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MORGAN STANLEY B.V.

INTERIM MANAGEMENT REPORT

The Directors present their interim management ntepDirectors’ responsibility statement and the
condensed financial statements for Morgan Stanldy Bhe “Company”) for the six months ended 30
June 2018.

RESULTS AND DIVIDENDS

The profit for the six months ended 30 June 2018y tax, was €503,000 (30 June 2017: €2,837,000).
During the six months ended 30 June 2018, no diddeavere paid or proposed (30 June 2017: €nil).
PRINCIPAL ACTIVITY

The principal activity of the Company is the issteof financial instruments including notes, cétifes
and warrants (“Structured Notes”) and the hedginh@ obligations arising pursuant to such issuance

The Company was incorporated under Dutch law oneftednber 2001 and has its statutory seat in
Amsterdam, The Netherlands. The business offiadh@Company is at Luna Arena, Herikerbergweg 238,
1101 CM, Amsterdam, The Netherlands.

The Company’s ultimate parent undertaking and odiitig entity is Morgan Stanley, which, togethetthwi
the Company and Morgan Stanley’s other subsidiadettakings, form the “Morgan Stanley Group”.

FUTURE OUTLOOK

There have not been any significant changes il€trapany’s principal, financing or investment adgivin
the period under review and no significant chamgghé Company’s principal activity is expected.

BUSINESS REVIEW
Global market and economic conditions

After a strong recovery in 2017, global growth rémed broadly stable above its long-term averageén
first half of 2018, with gross domestic product PB") growth in the first quarter at 4.0% and thewsl
quarter tracking at 3.9% for the year. In developstkets (“DMs”") sequential growth rebounded in the
second quarter (due to the United States (“US”) daqhn) after a temporary softening in the firstrtgr.

In emerging markets (“EMs”), growth remained straaig5.1% in the first quarter before moderating
slightly to 5.0% in the second quarter. In EM Agieowth came in better than expected as China’s GDP
growth remained broadly stable and India’s grovéttexpected to have accelerated, thereby offsetting
slowdown in other select EMs such as Brazil. Agasnbackdrop of solid growth and further tightening
labor markets, DM central banks continued to legairsst accommodative financial conditions: the Fade
Reserve remained on a hiking path, raising interasts by 25bp each quarter, and the EuropeanaCentr
Bank (“ECB”) decided that it will halve its net mimases to €15 billion per month between October and
December, and discontinue quantitative easing fre 2019. In China, the Morgan Stanley Group betieve
that the policy stance has turned neutral fronghtéining bias earlier in the year. More specificathe
reserve requirement ratio was cut twice in Aprifl dieine and there was some easing of regulatorysitmrm
support broader credit growth amid lingering traelesions and credit risk. In Brazil and Russia @@nt
banks cut rates in the first quarter. Meanwhiles Beserve Bank of India maintained its gradualngki
path. Trade tensions remained elevated, with theadliBinistration taking up a series of tariff measuin

the first half of 2018 which were met with simil@sponses from trade partners such as China aralithe
area. The impact on global trade and GDP growthbleas limited so far, but we continue to see dognsi
risks, particularly if further tariffs, such as theoposed measures on $200 billion of China impevése to

be implemented.



MORGAN STANLEY B.V.

INTERIM MANAGEMENT REPORT

BUSINESS REVIEW (CONTINUED)
UK Referendum

On 23 June 2016, the United Kingdom (“UK”) electergoted to leave the European Union (“EU”). On 29
March 2017, the UK formally invoked Article 50 dfe Lisbon Treaty, which triggered a two-year period
subject to extension (which would need the unansrapproval of the EU Member States), during which
the UK government is expected to negotiate its dvikval agreement with the EU. Absent any extension,
the UK is expected to leave the EU in March 2018 Terms and conditions of the anticipated withddaw
from the EU, and which of the several alternativedeis of relationship that the UK might ultimately
negotiate with the EU, remain uncertain. Howevike, YK government has stated that the UK will leave
the EU single market and will seek a phased pesfoenplementation for the new relationship that may
cover the legal and regulatory framework applicablénancial institutions with significant operatis in
Europe, such as Morgan Stanley. Since any transitiomplementation periods and the eventual sstres
arrangements require agreement of both the UK lam&U, there is a risk that these arrangementsnogy
be agreed by March 2019. Potential effects of theddit from the EU and potential mitigation actions
may vary considerably depending on the timing othdiawal and the nature of any transition,
implementation or successor arrangements.

Overview of 2018 financial results

The issued Structured Notes expose the Comparhetagk of changes in market prices of the undeglyi
securities, interest rate risk and, where denormthat currencies other than Euros, the risk of gharn
rates of exchange between the Euro and the otlexarg currencies. The Company uses the contraats t

it purchases from other Morgan Stanley Group uld@rgs to hedge the market price, interest rate and
foreign currency risks associated with the issuaridbe Structured Notes.

The condensed statement of comprehensive incomthdéosix months ended 30 June 2018 is set out on
page 8. The Company reported a profit before incéaxefor the six months ended 30 June 2018 of
€671,000 compared to a profit before income ta&3¥83,000 for the six months ended 30 June 2017.

The profit before income tax for the period end@dJ8ne 2018 primarily comprises management charges
recognised in ‘Other revenue’ of €671,000, compated€3,027,000 received in the prior period.
Management charges received have decreased aslbakethe Company and Morgan Stanley Group
updating its Global Transfer Pricing Policy. Thisaage in transfer pricing policy is consistent with
evolving transfer pricing guidance under the Orgatibn for Economic Cooperation and Development
(“OECD") and evolving regulatory guidance. Thenster pricing method selected for implementation is
one of the methods specified under the 2017 OECBnsfer Pricing Guidelines for Multinational
Enterprises and Tax Administrations. The profitdsefincome tax for the prior period also includes
additional costs of €756,000 included in the caltiah of the yield payable on Convertible Preferred
Equity Certificates (“CPECS") reducing the yieldtognised in ‘Interest expense’.

The Company has recognised in ‘Net trading incombsss of €62,859,000 (30 June 2017: €359,254,000
gain), with a corresponding net gain of €62,859,06860gnised in ‘Net income on other financial
instruments held at fair value’ (30 June 2017: €358,000 loss). This is due to fair value changes
attributable to market movements on the equitiedetdging Structured Notes hedged by derivatives
classified as held for trading.
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INTERIM MANAGEMENT REPORT

BUSINESS REVIEW (CONTINUED)
Overview of 2018 financial results (continued)

The condensed statement of financial positionter@ompany is set out on page 10. The Companys tot
assets at 30 June 2018 are €8,647,104,000, a decos£834,721,000 or 9% when compared to 31
December 2017. Total liabilities of €8,606,826,0@present a decrease of €835,216,000 or 9% when
compared to total liabilities at 31 December 200ffese movements are primarily attributable to thieier

of issued Structured Notes and the related hedgistyjuments held at 30 June 2018. Structured Notes
reflected in ‘Debt and other borrowings’ have desex since 31 December 2017 as a result of maturiti
and fair value movements in the period partiallfsef by new issuances. The decrease in the value of
issued Structured Notes has resulted in a net @serfia the value of the related hedging instruments

The risk management section below sets out the @oyp and the Morgan Stanley Group’s policies for
the management of liquidity and cash flow risk atfier significant business risks.

Risk management

Risk is an inherent part of the Company’s busireswity. The Company seeks to identify, assess)iton
and manage each of the various types of risk iragbin its business activities, in accordance wéfirngd
policies and procedures. The Company has develigedvn risk management policy framework, which
leverages the risk management policies and proescafrthe Morgan Stanley Group, and which includes
escalation to the Company’s Board of Directors nappropriate senior management personnel asawell
oversight through the Company’s Board of Directors.

Note 14 to the Company’s annual financial statesémtthe year ended 31 December 2017 (“2017 annual
financial statements”) provides more detailed dqatlie disclosures on the Company’s exposure to
financial risks. Note 16 to the condensed finansi@mtements provides more detailed quantitative
disclosures as well as qualitative information o €Company’s expected credit loss (“ECL") measurgme
introduced from 1 January 2018.

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

Market risk

Market risk refers to the risk of losses for a fiosior portfolio due to changes in rates, foregrchange,
equities, implied volatilities, correlations or ettmarket factors.

Market risk management policies and procedureshiCompany are consistent with those of the Morgan
Stanley Group and include escalation to the CompaBpard of Directors and appropriate senior
management personnel.

The Company manages the market risk associateditwitrading activities at both a trading divisiand
an individual product level.

It is the policy and objective of the Company robe exposed to net market risk.
Credit risk

Credit risk refers to the risk of loss arising wharborrower, counterparty or issuer does not niset i
financial obligations to the Company. Credit risicludes the risk that economic, social and politica
conditions and events in a foreign country will exbely affect an obligor’s ability and willingnessfulfil
their obligations. Further detail on the Morganr#g Group’s management of country risk is set out
below.

Credit risk management policies and procedureshi®rCompany are consistent with those of the Morgan
Stanley Group and include escalation to the CompaBpard of Directors and appropriate senior
management personnel.



MORGAN STANLEY B.V.

INTERIM MANAGEMENT REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)
Credit risk (continued)

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

of material credit risks, ensuring compliance watftablished limits and escalating risk concentnatito
appropriate senior management.

Country risk exposure

Country risk exposure is the risk that events maffecting, a foreign country might adversely afféhe
Company. “Foreign country” means any country othan The Netherlands. Sovereign risk, by contrast,
is the risk that a government will be unwilling wmable to meet its debt obligations, or renegehendiebt

it guarantees. Sovereign risk is single-name rigkaf sovereign government, its agencies and gueadnt
entities.

The Company enters into the majority of its finah@isset transactions with other Morgan Stanleyu@ro
undertakings primarily in Luxembourg and the .UBth the Company and the other Morgan Stanley
Group undertakings are wholly-owned subsidiariethefsame ultimate parent entity, Morgan Stanlay.

a result of the implicit support that would be go®d by Morgan Stanley, the Company’s country issk
considered a component of the Morgan Stanley Geocygdit risk.

For further information on how the Company ideesfi monitors and manages country risk exposure refe
to page 4 of the Directors’ report of the Compar047 annual financial statements.

Liquidity risk

Liquidity risk refers to the risk that the Compawill be unable to finance its operations due t@sslof
access to the capital markets or difficulty in l@pting its assets. Liquidity risk encompasses the
Company’s ability (or perceived ability) to meet financial obligations without experiencing sigrafnt
business disruption or reputational damage that tinagaten the Company’s viability as a going concer
Liquidity risk also encompasses the associatedifigndsks triggered by the market or idiosyncraicess
events that may cause unexpected changes in fundeds or an inability to raise new funding.

For further discussion on the Company’s liquiditgkrrefer to page 4 of the Directors’ report in the
Company’s 2017 annual financial statements.

Operational risk

Operational risk refers to the risk of loss, ord#mage to the Company’s reputation, resulting from
inadequate or failed processes, people and sysberfrom external events (e.g. fraud, theft, legadl a
compliance risks, cyber attacks or damage to physissets). Operational risk relates to the folimwiisk
event categories as defined by Basel Capital Stdedanternal fraud; external fraud; employment
practices and workplace safety; clients, producis lausiness practices; business disruption ancekrmsyst
failure; damage to physical assets; and executielivery and process management. Legal, regulatody
compliance risk is discussed below under “Legajutatory and compliance risk”.

