and control groups (e.g.,rinftion technology and trade processing). Legal and
compliance risk is discussed below under “Legautatory and compliance risk”.

For further information on the Group’s operatiorigk, refer to the pages 25 to 27 of the strategport in
the consolidated financial statements for the yealed 31 December 2016.

Conduct risk

Conduct risk refers to the risk that the Group’saas or behaviours do not adequately consideimtipact

on its clients, expected market users or the markadnduct risk is managed within the frameworkoast
by the MSI Group and is managed and owned acrosmdas and control functions through policies,
processes and controls within a designed framework.

Legal, regulatory and compliance risk

Legal, regulatory and compliance risk includes ik of legal or regulatory sanctions, materiakficial
loss; including fines, penalties, judgements, daasagnd/ or settlements or loss to reputation wttieh
Group may suffer as a result of a failure to compith laws, regulations, rules, related self-regoiy
organisation standards and codes of conduct apfgida our business activities. This risk alsdudes
contractual and commercial risk, such as the iigit & counterparty’s performance obligations wél b
unenforceable. It also includes compliance withiAAMoney Laundering and terrorist financing rulesla
regulations. The Group is generally subject teesive regulation in the different jurisdictionsviich it
conducts its business.

For further information on the Group’s legal, remjoky and compliance risk, refer to the page 2thef
strategic report in the consolidated financialestagnts for the year ended 31 December 2016.

12



MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT
CAPITAL MANAGEMENT

The Group views capital as an important sourcenaiicial strength. It actively manages and moniisrs
capital in line with established policies and paaes and in compliance with local regulatory
requirements.

The Group, in line with Morgan Stanley Group’s ¢apmanagement policies, manages its capital jpositi
based upon among other things, business oppo#dsitisks, capital availability and rates of return
together with internal capital policies, regulatoeguirements and rating agency guidelines andefiies,

in the future may expand or contract its capitaebto address the changing needs of its busineBises.
appropriate level of capital is determined at alemtity level to safeguard that entity’s abilitycontinue
as a going concern and ensure that it meets allaegy capital requirements. The key componenthef
capital management framework used by the Groupsateout in the Capital Management Policy and
include a point in time capital assessment, forvaoting capital projections and stress testing.

MSI and all of its subsidiary undertakings prepare Internal Capital Adequacy Assessment Process
(“ICAAP™) document to meet obligations under CRD Anhd the requirements of the PRA. The Group
forms part of the MSI Group.

The ICAAP is one of the key tools used to inforra MSI Group’s capital adequacy assessment, planning
and management. The MSI Group ICAAP:

. Ensures that the risks to which the MSI Grougposed are appropriately capitalised and risk
managed, including those risks that are eithercaptured, or not fully captured under Pillar 1;

. Uses stress testing to size a capital bufferedimat ensuring the MSI Group will continue to
operate above regulatory requirements under a raingevere but plausible stress scenarios; and

. Assesses capital adequacy under normal and streggedting environments over the three year
capital planning horizon to ensure the MSI Groupntaéns a capital position in line with internal
operating targets and above post stress minimums

The key elements of the ICAAP are embedded in ti& @lroup’s day-to-day management processes and
decision making culture

The PRA reviews the ICAAP document through its Suisery Review Process and issues an Individual
Capital Guidance which sets the minimum level gfutetory capital for the MSI Group and the Company.
In addition, the PRA sets a capital planning buffdrich is available to support the MSI Group in a
stressed market environment.

REGULATORY REQUIREMENTS
Regulatory capital

The Group continues to actively manage its capital liquidity position to ensure that adequate ueses
are available to support its activities, to enabte withstand market stresses, and to meet regylatress
testing requirements proposed by its regulatorkaily.

The Company is regulated by the FCA and the PRA asdsuch is subject to minimum capital
requirements. The Company’s capital is monitoredanrongoing basis to ensure compliance with these
requirements. At a minimum, the Company must enthaé Capital Resources described in accordance
with CRR as Own Funds, are greater than the CaRiaburce Requirement covering credit, market and
operational risk.

The Company complied with all of its regulatory itaprequirements during the period.
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MORGAN STANLEY & CO. INTERNATIONAL plc
INTERIM MANAGEMENT REPORT
REGULATORY REQUIREMENTS (CONTINUED)

Regulatory capital (continued)

Set out below are the details of the Company’s @bBiesources, described in accordance with the @RR
in the tables below as Own Funds, as at 30 Juné &dd 31 December 2016:

30 June 2017 31 December 2016

$millions $millions
Capital instruments and the related share premizgoumnts eligible
as Common Equity Tier 1 capital (“CET 1) 11,978 11,978
Retained earnings 2,156 1,762
Other reserves 1,218 1,220
CET 1 capital before regulatory adjustments 15,352 14,960
Total regulatory adjustments to CET 1 (1,370) (1,075)
CET1 capital 13,982 13,885
Additional Tier 1 capital 1,300 1,300
Tier 1 capital 15,282 15,185
Tier 2 capital instruments (long-term subordindteghs) 7,000 7,906
Own Funds 22,282 23,091

Movement in Own Funds of the Company was as follows
30 June 2017 31 December 2016

$millions $millions
Opening Own Funds 23,091 23,161
Change in Tier 1 capital:
CET 1 capital before regulatory adjustments 392 (175)
Regulatory adjustments to CET 1 (295) 105
Change in Tier 2 capital (long-term subordinatexhk)® (906) -
Closing Own Funds 22,282 23,091

(1) Refer to Note 6 for detail of the reductiorlong-term subordinated loans.
Basel Liquidity Framework

The Basel Committee on Banking Supervision (thes@®aCommittee”) has developed two standards
intended for use in liquidity risk supervision: tha&uidity Coverage Ratio (“LCR”") and the Net Stabl
Funding Ratio (“NSFR").

Liquidity Coverage Ratio:The LCR was developed to ensure that bankingnisgions have sufficient
high quality liquid assets to cover net cash outfiarising from significant stress over 30 calendizys.
The standard’s objective is to promote the shamiteesilience of the liquidity risk profile of bainig
organisations. The LCR was phased in from itsctiffe date of 1 October 2015, with full compliance
required by the beginning of 2018. The Company Mfl Group are compliant with the minimum
required LCR based on current interpretations amtticue to evaluate the impact on its liquidity and
funding requirements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT
REGULATORY REQUIREMENTS (CONTINUED)

Basel Liquidity Framework (continued)

Net Stable Funding RatioThe objective of the NSFR is to reduce funding oskr a one year horizon by
requiring banking organisations to fund their aitig with sufficiently stable sources of fundingarder

to mitigate the risk of future funding stress. Qutober 2014, the Basel Committee finalised rewmssito

the NSFR, which is expected to become effectivel alanuary 2018. In November 2016, as part of the
European Commission’s comprehensive regulatorymefoackage, the proposed NSFR rules are expected
to be introduced in the EU in 2019 at the earligdth Member States implementing the new rules@g12
based on current estimates. The Company and MSlgGeontinue to evaluate the NSFR and its potential
impact on the Company’s and MSI Group’s currentitiify and funding requirements.

Resolution and recovery planning

Both the Morgan Stanley Group and the MSI Grougppre, on an annual basis, a recovery plan which
identifies mitigation tools available to both greup times of severe stress.

The Morgan Stanley Group has developed a resolplamin accordance with the requirements of Sactio
165(d) of Title | of the Dodd-Frank Wall Street Bah and Consumer Protection Act and its implementin
regulations adopted by the Federal Reserve Boaddttzen Federal Deposit Insurance Corporation. The
resolution plan presents the Morgan Stanley Grosfrategy for resolution of the Morgan Stanley Girou
upon material financial distress or failure in aesely adverse macroeconomic environment. The Cosnpa
is a Material Operating Entity of the Morgan Stgnfgroup and is within the scope of the single poiht
entry resolution strategy adopted by the Morgami8iaGroup.

The EU Bank Recovery and Resolution Directive (“BRRhas established a recovery and resolution
framework for EU credit institutions and investmeiiims, including the Company. The Company
produces information required by the UK Resolutfarthority in the form of a resolution pack and aath
regulatory submissions, as necessary under BRRIW&nakgulatory requirements.

European Financial Regulation Reform

In November 2016, the European Commission publishecbmprehensive regulatory reform package
which aims to continue the reforms that the EU enpénted in the wake of the financial crisis. The
proposals seek to amend to the existing pruderdggiime implemented through the CRD and the CRR,
with the amendments to those regulations knownRIB%Cand CRR2, the BRRD and the Single Resolution
Mechanism (“SRM”).

These proposals are now subject to further disonssnd negotiation among European policy-makers and
it is not possible to anticipate their final corttefihe proposals are expected to be introducebtarEy in
2019 at the earliest, with Member States implemegrithe new rules in 2020-21 based on current etgna

In light of these potential developments as welltlzes impact of the UK’s decision to leave the EU
following the result of the EU Referendum, thermains uncertainty as to the rules which may apply t
the Group post-2019.

Derivatives Regulation

The Group is subject to swap regulations underltbdd-Frank Act, including requirements relating to
public and regulatory reporting, central clearingl anandatory trading on certain exchanges. U.8. an
other global regulators, including the European eupory Authorities, have also finalised margin
requirements for uncleared derivatives that applyarious entities in the Group, including the Camy
Initial margin requirements will phase in betweesp@mber 2016 and September 2020 depending on the
parties’ trading activity, and variation margin sd@ments began applying to most in-scope countgegsa

on 1 March 2017.

15



MORGAN STANLEY & CO. INTERNATIONAL plc

INTERIM MANAGEMENT REPORT

GOING CONCERN

Business risks associated with the uncertain maaket economic conditions are being actively maaio
and managed by the Group. Retaining sufficientidilfy and capital to withstand these market pressu
remains central to the Group’s strategy. In paldic the Group’s capital and liquidity is deemedfisient

to exceed regulatory minimum requirements undeh laotormal and in a stressed market environment for
the foreseeable future. Additionally, the Group hasess to further Morgan Stanley Group capital and
liquidity as required.

Taking all of these factors into consideration, Bieectors believe it is reasonable to assumettieGroup

will have access to adequate resources to conimugperational existence for the foreseeable future
Accordingly they continue to adopt the going concbasis in preparing the interim management reports
and Interim Financial Statements.

Approved by the Board and signed on its behalf by

g/

C Castello
Director
25 September 2017
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MORGAN STANLEY & CO. INTERNATIONAL plc

DIRECTORS’ RESPONSIBILITIES STATEMENT

The Directors, the names of whom are set out bedowfirm that to the best of their knowledge:

(a) the condensed set of Interim Financial Statemeasgshieen prepared in accordance with International
Accounting Standard (“IAS”) 34interim Financial Reportingas adopted by the EU, give a true and
fair view of the assets, liabilities, financial jtas and result of the Group; and

(b) the interim management report includes a fair revoé the information required by DTR4.2.7R of the
Disclosure and Transparency Rules, being an inditaif the important events that have occurred
during the period and their impact on the condensed of interim financial statements, and a
description of the principal risks and uncertaisfier the remaining six months of the financialryea

By order of the Board on 25 September 2017

&g/

C Castello

Director

Board of Directors:
J Bloomer

D O Cannon

C Castello

T Duhon

L Guy

J Horder

A Kohli

M C Phibbs

| Plenderleith (Chairman)
R P Rooney

D A Russell
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INDEPENDENT REVIEW REPORT TO MORGAN STANLEY & CO.
INTERNATIONAL plc

We have been engaged by the Company to reviewdhdetised set of financial statements in the half-
yearly financial report for the six months endedJ8@e 2017 which comprises the condensed consatidat
income statement, the condensed consolidated statewf comprehensive income, the condensed
consolidated statement of changes in equity, tinel@ased consolidated statement of financial positive
condensed consolidated statement of cash flowsraladed notes 1 to 19. We have read the other
information contained in the half-yearly financraport and considered whether it contains any aopar
misstatements or material inconsistencies withrtfegmation in the condensed set of financial steats.

This report is made solely to the Company in acanceé with International Standard on Review
Engagements (UK and Ireland) 241®Review of Interim Financial Information Performeby the
Independent Auditor of the Entity8sued by the Auditing Practices Board. Our wioeik been undertaken
so that we might state to the Company those matterare required to state to them in an independent
review report and for no other purpose. To theshilextent permitted by law, we do not accept sume
responsibility to anyone other than the Companypfo review work, for this report, or for the cdusions

we have formed.

Directors' responsibilities

The half-yearly financial report is the responsgipilof, and has been approved by, the Directore Th
Directors are responsible for preparing the ha#rlyefinancial report in accordance with the Distloe
and Transparency Rules of the United Kingdom’s fanel Conduct Authority.