The Company may incur operational risk across tiles€ope of its business activities.

For further discussion on the Company’s operatioisétl refer to pages 5 and 6 of the Directors’ réjo
the Company’s 2017 annual financial statements.



MORGAN STANLEY B.V.

INTERIM MANAGEMENT REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)
Legal, regulatory and compliance risk

Legal, regulatory and compliance risk includesrisk of legal or regulatory sanctions, materiakficial
loss; including fines, penalties, judgements, daasand/ or settlements or loss to reputation thapgamy
may suffer as a result of a failure to comply widws, regulations, rules, related self-regulatory
organisation standards and codes of conduct apj#ida our business activities. This risk alsdudes
contractual and commercial risk, such as the risk tounterparty’s performance obligations will be
unenforceable. It also includes compliance withiAMoney Laundering and terrorist financing rulesla
regulations. The Company is generally subject teresive regulation in the different jurisdictiomsvihich

it conducts its business.

For further discussion on the Company’s legal, l&guy and compliance risk, refer to pages 6 aodthe
Directors’ report in the Company’s 2017 annual fiicial statements.

Going concern

Retaining sufficient liquidity and capital to witlaed market pressures remains central to the Morgan
Stanley Group’s and the Company’s strategy. Add#ily, the Company has access to further Morgan
Stanley Group capital and liquidity as required.

Taking all of these factors into consideration, thieectors believe it is reasonable to assume tihat
Company will have access to adequate resourcesriiinae in operational existence for the foresemabl
future. Accordingly, they continue to adopt thengpconcern basis in preparing the interim managgme
report and condensed financial statements.

DIRECTORS

The following Directors held office throughout theriod and to the date of approval of this report:

H. Herrmann

S. Ibanez

P.J.G. de Reus

L.P.A. Rolfes

TMF Management B.V.

The Company has taken notice of Dutch legislatifiactve as of 13 April 2017, as a consequence of
which the Company should take into account as naschossible a balanced composition of the Board of
Directors in terms of gender, when nominating quapting Directors, to the effect that at leastg@dcent

of the positions should be held by women and attl8@ percent by men. Currently the compositiothef
Board of Directors deviates from the gender diwgrsbjectives. When appointing a Director, the Bbaf
Directors considers the gender diversity objectiassappropriate

EVENTS AFTER THE REPORTING DATE

There have been no significant events since thertieg date.
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INTERIM MANAGEMENT REPORT

AUDIT COMMITTEE

The Company qualifies as an organisation of pubiierest pursuant to Dutch and EU law and has
established its own audit committee which compliéth the applicable corporate governance rules as
detailed in the Articles of Association of the Cany.

Approved by the Board and signed on its behalf by:
Date: 20 September 2018

H. Herrmann S. Ibanez P.J.G. de Reus

L.P.A. Rolfes TMF Management B.V.



MORGAN STANLEY B.V.

DIRECTORS’ RESPONSIBILITY STATEMENT
The Directors, the names of whom are set out betowfirm to the best of their knowledge:

- the condensed financial statements have been pefparaccordance with International Accounting
Standard (“IAS”) 34'Interim Financial Reporting’'(“IAS 34”") as adopted by the EU and Title 9 of
Book 2 of the Dutch Civil Code on the basis of @@mpany’s international connections and give a
true and fair view of the assets, liabilities, ficéal position and profit or loss of the Companyda

- the interim management report includes a fair nevied the important events that have occurred
during the six months ended 30 June 2018 and tpadton the condensed financial statements and
provides a description of the principal risks andcertainties that the Company faces for the
remaining six months of the financial year.

Approved by the Board and signed on its behalf by:
Date: 20 September 2018

H. Herrmann S. Ibanez P.J.G. de Reus

L.P.A. Rolfes TMF Management B.V.



MORGAN STANLEY B.V.

CONDENSED STATEMENT OF COMPREHENSIVE INCOME

Six months ended 30 June 2018

Net trading income on financial assets

Net trading income on financial liabilities

Net trading income
Net income on other financial assets held at falue

Net income on other financial liabilities held atrfvalue

Net income on other financial instruments held atdir value

Other revenue
Total non-interest revenues

Interest income
Interest expense

Net interest income
Net revenues

Non-interest expense:
Other expense
Net impairment loss on financial instruments

PROFIT BEFORE INCOME TAX

Income tax

PROFIT AND TOTAL COMPREHENSIVE INCOME FOR
THE PERIOD

All operations were continuing in the current amgbpperiod.

Note  Six months Six months
ended 30 ended 30
June 2018 June 2017
€000 €000
(unaudited) (unaudited)
(54,414) 237,323
(8,445 121,931
(62,859) 359,254
(46,518) 102,767
109,377 (462,021)
4 62,859 (359,254)
5 1,098 3,027
1,098 3,027
6,583 7,899
(5,644) (4,633)
6 939 3,266
2,037 6,293
7 (1,362) (2,510)
(4) -
671 3,783
8 (168) (946)
503 2,837

The notes on pages 12 to 47 form an integral gahteocondensed financial statements.



MORGAN STANLEY B.V.

CONDENSED STATEMENT OF CHANGES IN EQUITY

Six months ended 30 June 2018

Balance at 1 January 2017 (audited)

Profit and total comprehensive incoifor the perio

Balance at 30 June 2017 (unaudited)
Balance at 1 January 2018 (audi
Impactof adoption olnew accounting standai

Profit and total comprehensive income for the

Balance at 30 June 2018 (unaudited)

Share Retained Total

Note capital earnings equity
€'000 €'000 €'000

15,018 23,218 38,236

- 2,831 2,831
15,018 26,055 41,073

15,01¢ 24,76¢ 39,78

3 - 8 (8)

- 502 50z
15,018 25,260 40,278

The notes on pages 12 to 47 form an integral gdahteocondensed financial statements.



MORGAN STANLEY B.V.

Registered number: 34161590

CONDENSED STATEMENT OF FINANCIAL POSITION
As at 30 June 2018
(Including Proposed Appropriation of Results)

Note 30 June 31 December
2018 2017
€000 €000
(unaudited) (audited)
ASSETS
Cash and short-term deposits 3,845 432
Trading financial assets 11 438,199 592,979
Loans and advances 9 6,545,016 6,797,365
Trade and other receivables 12 1,652,671 2,086,238
Current tax assets 7,373 4,811
TOTAL ASSETS 8,647,104 9,481,825
LIABILITIES AND EQUITY
Trading financial liabilities 11 411,958 319,651
Convertible preferred equity certificates 10 1,723 1,125,281
Trade and other payables 13 345,227 656,509
Debt and other borrowings 9 6,724,360 7,340,601
TOTAL LIABILITIES 8,606,826 9,442,042
EQUITY
Share capital 15,018 15,018
Retained earnings 25,260 24,765
Equity attributable to owners of the Company 40,278 39,783
TOTAL EQUITY 40,278 39,783
TOTAL LIABILITIES AND EQUITY 8,647,104 9,481,825

These condensed financial statements were apprbyethe Board and authorised for issue on 20
September 2018.

Signed on behalf of the Board

H. Herrmann S. Ibanez P.J.G. de Reus

L.P.A. Rolfes TMF Management B.V.

The notes on pages 12 to 47 form an integral gahteocondensed financial statements.
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MORGAN STANLEY B.V.

CONDENSED STATEMENT OF CASH FLOWS
Six months ended 30 June 2018

Six months Six months
ended 3( ended 30
June 201¢ June 2017
Note €'000 €'000
(unaudited) (unaudited)
NET CASH FLOWS FROM OPERATING
ACTIVITIES 15 3,413 632
INVESTING ACTIVITIES
Repayment of loan and interest from another Moig@mley
Group undertaking 1,163,53¢ -
Issue of loan to another Morgan Stanley Group uaéirg (1,125,281 -
NET CASH FLOWS FROM INVESTING
ACTIVITIES 38,257 -
FINANCING ACTIVITIES
Yield paid on convertible preferred equity certfies (54,313 -
Financing received from another Morgan Stanley @Grou
undertaking 16,056 -
NET CASH FLOWS USED IN FINANCING
ACTIVITIES (38,257 -
NET INCREASE IN CASH AND CASH
EQUIVALENTS 3,413 632
CASH AND CASH EQUIVALENTS AT THE BEGINNING
OF THE PERIOD 432 716
CASH AND CASH EQUIVALENTS AT THE END OF
THE PERIOD 3,845 1,348

The notes on pages 12 to 47 form an integral gdahteocondensed financial statements.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

1. BASIS OF PREPARATION
a. Accounting policies

The Company prepares its annual financial statesriaraccordance with International Financial Reipgrt
Standards (“IFRSs”) issued by the International Aoting Standards Board (“IASB”) as adopted by the
EU, Interpretations issued by the IFRS InterpretetiCommittee and Dutch Law. The condensed finhncia
statements have been prepared in accordance wil34fas adopted by the EU.

In preparing these condensed financial stateméimsCompany has applied consistently the accounting
policies and methods of computation used in the @om’'s 2017 annual financial statements, except for
those included in note 2 ‘Summary of new or ameraEmbunting policies’.

New standards and interpretations adopted during tle period
The following standard relevant to the Company’srations was adopted during the period.

IFRS 9 Financial instruments(“IFRS 9”) was issued by the IASB in November 20@eissued in October
2010, amended in November 2013, and revised aisdued by the IASB in July 2014. IFRS 9 is
applicable retrospectively, except where othenpigsscribed by transitional provisions of the staddand

is effective for annual periods beginning on oeaft January 2018. The standard was endorsed yUhe
in November 2016. The Company early adopted ilai®m the requirements relating to the presentatib
fair value movements due to changes in credit siskinancial liabilities designated at fair valdedugh
profit or loss (“FVPL”"), and has adopted the renmagrrequirements of IFRS 9 from 1 January 2018.

A further amendment to IFRS 9, relating to the aatimg treatment of financial instruments with
prepayment features including negative compensati@s issued by the IASB in October 2017. The
amendment is applicable retrospectively, exceptravtitherwise prescribed by transitional provisios
the amendment, and is effective for annual perlmetsinning on or after 1 January 2019. The amendment
was endorsed by the EU in March 2018. The Compasyearly adopted this amendment from 1 January
2018.

The main aspects of IFRS 9 which impact the Comaeyts requirements relating to:
. Classification and measurement of financial asset

The classification and measurement of financiaétsswill depend on how these are managed (the
Company’s business model) and their contractuai dasv characteristics. Measurement will be
at amortised cost or FVPL.

. Impairment of financial assets

The impairment requirements are based on ECL amlyap financial assets measured at
amortised cost.

As part of the implementation of IFRS 9, the Comphas completed an evaluation of its business nsodel
and a review of the contractual terms of finanagdets.

As a result of this evaluation, certain financiatets have moved from designated at FVPL under3&S
‘Financial instruments: Recognition and MeasurerhgtS 39”) to mandatorily at FVPL under IFRS 9.
There is no impact of this on retained earningatak January 2018. No financial liabilities haveuched
classification.

As a result of the implementation of the ECL imp&nt approach the Company’s retained earnings have
decreased by €8,000 in line with the transitiomalisions of IFRS 9.