As disclosed in note 1, the annual financial stateis of the Group are prepared in accordance with
International Financial Reporting Standards (“IFR%s adopted by the European Union. The condensed
set of interim financial statements included instlnalf-yearly financial report has been prepared in
accordance with International Accounting Standa¢d'|Bterim Financial Reporting”, as adopted by the
European Union.

Our responsibility

Our responsibility is to express to the Companyoactusion on the condensed set of interim financial
statements in the half-yearly financial report lobge our review.

Scope of review

We conducted our review in accordance with Intéomal Standard on Review Engagements (UK and
Ireland) 2410,'Review of Interim Financial Information Performduly the Independent Auditor of the
Entity” issued by the Auditing Practices Board for useh@ United Kingdom. A review of interim
financial information consists of making enquiriggjmarily of persons responsible for financial and
accounting matters, and applying analytical procesluand other review procedures. A review is
substantially less in scope than an audit conductegtcordance with International Standards on fugli
(UK) and consequently does not enable us to obéasurance that we would become aware of all
significant matters that might be identified inaundit. Accordingly, we do not express an audit min

Conclusion

Based on our review, nothing has come to our atterthat causes us to believe that the condendeaf se
interim financial statements in the half-yearlydfintial report for the six months ended 30 June 2016t
prepared, in all material aspects, in accordangk imternational Accounting Standard 34 as adojbigd
the European Union and the Disclosure and Tranepgr&®ules of the United Kingdom’s Financial
Conduct Authority.

b&‘-ﬂ\}‘\’ﬁ— L—d

Deloitte LLP
Statutory Auditor
London

25 September 2017
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MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED INCOME STATEMENT
Six months ended 30 June 2017

Six months Six months

ended ended
30 June 2017 30 June 2016
$millions $millions

Note (unaudited) (unaudited)

Net gains on financial instruments classified dd he
for trading 3,252 1,911

Net losses on financial instruments designatediat f

value through profit or loss (91) a7
Net gain on available-for-sale financial assets 1 -
Interest income (31) 52
Interest expense (743) (344)
Other income 831 578
Other expense 2 (2,220) (1,712)
PROFIT BEFORE TAX 999 468
Income tax expense 3 (304) (172)
PROFIT FOR THE PERIOD 695 296

Attributable to:
Owners of the parent 695 296

PROFIT FOR THE PERIOD 695 296

All operations were continuing in the current amipperiods.

The notes on pages 24 to 65 form an integral gdheolnterim Financial Statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE

INCOME
Six months ended 30 June 2017

PROFIT FOR THE PERIOD

OTHER COMPREHENSIVE INCOME, NET OF TAX

Items that will not be reclassified subsequently tprofit or
loss:

Changes in fair value attributable to own credikon
financial liabilities designated at fair value

Items that may be reclassified subsequently to prifor
loss:

Currency translation reserve:

Foreign currency translation differences arisingoreign
operations during the period

Available-for-sale reserve:
Net change in fair value of available-for-saleaficial assets

OTHER COMPREHENSIVE INCOME AFTER INCOME
TAX

TOTAL COMPREHENSIVE INCOME

Attributable to:
Owners of the parent
Non-controlling interests

TOTAL COMPREHENSIVE INCOME

Six months Six months
ended ended
30 June 2017 30 June 2016
$millions $millions
(unaudited) (unaudited)
695 296
119 3
62 19
2 (6)
45 10
740 306
736 305
4 1
740 306

The notes on pages 24 to 65 form an integral gdheolnterim Financial Statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUI TY
Six months ended 30 June 2017

Debt
Share Currency Available - Capital Capital valuation Attributable Non-

Equity premium translation for-sale contribution redemption adjustment Retained to owners of controlling Total
instrumen  ccount reserve reserve reserve reserve reserve earnings  the parent interest equity
$millions $millions  $millions  $millions $millions $millions $millions _ $millions $millions  $millions _$millions

Balance at
1 January 2017 12,765 513 (6) (5) 3 1,400 (45) 2,126 16,751 52 16,803
Profit for the period - - - - - - 695 695 695
Other
comprehensive
income - - 58 2 - - (19) - 41 4 45
Total
comprehensive
income - - 58 2 - - (19) 695 736 4 740
Dividends - - - - - - - (86) (86) - (86)
Balance at
30 June 2017
(unaudited) 12,765 513 52 (3) 3 1,400 (64) 2,735 17,401 56 17,457
Debt

Share Currency Available - Capital Capital valuation Attributable Non-

Equity premium translation for-sale contribution redemption adjustment Retained to owners of controlling Total
instrument  5ccount reserve  reserve reserve reserve reserve earnings  the parent interest equity
$millions  $millions  $millions  $millions $millions $millions $millions _ $millions $millions  $millions _ $millions

Balance at

1 January 2016 12,765 513 12) 3 3 1,400 - 1,790 16,462 65 16,527
Restated for

adoption of new

accounting

standard - - - - - - ?3) 3 - -
Profit for the

period - - - - - - 296 296 - 296
Other

comprehensive

income - - 18 (6) - - 3) - 9 1 10
Total

comprehensive

income - - 18 (6) - - 3) 296 305 1 306
Balance at

30 June 2016

(unaudited) 12,765 513 6 (3) 3 1,400 (6) 2,089 16,767 66 16,833

The notes on pages 24 to 65 form an integral gdheolnterim Financial Statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

Registered Number: 02068222

CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSIT

As at 30 June 2017

ASSETS

Loans and receivables:
Cash and short-term deposits
Cash collateral on securities borrowed
Securities purchased under agreements to resell
Trade receivables
Other receivables

Financial assets classified as held for tradingyfith approximately

$54,921 million (2016: $50,011 million) were pledge various
parties)

Financial assets designated at fair value througfitr loss
Available-for-sale financial assets

Current tax assets

Deferred tax assets

Prepayments and accrued income

Property, plant and equipment

Intangible assets

TOTAL ASSETS

LIABILITIES AND EQUITY
Financial liabilities at amortised cost:
Bank loans and overdrafts
Cash collateral on securities loaned
Securities sold under agreements to repurchase
Trade payables
Subordinated loans
Other payables

Financial liabilities classified as held for tragin

Financial liabilities designated at fair value thgh profit or loss
Provisions

Current tax liabilities

Deferred tax liabilities

Accruals and deferred income

Post employment benefit obligations

TOTAL LIABILITIES

EQUITY

Equity instruments

Share premium account

Currency translation reserve
Available-for-sale-reserve

Capital contribution reserve
Capital redemption reserve

Debt valuation adjustment reserve
Retained earnings

Equity attributable to owners of the parent
Non-controlling interest

TOTAL EQUITY

TOTAL LIABILITIES AND EQUITY

30 June 201 31 December 201

$millions $millions
Note (unaudited)

19,572 20,346

21,947 19,601

69,736 77,446

61,904 51,659

2,547 1,480

175,706 170,532

4 255,230 248,180
8,181 4,312

71 29

2 163

87 84

10 38

7 6

2 2

439,296 423,346

19 25

23,945 21,224

9,323 48,416

86,397 85,634

6 7,000 7,906
7 34,598 10,789
191,286 173,994

4 206,881 226,187
23,407 6,020

8 125 85
5 80

1 11

129 161

5

421,839 406,543

9 12,765 12,765
513 513

52 (6)

®3) (5)

3 3

1,400 1,400
(64) (45)

2,735 2,126

17,401 16,751

56 52

17,457 16,803

439,296 423,346

The notes on pages 24 to 65 form an integral gdheolnterim Financial Statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
Six months ended 30 June 2017
Six months  Six months

ended ended
30 June 2017 30 June 2016
$millions $millions

Note (unaudited) (unaudited)
NET CASH FLOWS FROM OPERATING ACTIVITIES 11 1,108 2,452

INVESTING ACTIVITIES

Purchase of property, plant and equipment (1) 3)
Purchase of available-for-sale financial assets 40) ( -
Proceeds from sale of available-for-sale finanasasets 1 -
NET CASH FLOWS USED IN INVESTING ACTIVITIES (40) (3)
FINANCING ACTIVITIES

Dividends paid (119) -
Repayment of subordinated loans (5,906) -
Issuance of subordinated loans 5,000 -
Interest on subordinated loan liabilities (103) (84)
NET CASH FLOWS USED IN FINANCING ACTIVITIES (1,128) (84)

NET (DECREASE)/ INCREASE IN CASH AND CASH
EQUIVALENTS (60) 2,365

Currency translation differences on foreign curgecash balances (708) 23

CASH AND CASH EQUIVALENTS AT THE BEGINNING

OF THE PERIOD 20,321 11,882
CASH AND CASH EQUIVALENTS AT THE END OF THE
PERIOD 19,553 14,270

The notes on pages 24 to 65 form an integral gdheolnterim Financial Statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2017

1. BASIS OF PREPARATION
a. General information

These Interim Financial Statements do not constistatutory accounts within the meaning of Secfigh
of the United Kingdom Companies Act 2006 (“Companiet”).

Statutory accounts for the year ended 31 Decenb&d 2vere approved by the Board of Directors on 20
April 2017 and delivered to the Registrar of ConmipanThe auditor’s report on those accounts was not
qualified, did not include a reference to any matt® which the auditors drew attention by way of
emphasis without qualifying the report and did oohtain statements under section 498(2) or (3hef t
Companies Act 2006. Other comparative informatiantfie six months ended 30 June 2016 is included in
certain instances.

b. Accounting policies

The Group has prepared its annual consolidatesdinbstatements in accordance with IFRSs issued by
the International Accounting Standards Board (“IAB&s adopted by the EU, Interpretations issuethby
IFRS Interpretations Committee (“IFRIC”) and ther@manies Act 2006. The Interim Financial Statements
have been prepared in accordance with the Dis@oand Transparency Rules of the Financial Services
Authority and in accordance with IAS 3iiterim Financial Reporting(“IAS 347), as adopted by the EU.

In preparing these Interim Financial StatementsGheup has applied consistently the accountingcpedi
and methods of computation used in the Group’s annansolidated financial statements for the year
ended 31 December 2016, except where noted below.

New standards and interpretations adopted during tle period

There were no standards or interpretations relet@rthe Company’s/Group’s operations which were
adopted during the period.

New standards and interpretations not yet adopted

At the date of authorization of these condensedsaiaated financial statements, the IASB has issued
standards, amendments to standards and interpretatelevant to the Group’s operations but not yet
mandatory.

Accounting updates not listed below have been asdeand determined to be either not applicable®r a
not expected to have a significant impact to theupts consolidated financial statements. For furthe
details on these updates see note 2 in the notie toonsolidated financial statements for the waated
31 December 2016.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS

Six months ended 30 June 2017
1. BASIS OF PREPARATION (CONTINUED)

b. Accounting policies (continued)
New standards and interpretations not yet adopteddontinued)

IFRS 9 ‘Financial instruments(“IFRS 9”) was issued by the IASB in November 20@®nended in
November 2013, and revised and reissued by the I&SRIly 2014. IFRS 9 is applicable retrospectively
except where otherwise prescribed by transitiomaVvipions of the standard, and is effective for wain
periods beginning on or after 1 January 2018. Thaadard was endorsed by the EU in November 2016.
The Group early adopted in isolation the requirethealating to the presentation of fair value moeats
due to changes in credit risk on financial liambt designated at fair value through profit or Jdsg has

not early adopted the remaining requirements of9PR

The aspects of IFRS 9 which are expected to hagentbst significant impact for the Group are its
requirements relating to:

. Classification and measurement of financial asset
The classification and measurement of financiaé@swill depend on how these are managed (the
entity’s business model) and their contractual dislv characteristics. Measurement will be at
amortised cost, fair value through other compreivensicome (‘FVOCI’) or fair value through
profit or loss (‘FVPL).

. Impairment of financial assets
The impairment requirements are based on expectstit dosses and apply to financial assets
measured at amortised cost and FVOCI, and leasévadtes and certain loan commitments and
financial guarantee contracts.

The Group is currently undertaking a project tolengent IFRS 9. As part of this implementation derta
financial instruments of the Group will likely mofe®m amortised cost to fair value through profitlass
on transition. For financial instruments at amedi€ost, the revised impairment requirements déhtify
whether financial assets have experienced a sigmnifincrease in credit risk since origination astimate
expected credit losses, taking account of the pitihbaweighted impact of multiple future economic
scenarios.

Under the transitional provisions of the Standdiné, Group’s opening balance sheet at the dateitidlin
application (1 January 2018) will be restated, withrestatement of comparative periods.