Under the transitional provisions of IFRS 9, them@any’s opening balance sheet at the date of linitia
application (1 January 2018) has been restatedl, watrestatement of comparative periods. Howeter,
Company has updated the presentation of its prirmtiements on transition to IFRS 9 to provide more
relevant information to the users of the conderisethcial statements. The comparative period has bbe-
presented to align to the new format in the conéériimancial statements.

Note 2 provides the new accounting policies un8&S 9 applicable from 1 January 2018.

12



MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

1. BASIS OF PREPARATION (CONTINUED)
a. Accounting policies (continued)

To reflect the differences between IFRS 9 and IASIBRS 7 Financial Instruments: Disclosure§IFRS

7") was updated by the IASB and the Company adoihtedipdated IFRS 7, for all reporting periods frbm
January 2018. The updated requirements includesitiam disclosures shown in note 3, in addition to
qualitative and quantitative information about BeL as set out in note 16.

There were no other standards or interpretatiolevaat to the Company’s operations which were aglibpt
during the period.

New standards and interpretations not yet adopted aring the period

At the date of authorisation of these condensednfiral statements, the IASB has issued standards,
amendments to standards and interpretations relewdéime Company’s operations but not yet mandatory

For further details on these amendments to stamdardl interpretations which are relevant to the
Company'’s operations see note 2 of the Companyl¥ 2hnual financial statements, and the accounting
update below. Except where otherwise stated, themp@oy does not expect the adoption of these
amendments to standards and interpretations to haweaterial impact on the Company’s financial
statements.

‘Amendments to References to the Conceptual FrarkewdFRS Standardsvas issued by the IASB in
March 2018 for application in annual periods begignon or after 1 January 2020. The Company is
currently assessing the impact of the amendmenits dinancial statements.

b. Critical judgements in applying the Company’s accouting policies

No judgements other than those involving estimatiooted below have been made in the process of
applying the Company’s accounting policies thatenhad a significant effect on the amounts recognise
the condensed financial statements.

C. Key sources of estimation uncertainty

The preparation of the Company's condensed finhnsiatements requires management to make
judgements involving estimates and other assumptimgarding the valuation of certain financial
instruments, impairment of assets, and other nzmtteat affect the condensed financial statementds an
related disclosures.

For further details on the fair value of certaisets and liabilities, see accounting policy notd) 3 the
Company’s 2017 annual financial statements and b8teFurther details on the impairment of financial
assets are included in note 2.

The Company believes that the estimates used ipaprg the condensed financial statements are
reasonable, relevant and reliable. Actual reswaltdccdiffer from these estimates.

13



MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

2. SUMMARY OF NEW OR AMENDED ACCOUNTING POLICIES

The accounting policies below in relation to finexhinstruments are those which are amended asudt of
IFRS 9, and apply only from 1 January 2018. Allesthccounting policies for the current period, afid
policies for the prior period, are consistent witiose in note 3 of the Company’s 2017 annual firdnc
statements.

a. Financial instruments
i) Trading financial instruments mandatorily at fair v alue through profit and loss

Trading financial instruments, including all detiives, are initially recorded on trade date at faitue
(see note 3(d) of the Company’s 2017 annual firdrstatements). All subsequent changes in fairesal
foreign exchange differences, interest and divideate reflected in the statement of comprehensive
income in ‘Net trading income’.

Transaction costs are excluded from the initiad ¥alue measurement of the financial instrumentese
costs are recognised in the statement of comprafeeinsome in ‘Other expense’.

ii) Non-trading financial assets mandatorily at fair vdue through profit or loss

Non-trading financial assets mandatorily at FVP& generally recognised on settlement date at édirev
(see note 3(d) of the Company’s 2017 annual firiratatements), since they are neither regular veay
are they derivatives. From the date the termsagreed (trade date), until the financial assetiigléd
(settlement date), the Company recognises any liseddair value changes in the financial asset@s
trading financial assets mandatorily at FVPL. @ttlement date, the fair value of consideratioregiis
recognised as a non-trading financial asset mariati FVPL. All subsequent changes in fair value,
foreign exchange differences and interest areateftein the statement of comprehensive income &t ‘N
income on other financial instruments held at Yaiue’.

Transaction costs are excluded from the initial falue measurement of the financial assets. Toests
are recognised in the statement of comprehensogie in ‘Other expense’.

Non-trading financial assets mandatorily at FVPtlude prepaid equity securities contracts.
iii) Financial instruments designated at fair value thraigh profit or loss

The Company has designated certain financial assetSVPL when the designation at fair value
eliminates or significantly reduces an accountingmatch which would otherwise arise. The Company
has also designated certain financial liabilitiesF¥PL where the financial liabilities are managed,
evaluated and reported internally on a fair valasis

From the date the transaction in a financial imetnt designated at FVPL is entered into (trade) detg
settlement date, the Company recognises any usedafair value changes in the contract as financial
instruments designated at FVPL in the statemefihahcial position. On settlement date, the faiueesof
consideration given or received is recognised fisaacial instrument designated at FVPL (see n¢t® 3
of the Company’s annual financial statements).

All subsequent changes in fair value, foreign exgeadifferences, interest and dividends are reftbat

the statement of comprehensive income in ‘Net ine@am other financial instruments held at fair value
other than amounts attributable to changes in teditcrisk (“DVA”) on financial liabilities at fairvalue
through profit or loss which is recognised in thebDvaluation adjustment reserve where those clsange
do not create or enlarge an accounting mismatch.

Transaction costs are excluded from the initial f@lue measurement of the financial instrumenesEeh
costs are recognised as incurred in the incomenrstatt in ‘Other expense’.

Financial assets designated at FVPL include loauas fimancial liabilities designated at FVPL include
Structured Notes.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

2. SUMMARY OF NEW OR AMENDED ACCOUNTING POLICIES (CONT INUED)
a. Financial instruments (continued)
iii) Financial assets and financial liabilities at amoiised cost

Financial assets are recognised at amortised csh whe Company’s business model objective is to
collect the contractual cash flows of the assetsvelmere these cash flows are solely payments o€ipal

and interest (“SPP1”) on the principal amount cansling until maturity. Such assets are recogniseehw
the Company becomes a party to the contractualigomé of the instrument. The instruments are
initially measured at fair value (see note 3(d)tttd Company’s 2017 annual financial statements) and
subsequently measured at amortised cost less HGWaaice. Interest is recognised in the statemént o
comprehensive income in ‘Interest income’, using efffective interest rate (“EIR”) method (see nage)

of the Company’s 2017 annual financial statemenfBjansaction costs are incremental costs that are
directly attributable to the acquisition, issuedisposal of a financial instrument. Transactiostsdhat

are directly attributable to the acquisition of tfieancial asset are added to the fair value otiaini
recognition. ECL and reversals thereof on financabkets at amortised cost are recognised in the
statement of comprehensive income in ‘Net impaitnhess on financial instruments’.

Financial assets classified at amortised cost d&clcash and short-term deposits and certain trade a
other receivables. Financial liabilities classifiatlamortised cost include CPECs and trade and othe
payables.

b. Impairment of financial instruments
The Company recognises loss allowances for EClimam€ial assets measured at amortised cost.
Measurement of ECL

For financial assets, ECLs are the present valueash shortfalls (i.e. the difference between amttral
and expected cash flows) over the expected liteefinancial instrument, discounted at the asdeis

Where a financial asset is credit-impaired at thgorting date, the ECL is measured as the differenc
between the asset’'s gross carrying amount and résept value of future cash flows, discounted at th
original EIR.

The Company applies a three stage approach to negdtCLs based on the change in credit risk since
initial recognition:

. Stage 1: if the credit risk of the financial instrent at the reporting date has not increased
significantly since initial recognition, then thesk allowance is calculated as the lifetime cash
shortfalls that will result if a default occurstime next 12 months, weighted by the probability of
that default occurring (“12 months expected losges”

. Stage 2: if there has been a significant increasddit risk (“SICR”) since initial recognitiorhe
loss allowance is calculated as the ECL over theaimeing life of the financial instrument. If it is
subsequently determined that there has no longem BeSICR since initial recognition, then the
loss allowance reverts to reflecting 12 month etgubtosses.

. Stage 3: if there has been a SICR since initiabgseition and the financial instrument is deemed
credit-impaired (see below for definition of cretfitpaired), the loss allowance is calculated as the
ECL over the remaining life of the financial ingmmant. If it is subsequently determined that there
has no longer been a SICR since initial recognjtiben the loss allowance reverts to reflecting 12
month expected losses.

Notwithstanding the above, for trade receivableifetime ECL is always calculated, without congidg
whether a SICR has occurred.

The Company’s accounting policy is to not use tbe" credit risk practical expedient. As a resulie
Company monitors all financial instruments that subject to impairment for SICR.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

2. SUMMARY OF NEW OR AMENDED ACCOUNTING POLICIES (CONT INUED)
b. Impairment of financial instruments (continued)

In general, ECLs are measured so that they reflect:

a) A probability-weighted range of possible outesm
b) The time value of money
C) A mix of available information relating to pastirrent and future economic conditions.

When measuring ECLs, the Company considers mulipénarios, except where practical expedients are
used to determine ECLs. Practical expedients aesl where they are consistent with the principles
described above. ECLs on certain trade receivaskesalculated using a “matrix” approach whicheett

the previous history of credit losses on thesenfife assets, applying different provision levetséd on

the age of the receivable. Alternatively whererehis a history of no credit losses which is expédb
persist into the future for structural or othersmas, such as collateral or other credit enhanceriteis
determined that the ECL for a financial instrumisndle minimis (i.e. highly immaterial) and it magtrbe
necessary to recognise an ECL.

The Company measures ECL on an individual basisheasdno purchased or originated credit-impaired
financial assets.

More information on measurement of ECLSs is providedote 16.
Presentation of ECL

ECL is recognised in the statement of comprehengigeme within ‘Net impairment loss on financial
instruments’. ECLs on financial assets measuredratrtised cost are presented as an ECL allowahke.
allowance reduces the net carrying amount on tte déthe statement of financial position.

Credit-impaired financial instruments

In assessing the impairment of financial instrureeimder the ECL model, the Company defines credit-
impaired financial instruments in accordance with Credit Risk Management Department’s policies and
procedures. A financial instrument is credit-imipdi when, based on current information and evénis,
probable that the Company will be unable to collttscheduled payments of principal or interesewh
due according to the contractual terms of the agese.

Definition of Default

In assessing the impairment of financial instrureemder the ECL model, the Company defines default
accordance with the Credit Risk Management Departseolicies and procedures. This considers
whether the borrower is unlikely to pay its creglifigations to the Company in full and takes intc@unt
gualitative indicators, such as breaches of couvsnahhe definition of default also includes a piraption,

for obligors, that a financial asset which is mthr@n 90 days past due (“DPD”) has defaulted.

Write-offs

Financial assets that are written off could s#ldubject to enforcement activities for recoveakamounts
due. If the amount to be written off is greatearththe accumulated loss allowance, the differesce i
reflected directly in the statement of comprehemsivcome within ‘Net impairment loss on financial
instruments’. Any subsequent recoveries are @ddid ‘Net impairment loss on financial instruménts
within the statement of comprehensive income.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

3. TRANSITION TO IFRS 9

As discussed above the Company adopted a new sthftden 1 January 2018, IFRS 9, which has resulted
in a cumulative adjustment to retained earningb@tdate of adoption of €8,000, reflected in thedsmsed
statement of changes in equity.

The following disclosures set out the impact of gty IFRS 9 on the condensed statement of financia
position and retained earnings, including the eftdaeplacing IAS 39’s incurred credit loss modelish
the ECL framework under IFRS 9.

a. IFRS 9: Classification of financial instruments onthe date of initial application

The following table shows the original measuremeategories in accordance with IAS 39 and the new
measurement categories under IFRS 9 for the Conpdimancial assets and financial liabilities aslat
January 2018 in accordance with the Company’s @odaccounting policies on the classification of
financial instruments under IFRS 9 as set out ite 20

Original

carrying New carrying

amount  amount under

Original . under IAS 39 IFRS 9
classification under  New classification
Note IAS 39 under IFRS 9 €000 €000
Financial assets
Cash and short term Loans and Financial assets at 432 432
deposit receivable amortised cos
Trading financial FVPL FVPL (trading) 592,979 592,979
assets
Loans and advances a FVPL (designated) FVPL (datEdh 6,797,365 6,797,365
Trade and other b FVPL (designated) FVPL (non-trading) 268,210 2@8,
receivables
Trade and other Loans and Financial assets at 1,818,028 1,818,020
receivables receivables amortised cost
Total financial assets 9,477,014 9,477,006
Financial liabilities
Trading financial FVPL FVPL 319,651 319,651
liabilities
Convertible Financial liabilities Financialliabilities at 1,125,28 1,125,28
preferred equity at amortised cost amortised cost
certificates
Trade and other Financial liabilities Financial liabilities at 656,509 656,509
payables at amortised cost amortised cost
Debt and other FVPL (designated) FVPL (designated) 7,340,601 &
borrowings
Total financial liabilities 9,442,042 9,442,042

The application of these policies resulted in #aassifications set out in the table above andangd
below.

a. Certain loans were classified as financial assetigdated at FVPL under IAS 39 as they were
managed, evaluated and reported internally onravédue basis. On transition to IFRS 9, there
have been no changes to classification. These mantio be designated at FVPL in order to
eliminate or significantly reduce an accountingmmsch which would otherwise arise.

b. Prepaid equity securities contracts were desigrett&¥/PL under IAS 39. On transition to IFRS 9,
prepaid equity securities contracts assets are atarly at FVPL as they are held within a
business model in which they are managed and pleefiormance is evaluated on a fair value basis.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

3. TRANSITION TO IFRS 9 (CONTINUED)
a. IFRS 9: Classification of financial instruments on the date of initial application (continuejl

The following table reconciles the carrying amowntsler IAS 39 to the carrying amounts under IFR#$19
transition to IFRS 9 on 1 January 2018 by showirgene there has been a presentation reclassification
and/or a carrying amount remeasurement.

IFRS9 Retained
IAS 39 carrying earnings
carrying amount 1 effect 1
amount 31 January January
December 2017 Reclassification Remeasurement 2018 2018
€000 €000 €000 €000 €000
Financial assets
Amortised cost:
Cash and short term deposits 432 - - 432 -
Trade and other receivables 1,818,028 - (8) 1,818,020 8
Total amortised cost 1,818,460 - (8) 1,818,452 8
Financial assets at FVPL
(trading) 592,97¢ - - 592,97¢ -
FVPL (non-trading):
Trade and other receivables:

From FVPL (designated) - 268,210 - 268,210 -
Total FVPL (non-trading) - 268,210 - 268,210 -
FVPL (designated):

Loans and advances 6,797,365 - - 6,797,365 -
Trade and other receivables:

To FVPL (non-trading) 268,210 (268,210) - - -
Total FVPL (designated) 7,065,575 (268,210) - 6,797,365 -
Financial liabilities
Amortised cost:

Convertible preferred equity ) ) )
certificates 1,125,281 1,125,281
Trade and other payables 656,509 - - 656,509 -
Total amortised cos 1,781,790 - - 1,781,790 -
FVPL (trading) 319,651 - - 319,651 -
FVPL (designated) 7,340,601 - - 7,340,601 -

b. IFRS 9: Expected credit losses

The Company had no impairment provisions under 38%t 31 December 2017. The opening ECL allowance
determined in accordance with IFRS 9 as at 1 Jgnwas €8,000 on intercompany receivables measured a
amortised cost and presented within ‘Trade andratheeivables’ within the condensed statementraricial

position. The related impact on retained earnings a decrease of €8,000.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

Six months ended 30 June 2018

4. NET INCOME ON OTHER FINANCIAL INSTRUMENTS HELD AT F AIR VALUE

Six months Six months
ended 30 ended 30
June 2018 June 2017
€000 €000
Net (losses)/gains on:
Nor-trading financial assets at FV:
Trade and other receivables:
Prepaid equity securities contracts (26,113) -
Financial assets designated at FVPL:
Loans and advances:
Loans (20,405) 79,812
Trade and other receivables:
Prepaid equity securities contracts - 22,955
Financial liabilities designated at FVF
Debt and other borrowings:
Issued Structured Notes 109,377 (462,021)
62,859 (359,254)
5. OTHER REVENUE
Six months Six months
ended 3( ended 3(
June 201¢ June 2017
€'000 €'000
Management charges to other Morgan Stanley Grodprtekkings 67: 3,027
Net foreign exchange gains 42° -
1,098 3,027

The Company actively manages its foreign currengyosure risk arising on its assets and liabilifies
currencies other than Euro. Net foreign exchangesgacludes translation differences that haveearidue
to foreign exchange exposure created as a resuiedding assets and liabilities recognised for Marg
Stanley Group reporting purposes.

6. INTEREST INCOME AND INTEREST EXPENSE

‘Interest income’ represents total interest gemetdtom financial assets at amortised cost, whiltefest
expense’ represents total interest arising on @iz@diabilities at amortised cost, recognised gsihe EIR

method.

No other gains or losses have been recognisedece of financial assets measured at amortisddtosr
than as disclosed as ‘Interest income’, foreigrhaxge differences disclosed in ‘Other revenue’gritor
‘Other expense’ (note 7) and impairment lossedalsd in ‘Net impairment loss on financial instrunt.

No other gains or losses have been recognisedspece of financial liabilities at amortised costert than
as disclosed as ‘Interest expense’ and foreignan@d differences disclosed in ‘Other revenue’ (fter
‘Other expense’ (note 7).

‘Interest expense’ includes the yield payable of£C® (see note 10).
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

7. OTHER EXPENSE

Six months  Six months
ended 3( ended 3(
June 2018 June 2017

€'000 €'000
Net foreign exchange losses - 2,477
Management charges to other Morgan Stanley Grodprtekkings 1,337 -
Other 25 33

1,362 2,510

The Company actively manages its foreign currengyosure risk arising on its assets and liabilifies
currencies other than Euro. Net foreign exchangsds includes translation differences that hawearlue

to foreign exchange exposure created as a resuiledding assets and liabilities recognised for Marg
Stanley Group reporting purposes.

8. INCOME TAX EXPENSE

Six months  Six months
ended 3( ended 3(
June 2018 June 2017

€'000 €'000
Current tax expense
Current period 168 946
Income tax expense 168 946

Reconciliation of effective tax rate

The current period income tax expense is the sanf8tJune 2017: same as) that resulting from apply
the average standard rate of corporation tax in Négherlands of 25.0% (30 June 2017: 25.0%) as show
below:

Six months  Six months
ended 3( ended 3C
June 2018 June 2017

€'000 €'000
Profit before income tax 671 3,783
Income tax using the average standard rate of catipa tax
in The Netherlands of 25.0% (30 June 2017: 25.0%) 168 946
Total income tax expense in the condensed statemeoit
comprehensive income 168 946
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

9. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT

CATEGORY

The following table analyses financial assets andricial liabilities as at 30 June 2018 presentethée
condensed statement of financial position by IFR$Ssification.

30 June 2018 FVPL FVPL Amortised
(mandatorily) (designated) cost Total
€000 €000 €000 €000
Cash and short-term deposits - - 3,845 3,845
Trading financial assets:
Derivative: 438,19¢ - - 438,19¢
Loans and advances:

Loans - 6,545,016 - 6,545,016
Trade and other receivables:

Trade receivables - - 135,707 135,707

Other receivables - - 1,430,942 1,430,942

Prepaid equity securities contracts 86,022 - - 0BB,
Total financial assets 524,221 6,545,016 1,570,494 8,639,731
Trading financial liabilities:

Derivatives 411,958 - - 411,958
Convertible preferred equity certificates - - 1,28 1,125,281
Trade and other payables:

Trade payable - - 337,943 337,98:

Other payables - - 7,244 7,245
Debt and other borrowings:

Issuer Structured Note - 6,724,361 - 6,724,36!
Total financial liabilities 411,958 6,724,360 1,470,508 8,606,826

31 Decembe 2017 Financial

liabilities at
FVPL (held FVPL Loans and  amortised
for trading) (designated) receivables cost Total
€000 €000 €000 €000 €000
Cash and short-term deposits - - 432 - 432
Trading financial assets:

Derivatives 592,979 - - - 592,979
Loans and advances:

Loans - 6,797,365 - - 6,797,365
Trade and other receivables:

Trade receivables - - 25,724 - 25,724

Other receivables - - 1,792,304 - 1,792,304

Prepaid equity securities contracts - 268,210 - - 268,210
Total financial assets 592,979 7,065,575 1,818,460 - 9,477,014
Trading financial liabilities:

Derivatives 319,65: - - - 319,65:
Convertible preferred equity certificates - - - 251281 1,125,281
Trade and other payables:

Trade payable - - - 600,12° 600,12

Other payables - - - 56,382 56,382
Debt and other borrowings:

Issued Structured Notes - 7,340,601 - - 7D,
Total financial liabilities 319,65 7,340,60 - 1,781,79  9,442,04.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

9. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT
CATEGORY (CONTINUED)
Financial assets and financial liabilities designa&d at FVPL

Financial instruments designated at FVPL consistsigrily of the following financial liabilities and
financial assets:

30 June 2018 31 December 2017
Assets  Liabilities Assets  Liabilities
€'000 €'000 €'000 €'000
Debt and other borrowings:
Issued Structured Notes - 6,724,36( - 7,340,601
Trade and other receivables:
Prepaid equity securities contracts - - 268,210 -
Loans and advances:
Loans 6,545,01¢ - 6,797,365 -

6,545,01¢ 6,724,36( 7,065,575 7,340,601

Structured NotesThese relate to financial liabilities which ariserh selling structured products generally
in the form of notes, certificates and warrantseSéhinstruments contain an embedded derivativehwhic
significantly modifies the cash flows of the issaanThe return on the instrument is linked to adeulying
that is not clearly and closely related to the dweistt including, but not limited to equity-linkedtes. These
Structured Notes are designated at FVPL as ths tskvhich the Company is a contractual party &le r
managed on a fair value basis as part of the Coy'parading portfolio and the risk is reported teyk
management personnel on this basis.

Prepaid equity securities contract3:hese contracts involve derivatives for which ritidl payment is paid
at inception. The contracts, along with the loassighated at fair value through profit or loss dine
derivative contracts classified as held for tradiang part of the hedging strategy for the oblaysiarising
pursuant to the issuance of the Structured Notesil B1 December 2017, these prepaid equity seesrit
contracts were designated at FVPL as the riskshichwthe Company is a contractual party are managed
a fair value basis as part of the Company’s tragiingfolio and the risk is reported to key manageime
personnel on this basis. From 1 January 2018, regapiity securities contracts are mandatorily APE
as they are held in a business model in which #teymanaged and their performance is evaluatedfain a
value basis.