IFRS 15 Revenue from Contracts with Customgfd-RS 15”) was issued by the IASB in May 2014 fo
retrospective application in annual periods begigron or after 1 January 2018. In addition, amendse
to IFRS 15 were issued by the IASB in April 2016uiing application in annual periods beginningarn
after 1 January 2018. The standard and amendmemnésemdorsed by the EU in October 2016. The Group
is currently continuing to assess the impact anpglément IFRS 15 which is not expected to have a
significant impact on its consolidated financiatsiments.

IFRS 16‘Leases (“IFRS 16”) was issued by the IASB in January 20f8, retrospective application in

annual periods beginning on or after 1 January 2Ba8y application is permitted. The Group is eatty
assessing the impact of IFRS 16 on its consolidiéwedcial statements.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS

Six months ended 30 June 2017
1. BASIS OF PREPARATION (CONTINUED)

b. Accounting policies (continued)
Restatement of comparative amounts

In the second half of 2016, the Group early adofitecprovisions within IFRS 9 for the presentatidrair
value movements due to changes in credit risk mamfiial liabilities designated at fair value thrbugyofit

or loss (the “provisions”), without applying thehet requirements of IFRS 9. The standard was addpte
the Group’s full year reporting, with effect fromJanuary 2016. As a result, comparative amountghfor
six months ended 30 June 2016 in the condensedlataied financial statements have been restated t
reflect adoption of the provisions with effect frdmlanuary 2016; a transfer from retained earnicg3
million at 1 January 2016 and $3 million from totaimprehensive income for the six months ended 30
June 2016 have been recorded to reflect the cuivelafter tax amount of such losses within the Debt
valuation adjustment reserve at 1 January 201&6ankline 2016, respectively.

c. Use of estimates and sources of uncertainty

The preparation of the Group’s condensed conseliifihancial statements requires management to make
judgements, estimates and assumptions regardingathation of certain financial instruments, impagnt

of assets, tax balances, pension obligations, otleome of litigation, and other matters that dffée
condensed consolidated financial statements aatecetlisclosures.

The Group believes that the estimates utilised@pgring the condensed consolidated financial rsiaités
are reasonable, relevant and reliable. Actualliesould differ from these estimates.

For further details on the judgements used in ddténg fair value of certain assets and liabilifisse
accounting policy note 3(d) in the notes to thesotidated financial statements for the year ended 3
December 2016 and note 16.

For further details on the estimates used in detengntax balances, see notes 3 and 8.

For further details on the judgement and estimasesl in determining provisions, see note 8.
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MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2017

2. OTHER EXPENSE

30 June 2017 30 June 2016

$millions $millions
Direct staff costs 71 80
Management charges from other Morgan Stanley Guowiertakings
relating to staff cosfd 813 677
Management charges from other Morgan Stanley Guowalertakings
relating to other servicgs 423 315
Brokerage fees 328 265
Administration and corporate services 122 105
Professional services 103 149
Othef® 360 121
2,220 1,712

(1) The increase in ‘Management charges from other Btotanley Group undertakings relating to staffsagas primarily
driven by an increase in discretionary compensapiantially offset by reduced salary costs. Disomdiry compensation
increased as a result of an increase in revenlarySmsts decreased due to the weakening of tiistiBPound against the
US dollar.

(2) The increase in ‘Management charges from other Btor§tanley Group undertakings relating to othevises’ was
principally as a result of the Group and Morganntta Group updating its Global Transfer Pricingi&gl effective 1
January 2017. Refer to note 18 for more details.

(3) ‘Other’ increased principally as a result of theo® and Morgan Stanley Group updating its Globan$fer Pricing
Policy, effective 1 January 2017 (refer to notddr@nore details) and an increase in UK indiregt ta

3. INCOME TAX EXPENSE

The Group’s tax expense has been accrued basdtk@xpected tax rate that takes into account durren
expectations concerning the allocation of groupefelithin the Morgan Stanley UK tax group and
prevailing tax rates in the jurisdictions in whittte Group operates.

The UK Bank Levy (the “Levy”) is an annual charge @ bank’s balance sheet. It is applied to chalgeab
liabilities and equity of the Group and other Margatanley UK tax-resident entities and their ovasse
subsidiaries. Under IFRIC 21l évies the Levy is not recognised in the Interim Finalctatements since
the Levy’'s obligating event has not yet arisen. idegr, for the purposes of calculating the effectae
rate in accordance with IAS 34, an adjustment hesnbmade for the forecast Levy (since it is non-
deductible for UK corporation tax purposes). Astsube Levy impacts the annual effective tax ratd a
the tax expense for the six months ended 30 Jub@. 20

During his 2016 UK Budget speech, the ChancellathefExchequer announced that the rate at which the
Levy is applied will reduce from 0.21% to 0.10% otlee period 2016-2021. While the decrease in tate,
itself, would reduce the impact of the Levy on eup’s net income and effective tax rate, the dast
Levy for 2017 is higher than 2016 due to an inceéaghe estimated chargeable liability.

The Group’s forecast tax rate is sensitive to the-deductibility of certain expenses (including tH&

Bank Levy forecast) for tax purposes, the geograpfik of profits and tax rates in non-UK jurisdaris
and the additional 8% UK banking surcharge.
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3. INCOME TAX EXPENSE (continued)

During the period the UK statutory rate, excludithg banking surcharge, was reduced to 19%. This
reduction in rate applied from 1 April 2017 andeatts the income tax expense for the period. A &urth
reduction to 17% has been enacted and will be tafeefrom 1 April 2020.

The Group'’s effective tax rate for the six monthded 30 June 2017 is 30.40% (six months ended13® Ju
2016: 36.75%), which is higher than the standatd od corporation tax (inclusive of the UK Banking
Surcharge) in the UK of 27.25%. The main reasonshie higher effective tax rate are the higher seas
tax rates and non-deductible charges.

4, FINANCIAL ASSETS AND FINANCIAL LIABILITIES CLASS IFIED AS HELD
FOR TRADING
Financial assets and financial liabilities categedi as held for trading are summarised in the tadlimw:

31 December 31 December

30 June 2017 30 June 2017 2016 2016

Assets Liabilities Assets Liabilities

$millions $millions $millions $millions

Government debt securities 11,729 21,896 10,052 19,476
Corporate and other debt 11,044 2,570 8,550 2,853
Corporate equities 71,739 22,444 46,025 23,278
Derivatives (see note 5) 160,718 159,971 183,553 180,580
255,230 206,881 248,180 226,187

There are no terms and conditions of any finarasaket or liability classified as held for traditgtt may
individually significantly affect the amount, tirgrand certainty of future cash flows for the Group.
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5. DERIVATIVES CLASSIFIED AS HELD FOR TRADING

Derivative assets:
Interest rate contracts
Credit contracts

Foreign exchange and gold contracts

Equity contracts
Commodity contracts

Derivative liabilities:
Interest rate contracts
Credit contracts

Foreign exchange and gold contracts

Equity contracts
Commodity contracts

Derivative assets:
Interest rate contracts
Credit contracts

Foreign exchange and gold contracts

Equity contracts
Commodity contracts

Derivative liabilities:
Interest rate contracts
Credit contracts

Foreign exchange and gold contracts

Equity contracts
Commodity contracts

30 June 2017

Listed

Bilateral Cleared derivative
oTC oTC contracts Total
$millions $millions $millions $millions
68,855 2,775 4 71,634
5,591 23 - 5,614
47,865 554 - 48,419
26,514 - 5,395 31,909
3,083 - 59 3,142
151,908 3,352 5,458 160,718
63,759 2,231 4 65,994
5,752 67 - 5,819
49,947 667 - 50,614
29,416 - 5,056 34,472
3,034 - 38 3,072
151,908 2,965 5,098 159,971

31 December 2016

Listed

Bilateral Cleared derivative
oTC oTC contracts Total
$millions $millions $millions $millions
77,183 3,260 9 80,452
6,152 6 - 6,158
65,687 1,039 - 66,726
23,330 - 4,518 27,848
2,279 - 90 2,369
174,631 4,305 4,617 183,553
72,785 3,202 4 75,991
6,332 16 - 6,348
65,522 975 - 66,497
24,949 - 4,473 29,422
2,285 - 37 2,322
171,873 4,193 4,514 180,580
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6. SUBORDINATED LOANS

On 3 January 2017, a subordinated loan of $7,90Bomiwas reassigned from Morgan Stanley UK
Financing | LP to Morgan Stanley International Fioa S.A., another Morgan Stanley Group undertaking.
On 8 February 2017 a new $5,000 million subordihdtan was issued by the Group to its immediate
parent undertaking, Morgan Stanley Investments (U#) that date. $5,906 million of the existing
subordinated loan with Morgan Stanley Internatidriabnce S.A. was repaid.

Repayment Interest

Counterparty Date Rate 30 June 2017 31 December 2016
$millions $millions

Morgan Stanley Investments 21 December ~ OBFRY plus

(UK) 2025 2.3% 5,000 -

Morgan Stanley 31 October LIBOR®

International Finance S.A. 2025 plus 1.475% 2,000 -

Morgan Stanley UK 31 October LIBOR®

Financing | LP 2025 plus 1.475% - 7,906

7,000 7,906

(1) Overnight Bank Funding Rate (“OBFR”)
(2) London Interbank Offered Rate (“LIBOR")

7. OTHER PAYABLES

30 June 2017 31 December 2016

$millions $millions

Amounts due to other Morgan Stanley group undemtgski 34,276 10,602
Other amounts payable 322 187
34,598 10,789

The increase in other payables is driven by arease in the long-term intercompany funding due to
increases in business funding requirements.

30



MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2017

8. PROVISIONS

Taxes anc

Property Litigation levies Total

$millions $millions $millions $millions
At 1 January 2017 4 9 72 85
Additional provisions - 1 105 106
Provisions utilised - (9) (44) (53)
Foreign exchange revaluation - - (16) (16)
Reclassifications - 1 2 3
At 30 June 2017 4 2 119 125

Litigation matters

In addition to the matters described below, inlbemal course of business, the Group has been named
from time to time, as a defendant in various leggions, including arbitrations, class actions attter
litigation, arising in connection with its actids as a global diversified financial services tositn.
Certain of the actual or threatened legal actioohide claims for substantial compensatory andimitive
damages or claims for indeterminate amounts of dasidn some cases, the entities that would otserwi
be the primary defendants in such cases are banrape in financial distress.

The Group is also involved, from time to time, ither reviews, investigations and proceedings (both
formal and informal) by governmental and self-regoity agencies regarding the Group’s business, and
involving, among other matters, sales and tradictivities, financial products or offerings sponghre
underwritten or sold by the Group, and accounting aperational matters, certain of which may result
adverse judgments, settlements, fines, penaltipgdtions or other relief.

The Group contests liability and/or the amount aimdges as appropriate in each pending matter. Where
available information indicates that it is probaldeliability had been incurred at the date of the
consolidated financial statements and the Groupgreasonably estimate the amount of that loss, tloeits
accrues the estimated loss by a charge to incoime.Group’s future legal expenses may fluctuate from
period to period, given the current environmentarding government investigations and private liiga
affecting global financial services firms, includithe Group.

In many proceedings and investigations, howevas, iitherently difficult to determine whether amg$ is
probable or even possible, or to estimate the abmfuemy loss. The Group cannot predict with caittaif,

how or when such proceedings or investigations baéllresolved or what the eventual settlement, fine,
penalty or other relief, if any, may be, partichjafor proceedings and investigations where thdufalc
record is being developed or contested or wheratgfa or government entities seek substantial or
indeterminate damages, restitution, disgorgememteoalties. Numerous issues may need to be resolved
including through potentially lengthy discovery artktermination of important factual matters,
determination of issues related to class certificatind the calculation of damages or other reiaf] by
addressing novel or unsettled legal questions aeleto the proceedings or investigations in quastio
before a loss or additional loss or range of lossadditional loss can be reasonably estimated for a
proceeding or investigation.
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8. PROVISIONS (CONTINUED)
Litigation matters (continued)

Subject to the foregoing, the Group believes, basecurrent knowledge and after consultation with
counsel, that the outcome of such proceedingsraresfigations will not have a material adverseatfte

the consolidated financial condition of the Grougdthough the outcome of such proceedings or
investigations could be material to the Group’srafirg results and cash flows for a particular qeri
depending on, among other things, the level of3haup’s revenues or income for such period.

Over the last several years, the level of litigateamd investigatory activity (both formal and infwl) by
government and self-regulatory agencies has ineceasaterially in the financial services industrys A
result, the Group expects that it will continuebi® the subject of elevated claims for damages #émer o
relief and, while the Group has identified belowdafes to certain proceedings that the Group bealitve
be material, individually or collectively, thererche no assurance that additional material losdésat be
incurred from claims that have not yet been asdentare not yet determined to be material.

On 17 July 2017, the court in Parma, Italy pregdaver the criminal trial against certain presemd a
former employees of the Morgan Stanley Group rdlatethe bankruptcy of Parmalat in 2003 issued a
decision acquitting the present and former emplsydall of the charges pending against them.

On 15 April 2017, the Group, another Morgan Stariegup affiliate and Land Salzburg agreed to resolv
all claims in the actions styleldand Salzburg v. Morgan Stanley & Co. Internatiopdd and Morgan
Stanley Capital Services LLC and Morgan Stanley & Giternational plc v. Land Salzburgvhich
agreement was subject to Land Salzburg parliameatgproval. On 31 May 2017, Land Salzburg received
parliamentary approval for the resolution of alliois in such actions.

On 3 July 2017, the Group was informed that thelipufirosecutor for the Court of Accounts for the
Republic of Italy filed a claim against the Groupled Case No. 2012/00406/MNWhich is pending in the
Regional Prosecutor’'s Office at the Judicial Sectd the Court of Auditors for Lazio, Italy. Theaiin
relates to certain derivative transactions betwieenRepublic of Italy and the Group and another daor
Stanley Group affiliate. The transactions were ioglly entered into between 1999 and 2005, and were
terminated in December 2011 and January 2012. THim alleges, inter alia, that the Group was acting

an agent of the Republic of Italy, that the defx@transactions were improper and that the tertininaf

the transactions was also improper and assertml&r damages through an administrative process
against the Group for €2.76 billion. The Group doetagree with these allegations. A hearing ragard
this matter has been scheduled for 19 April 2018.

In matters styledCase number 15/363@nd Case number 15/4353he Dutch Tax Authority (“Dutch
Authority”) is challenging in the Dutch Tax Tribunan Amsterdam the prior set-off by a subsidiary
undertaking of the Group of approximately €124 il (plus accrued interest) of withholding tax dted
against the subsidiary undertaking of the Groupigpaoration tax liabilities for the tax years 20@72013.
These matters were disclosed in note 21 (Commitnantl contingencies) of the consolidated financial
statements for the year ended 31 December 2016.Diltieh Authority alleges that the subsidiary
undertaking of the Group was not entitled to reeehe withholding tax credits on the basis, intex, dhat
the subsidiary undertaking of the Group did notdHebal title to certain securities subject to Witkding

tax on the relevant dates. The Dutch Authority dlas alleged that the subsidiary undertaking ofGheup
failed to provide certain information to the Dutéluthority and keep adequate books and records. The
subsidiary undertaking of the Group does not awite these allegations. A hearing regarding thigtena
has been scheduled on 19 September 2017.
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8. PROVISIONS (CONTINUED)
Litigation matters (continued)

Beginning in February of 2016, the Group and cartdiorgan Stanley Group affiliates were named as
defendants in multiple purported antitrust clastioas now consolidated into a single proceedinghim
United States District Court for the Southern Déstof New York styledin Re: Interest Rate Swaps
Antitrust Litigation Plaintiffs allege, inter alia, that the Group araitain Morgan Stanley Group affiliates,
together with a number of other financial instibutidefendants violated United States and New Ytates
antitrust laws from 2008 through December of 2016adnnection with their alleged efforts to prevér
development of electronic exchange-based platfdomimterest rates swaps trading. Complaints wiked f
both on behalf of a purported class of investors wrchased interest rates swaps from defendantgelh
as on behalf of two swap execution facilities thikégedly were thwarted by the defendants in tafforts

to develop such platforms. The consolidated compdaseek, among other relief, certification of the
investor class of plaintiffs and treble damages28duly 2017, the court granted in part and deimezhrt
the defendants’ motion to dismiss the complaints.

Tax related provisions

The Group is subject to tax laws which are compled subject to different interpretations by theptayer
and the relevant governmental taxing authorit&secifically, in relation to the Group and Morgaar8ey
Group implementing updated transfer pricing poBdier certain intercompany transactions discussias
on-going with relevant taxing authorities. Managemmakes judgments and interpretations about the
application of these inherently complex tax lawsewldetermining the provision for taxes. Disputesrov
interpretations of the tax laws may be settled with taxing authority upon examination or auditeTh
Group periodically evaluates the likelihood of @sseents in each taxing jurisdiction resulting fromrent
and subsequent years’ examinations. Provisionterkta potential losses that may arise from taitawdle
established in accordance with the guidance onuattw for uncertain tax items. The Group has
established provisions that it believes are adegimtelation to the potential for additional assesnts.
Whilst a range of outcomes is foreseeable, manageoensiders the amount of the provision to be a
reasonable estimate of expected future liabiliiéier consideration of all pertinent facts, basedtle
status of inquiries at the balance sheet date.

The Group self-identified an issue regarding VATiotercompany services provided by certain overseas
affiliates to the Group. The Group is reviewing tleporting of U.K. VAT as additional support seevic
centres were added to the operations over the ,yaadsthe focus and nature of their intended sesvic
shifted among geographic locations. During themnsonths ended 30 June 2017, the Group has recorded a
provision of $86 million that incorporates potehtdditional VAT, interest and penalties for thigesure.
Management is actively working with Her Majesty’®Wnue and Customs to resolve this matter. The
provision reflected is based on currently availabfermation and analyses, and the review of thadten is
continuing.
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9. EQUITY INSTRUMENTS
Additional Tier 1 capital

During the period, the $1,300 million of AT1 instnents issued by the Group and previously held by
Morgan Stanley UK Group were transferred to Mor§émley International Ltd.

10. DIVIDENDS

On 31 May 2017, the Directors approved a coupomeay on the Additional Tier 1 capital instruments o
$118,625,000 (31 December 2016: $157,625,000 ofgpreoupon interest on the AT1 instrument was
paid on 20 December 2016) out of reserves avaifabldistribution at 31 December 2016. The coupon
was paid on 31 May 2017 and has a related tax berfiéf33,121,579 (2016: $40,253,052).

The Directors have not proposed the payment ofiteniin dividend out of reserves available at 30eJun
2017 (2016: $nil).
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11. ADDITIONAL CASH FLOW INFORMATION

Six months Six months
ended ended
30 June 2017 30 June 2016
$millions $millions
Profit for the period 695 296
Adjustments for:
Depreciation on property, plant and equipment - 1
Increase in impairment losses for loans and rebésga 6 6
Interest income 31 (52)
Interest expense 743 344
Income tax expense 304 172
Operating cash flows before changes in operatisgtasnd liabilities 1,779 767
Change in operating assets
Increase in loans and receivables, excluding cadlshort-term
deposits (5,761) (20,756)
Increase in financial assets classified as heldr&aling (7,050) (52,059)
Increase in financial assets designated at faireviiirough profit or
loss (3,869) (1,830)
(16,680) (74,645)
Change in operating liabilities
Increase in financial liabilities at amortised ¢@stcluding bank
loans and overdrafts 17,708 26,621
(Decrease)/ increase in financial liabilities cified as held for
trading (19,306) 49,931
Increase/ (decrease) in financial liabilities desigd at fair value
through profit or loss 17,367 (8)
Increase in provisions 40 1
15,809 76,545
Interest received (213) 103
Interest paid (261) (267)
Income taxes paid (96) (46)
Effect of foreign exchange movements 770 (5)
Net cash flows used in operating activities 1,108 2,452
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12. SEGMENT REPORTING

Segment information is presented in respect of Gineup’s business and geographical segments. The
business segments and geographical segments ae drashe Group’s management and internal reporting
structure. Transactions between business segmentsmaiormal commercial terms and conditions.

Business segments

Morgan Stanley structures its business segmentsapty based upon the nature of the financial pobsiu
and services provided to customers and Morgan Staninternal management structure. The Group’s own
business segments are consistent with those ofdndBganley.

Consistent with the six months ended 30 June 2B06Group has one reportable business segmenidor t
six months ended 30 June 2017, Institutional Seesgriwhich provides financial advisory and capital
raising services; corporate lending; sales, tradfim@ncing and market-making activities in equétyd
fixed income securities and related products, wiclg foreign exchange and commodities; and investme
activities.

Geographical segments
The Group operates in three geographic regiongtdeMEA, the Americas and Asia.

The following table presents selected condensedsatilated income statement and condensed
consolidated statement of financial position infation of the Group’s operations by geographic arée.
external revenues (net of interest expense) aral &dsets disclosed in the following table refldut
regional view of the Group’s operations, on a madabasis. The basis for attributing external reesnu
(net of interest expense) and total assets ism@aied by a combination of client and trading dexsiation.

Geographical EMEA Americas Asia Total
Segments
30 June 30 June 30 June 30 June 30 June 30 June 30 June 30 June
2017 2016 2017 2016 2017 2016 2017 2016
$millions  $millions $millions $millions $millions  $millions $millions  $millions

External revenue

net of interest 2,539 2,132 214 8 466 40 3,219 2,180
Profit before
income tax 745 461 125 2 129 5 999 468
30 June 31 Dec 30 June 31 Dec 30 June 31 Dec 30 June 31 Dec
2017 2016 2017 2016 2017 2016 2017 2016
$millions  $millions $millions $millions $millions  $millions $millions  $millions
Total assets 325,966 296,942 53,747 58,324 59,583 68,080 439,296 423,346

The increase in Americas and Asia ‘External revemet of interest’ and ‘Profit before income téxas ¢
result of the Group and Morgan Stanley Group updaifs Global Transfer riting Policy, effective :
January 2017. Refer to note 18 for more details.

36



MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2017

13.  FINANCIAL RISK MANAGEMENT
Risk management procedures

The Group’s risk management procedures are consigliéh those disclosed in the Group’s consolidated
financial statements for the year ended 31 Decentd6. The following disclosure is limited to
quantitative data for each risk category and shdaddread in conjunction with the risk management
procedures detailed in the strategic report and A@tof the consolidated financial statements Herytear
ended 31 December 2016.

Market risk
Sensitivity analysis
VaR for the six months ended 30 June 2017

The table below presents the Management VaR foGtioeip’s Trading portfolio, on a period-end, percod
average as well as the high and low basis for ithensnths ended 30 June 2017 and the year ended 31

December 2016.

95% / one-day VaR for the six months ended 95% / one-day VaR for the year ended 31

30 June 2017 December 2016
Period end Average High Low Period end Average High Low
$millions  $millions $millions $millions $millions  $millions  $millions  $millions

Market Risk Category:
Interest rate and credit
spread 17 13 20 10 - 12 12 20
Equity price 11 13 18 9 11 11 15
Foreign exchange rate 6 5 9 3 3 3 6
Commodity price - 1 1 - - 1 3 -
Less: Diversification
benefit'® (12) (12) N/A N/A (10) (10) N/A N/A
Primary Risk Categories 22 20 28 15 16 17 24 14
Credit Portfolid® 5 6 8 5 7 8 10 6
Less: Diversification
benefit'® (3) (4) N/A N/A (6) (5) N/A N/A
Total Management VaR 24 22 30 16 17 20 27 15

(1) Diversification benefit equals the differencetween total trading VaR and the sum of the VaRsHe four risk categoes.
This benefit arises because the simulated oneasse$ for each of the four primary market risk gaties occur on different
days; similar diversification benefits are alsoetalnto account within each category.

(2) N/A - Not Applicable. The minimum and maximuna® values for the total VaR and each of the compoki@Rsmight
have occurred on different days during the periudi therefore the diversification benefit is notagplicable measure.

(3) The Credit Portfolio VaR is disclosed as a safgacategory from the Primary Risk Categoriesiaallides loans that are

carried at fair value and associated hedges asawelbunterparty credit valuation adjustments aftated hedges.

The Group’s average VaR for Primary Risk Categofégsthe six months ended 30 June 2017 was $20
million, compared with $17 million for the year t81 December 2016. The increase in average
Management VaR for Primary Market Risk Categorgespread across underlying risk factors, including
interest rates, credit spreads, equity price argida exchange risk.
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13. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk (continued)

The average Credit Portfolio VaR for the six morghsled 30 June 2017 was $6 million, compared v8th $
million for the year to 31 December 2016. This waanly due to a decrease in credit risk exposutggh
rated corporates.

The average total Management VaR for the six moatided 30 June 2017 was $22 million, compared
with $20 million for the year to 31 December 2016.

Non-trading risks for the six months ended 30 RO/

The Group believes that sensitivity analysis isappropriate representation of the Group’s non-trgdi
risks. Reflected below is this analysis, which asva&ubstantially all of the non-trading risk in tBeoup’s
portfolio, with the exception of counterparty cred@aluation adjustments, which are covered in the
previous section.