Loans: These are loans to other Morgan Stanley Group teklegs that, along with the prepaid equity
securities contracts and the derivative contraletssdied as mandatorily at FVPL, are part of tieelding
strategy for the obligations arising pursuant te issuance of the Structured Notes. Until 31 De@amb
2017, these loans were designated at FVPL as tleey managed, evaluated and reported internally on
fair value basis. From 1 January 2018 they contiouge designated at FVPL to eliminate or signifiba
reduce an accounting mismatch which would otheraitse.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

9. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT
CATEGORY (CONTINUED)

Financial assets and financial liabilities designa&d at FVPL (continued)

The Company determines the amount of changesrivdhie attributable to changes in counterpartylitre
risk or own credit risk, as relating to loans assiued Structured Notes, by first determining thevalue
including the impact of counterparty credit riskawn credit risk, and then deducting those chariyésir
value representing managed market risk. In detengifair value, the Company considers the impdct o
changes in own credit spreads based upon obsersatib the secondary bond market spreads when
measuring the fair value for issued Structured Blot&he Company considers that this approach most
faithfully represents the amount of change in featue due to both counterparty credit risk and the
Company’s own credit risk.

At initial recognition of a specific Structured Moissuance program, the Company’s issuance prozess,
any planned hedging structure relating to the isseiaof those Structured Notes, has been considared,
determine whether the presentation of fair valuenges attributable to credit risk of those StrieduKotes
through other comprehensive income would createerdarge an accounting mismatch in the income
statement. If financial instruments, such as pepguity securities contracts, derivatives anch¢oheld at
FVPL, for which changes in fair value incorporaticmunterparty credit risk are reflected within theome
statement, are traded to economically hedge thactsred Note issuances in full, the fair value
incorporating any counterparty credit risk arisioig the hedging instruments may materially offsef an
DVA applied to Structured Notes, where the courddips of the hedging instruments are part of the
Morgan Stanley Group. In such cases, the DVA ob¢hStructured Notes is not reflected within other
comprehensive income.

There has been no DVA recognised in other compheimcome.

The following table presents the change in fairugallnd the cumulative change recognised in the
condensed statement of comprehensive income d#hleuto own credit risk for issued Structured Note
and counterparty credit risk for loans.

Cumulative gain or (loss)
recognised in the condensed
statement of comprehensive

Gain or (loss) recognised in
the condensed statement of
comprehensive income

income
Six months  Six months
ended 3( ended 3( 30 June 31 December
June 201¢  June 2017 2018 2017
€'000 €'000 €'000 €'000
Issued Structured Notes 78,809 (460) (29,188 (107,997)
Loans (78,809 1,079 29,188 107,997

- 619 - -

@ The net gain of €619,000 for the period ended 3@ 2017 and an offsetting net loss reflected irfahevalue of the related
prepaid equity securities contracts are recogriiséite condensed statement of comprehensive income.

The carrying amount of financial liabilities desiged at fair value was €2,937,000 lower than the
contractual amount due at maturity (31 Decembei72619,120,000 lower).

The following tables present the carrying valughef Company’s financial liabilities designated MFE,
classified according to underlying security typgluding, single name equities, equity indices aqdity
portfolio.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

9. FINANCIAL ASSETS AND FINANCIAL LIABILITIES BY MEASU REMENT
CATEGORY (CONTINUED)

Financial assets and financial liabilities designa&d at FVPL (continued)

Single
name Equity Equity
30 June 2018 equities indices portfolio Other® Total
€000 €'000 €'000 €000 €'000
Certificates and warrants 698,741 8,330 78,511 59,333 844,915
Notes 1,045,770 2,433,820 1,441,055 958,800 5,879,445
Total debt and other borrowings 1,744,511 2,442,150 1,519,566 1,018,133 6,724,360
Single
name Equity Equity
31 December 2017 equities indices portfolio Other® Total
€000 €'000 €'000 €000 €'000
Certificates and warrants 1,820,496 13,016 363,591 - 2,197,103
Notes 643,469 2,573,278 988,971 937,780 5,143,498
Total debt and other borrowings 2,463,965 2,586,294 1,352,562 937,780 7,340,601

@ Other includes Structured Notes that have couparemayment terms linked to the performance of funigt securities,
currencies or commodities.

The majority of the Company’s financial liabilitieesignated at FVPL provide exposure to an undeglyi
single name equity, an equity index or portfolio efuities. The prepaid equity securities contracts,
derivative contracts and loans held at FVPL that@ompany enters into in order to hedge the Stredtu

Notes are valued as detailed in note 3(d) and béfa) of the Company’s 2017 annual financial stateis
and have similar valuation inputs to the liabitigney hedge.
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

10. CONVERTIBLE PREFERRED EQUITY CERTIFICATES

On 30 March 2012, the Company issued 11,252 81&RECs of €100 each, classified as financial

liabilities at amortised cost. The CPECs were idsteeone of the Company's shareholders, Archimedes
Investments Cod6peratieve U.A. (a Morgan Stanleyu@randertaking), in exchange for cash consideration
of €1,125,281,000.

The CPECs carry no voting rights. The Company aedblder have the right to convert each issued@CPE
into one ordinary share with a nominal value of 10

On 27 February 2018, the maturity date of the CP®&&s amended from 150 years to 49 years from the
date of issuance. The CPECs may be redeemed exrtiee option of the Company or on liquidatiort o
Company.

The CPECs rank ahead of the ordinary shares iauéet of liquidation.

The holder of the CPECs is entitled to receive amual yield on a date agreed by the Company and the
holder. The yield for each CPEC is calculatedre®ine deriving from the Company's activities ldss t
necessary amounts to cover the costs of the Congligited by the number of CPECs then in issue. Othe
revenue relating to management charges received dther Morgan Stanley Group undertakings and gains
or losses from financial instruments held at FVIPé excluded from the calculation.

On 29 March 2018, the Company paid the accruedl yiel€54,313,000 to the holders of the CPECs. An
accrued vyield for the period ended 30 June 201860143,000 has been recognised in the condensed
statement of comprehensive income in ‘Interest egpe(30 June 2017: €3,744,000). The liability lte t
holders of the CPECs at 30 June 2018, recognis#dnwiTrade and other payables,’ is €3,221,000 (31
December 2017: €51,391,000).

11. TRADING FINANCIAL ASSETS AND LIABILITIES

Trading assets and trading liabilities are sumnedriss follows:

30 June 2018 31 December 2017
Assets  Liabilities Assets  Liabilities
€'000 €'000 €'000 €'000
Derivatives 438,19¢ 411,95¢ 592,97¢ 319,651
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

Six months ended 30 June 2018

12. TRADE AND OTHER RECEIVABLES

Trade and other receivables (amortised cost)
Trade receivables:
Amounts due from other Morgan Stanley Group unétéergs

Other receivables:
Amounts due from other Morgan Stanley Group undéerts
Less: ECL allowance

Total trade and other receivables (amortised cost)

Trade and other receivables (non-trading at FVPL)
Prepaid equity securities contracts

Loans and receivables
Trade receivables:

Amounts due from other Morgan Stanley Group unééerts
Other receivables:

Amounts due from other Morgan Stanley Group unééergs

Financial assets designated at FVPL
Prepaid equity securities contracts

Trade and other receivables

13. TRADE AND OTHER PAYABLES

Trade and other payables (amortised cost)
Trade payables:

Amounts due to other Morgan Stanley Group undeantgki
Other payables:

Amounts due to other Morgan Stanley Group undeantgki

30 June 31 December
2018 2017
€'000 €'000
135,707 -
1,430,954 -
(12) -
1,430,942 -
1,566,649 -
86,022 -
- 25,724
- 1,792,304
- 1,818,028
- 268,210
1,652,671 2,086,238
30 June 31 December
2018 2017
€000 €000
337,983 600,127
7,244 56,382
345,227 656,509
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MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

14. SEGMENT REPORTING

Segment information is presented in respect ofGbenpany’s business and geographical segments. The
business segments and geographical segments aed basthe Company’s management and internal
reporting structure.

Business segments

Morgan Stanley structures its business segmentsaply based upon the nature of the financial potsiu
and services provided to customers and Morgan Staninternal management structure. The Company’s
own business segments are consistent with thosegfan Stanley.

The Company has one reportable business segmestituional Securities, which provides financial
services to financial institutions. Its businesdudes the issuance of financial instruments aedhgdging
of the obligations arising pursuant to such issaanc

Geographical segments

The Company operates in three geographic regiotistad below:
» Europe, Middle East and Africa (‘EMEA”)

* Americas

* Asia

The following table presents selected condensettrstnt of comprehensive income and condensed
statement of financial position information of tBempany’s operations by geographic area. The matter
revenues (net of interest expense) and total adgatwsed in the following table reflect the regb view

of the Company'’s operations, on a managed basesbahis for attributing external revenues (nettdrest
expense) and total assets is determined by trattiak location.

EMEA Americas Asia Total
30 June 30 June 30 June 30 June 30 June 30 June 30 June 30 June
2018 2017 2018 2017 2018 2017 2018 2017
€'000 €'000 €'000 €'000 €'000 €'000 €'000 €'000
External
revenues ne
of interest 1,863 5,648 86 204 88 441 2,037 6,293
Profit before
income tax 497 3,138 86 204 88 441 671 3,783
EMEA Americas Asia Total
30 June 31 Decembe 30 June 31 Decembe 30 June 31 Decembe 30 June 31 December
2018 2017 2018 2017 2018 2017 2018 2017
€'000 €'000 €'000 €'000 €'000 €'000 €'000 €'000

Total assets 4,946,393 6,184,767 2,524,452 2,134,73: 1,176,259 1,162,32¢ 8,647,104 9,481,825

Of the Company’s external revenue, 100% (30 Junk/2000%) arises from transactions with other
Morgan Stanley Group undertakings.
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15. ADDITIONAL CASH FLOW INFORMATION
15.1. Cash and cash equivalents

For the purposes of the condensed statement of ftesis, cash and cash equivalents comprise the
following balances, which have less than three m®mnaturity from the date of acquisition:

30 June 201¢ 30 June 2017
€'000 €'000
Cash and short-term deposits 3,845 1,348
3,845 1,348
15.2.  Reconciliation of cash flows from operatingdivities
Six months Six months
ended 30 June ended 30 June
2018 2017
€'000 €'000
Profit for the period 503 2,837
Adjustments for:
Impairment loss on financial instruments 4 -
Interest income (6,583) (7,899)
Interest expense 5,644 4,633
Income tax expense 168 946
Operating cash flows before changes in operatisgtasand
liabilities (264) 517
Changes in operating assets
Decrease/ (increase) in trading financial assets 154,780 (124,187)
Decrease/ (increase) in loans and advances 252,349 (466,624)
Decrease/ (increase) in trade and other receivables 385,778 (20,494)
792,907 (611,305)
Changes in operating liabilities
Increase/ (decrease) in trading financial liatati 92,307 (93,846)
(Decrease)/ increase in trade and other payables 262,613) 204,358
(Decrease)/ increase in debt and other borrowings (616,241) 507,015
(786,547) 617,527
Interest received 47 42
Interest pai - (281
Income taxes paid (2,730) (5,868)
Net cash flows from operating activities 3,413 632
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16. FINANCIAL RISK MANAGEMENT
Risk management procedures

The Company’s risk management procedures are ¢ensiwith those disclosed in the Company’'s 2017
annual financial statements. This disclosure istéichto quantitative data for each risk categothieo than
credit risk which includes qualitative information the Company’s ECL measurement implemented from 1
January 2018 on transition to IFRS 9, and shouldrdsel in conjunction with the risk management
procedures detailed in note 14 of the Company's/ 203thual financial statements.