Interest rate risk

The Group’s VaR excludes certain funding liabitiand money market transactions. The application to
these positions of a parallel increase or decreagaterest rates of 50 basis points would resulainet
gain or loss, respectively, of approximately $4 iiom as at 30 June 2017, compared to a net galnss

of $2.0 million as at 31 December 2016.

Funding liabilities
The credit spread risk sensitivity of the Group’arkito-market funding liabilities corresponds to an

increase in value of approximately $1.3 million &@8 million for each 1 basis point widening ire th
Group’s credit spread level for 30 June 2017 an®&dember 2016, respectively.

Equity investments price risk

The Group is exposed to equity price risk as alrefichanges in the fair value of its investmeintéisted
and private equities classified as available-fde-§mancial assets. These investments are preduortiin
equity positions with long investment horizons, thajority of which are for business facilitationrpases.
The market risk related to these investments issomea by estimating the potential reduction in net
revenues associated with a 10% decline in asse¢vas shown in the table below.

30 June 2017 31 December 2016
10% sensitivity 10% sensitivity
$millions $millions

Available-for-sale financial assets 7 3
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13. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk (continued)
Currency risk

The analysis below details the foreign currencyosxpe for the Group, by foreign currency, relatinghe
retranslation of its non-US dollar denominated bhers and subsidiaries.

The analysis calculates the impact on total congnsive income of a reasonably possible parallél shi

the foreign currency in relation to the US dollaith all other variables held constant. This analygkes

not take into account the effect of the foreignrency hedges held by other members of the Morgan
Stanley Group.

30 June 2017 31 December 2016

Sensitivity to applied percenta
change in currency (+/-)

Sensitivity to applied percenta
change in currency (+/-)

Foreign Percentag Other Foreign Percentag Other
currency change comprehensiv currency change comprehensiv
exposure applied income  exposure applied income
$millions % $millions  $millions % $millions

Euro 602 12% 74 282 12% 34
Taiwan New Dollar 79 6% 5 73 6% 4
Polish Zloty 4 17% 1 3 17% 1
South Korean Won 198 8% 16 177 8% 14
Swedish Krona 13 21% 3 12 21% 3
Swiss Franc 15 12% 2 13 12% 2

911 101 560 58

The increase in Euro exposure as at 30 June 20d#rivisn by additional activity in Morgan Stanley

(France) S.A.
Credit risk

Exposure to credit risk

The maximum exposure to credit risk (“gross crexkposure”) of the Group as at 30 June 2017 is
disclosed in the following table, based on theyéag amounts of the financial assets which the @rou

believes are subject to credit risk.
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13. FINANCIAL RISK MANAGEMENT (CONTINUED)

Credit Risk (continued)

Exposure to credit risk by class

30 June 2017

31 December 2016

Gross credit Credit  Net credit Gross credit Credit Net credit
Class exposuré?  enhancements exposuré? exposuré?  enhancements exposuré?
$millions $millions $millions $millions $millions $millions
Loans and receivables:
Cash and short-term
deposits 19,572 - 19,572 20,346 - 20,346
Cash collateral on
securities borrowed 21,947 (21,089) 858 19,601 (18,900) 701
Securities purchased under
agreements to resell 69,736 (68,320) 1,416 77,446 (75,053) 2,393
Trade receivabl&d 61,904 - 61,904 51,659 - 51,659
Other receivables 1,388 - 1,388 858 - 858
Financial assets classified as held for
trading:
Derivatives 160,718 (152,636) 8,082 183,553 (175,809) 7,744
Financial assets designated
at fair value through profit or loss 8,181 (7,834) 347 4,312 (3,697) 615
343,446 (249,879) 93,567 357,775 (273,459) 84,316
Unrecognised financial
instruments
Guarantees 578 - 578 1,135 - 1,135
Letters of credit 1 - 1 1 - 1
Loan commitments 3,385 (175) 3,210 2,662 (777) 1,885
Underwriting commitments 994 - 994 1,309 - 1,309
Unsettled securities purchased
under agreements to re&ell 32,705 - 32,705 30,121 - 30,121
381,109 (250,054) 131,055 393,003 (274,236) 118,767

(1) The carrying amount recognised in the condertsetholidated statement of financial position begtresents the Groupfeaximum

exposure to credit risk.

(2) Of the residual net credit exposure, intercomypeross product netting arrangements are in plddeh would allow for aradditional
$4,470 million (31 December 2016: $3,696 millioo)ie offset in the event of default by certain Morgtanley counterparties.

(3) Trade receivables primarily include cash celiat pledged against the payable on OTC derivgdsitions. These deritige liabilities are
included within financial liabilities classified &=ld for trading in the condensed consolidatetéstant of financial position.

(4) For unsettled securities purchased under agreeto resell, collateral in the form of securitiedl be received at # point of settlemen
Since the value of collateral is determined attaridate it is currently ungquantifiable and nafiided in the table.

The impact of master netting arrangements and airagreements on the Group’s ability to offsetriirial
assets and financial liabilities is disclosed itent4.
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13. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)

Maximum exposure to credit risk by credit rating

Credit rating Gross credit exposure
30 June 2017 31 December 2016

$millions $millions
AAA 13,332 16,728
AA 79,775 75,018
A 199,847 213,176
BBB 62,053 67,212
BB 14,004 11,556
B 6,752 5,179
CCC 2,031 1,387
D 10 9
Unrated 3,305 2,738
Total 381,109 393,003

(1) Internal credit rating derived using method@sggenerally consistent with those used by exteatimg agencies.

Financial assets past due but not impaired

At 30 June 2017, $2,234 million of financial assetsluded in loans and receivables in the condensed
consolidated statement of financial position weastplue but not impaired (31 December 2016: $1,414
million).

Financial assets individually impaired
Class 30 June 2017 31 December 2016
$millions $millions

Loans and receivables:
Trade receivables 46 40
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13. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity and funding risk

Maturity analysis

Equal to Equalto Equal to
or more or more  or more
than 1 than 3 than1 Equalto
month months year but  or more
On Lessthan butless than butless than less than than 5
demand 1 month 3 months lyear 5years years Total
30 June 2017 $millions $millions $millions $millions  $millions $millions  $millions
Financial liabilities
Financial liabilities at
amortised cost:
Bank loans and
overdrafts 19 - - - - - 19
Cash collateral on securities
loaned 18,309 1,164 1,419 2,248 805 - 23,945
Securities sold under
agreements to repurchase 15,775 9,474 2,283 5,625 6,228 18 39,403
Trade payables 86,397 1 3 12 29 - 86,442
Other payables 3,857 103 206 1,160 28,150 2,898 36,374
Subordinated loans - - - 79 1,105 8,154 9,338
Financial liabilities classified as
held for trading:
Derivatives 159,971 - - - - - 159,971
Other 46,910 - - - - - 46,910
Financial liabilities
designated at fair value through
profit or loss 19,364 4 65 815 436 2,723 23,407
Total financial liabilities 350,602 10,746 3,976 9,939 36,753 13,793 425,809
Unrecognised financial
instruments
Guarantees 576 - - - 2 - 578
Letters of credit - - - - 1 - 1
Loan commitments 3,385 - - - - - 3,385
Underwriting
commitments - - - 994 - - 994
Unsettled securities purchased
under agreements to resell 32,670 35 - - - - 32,705
Total unrecognised
financial instruments 36,631 35 - 994 3 - 37,663

(1) The Group enters into forward starting reveegmirchasegreements (agreements which have a trade datepaboto 30 June 2017 al
settle subsequent to period end). These agreememtarily settle within three business days antheftotal amount at 30une 2017, $32,67
million settled within three business days.
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13.  FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity and funding risk (continued)

Maturity analysis (continued)

Equal to Equalto Equal to
or more or more  or more
than 1 than 3 than1 Equalto
month but months but year but or more
On Lessthan lessthan lessthan lessthan than5

demand 1 month 3 months lyear 5years years Total
31 December 2016 $millions $millions  $millions  $millions $millions $millions $millions
Financial liabilities
Financial liabilities at
amortised cost:
Bank loans and overdrafts 25 - - - - - 25
Cash collateral on securities
loaned 15,911 678 2,224 2,306 105 - 21,224
Securities sold under
agreements to repurchase 22,188 9,549 5,683 6,614 4,379 52 48,465
Trade payables 85,634 - 4 22 - - 85,660
Subordinated loans - 48 - 156 1,105 9,099 10,408
Other payables 3,188 12 118 141 5,145 2,841 11,445
Financial liabilities classified as
held for trading:
Derivatives 180,580 - - - - - 180,580
Other 45,607 - - - - - 45,607
Financial liabilities
designated at fair value through
profit or loss 2,651 38 89 484 965 1,793 6,020
Total financial liabilities 355,784 10,325 8,118 9,723 11,699 13,785 409,434
Unrecognised financial
instruments
Guarantees 1,135 - - - - - 1,135
Letters of credit - - - - 1 - 1
Loan commitments 2,662 - - - - - 2,662
Underwriting
commitments - - - 1,309 - - 1,309
Unsettled securities purchased
under agreements to re$ell 30,121 - - - - - 30,121
Total unrecognised
financial instruments 33,918 - - 1,309 1 - 35,228

(1) The Group enters into forward starting reversgurchase agreements (agreements which have edead at or prior to13
December 2016 and settle subsequent to period €ftfthse agreements primarily settle within thresitess days and of the tbta
amount at 31 December 2016, $30,121 million settl¢hin three business days.
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14. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJ ECT TO OFFSETTTING

In the condensed consolidated statement of finhpaisition, financial assets and financial lialél# are
offset and presented on a net basis only where tisea current legally enforceable right to set tbff
recognised amounts and an intention to eitheresettla net basis or to realise the assets andathity

simultaneously. In the absence of such conditibnancial assets and financial liabilities are prgsed on
a gross basis.

The following tables present information about diffsetting of financial instruments and relatedlaigral
amounts. The tables do not include information admancial instruments that are subject only to a
collateral agreement. The effect of master netangingements, collateral agreements and othertcredi
enhancements, on the Group’s exposure to creditigiglisclosed in note 13. The information below is
limited to quantitative information and should ead in conjunction with note 30 of the consolidated
financial statements for the year ended 31 Dece2D8.
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14. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING

(CONTINUED)

Amounts offset in
the condense(
consolidated
statement of

Net amounts
presented in
the condense(
consolidated
statement of

Amounts not offset in the

condensed consolidated
statement of financial
position® & ©

! . o - . Financial Cash
Gross  financial position financial Net
amounts® @6 position instruments  collateral  exposure”
$millions $millions $millions $millions $millions $millions
30 June 2017
Assets
Loans and receivables:

Cash collateral on

securities borrowed 35,502 (13,555) 21,947 (21,089) - 858

Securities purchased

under agreement to resell 109,726 (39,990) 69,736 (68,320) - 1,416
Financial assets classified as
held for trading:

Derivatives 215,053 (54,335) 160,718 (130,134) (22,502) 8,082
TOTAL 360,281 (107,880) 252,401 (219,543) (22,502) 10,356
Liabilities
Financial liabilities at
amortised cost:

Cash collateral on

securities loaned 37,500 (13,555) 23,945 (23,588) - 357

Securities sold under

agreement to repurchase 79,317 (39,990) 39,327 (37,885) - 1,442
Financial liabilities
classified as held for
trading:

Derivatives 211,290 (51,319) 159,971 (129,481) (20,501) 9,989
TOTAL 328,107 (104,864) 223,243 (190,954) (20,501) 11,788

(1) Amounts include $382 million of cash collateoal securities borrowed, $1,299 million of secestpurchased under agreements to
resell, $2,403 million of financial assets clagsifias held for trading - derivatives, $329 milliohcash collateral on securities
loaned, $1,428 million of securities sold undereagnents to repurchase and $2,498 million of firerzbilities classified as held
for trading — derivatives which are either not sabjto master netting agreements or collateralemgeats or are subject to such
agreements but the Group has not determined tieemgnts to be legally enforceable.

(2) Amounts are reported on a net basis in the easet consolidated statements of financial positiblen there is a legally
enforceable master netting arrangement that previidiea current right of offset and there is arefiion to either settle on a net
basis or to realise the asset and liability sinndtaisly.

(3) Amounts include $5,271 million and $2,255 moifliof cash collateral related to financial instraseclassified as held for trading —
derivatives recognised in amounts offset in thedemsed consolidated statement of financial postilom assets and liabilities
respectively.