Credit risk
Exposure to credit risk

The maximum exposure to credit risk (“gross credjposure”) of the Company at the reporting dathes
carrying amount of the financial assets held in ¢bedensed statement of financial position. Whaee t
Company enters into credit enhancements to martegeredit exposure on these financial instruments,
including receiving cash as collateral and masgtting agreements, the financial effect of the itred
enhancements is also disclosed below. The nettceggbsure represents the credit exposure remaining
after the effect of the credit enhancements.

The Company does not have any significant expoatising from items not recognised on the condensed
statement of financial position.

Exposure to credit risk by product

Class 30 June 2018
Gross Net
credit credit
exposure Credit exposure
@  enhancement @
€'000 €'000 €'000
Subject to ECL:
Cash and short-term deposits 3,845 - 3,845
Trade and other receivables 1,566,649 - 1,566,649

Not subject to ECL®:

Trading financial assets 438,199 (405,492 32,707
Loans and advances 6,545,016 - 6,545,016
Trade and other receivables:
Prepaid equity securities contracts 86,022 (86,022) -
8,639,731 (491,514) 8,148,217

(1) The carrying amount recognised in the condensedrsént of financial position best represents thengany's maximur
exposure to credit risk.

(2) Of the residual net credit exposure, intercamypeross product netting arrangements are in phddeh would allow for a
additional €177,000 to be offset in the event dadk by certain Morgan Stanley counterpatrties.

(3) Financial assets measured at FVPL are not stojéeCL.
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16. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)
Exposure to credit risk by product (continued)

Maximum exposure to credit risk for 31 December 204 presented below, reflecting the condensed
statement of financial position categories use2i0h7:

Class 31 December 2017
Gross Net
credit credit
exposure Credit exposure
®  enhancements @
€'000 €'000 €'000
Cash and short-term deposits 432 - 432
Trade and other receivables 2,086,238 (268,210) 1,818,028
Loans and advances 6,797,365 - 6,797,365
Trading financial assets:
Derivatives 592,979 (565,399) 27,580
9,477,014 (833,609) 8,643,405

(1) The carrying amount recognised in the condensednsént of financial positiomest represents the Company’s maxin
exposure to credit risk.

(2) Of the residual net credit exposure, intercompawgs product netting arrangements are in placehwvviould allow for ar
additional €nil to be offset in the event of defdwl certain Morgan Stanley counterparties.

ECL measurement
a. Assessment of SICR

As explained in note 2, in order to assess whedimemstrument is subject to a 12 month ECL or to a
lifetime ECL, the Company determines whether there been a SICR since initial recognition.

When making this assessment, the Company condiehs quantitative and qualitative information and
analysis based on the Company’s historical expeei@md expert credit risk assessment, including&od-
looking information.

Credit risk is considered to have increased sigaifily if the probability of default (“PD”) has sidicantly
deteriorated at the reporting date relative toRBeof the facility at the date of initial recogomi. The PD

is derived from internal credit rating grades (lmhse available information about the borrower) and
multiple forward-looking macroeconomic scenarioschitare probability weighted.

The assessment of whether a change in PD is “gignif is based both on a consideration of thetireda
change in PD and on qualitative indicators of tredit risk of the facility, which indicate whetharloan is
performing or in difficulty. In addition, as a destop, the Company considers that SICR has occiumrall

cases when an asset is more than 30 DPD.

b. Calculation of ECL
ECL are calculated using three main components:

e PD: for accounting purposes, the 12 month anditiietPD represent the expected point-in-time
probability of a default over the next 12 monthsl aver the remaining lifetime of the financial
instrument respectively, based on conditions exgstit the balance sheet date and future economic
conditions.
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16. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)
ECL measurement (continued)

» Loss given default (“LGD"): the LGD represents egigel loss conditional on default, taking into
account the mitigating effect of collateral, inclugl the expected value of the collateral when
realised and the time value of money.

» Exposure at default (“EAD”): this represents th@eoted EAD, taking into account the expected
repayment of principal and interest from the batasbeet date to the default event together with
any expected drawdowns of the facility over thatquk

These parameters are generally derived from inlgrrdeveloped statistical models, incorporating
historical, current and forward-looking macro-econodata.

The 12 month ECL is equal to the sum over the A@xmonths of quarterly PD multiplied by LGD and
EAD, with such expected losses being discountatieaeffective interest rate. Lifetime ECL is cdétaed
using the discounted present value of total quigrteDs multiplied by LGD and EAD, over the full
remaining life of the facility.

c. Incorporation of forward looking information

The Company uses internal macro-economic researdhcauntry risk expert judgement to support the
calculation of ECL. The macro-economic scenariesraviewed quarterly.

There have been no changes made to estimationi¢eesnor significant assumptions for estimating
impairment, during the period.

Exposure to credit risk by internal rating grades

Internal credit ratings are derived using methodige generally consistent with those used by eatern
agencies.

a. Recognised financial instruments subject to ECL

The following table provides an analysis of theddreisk exposure by ECL stage per class of reczaghi
financial instrument subject to ECL, based on ti¥ing internal credit rating grades:

Investment grade: internal grades AAA - BBB
Non-investment grade: internal grades BB - CCC
Default: internal grades D

Internal credit rating derived using methodologjeserally consistent with those used by externaheigs.

30 June 2018 ECL staging
Stage 1 Stage 2
12-month Lifetime
ECL ECL
€000 €000
External financial ingtitutions:
Cash:
Credit grade
Investment grade 3,845 -
3,845 -
Other Morgan Stanley Group undertaking:
Trade and other receivables:
Credit grade
Investment grade gross carrying amount - 1,566,661
Loss allowance - (12)
Carrying amount - 1,566,649
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16. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)
Exposure to credit risk by internal rating grades €ontinued)

There are no trade receivables at stage 1, asahw&hy’s accounting policy is to measure lifetimedit
losses on trade receivables under the simplifigaicgrh. The Company has no financial assets at 8tag

At 30 June 2018 there were no financial assets ghastbut not impaired or individually impaired (31
December 2017: nil).

b. Recognised financial instruments not subject to ECL

The following table sets out the credit qualityfiofancial assets measured at FVPL.

Maximum exposure to credit risk by credit rafig
Gross credit exposurt
30 June31 Decembe

Credit rating 2018 2017
€'000 €'000

Other Morgan Stanley Group undertakings

A 327,028 7,108,534

BBB 6,742,209 550,020

Total 7,069,237 7,658,554

(1) Internal credit rating derived using methodologieserally consistent with those used by externaheigs.

Liquidity risk
Maturity analysis

In the following maturity analysis of financial &s and financial liabilities, derivative contraetsd other
financial instruments held at FVPL are disclosedoading to their earliest contractual maturity; slich
amounts are presented at their fair value, comgistéh how these financial instruments are managé
other amounts represent undiscounted cash flovesvadade and payable by the Company arising from its
financial assets and financial liabilities to easti contractual maturities as at 30 June 2018 dnd 3
December 2017. Receipts of financial assets apdyreents of financial liabilities that are subjéot
immediate notice are treated as if notice werergivemediately and are classified as on demand.s Thi
presentation is considered by the Company to apiatefy reflect the liquidity risk arising from tke
financial assets and financial liabilities, pregehin a way that is consistent with how the liguyidisk on
these financial assets and financial liabilitiemesnaged by the Company.
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16.
Liquidity risk (continued)

Maturity analysis (continued)

FINANCIAL RISK MANAGEMENT (CONTINUED)

Equal to
or more Equal to
than one or more
year thantwo Equal to
butless years but or more
On Less than  than two less than than five
demand one year years five years years Total
30 June 2018 €'000 €'000 €'000 €'000 €'000 €'000
Financial assets
Cash and short term deposits 3,845 - - - 3,845
Trading financial assets:

Derivatives 162,756 101,050 37,956 70,856 65,581 438,199

Loans and advances:
Loans 518,975 1,792,132 735,054 1,927,163 1,571,692 6,545,016
Trade and other receivables:
Trade receivables 135,707 - - - - 135,707
Other receivables 1,430,942 - - - - 1,430,942
Prepaid equity securities contracts 23,744 &D,3 2,945 - - 86,022
Total financial assets 2,275,969 1,952,515 775,955 1,998,019 1,637,273 8,639,731
Financial liabilities
Trading financial liabilities:

Derivatives 107,510 109,566 39,238 66,374 89,270 411,958
Convertible preferred equity certificates 1,125,281 - - - - 1,125,281
Trade and other payables:

Trade payables 337,983 - - - - 337,983

Other payables 7,244 - - - - 7,244
Debt and other borrowings:

Issued Structured Notes 665,046 1,842,949 736,717 1,931,645 1,548,003 6,724,360
Total financial liabilities 2,243,064 1,952,515 775,955 1,998,019 1,637,273 8,606,826
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16. FINANCIAL RISK MANAGEMENT (CONTINUED)

Liquidity risk (continued)
Maturity analysis (continued)

Equal to
or more Equal to
than one or more
year thantwo Equal to
butless years but or more
On Less than  than two less than than five
demand one year years five years years Total
31 December 2017 €'00C €'00C €'00C €'00C €'00C €'00C
Financial assets
Cash and short term deposits 432 - - - - 432
Trading financial assets:
Derivatives 318,742 67,235 53,895 89,405 63,702 592,979
Loans and advances:
Loans 1,853,180 1,171,057 554,268 1,748,583 1,470,277 6,797,365
Trade and other receivables:
Trade receivables 25,724 - - - - 25,724
Other receivables 1,792,304 - - - - 1,792,304

Prepaid equity securities contracts 42,688 a3, - 112,488 - 268,210

Total financial assets 4,033,070 1,351,326 608,163 1,950,476 1,533,979 9,477,014
Financial liabilities
Trading financial liabilities:

Derivatives 169,944 37,513 12,506 39,951 59,737 319,651
Convertible preferred equity certificates 1,1258,28 - - - - 1,125,281
Trade payables and other payables:

Trade receivables 600,127 - - - - 600,127

Other receivables 56,382 - - - - 56,382
Debt and other borrowings:

Issued Structured Notes 2,046,364 1,313,813595,657 1,910,525 1,474,242 7,340,601
Total financial liabilities 3,998,098 1,351,326 608,163 1,950,476 1,533,979 9,442,042

Market risk
Equity price sensitivity analysis

The sensitivity analysis below is determined basedhe exposure to equity price risk at 30 Junes201id
31 December 2017 respectively.

The market risk related to such equity price risknieasured by estimating the potential reductiototal
comprehensive income associated with a 10% deulitlee underlying equity price as shown in the ¢abl
below.