(4) Amounts relate to master netting arrangemantiscollateral arrangements which have been detedy the Group to be legally
enforceable but do not meet all criteria required riet presentation within the condensed conseliatatement of financial
position.

(5) The cash collateral not offset is recognisethencondensed consolidated statement of finapoition within trade receivables and
payables respectively.

(6) In addition to the balances disclosed in tlidetaertain financial assets and financial lial@itdesignated at fair value through profit
or loss have legally enforceable master nettingrayements in place; however, these are not eliddnlenetting within the
condensed consolidated statement of financial ipasi$209 million not presented net within the cemsled consolidated statement
of financial position have legally enforceable imgftarrangements in place and can be offset irottimary course of business and/
or in the event of default.

7) Intercompany cross-product legally enforceal#étimg arrangements are in place which would alfowan additional $4,470
million of the total condensed consolidated statenet financial position, to be offset in the ordiy course of business and/ or in
the event of default. The additional amounts fésetfwould include a portion of the residual ngtasure.
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14.  FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING
(CONTINUED)

Net amounts  Amounts not offset in the
Amounts offset in  presented in the condensed consolidated

the condense condensec statement of financial
consolidated consolidated position @ © ©
statement of statement of Financial Cash
Gross  financial position financial Net
amounts® @O position instruments  collateral  exposure®”
$millions $millions $millions $millions $millions $millions
31 December 2016
Assets
Loans and receivables:

Cash collateral on

securities borrowed 32,385 (12,784) 19,601 (18,900) - 701

Securities purchased

under agreement to resell 107,120 (29,674) 77,446 (75,053) - 2,393
Financial assets classified as
held for trading:

Derivatives 236,829 (53,276) 183,553 (149,865) (25,944) 7,744
TOTAL 376,334 (95,734) 280,600 (243,818) (25,944) 10,838
Liabilities
Financial liabilities at
amortised cost:

Cash collateral on

securities loaned 34,008 (12,784) 21,224 (20,228) - 996

Securities sold under

agreement to repurchase 78,091 (29,675) 48,416 (46,876) - 1,540
Financial liabilities
classified as held for
trading:

Derivatives 230,135 (49,555) 180,580 (149,813) (19,764) 11,003
TOTAL 342,234 (92,014) 250,220 (216,917) (19,764) 13,539

(€

@

(©)
4)

®)
(6)

™)

Amounts include $427 million of cash collateoal securities borrowed, $2,319 million of secestpurchased under agreements to
resell, $2,299 million of financial assets classifias held for trading - derivatives, $995 milliohcash collateral on securities
loaned, $1,535 million of securities sold undereagnents to repurchase and $2,435 million of firerzbilities classified as held
for trading — derivatives which are either not sabjto master netting agreements or collateralemgeats or are subject to such
agreements but the Group has not determined tleemgnts to be legally enforceable.

Amounts are reported on a net basis in the eesell consolidated statements of financial positirien there is a legally
enforceable master netting arrangement that previdiea current right of offset and there is areiion to either settle on a net
basis or to realise the asset and liability sinndtaisly.

Amounts include $5,821 million and $2,099 roitliof cash collateral related to financial instrutseclassified as held for trading —
derivatives recognised in amounts offset in thesobdated statement of financial positions for &saed liabilities respectively.
Amounts relate to master netting arrangemantscollateral arrangements which have been detedridy the Group to be legally
enforceable but do not meet all criteria required riet presentation within the condensed conseatatement of financial
position.

The cash collateral not offset is recognisethéncondensed consolidated statement of finaposition within trade receivables and
payables respectively.

In addition to the balances disclosed in thetaertain financial assets and financial liatgiitdesignated at fair value through profit
or loss have legally enforceable master nettingreyements in place; however, these are not eliginenetting within the
consolidated statement of financial position. $4@i8ion not presented net within the consolidatéatesment of financial position
have legally enforceable netting arrangements agepbnd can be offset in the ordinary course oifnkas and/ or in the event of
default.

Intercompany cross-product legally enforcealdtting arrangements are in place which would alfowan additional $3,696
million of the total consolidated statement of fic&l position, to be offset in the ordinary couaddusiness and/ or in the event of
default. The additional amounts for offset wouldlimle a portion of the residual net exposure.
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15. INTEREST IN STRUCTURED ENTITIES

The Group is involved with various special purpesdties (“SPE”) in the normal course of business.
most cases, these entities are deemed to be stdantities.

Information on certain types of structured entitieprovided in the consolidated financial statetadaor

the year ended 31 December 2016. The informatitowbis limited to quantitative information and shau

be read in conjunction with note 15 of the consukd financial statements for the year ended 31
December 2016.

Consolidated structured entities

As at 30 June 2017 and 31 December 2016, the Gdalmot consolidate any significant structured
entities.

Unconsolidated structured entities

The Group has interests in structured entities tt@tGroup does not control and which are therefiote
consolidated.

The table below shows certain non-consolidatedsirad entities in which the Group had an intea¢ X0
June 2017 and 31 December 2016. The tables indildstructured entities in which the Group has
determined that its maximum exposure to loss istgrethan specific thresholds or meets certainrothe
criteria. Most of the structured entities includedhe tables below are sponsored by unrelatetiepathe
Group’s involvement is generally the result of Gmup’s secondary market-making activities.
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15. INTEREST IN STRUCTURED ENTITIES (CONTINUED)

Mortgage and

asset-backed Collateralised Fund
securitisations debt obligation investments Other Total
$millions $millions $millions  $millions  $millions
30 June 2017
Structured entity assets that the Group
does not consolidate (unpaid principal
balance) 4,361 4,417 1,026 538 10,342
Maximum exposure to loss:
Debt and equity interests 227 127 1,026 - 1,380
Derivative and other contracts - - - 25 25
Total maximum exposure to loss 227 127 1,026 25 1,405
Carrying value of exposure to loss -
assets?:
Debt and equity interests 227 127 1,026 - 1,380
Derivative and other contracts - 25 - - 25
Total carrying value of exposure to loss
- assets 227 152 1,026 - 1,405

Carrying value of exposure to loss -
liabilities ¥
Derivatives and other contracts - - - - -

Total carrying value of exposure to loss
- liabilities - - - - -

(1) Amounts are recognised in the condensed cafeell statement of financial position in finaneissets or liabilities classified as
held for trading — derivatives or financial assat$iabilities classified as held for trading — porate and other debt.
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15. INTEREST IN STRUCTURED ENTITIES (CONTINUED)

Unconsolidated structured entities (continued)

Mortgage and

asset-backed Collateralised Fund
securitisations debt obligation investments Other Total
$millions $millions $millions  $millions  $millions
31 December 2016
Structured entity assets that the Group
does not consolidate (unpaid principal
balance) 3,174 4,503 3,412 5 11,094
Maximum exposure to loss:
Debt and equity interests 252 150 - - 402
Derivative and other contracts - - 3,412 5 3,417
Total maximum exposure to loss 252 150 3,412 5 3,819
Carrying value of exposure to loss -
assets?:
Debt and equity interests 252 150 - - 402
Derivative and other contracts - - 12 5 17
Total carrying value of exposure to loss
- assets 252 150 12 5 419
Carrying value of exposure to loss -
liabilities @
Derivatives and other contracts - - 20 - 20
Total carrying value of exposure to loss
- liabilities - - 20 - 20

(1) Amounts are recognised in the condensed cafeell statement of financial position in finaneis$ets or liabilities classified as
held for trading — derivatives or financial assat$iabilities classified as held for trading — porate and other debt.

The Group’s maximum exposure to loss often diffeosn the carrying value of the interests held by th
Group. The maximum exposure to loss is dependethi@mature of the Group’s interest in the struedur
entities and is limited to the notional amountseitain liquidity facilities, other credit suppotttal return
swaps, written put options, and the fair value @ftain other derivatives and investments the Grioap
made in the structured entities. Liabilities issumdstructured entities generally are non-recotiosthe
Group. Where notional amounts are utilised in gifigng maximum exposure related to derivatives,hsuc
amounts do not reflect fair value write downs alseeecorded by the Group.

The Group’s maximum exposure to loss does not decthe offsetting benefit of any financial instrurte
that the Group may use to hedge these risks assdaiath the Group’s interests. In addition, theo@'s
maximum exposure to loss is not reduced by the ataiucollateral held as part of a transaction wtita
structured entity or any party to the structuretitgxirectly against a specific exposure to loss.
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15. INTEREST IN STRUCTURED ENTITIES (CONTINUED)
Unconsolidated structured entities (continued)

Securitisation transactions generally involve dticed entities. Primarily as a result of its seamd
market-making activities, the Group owned additi@eturities issued by securitisation structuretitiea

for which the maximum exposure to loss is less tecific thresholds. These additional securitibschv
were retained in connection with transfers of asbgtthe Group totalled $237 million at 30 June2(31

December 2016: $365 million). Details of the typeecurities retained are shown in the table below.

30 June 2017 31 December 2016

$millions $millions

Securities backed by:
Residential mortgage loans 167 159
Commercial mortgage loans 18 35
CDOs or other CLOs 51 133
Other consumer loans 1 38
237 365

The Group’s primary risk exposure is to the semgibwned by the Group and issued by the structured
entity, with the risk highest on the most subortinglass of beneficial interests. These securifergerally

are included in Financial assets classified as faldrading — corporate and other debt. The Grdops

not provide additional support in these transastithmough contractual facilities, such as liquiddgilities,
guarantees or similar derivatives. The Group’s maxnh exposure to loss generally equals the fairevafu

the securities owned.

The Group has not provided financial support tootirerwise agreed to be responsible for supporting
financially, any unconsolidated structured entity.

Sponsored unconsolidated structured entities

Details of when the Group considers itself the sporof certain non-consolidated structured entitges
provided in note 15 of the consolidated financtatements for the year ended 31 December 2016.

For some sponsored entities, the Group has noesttet 30 June 2017; however the Group has been
involved with the structured entity through estshiing the structured entity, marketing of products
associated with the structured entity in its owmaaand/ or through involvement in the design & th
structured entity.

The loss related to sponsored entities during ther®nths ended 30 June 2017 was $1.5 million (31
December 2016: loss of $1.5 million). Gains or ésssre reported under ‘Net gains on financial
instruments classified as held for trading’ in tendensed consolidated income statement. No assets
transferred to sponsored structured entities foinguthe six months ended 30 June 2017 (year eBded
December 2016: $120 million).

16 FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE
a. Financial assets and liabilities recognised aair value on a recurring basis

The following tables present the carrying valu¢haf Group’s financial assets and financial lialeit
recognised at fair value on a recurring basis sdfiasl according to the fair value hierarchy. The
information below is limited to quantitative infoation and should be read in conjunction with ndteo
the consolidated financial statements for the yealed 31 December 2016.
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

a. Financial assets and liabilities recognised aaif value on a recurring basis (continued)

30 June 2017

Financial assets classified as held for trading:
Government debt securities
Corporate and other debt
Corporate equities
Derivatives:
Interest rate contracts
Credit contracts
Foreign exchange and gold contracts
Equity contracts
Commodity contracts

Total financial assets classified as held for
trading

Financial assets designated at fair value through
profit or loss
Available-for-sale financial assets:

Corporate equities

Total financial assets measured at fair value

Financial liabilities classified as held for
trading:
Government debt securities
Corporate and other debt
Corporate equities
Derivatives:
Interest rate contracts
Credit contracts
Foreign exchange and gold contracts
Equity contracts
Commodity contracts

Total financial liabilities classified as held for
trading

Financial liabilities designated at fair value
through profit or loss

Total financial liabilities measured at fair

Valuation Valuation
techniques techniques with
using significant
Quoted prices observable unobservable
in active market inputs inputs
(Level 1) (Level 2) (Level 3) Total
$millions $millions $millions  $millions
9,947 1,779 3 11,729
- 10,720 324 11,044
71,409 250 80 71,739
4 70,385 1,245 71,634
- 5,513 101 5,614
- 48,373 46 48,419
250 30,123 1,536 31,909
- 3,136 6 3,142
81,610 170,279 3,341 255,230
- 7,775 406 8,181
- - 71 71
81,610 178,054 3,818 263,482
21,049 847 - 21,896
- 2,562 8 2,570
22,375 52 17 22,444
4 65,002 988 65,994
- 5,711 108 5,819
- 50,544 70 50,614
404 31,905 2,163 34,472
32 3,032 8 3,072
43,864 159,655 3,362 206,881
- 22,973 434 23,407
43,864 182,628 3,796 230,288

value

(1) Amounts exclude the unsettled fair value of longufes contracts of $115 million included Tmade
receivables in the condensed consolidated baldrest and short futures contracts of $324 millioBat
June 2017 included in Trade payables in the coselt consolidated balance sheet. These contra
primarily: classified as Level 1 in the fair value hierarchgtively traded, and valued based on qu

prices from the exchange.
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI

NUED)

a. Financial assets and liabilities recognised aaif value on a recurring basis (continued)