Impact on Total Comprehensive
Income Gains/(losses)

30 June 31 December

2018 2017

€000 €000
Trading financial instruments (663,834) (707,239)
Trade and other receivables — at FVPL (8,602) (26,821)
Debt and other borrowings 672,436 734,060
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16. FINANCIAL RISK MANAGEMENT (CONTINUED)

Market risk (continued)

Equity price sensitivity analysis (continued)

The Company’s equity risk price risk is mainly centrated on equity securities in EMEA.

The Company enters into the majority of its finaheisset transactions with other Morgan Stanleyu@ro
undertakings, where both the Company and the ditmngan Stanley Group undertakings are wholly-
owned subsidiaries of the same group parent eiitygan Stanley.

The issued Structured Notes expose the Comparhetagk of changes in market prices of the undeglyi
securities, interest rate risk and, where denomthét currencies other than Euros, the risk of gearin
rates of exchange between the Euro and the ottexarg currencies. The Company uses the contrhats t

it purchases from other Morgan Stanley Group umdtérgs to hedge the market price, interest rate and
foreign currency risks associated with the issuasfdbe Structured Notes, consistent with the Camgiza
risk management strategy. As such, the Compangtiexposed to any net market risk on these finhncia
instruments.

The net foreign exchange gains recognised in ‘Otiregnue’ and ‘Other expense’ have arisen as dt rafsu
exposure to hedging on assets and liabilities neised for Morgan Stanley Group purposes, under the
Morgan Stanley Group’s local reporting requirements

17. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING

In the condensed statement of financial positiorgricial assets and financial liabilities are ooffset and
presented on a net basis where there is a cuggally enforceable right to set off the recogniaetbunts
and an intention to either settle on a net basie oealise the asset and the liability simultarsiyu In the
absence of such conditions, financial assets awaohdial liabilities are presented on a gross basis.

The following tables present information about dfisetting of financial instruments and relatedi@igral
amounts. The effect of master netting arrangementkgteral agreements and other credit enhancengent
the Company’s exposure to credit risk is disclogedhote 16. The information below is limited to
quantitative information and should be read in oogfion with note 15 of the Company’s 2017 annual
financial statements.
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17. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING
(CONTINUED)

Amounts not offset in the

Gross and net condensed statement of

amounts + : o (2) @)
presented in the financial position
statement of Cash
financial Financial  collateral Net exposure
position®  instruments @ ®
€000 €000 €000 €000
30 June 2018
Assets
Trading financial assets:

Derivatives 438,199 (2,853) (402,639) 32,707
Trade and other receivables:

Prepaid equity securities contracts 86,022 - (86,022) -
TOTAL 524,221 (2,853) (488,661) 32,707
Liabilities
Trading financial liabilities:

Derivatives 411,958 (2,853) (334,045) 75,060
Debt and other borrowings:

Issued Structured Notes 6,724,360 - - 6,724,360
TOTAL 7,136,318 (2,853) (334,045) 6,799,420

(1) Amounts include €32,383,000 of trading financiateds — derivatives, €nil of trade and other red#es —prepaid equit
securities contracts, €71,835,000 of trading fimgr@bilities — derivatives and €6,385,890,000debt and other borrowings —
issued Structured Notes which are either not stibpemaster netting agreements or collateral agee¢sror are subject guch
agreements but the Company has not determinedyteeraents to be legally enforceable.

(2) Amounts relate to master netting arrangements afidteral arrangements which have been determiyetthdo Company to t
legally enforceable, but do not meet all critegquired for net presentation within the condensatesient of financial position.

(3) Cash collateral used to mitigate credit risk onasypes arising under derivatives contracts andaidegrjuity securitiesantracts
is determined and settled on a net basis and leesrbeognised in the condensed statement of fiagpasitionwithin ‘Trade anc
other payables’.

(4) In addition to the balances disclosed in the talbleve, certain ‘Trade and other receivables’ andd& and other payablesf
€135,936000 not presented net within the condensed staeofefinancial position have legally enforceablagter nettin
agreements in place and can be offset in the andowurse of business and/or in the event of defaul

(5) Of the residual net exposure, intercompany crosdtpt legally enforceable netting arrangementsrapéace which wouldllow
for an additional €177,000 to be offset in the padly course of business and/ or in the event afudef

36



MORGAN STANLEY B.V.

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

Six months ended 30 June 2018

17. FINANCIAL ASSETS AND FINANCIAL LIABILITIES SUBJECT TO OFFSETTING

(CONTINUED)

Gross and net
amounts
presented in the
statement of

Amounts not offset in the
condensed statement of
financial position®

financial Financial Cash
position® instruments  collateral Net exposure®
€000 €000 €000 €000
31 December 2017
Assets
Trading financial assets:

Derivatives 592,979 (11,447) (553,952) 27,580
Trade and other receivables:

Prepaid equity securities contracts 268,210 - (268,210) -
TOTAL 861,189 (11,447) (822,162) 27,580
Liabilities
Trading financial liabilities:

Derivatives 319,651 (11,447) (251,558) 56.646
Debt and other borrowings:

Issued Structured Notes 7,340,601 - - 7,340,601
TOTAL 7,660,252 (11,447) (251,558) 7,397,247

(1) Amounts include €27,580,000 of trading financiateds — derivatives, €nil of trade and other red#es —prepaid equit
securities contracts, €34,108,000 of trading firgr@bilities — derivatives and €6,229,321,000debt and other borrowings —
issued Structured Notes which are eithet subject to master netting agreements or cedlatggreements or are subject to s
agreements but the Company has not determinedjteeraents to be legally enforceable.

(2) Amounts relate to master netting arrangements alidteral arrangements which have been determiryetthds Company to
legally enforceable but do not meet all criteriquieed for net presentation within the condensatestent of financial position.

(3) Cash collateral used to mitigate credit risk onasxjes arising under derivative contracts and |legrguity securities adracts is
determined and settled on a net basis and hasrbeegnised in the condensed statement of finaposition within ‘Tradeand
other payables’.

(4) In addition to the balances disclosed in the talbleve, certain ‘Trade and other receivables’ arrdd& and other payablesf
€22,280,000 not presented net within the condemssagment of financial position have legally enéaiole master nettir
agreements in place and can be offset in the ardowurse of business and/ or in the event of defau

(5) Of the residual net exposure, intercompany cpysstuct legally enforceable netting arrangemergsraplace which would allo
for an additional €nil to be offset in the ordinagurse of business and/ or in the event of default

18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE
a. Financial assets and liabilities recognised aaif value on a recurring basis

The following tables present the carrying valuehl® Company’s financial assets and financial litbd
recognised at fair value on a recurring basis, stfiasl according to the fair value hierarchy. The
information below is limited to quantitative infoation and should be read in conjunction with nddeol
the Company’s 2017 annual financial statements.
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE ( CONTINUED)

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

30 June 2018

Trading financial assets:
Derivatives
Interest rate contracts
Equity contracts
Foreign exchange contracts
Commodity contracts

Total trading financial assets

Trade and other receivables:
Prepaid equity securities contracts
Total trade and other receivables

Loans and advances:
Loans
Total loans and advances

Total financial assets measured at fair value

Trading financial liabilities:
Derivatives
Interest rate contracts
Equity contracts
Foreign exchange contracts
Commodity contracts
Total trading financial liabilities

Debt and other borrowings:
Certificates and warrants
Notes

Total debt and other borrowings

Total financial liabilities measured at fair value

Valuation
Valuation techniques
Quoted techniques with
prices in using significant
active observable unobservable
market inputs inputs
(Level 1) (Level 2) (Level 3) Total
€000 €000 €000 €000
- 7,725 20,728 28,453
- 388,522 19,473 407,995
- 3 - 3
- 99 1,649 1,748
- 396,349 41,850 8,139
- 20,425 65,597 86,022
- 20,425 65,597 6,02
- 6,545,016 - 6,545,016
- 6,545,016 - 6,545,016
- 6,961,790 107,447 7,069,237
- 62,762 17,848 80,610
- 277,355 50,775 328,130
- 1,705 - 1,705
- - 1,512 1,512
341,822 7033 411,957
785,582 59,333 844,915
- 5,512,920 366,525 5,879,445
- 6,298,502 425,888724,360
- 6,640,324 495,993 7,136,317
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)
a. Financial assets and liabilities recognised a&if value on a recurring basis (continued)
31 December 2017 Valuation
Valuation techniques
Quoted techniques with
prices in using significant
active observable unobservable
market inputs inputs
(Level 1) (Level 2) (Level 3) Total
€000 €000 €000 €000
Trading financial assets:
Derivatives
Interest rate contracts 3,168 22,370 25,538
Equity contracts 551,198 13,759 564,957
Foreign exchange contracts - 76 1,607 1,683
Commodities contracts 539 262 801
Total trading financial assets 554,981 37,998 , DB
Loans and advances:
Loans - 6,797,365 - 6,797,365
Trade and other receivables:
Prepaid equity securities contracts - 268,210 - 268,210
Total financial assets measured at fair value
- 7,620,556 37,998 7,658,554
Trading financial liabilities:
Derivatives
Interest rate contracts - 38,009 6,757 44,766
Equity contracts - 243,537 23,429 266,966
Foreign exchange contracts - 3,400 1,533 4,933
Commodities contracts - 1,050 1,936 2,986
Total trading financial liabilities 285,996 33,655 319,651
Debt and other borrowings:
Certificates and warrants 2,197,103 - 2,197,103
Notes - 4,779,994 363,504 5,143,498
Total debt and other borrowings 6,977,097 363,504,340,601
Total financial liabilities measured at fair
value - 7,263,093 397,159 7,660,252
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)

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

There were no transfers between Level 1 and LedltBe fair value hierarchy during the currentiper
and prior year.

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

The following tables present the changes in thevalue of the Company’s Level 3 financial assetd a
financial liabilities for the period ended 30 JuR618 and year ended 31 December 2017. Level 3
instruments may be hedged with instruments classifi Level 2. As a result, the realised and uisedl
gains/ (losses) for assets and liabilities witlhia tevel 3 category presented in the followingeakdo not
reflect the related realised and unrealised ggiosges) on hedging instruments that have beerifitasby

the Company within the Level 2 category.

Unrealised gains/ (losses) during the period feetsand liabilities within the Level 3 categorgsented in
the following tables may include changes in faifueaduring the period that were attributable tohbot
observable and unobservable inputs.
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)

C. Changes in Level 3 financial assets and liabilts recognised at fair value on a recurring basis
(continued)
30 June201¢
Unrealised
gains or
(losses) for
Total gains o Net Level 3 assets
(losses transfers /(liabilities)
Balance recognised il in and/ ol Balance outstanding
atl condense w © g out of at 30 as at 30
January statement ¢ ﬁ e g Level 3 June June 2018
comprehensiv e g E=1
2018 income® g a2 & @ 2018 ®
€'000 €000 €000 €'000 €'000 €'000 €000 €'000
Trading financial assets:
Net derivative
contract$? 4,343 (36,246, - - 44 3,575 (28,285 (35,825)
Trade and other
receivables:
Prepaid equity
securities contracts - (691) 60,081 - - 6,207 65,597 (691)
Total financial assets
measured at fair value 4,343 (36,937, 60,081 - 44 9,782 37,312 (36,516)
Debt and other borrowing
Issued Structured
Notes (363,504, 24,957 - (178,294 20,66C 70,322 (425,858 24,331
Total financial liabilities
measured at fair value (363,504 24,957 - (178,294, 20,66C 70,3223 (425,858 24,331

(1) The total gains or (losses) are recognisetiéncondensed statement of comprehensive inesmietailed in the financial instrume
accounting policy in the Company’s 2017 annualriial statements.