31 December 2016

Valuation

Valuation

techniques techniques with

Quoted prices using significant
in active observable unobservable
market inputs inputs
(Level 1) (Level 2) (Level 3) Total
$millions $millions $millions  $millions
Financial assets classified as held for trading:

Government debt securities 7,185 2,863 4 10,052

Corporate and other debt - 8,332 218 8,550

Corporate equities 45,746 218 61 46,025

Derivatives:

Interest rate contracts 9 79,664 779 80,452
Credit contracts - 6,047 111 6,158
Foreign exchange and gold contracts - 66,658 68 66,726
Equity contracts 329 26,350 1,169 27,848
Commodity contracts 75 2,275 19 2,369
Total financial assets classified as held for
trading 53,344 192,407 2,429 248,180
Financial assets designated at fair value thrc
profit or loss - 4,134 178 4,312
Available-for-sale financial assets:

Corporate equities - - 29 29
Total financial assets measured at fair value 53,344 196,541 2,636 252,521
Financial liabilities classified as held for
trading:

Government debt securities 17,171 2,305 - 19,476

Corporate and other debt - 2,848 5 2,853

Corporate equities 23,217 33 28 23,278

Derivatives:

Interest rate contracts 4 75,031 956 75,991
Credit contracts - 6,232 116 6,348
Foreign exchange and gold contracts - 66,443 54 66,497
Equity contracts 470 27,150 1,802 29,422
Commodity contracts 32 2,268 22 2,322
Total financial liabilities classified as held for
trading 40,894 182,310 2,983 226,187
Financial liabilities designated at fair value
through profit or loss - 5,752 268 6,020
Total financial liabilities measured at fair
value 40,894 188,062 3,251 232,207

(1) Amounts exclude the unsettled fair value of lontuffas contracts of $77 million included in Trade
receivables in the condensed consolidated baldmet aind short futures contracts of $8 million &t 3

December 2016 included in Trade payables in thedeosed consolidated balance shediest
contracts are primarily: classified as Level 1 le fair value hierarchy, actively traded, and vd

based on quoted prices from the exchange.
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

b. Transfers between Level 1 and Level 2 of the favalue hierarchy for financial assets and liabiliies
recognised at fair value on a recurring basis

During the period the Group reclassified approxehat$1.6 billion (2016: $910 million) of European
government debt securities assets and $1.3 bi{&16: $602 million) of European government debt
securities liabilities from Level 2 to Level 1 dteincreased market activity in these instruments.

c. Changes in Level 3 financial assets and liabikts recognised at fair value on a recurring basis

The following table presents the changes in the Walue of the Group’s Level 3 financial assets and
financial liabilities for the six months ended 30né& 2017. Level 3 instruments may be hedged with
instruments classified in Level 1 and Level 2. Thalised and unrealised gains/ (losses) for assets
liabilities within the Level 3 category presentedthe tables below do not reflect the related sedliand
unrealised gains or losses on hedging instruméatshave been classified by the Group within theel &
and / or Level 2 categories.

Both observable and unobservable inputs may be tsetttermine the fair value of positions that the
Group has classified within the Level 3 categorg & result, the unrealised gains/ (losses) dufeg t
period for assets and liabilities within the Le®@etategory presented in the following tables mayjuide
changes in fair value during the period that wenébaitable to both observable and unobservablatsp

The Morgan Stanley Group operates a number of-gnvap policies to ensure arm’s length pricing.
Where the trading positions included in the belable are risk managed using financial instrumentd h

by other Morgan Stanley Group undertakings, theskcips potentially result in the recognition of
offsetting gains or losses in other entities inNh@gan Stanley Group.
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16.

FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI

NUED)

c. Changes in Level 3 assets and liabilities measat at fair value on a recurring basis (continued)

30 June 2017

Total gains/ %’ Unrealised
Total gains/ (losses % gains/ (losses
(losses recognised in 2 for Level 3
recognised in condensec 0 = Net assets.
condensec consolidated @ T g transfers liabilities
Balance at  consolidated statement of s g g in and/or outstanding as
1 January income comprehensive e Q< = (out) of  Balance at at 30 June 201’
2017  statement (1) income (1) x & & Level 3 (3) 30 June 2017 4
$millions $millions $millions  $millions  $millions  $millions  $millions $millions $millions
Financial assets classified as
held for trading:
Government debt
securities 4 - - 2 ) - - 3 -
Corporate and other debt 218 16 - 163 (223) - 50 324 7
Corporate equities 61 (1) - 28 (68) - 60 80 -
Total financial assets
classified as held for trading 283 15 - 193 (194) - 110 407 7
Financial assets designated at
fair value through profit or
loss 178 42 - 72 - - 114 406 42
Available-for-sale
financial assets:
Corporate equities 29 - 2 40 - - - 71 2
Total financial assets
measured at fair value 490 57 2 305 (194) - 224 884 51
Financial liabilities
classified as held for trading:
Corporate and other debt 5 - - - 4 - Q) 8 -
Corporate equities 28 - - (85) 1 - 73 17 -
Net derivative contractd 804 (332) - (324) 503 (1,066) 154 403 (212)
Total financial liabilities
classified as held for
trading 837 (332) - (409) 508 (1,066) 226 428 (212)
Financial liabilities
designated at fair value
through profit or loss 268 (13) (2) - 190 32) (7) 434 (18)
Total financial liabilities
measured at fair value 1,105 (345) (2) (409) 698  (1,098) 219 862 (230)

(1) The total gains or (losses) are recognisette condensed consolidated income statementhendondensed consolidated statement of comprefes
income as detailed in the financial instrumentoaoting policy in the Group’s annual financial staents for the year ended 31 December 2016.

(2) Amounts relating to entering into net derivativontracts and financial liabilities designatedaat value through profibr loss represent issuanc
Amounts for other line items represent sales.

(3) For financial assets and financial liabilittesit were transferred into and out of Level 3 dutimg period, gains or (losses) are presentedthe dsset
or liabilities had been transferred into or outefel 3 as at the beginning of the period.

(4) Amounts represent unrealised gains or (lEsE® the period related to assets and liabilige outstanding at 30 June 2017. The unrealigads ol
(losses) are recognised in the condensed congalidatome statement or condensed consolidatedrgtateof comprehensive income as detailedhie
financial instruments accounting policy in the Gusuannual financial statements for the year er8leBecember 2016.

(5) Net derivative contracts represent Financibilities classified as held for trading — derivaticontracts net dfinancial assets classified as held
trading — derivative contracts.
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16.

FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

c. Changes in Level 3 assets and liabilities measat at fair value on a recurring basis (continued)

31 December 2016

Unrealised
Total gains or g gains or
Total gains or (losses 2 (losses) foi
(losses  recognised in g level 3 assets/
recognised in condensec @ = Net liabilities
Balance condensec  consolidated @ ° $ transfers Balance outstanding
atl consolidated other 8 g g inand / at 31 as at 31
January income comprehensive e K} £ oroutof December December
2016 statement income® g 3 $ Level 3@ 2016 2016
$million $million $million  $million  $million  $million  $million $million $million
Financial assets classified as
held for trading:
Government debt securities 4 - - 2 4) - 2 4 -
Corporate and other debt 576 8 -7 (409) - (28) 218 (5)
Corporate equities 228 (13) - 32 (24) - (162) 61 -
Total financial assets classified
as held for trading 808 (5) - 105 (437) - (188) 283 (5)
Financial assets designated at
fair value through profit or loss 381 7 - 15 (236) - 11 178 7
Available-for-sale financial
assets:
Corporate equities 38 - (8) 1 (2) - - 29 (8)
Total financial assets
measured at fair value 1,227 2 (8) 121 (675) - (A77) 490 (6)
Financial liabilities classified
as held for trading:
Corporate and other debt 5 - - Q) 1 - - 5 -
Corporate equities 15 12 - 3) 24 - 4 28 -
Net derivative contract® 1,006 212 - (355) 543 301 (479) 804 13
Total financial liabilities
classified as held for trading 1,026 224 - (359) 568 301 (475) 837 13
Financial liabilities designated
at fair value through profit or
loss 160 8 - - 223 (89) (18) 268 8
Total financial liabilities
measured at fair value 1,186 232 - (359) 791 212 (493) 1,105 21

@

@
©)
4)

&)

The total gains or (losses) are recognised in traensed consolidated income statement and thesgsed consolidated
statement of comprehensive income, as detailddeiffimancial instruments accounting policy (note)Bin the Group’s annual
financial statements for the year ended 31 Dece@®Es.

Amounts relating to entering into net derivativenzacts and financial liabilities designated at failue through profit or loss
represent issuances. Amounts for other line itespsesent sales.

For financial assets and financial liabilities there transferred into and out of Level 3 during year, gains or (losses) are
presented as if the assets or liabilities had beersferred into or out of Level 3 as at the beigigrof the year.

Amounts represent unrealised gains or (lossesttferyear ended 31 December 2016 related to assdtdiadilities still
outstanding as at 31 December 2016. The unreajjagts or (losses) are recognised in the condensesblidated income
statement or condensed consolidated statementngprebiensive income, as detailed in the financistriments accounting
policy in the Group’s annual financial statemeitsthe year ended 31 December 2016.

Net derivative contracts represent Financial liiedl classified as held for trading — derivatiwntracts net of Financial assets
classified as held for trading — derivative contisac
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

c. Changes in Level 3 financial assets and liabilits measured at fair value on a recurring basis
(continued)

During the period, there were no material transfien Level 2 to Level 3 or Level 3 to Level 2 bkt
fair value hierarchy (2016: $nil).

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis

The following disclosures provide information ore tbensitivity of fair value measurements to keyutsp
and assumptions.

i. Quantitative information about and qualitative seévity of significant unobservable inputs

The following table provides information on the wation techniques, significant unobservable inputs
and their ranges and averages for each materigaat of assets and liabilities measured at fdueva
on a recurring basis.

The level of aggregation and breadth of productsedhe range of inputs to be wide and not evenly
distributed across the inventory. Further, the eaofjunobservable inputs may differ across grouops i
the financial services industry because of divergitthe types of products included in each group’s
inventory. The following disclosures also includgatitative information on the sensitivity of therfa
value measurements to changes in the significaobservable inputs. There are no predictable
relationships between multiple significant unobséte inputs attributable to a given valuation
technique. A single amount is disclosed when tiger® significant difference between the minimum,
maximum and average (weighted average or similerame / median).
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis
(continued)

i. Quantitative information about and qualitative s#wvisy of significant unobservable inputs
(continued)

30 June 2017 Range®
Fair (Weighted averages or
value Predominant valuation techniques/ simple
$millions Significant unobservable inputs averages/mediary
ASSETS

Financial assets classified as held for trading:

- Corporate and other debt:

- Residential mortgage-backed securities 33 Conmymmicing
Comparable bond price 1 to 10 pts (7 pts)
- Asset-backed securities 55 Comparable pricing
Comparable bond price 4 to 138 pts (91 pts)
- Corporate bonds 227 Comparable pricing
Comparable bond price 3 to 133 pts (86 pts)
- Corporate equities 80 Comparable pricing
Comparable equity price 100% (100%)
Financial assets designated at fair value throughrpfit or loss:
- Customer loans 320 Margin loan model
Discount rate 5% (5%)
Option model
Volatility skew -1% (-1%)
- Prepaid OTC contracts 77 Discounted cash flow
Recovery Rate 10% (10%)
Available-for-sale financial assets:
- Corporate equities 71 Comparable pricing
Comparable equity price 100% (100%)
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis

(continued)

i. Quantitative information about and qualitative s@visy of significant unobservable inputs

(continued)

30 June 2017
Fair value  predominant valuation techniques/

Range®

(Weighted averages or

$millions  Significant unobservable inputs simple averages/mediarf}

LIABILITIES
Financial liabilities classified as held for tradirg:

- Net derivative contract¥?®
- Interest rate 257 Option model

Inflation volatility
Interest rate-foreign exchange
correlation
Interest rate-inflation correlation
Inflation curve
Interest rate volatility skew

- Credit (7) Correlation model
Credit correlation

Comparable pricing

Comparable bond price

- Foreign exchange and gold (24) Option model
Interest rate-foreign exchange
correlation
Interest rate volatility skew
Deal execution probability

- Equity (627) Option model
At the money volatility
Volatility skew

Equity-equity correlation
Equity-foreign exchange correlatio

24% t0 62% (44%/41%)

27% t0 54% (44%/44%)

-27% to -48% (-36%/-34%)
1% (1%/1%)

299% to 102% (44%/45%)

40% to 69% (48%)

1 to 100 pts (34 pts)

27% to 54% (44%/44%)
299% to 102% (44%/45%)
93% to 99% (95%/95%)

6% to 64% (29%)
-4% t0 0% (-1%)
45% t0 99% (71%)
-54% 10 -5% (-31%)

Financial liabilities designated at fair value thraigh profit or loss:

- Issued structured notes (344) Option model
At the money volatility
Volatility skew
Equity-equity correlation
Equity-foreign exchange correlation
Discount cash flow
- Prepaid OTC contracts (80) Recovery Rate

6% to 45% (28%)
-1% to 0% (-1%)
46% to 73% (62%)
-50% to -6% (-22%)

10% (10%)

(1) Net derivative contracts represent financalbilities classified as held for trading — derivatcontracts net of financial assets classified as

held for trading — derivative contracts.

(2) The ranges of significant unobservable inpuésrapresented in points, percentages or basigspoloints are a percentage of par; for
example, 100 points would be 100% of par. A bpsiat equals 1/100th of 1%; for example, 353 bpsists would equal 3.53%.

(3)Amounts represent weighted averages except véirape averages and the median of the inputsraréded when more relevant.

(4) CVA and FVA are included in fair value, but &xaed from the valuation techniques and signifiaambbservable inputs in the previous
table. CVA is a Level 3 input when the underlyirauoterparty credit curve is unobservable. FVA isegel 3 input in its entirety given the

lack of observability of funding spreads in thengipal market.
(5) Includes derivative contracts with multipleksg(i.e. hybrid products).

58



MORGAN STANLEY & CO. INTERNATIONAL plc

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
Six months ended 30 June 2017

16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis
(continued)

i. Quantitative information about and qualitative s@visy of significant unobservable inputs
(continued)

31 December 2016 Range®@
Fair (Weighted averages or
value Predominant valuation techniques/ simple
$millions Significant unobservable inputs averages/mediarf})
ASSETS

Financial assets classified as held for trading:

- Corporate and other debt:

- Residential mortgage-backed securities 61 Conbmmicing
Comparable bond price 2 to 14 pts (7 pts)
- Asset-backed securities 43 Comparable pricing
Comparable bond price 28 to 100 pts (88 pts)
- Corporate bonds 91 Comparable pricing
Comparable bond price 5 to 130 pts (99 pts)
- Corporate equities 61 Comparable pricing
Comparable equity price 100% (100%)
Financial assets designated at fair value throughrpfit or loss:
- Customer loans 152  Margin loan model
Discount rate 9% (9%)
Option model
Volatility skew -1% (-1%)
Available-for-sale financial assets:
- Corporate equities 29 Comparable pricing
Comparable equity price 100% (100%)
LIABILITIES
Financial liabilities classified as held for tradirg:
- Corporate equities (28) Comparable pricing
Comparable equity price 100% (100%)
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis
(continued)

i.  Quantitative information about and qualitatsensitivity if significant unobservable inputeitinued)

31 December 2016 Range®@
(Weighted averages or
simple averages/mediarty

Fair value
$millions

Predominant valuation techniques/
Significant unobservable inputs
LIABILITIES

Financial liabilities classified as held for tradirg:

- Net derivatives contract§®®

- Interest rate (A77) Option model
Inflation volatility 24% to 55% (40%/39%)
Interest rate-foreign exchange
correlation 28% to 58% (44%/43%)
Interest rate curve correlation 28% to 98% (67%/69%)
Interest rate quanto correlation -8% to 37% (6%/-7%)
Interest rate curve 1.5% to 1.6% (1.5%/1.5%)
Interest rate volatility skew 31% to 116% (47%/50%)
- Credit (5) Correlation model

Credit correlation
Comparable pricing
Comparable bond price
14  Option model
Interest rate-foreign exchange

35% to 59% (44%)

2 to 100 pts (39 pts)
- Foreign exchange and gold

correlation

Interest rate volatility skew
Credit-foreign exchange
correlation

Option model

At the money volatility
Volatility skew
Equity-equity correlation

28% t0 58% (44%/43%)
31% to 116% (47%/50%)

0% (0%)

16% to 66% (32%)
-2% to 0% (-1%)
35% to 99% (74%)

Equity-foreign exchange

correlation -63% to -5% (-41%)

- Commodit: 3) Comparable pricin
y p p 9

Comparable price $508 to $1,626 ($829)

Financial liabilities designated at fair value thraugh profit or loss:

- Issued structured notes (242) Option model
At the money volatility
Volatility skew
Equity-equity correlation
Equity-foreign exchange

correlation -55% to -6% (-41%)

7% to 34% (29%)
-1% to 0% (-1%)
46% to 98% (82%)

(1) Net derivative contracts represent financibilities classified as held for trading — derivatcontracts net of financial assets classified as
held for trading — derivative contracts.

(2) The ranges of significant unobservable inpuésrapresented in points, percentages or basigspoloints are a percentage of par; for
example, 100 points would be 100% of par. A bpsiat equals 1/100th of 1%; for example, 353 bpsists would equal 3.53%.

(3)Amounts represent weighted averages except véirape averages and the median of the inputsraréded when more relevant.

(4) CVA and FVA are included in fair value, but &xaed from the valuation techniques and signifiaambbservable inputs in the previous
table. CVA is a Level 3 input when the underlyirmunterparty credit curve is unobservable. FVA lIsegel 3 input in its entirety given the
lack of observability of funding spreads in thenpipal market.

(5) Includes derivative contracts with multiplekss(i.e. hybrid products).
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis
(continued)

A description of the significant unobservable irppanhd qualitative sensitivity included in the tahlkeove
for all major categories of assets and liabiliisdncluded within note 31 of the consolidated fingl
statements for the year ended 31 December 2016.

ii. Sensitivity of fair values to changing significagsumptions to reasonably possible alternatives

The following tables present the sensitivity of fa& value of Level 3 financial assets and finahci
liabilities to reasonably possible alternative asgtions, providing quantitative information on the
potential variability of the fair value measuremenithe information below is limited to quantitative
information and should be read in conjunction witlie 31 of the consolidated financial statements fo
the year ended 31 December 2016.

30 June 2017 Effect of reasonably possible

alternative assumptions

Increase in Decrease ir

Fair value fair value fair value
$millions $millions $millions
Financial assets classified as held for trading:
Corporate and other debt 324 11 (11)
Corporate equities 8C 5 (18)
Financial assets designated at fair value througfitp
or loss:
Prepaid OTC contracts 77 102 (43)
Customer loans 32( - (1)
Available-for-sale financial assets:
Corporate equities 71 11 (14)

Financial liabilities classified as held for tragin
Net derivatives contract¥’ 40¢ 50 (51)
Financial liabilities designated at fair value thgb
profit or loss:
Prepaid OTC contracts 8C 102 (43)
Issued structured notes 344 2 (2)

(1) Net derivative contracts represent financiabilities classified as held for tradingderivative contracts net of financial as
classified as held for trading — derivative contisac

(2) CVA and FVA are included in the fair value, laxcluded from the effect of reasonably possibleraditive assumptions in t
table above. CVA is deemed to be a level 3 inpugwthe underlying counterparty credit curve is weobable. FVA is deemedd
be a Level 3 input in its entirety given the ladlobservability of funding spreads in the principarket.
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

d. Valuation of Level 3 financial assets and liabilies recognised at fair value on a recurring basis
(continued)

ii. Sensitivity of fair values to changing signdict assumptions to reasonably possible alternatives
(continued)

31 December 2016 Effect of reasonably possible
alternative assumptions
Increase in  Decrease ir

Fair value fair value fair value
$millions $millions $millions
Financial assets classified as held for trading:
Corporate and other debt 218 10 (20)
Corporate equities 61 10 (13)
Financial assets designated at fair value througfitp
or loss:
Customer loans 152 1 (1)
Available-for-sale financial assets:
Corporate equities 29 6 (10)
Financial liabilities classified as held for tragin
Corporate equities 28 - 4)
Net derivatives contracdt¥®’ 804 37 (57)
Financial liabilities designated at fair value thgb
profit or loss:
Issued structured notes 242 2 (2)

(1) Net derivative contracts represent financialess classified as held for tradinglerivative contracts net of financial liabiliti
classified as held for trading — derivative contisac

(2) CVA and FVA are included in the fair value, lxcludedfrom the effect of reasonably possible alternatissumptions in tt
table above. CVA is deemed to be a level 3 inputmthe underlying counterparty credit curve is weobable. FVA is deemed
be a Level 3 input in its entirety given the ladlobservability of funding spreads in the principarket.
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16. FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE (CONTI NUED)

e. Financial instruments valued using unobservablmarket data

The amounts not recognised in the condensed cdasedi income statement for the relevant period
relating to the difference between the fair valtisiial recognition (the transaction price) ame tamounts
determined at initial recognition using valuatieehniques are as follows:

30 June 2017 31 December 2016

$millions $millions
At 1 January 245 216
New transactions 87 70
Amounts recognised in the condensed consolidatamie
statement during the period/year (30) (42)
At 30 June 2017 / 31 December 2016 302 245

The balance above predominately relates to devisti

The condensed consolidated statement of finanaaltipn categories ‘Financial assets and financial
liabilities classified as held for trading’, ‘Fineial assets and financial liabilities designatedaat value
through profit or loss’, and ‘Available-for-salenfincial assets’ include financial instruments whfzse
value is based on valuation techniques using umealke market data.

f. Assets and liabilities measured at fair value oa non-recurring basis

Non-recurring fair value measurements of assetdiahilities are those which are required or peteditin
the condensed consolidated statement of finan@altipn in particular circumstances. There were no
assets or liabilities measured at fair value opmmecurring basis during the current or prior péri
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17. ASSETS AND LIABILITIES NOT MEASURED AT FAIR VAL UE

The table below presents the carrying value, falu@ and fair value hierarchy category of certaaricial
assets and financial liabilities that are not meagat fair value in the condensed consolidate@stant of
financial position.

Financial assets and financial liabilities not mead at fair value for which the carrying value is
considered a reasonable approximation of fair vaheeexcluded from the table below.

Fair value measurement using:

Valuation

Valuation techniques

Quoted techniques with

prices in using  significant

active observable unobservable

Carrying Fair market inputs inputs
value value (Level 1) (Level 2) (Level 3)
$millions  $millions  $millions  $millions $millions

30 June 2017
Financial liabilities

Subordinated loans 7,000 7,313 - 7,313 -
Other payables 30,167 30,619 - 30,619 -
Financial liabilities at 30 June 2017 37,167 37,932 - 37,932 -

31 December 2016

Financial liabilities
Other payables at 31 December 2016 7,240 7,069 - 7,069 -

Also included in the condensed consolidated staténoé financial position is $4,431 million (31
December 2016: $3,616 million) of other payableergtthe carrying value is a reasonable approximatio
of fair value. The fair value of other payablesdistermined based on current interest rates andtcred
spreads for debt instruments with similar terms ieuadurity.
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18. RELATED PARTY DISCLOSURES

The management and execution of business strategiesglobal basis results in many Morgan Stanley
transactions impacting a number of Morgan Stanlsyu@ entities. The Morgan Stanley Group operates a
number of intra-group policies to ensure arm’s targicing.

The Group receives and incurs management chargagitrom other Morgan Stanley Group undertakings
for infrastructure services, including the provisiof staff and office facilities. For the six monpleriod
ended 30 June 2016 ‘management charges from otbegavl Stanley Group undertakings relating to staff
costs’ were $813 million (30 June 2016: $677 miljiand ‘management charges from other Morgan
Stanley Group undertakings relating to other sew/iovere $423 million (30 June 2016: $315 million)
See note 2 for further details.

Results reflect the impact of the Group and Mor&sanley updating its Global Transfer Pricing Palicy
effective 1 January 2017. This change in transfgicp is consistent with evolving transfer pricing
guidance under OECD's and evolving regulatory guida The transfer pricing method selected for
implementation is one of the methods specified urtde 2017 OECD Transfer Pricing Guidelines for
Multinational Enterprises and Tax AdministratioriBhis new policy is the subject of a multilateral
Advanced Pricing Agreement that is currently unéeiew by relevant tax authorities.

19. EVENTS AFTER THE REPORTING PERIOD

On 25 September 2017, the Company approved tharisswf an additional 1,000,000,000 of $1 ordinary
shares to the Company’s immediate parent undegdtintotal consideration of $1,000,000,000.
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