(2) For financial assets and financial liabiliti#sat were transfeed into and out of Level 3 during the period, gaor (losses) ai
presented as if the assets or liabilities had beersferred into or out of Level 3 as at the beigigrof the period.

(3) Amounts represent unrealised gains or (lodeeghe period ended 30 June 2018 related to aaseltdiabilities still outstanding aD3
June 2018. The unrealised gains or (losses) aogmesed in the condensed statement of compreheimsiome as detailed in the financ
instruments accounting policy in the Company’s 28@iual financial statements.

(4) Net derivative contracts represent tradingrfgial assets — derivative contracts net of tradiimancial liabilities — derivative contracts.

There were no material transfers from Level 2 todle8 of the fair value hierarchy during the peri@
December 2017: €2,273,000 of net derivative cotdrand €45,311,000 of issued Structured Notes).

During the period the Company reclassified appretéty €124,590,000 of issued Structured Notes (31
December 2017: €157,242,000) from Level 3 to LéeThe reclassifications were due to the availghbili

of market quotations such that significant inputs aow considered observable. There were no other
material transfers from Level 3 to Level 2 of thé fvalue hierarchy (31 December 2017: €2,383,G0ted
derivative contracts).
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NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2018

18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)

C. Changes in Level 3 financial assets and liabilts recognised at fair value on a recurring basis
(continued)

31 December 201 Unrealisec
gains or
(losses) for
Level 3
assets
Total gains o Net /(liabilities)
(losses transfers outstanding
Balance recognised il in and/ o1 Balance a as at 31
atl condense: out of 31 December
Januan  statement ¢ - i Level 3 Decembe 2017
comprehensi @ 2 g
= & ()
€ [ > E=
2017 income® . 8 3 @ 2017 ®
€'000 €000 €'000 €'000 €'000 €000 €000 €'000
Trading financial assets:
Net derivative contract$ 16,213 (6,654) - - (5,326) 110 4,343 (2,996)
Total financial assets
measured at fair value 16,213 6,654 - - (5,326) 110 4,343 (2,996)
Debt and other borrowings
Issued Structured Note (298,875 (9,596) - (234,018 67,054 111,931 (363,504 (4,725)
Total financial liabilities
measured at fair value (298,875 (9,596) - (234,018 67,054 111,931 (363,504 (4,725)

(1) The total gains or (losses) are recognisedhe dondensed statement of comprehensive incasndetailed in the financi
instruments accounting policy in the Company’s 28@iual financial statements.

(2) For financial assets and financial liabilitiket were transferred into anditoof Level 3 during the year, gains or (losse®
presented as if the assets or liabilities had beersferred into or out of Level 3 as at the beigigrof the year.

(3) Amounts represent unrealisgains or (losses) for the year ended 31 Decembg7 28lated to assets and liabilities ¢
outstanding at 31 December 2017. The unrealisedsgai (losses) are recognised in the condenseemsat of comprehensi
income as detailed in the financial instrumentanting policy in the Company’s 2017 annual finahstatements.

(4) Net derivative contracts represent tradingrfial assets — derivative contracts net of tradingncial liabilities —derivative
contracts.
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)

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

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

1. Quantitative information about and qualitative sewvisy of significant unobservable inputs

The following table provides information on the wation techniques, significant unobservable
inputs and their ranges and averages for each roajegory of assets and liabilities measured at fai
value on a recurring basis with a significant Le¥ddalance.

The level of aggregation and breadth of productsedhe range of inputs to be wide and not evenly
distributed across the inventory. Further, thegeaof unobservable inputs may differ across firms i
the financial services industry because of diversitthe types of products included in each firm’'s
inventory. There are no predictable relationshipsMeen multiple significant unobservable inputs
attributable to a given valuation technique. A gngmount is disclosed when there is no significant
difference between the minimum, maximum and aver@geighted average or similar average /
median).
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Six months ended 30 June 2018

18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)
d. Valuation of Level 3 financial assets and liabifies recognised at fair value on a recurring
basis

30 June 2018 Fair
value Predominant valuation techniques/ Range®
€000 Significant unobservable inputs (Averages$®

ASSETS

Trade and other receivables:

- Prepaid equity securities contracts 65,597 Optiodeh 5% (5%)

At the money volatility

LIABILITIES
Trading financial liabilities:

- Net derivative contracts?

- Interest rate

- Equity

- Commodities

2,880 Option model

(31,302)

137

Interest rate - Foreign exchange correlation

Interest rate - Interest rate correlation

NAV
NAV
Option model
At the money volatility
Volatility skew
Equity — Equity correlation
Equity — Foreign exchange correlation

Option model
Commodity volatility

319% to 32% (32%)
57% to 85% (71%)

100% (100%)

5% 10 41% (20%)
-29% to 0% (0%)
36% to 94% (70%)

-51%0865-33%)

14% to 20% (18%)

Debt and other borrowings:

- Issued Structured Notes

(425,858)

Optiodeho
At the money volatility
Volatility skew
Equity — Equity correlation
Equity — Foreign exchange correlation

Interest rate - Foreign exchange correlation

Interest rate - Interest rate correlation
Commaodity volatility

NAV
NAV

5% to 41% (229%)
-2% to 0% (0%)
50% to 96% (80%)
-80% to 36%)
319% to 32% (32%)
579% to 85% (71%)
14% to 20% (18%)

100% (100%)

(1) Net derivative contracts represent tradingrfgial assets — derivative contracts net of tradiimancial liabilities — derivative

contracts.

(2) The ranges of significant unobservable inputsrapresented in percentages.

(3) Amounts represent weighted averages whichaloelated by weighting each input by the fair vaddi¢he respective financial
instruments except for derivative instruments whepets are weighted by risk.
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)

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

31 December 2017

Commodity volatility

Fair value Predominant valuation techniques/ Range®
€000 Significant unobservable inputs (Averages$®
ASSETS
Trading financial assets:
- Net derivative contract§?
- Interest rate 15,613 Option model
Interest rate - Foreign exchange correlation 18% to 38% (25%)
NAV
NAV 100% (100%)
- Equity (9,670) Option model
At the money volatility 4% to 42% (18%)
Volatility skew -2% to 0% (0%)
Equity — Equity correlation 35% to 89% (60%)
Equity — Foreign exchange correlation -57% to 3090%)
- Commodities (1,674) Option model

15% to 18% (17%)

LIABILITIES
Debt and other borrowings:

- Issued Structured Notes (363,504) Option model

At the money volatility

Volatility skew

Equity — Equity correlation

Equity — Foreign exchange correlation
Interest rate - Foreign exchange correlation
Commodity volatility

6% to 42% (2:%)
-2% to 0% (-1%)
41% to 88% (53%)
-609% to -1738%)
18% to 38% (25%)
15% to 18% (17%)

NAV
NAV 100% (100%)

(1) Net derivative contracts represent tradingrfgial assets — derivative contracts net of tradiimencial liabilities — derivative
contracts.
(2) The ranges of significant unobservable inputsrapresented in percentages.

(3) Amounts represent weighted averages whichaloellated by weighting each input by the fair vaddi¢he respective financial
instruments except for derivative instruments whiepeits are weighted by risk.

A description of significant unobservable inputslimded in the tables above for all major categodgs
assets and liabilities is included within note f6he Company’s 2017 annual financial statements.
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)

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

2. Sensitivity of fair values to changing signifitaassumptions to reasonably possible alternatives

The following tables present the sensitivity of tfaér value of Level 3 financial assets and
financial liabilities as at 30 June 2018 and 31 éelser 2017 to reasonably possible alternative
assumptions, providing quantitative information the potential variability of the fair value
measurement. The information below is limited t@mfitative information and should be read in
conjunction with note 17 of the Company’s 2017 airitnancial statements.

Effect of reasonably possible
alternative assumptions

30 June 2018 Increase in fair Decrease in fail
Fair value value value
€'000 €'000 €'000

Trade and other receivables:
Prepaid equity securities contracts 65,597 93 (93)

Trading financial liabilities:
Net derivatives contrafts (28,285 (4,237) (503)

Debt and other borrowings:
Issued Structured Notes (425,858 (3,543) 2,641

(1) Net derivative contracts represent tradingrial assets — derivative contracts net of tradingncial liabilities —derivative
contracts. The reasonably possible alternativenagsans are applied to derivative assets and direvdiabilities separely when
assessing potential variability of the fair valueasurement.

Effect of reasonably possible
alternative assumptions

31 December 2017 Increase in fair Decrease in fail
Fair value value value
€'000 €'000 €'000

Trading financial assets:
Net derivatives contracts 4,343 (859) (291)

Debt and other borrowings:
Issued Structured Notes (363,504 (3,257) 4,315

(1) Net derivative contracts represent tradingrfgial assets — derivative contracts net of tradingncial liabilities — derivative
contracts. The reasonably possible alternativenagans are applied to derivative assets and direvdiabilities separately when
assessing potential variability of the fair valueasurement.
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18. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)
e. Assets and liabilities measured at fair value oa non-recurring basis

Non-recurring fair value measurements of assetdiahilities are those which are required or petauitin
the condensed statement of financial position ig@dar circumstances. There were no assets bilitias
measured at fair value on a non-recurring basisiguhe current period or prior year.

19. ASSETS AND LIABILITIES NOT MEASURED AT FAIR VALUE

For all financial instruments not measured atvValue, the carrying amount is considered to beaaaeable
approximation of fair value due to the short teraune of these assets and liabilities.

Regarding the CPECs, its carrying value includihg &ccrued yield in ‘Trade and other payables’, as
detailed in note 10, is considered in aggregatmaspproximation of its fair value.
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REVIEW REPORT TO THE SHAREHOLDERS OF MORGAN
STANLEY B.V.

Introduction

We have reviewed the accompanying interim finanegbrt of Morgan Stanley B.V., Amsterdam, which
comprises the condensed statement of financialtippsas at 30 June 2018, condensed statement of
comprehensive income, condensed statement of chamgejuity, and condensed statement of cash flows
for the period of six months ended 30 June 2018, the notes. Management is responsible for the
preparation and presentation of this Company’s ensdd interim financial report in accordance Wil |

34, ‘Interim Financial Reportingas adopted by the European Union. Our respoiitsibg to express a
conclusion on this condensed interim financial infation based on our review.

Scope

We conducted our review in accordance with Dutol Iacluding standard 2410 Review of Interim
Financial Information Performed by the Independéntditor of the Entit} A review of an interim
financial report consists of making inquiries, panity of persons responsible for financial and actng
matters, and applying analytical and other revieacedures. A review is substantially less in sctiyaa

an audit conducted in accordance with auditingdstests and consequently does not enable us to obtain
assurance that we would become aware of all sggmifi matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our atterihat causes us to believe that the accompanying
interim financial report as at 30 June 2018 isprepared, in all material respects, in accordante WS

34, ‘Interim Financial Reporting as adopted by the European Union.

Amsterdam,
Deloitte Accountants B.V.

M. van Luijk

Deloitte Accountants B.V. is registered with thede Register of the Chamber of Commerce and Industr
in Rotterdam number 24362853.

Member of
Deloitte Touche Tohmatsu Limited
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