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MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

INTERIM MANAGEMENT REPORT

The Directors present their interim management nte@irectors’ responsibility statement and conaghs
financial statements of Morgan Stanley Capital (@ag Islands) Limited (the “Company”) for the six
months ended 30 June 2014.

RESULTS AND DIVIDENDS

The result for the six months ended 30 June 20ef, @mx, was $nil (30 June 2013: $nil result after).
During the six months ended 30 June 2014, no diddevere paid or proposed (30 June 2013: $nil).
PRINCIPAL ACTIVITY

The Company is an exempt company incorporated uhddaws of the Cayman Islands.

The principal activity of the Company is the isstenof Optimised Portfolios as Listed Securities
(“OPALS") and the hedging of the obligations argsipursuant to such issuances with Equity Linked
Obligations (“ELOSs").

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

There have not been any significant changes ilCtirapany’s principal activity in the period undevieav
and no significant change in the Company’s princdivity is expected.

BUSINESS REVIEW

During the six month period ended 30 June 2014allmarket and economic conditions remained on an
overall upward trend since the end of 2013. TheddnStates (“US”) economy continued to show sighs o
growth during the six month period ended 30 Jured2@espite a decline in real gross domestic prioiduc
the first quarter of the year. The U.S. employmsitdation continued to improve as evidenced by the
decline in the unemployment rate. Inflation remdira historically low levels. The Eurozone economy
continued its moderate recovery from a deep resesbut monetary and credit growth remained subdued
By contrast, the United Kingdom (“UK”) had a stremghan-expected recovery and the second quarter of
2014 marked its strongest calendar quarter in years. Japan experienced stronger growth despitepa

in consumer spending resulting from a rise in tlestax. In China, the government continued regoton
change the structure of the Chinese economy wehottjective to maintain its current high growtherat
Elsewhere, emerging markets have experienced amadild volatility resulting in part from the Federa
Reserve’s reduction of quantitative easing.

The condensed statement of comprehensive incorsetisut on page 8. The result for the six months
ended 30 June 2014 is $nil which is consistent withCompany’s function and the six months ended 30
June 2013. Interest income and interest expenseatsd by $27,000 compared to the six months ended
30 June 2013 due to a reduction in interest rgipbeal to outstanding balances with other Morgaamisty
Group undertakings.

The condensed statement of financial position tsos¢ on page 10. The value of financial assets and
financial liabilities, designated at fair value abgh profit or loss, which are represented by Eladd
OPALS respectively, have increased by $114,82010082,034,291,000 compared with 31 December
2013 due to fair value movements in the period.



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

INTERIM MANAGEMENT REPORT

BUSINESS REVIEW (CONTINUED)

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 both Morgan Stanleyisl dhe Company’s business activity and is managed
within the context of the broader Morgan Stanlep@x's business activities. The Morgan Stanley Group
seeks to identify, assess, monitor and managedafable various types of risk involved in its actigs on a
global basis, in accordance with defined policied procedures and in consideration of the indiitegal
entities. The Company’s own risk management pdicad procedures are consistent with those of the
Morgan Stanley Group.

Note 4 to the condensed financial statements pesvigfalitative and quantitative disclosures abbet t
Company’'s management of and exposure to finanisied rincluding liquidity risk.

Market risk

Market risk refers to the risk that a change inléhwel of one or more market prices, rates, indiceplied
volatilities (the price volatility of the underlygninstrument imputed from option prices), correas or
other market factors, such as liquidity, will raganllosses for a position or portfolio.

The Morgan Stanley Group manages the market riskcéated with its trading activities on a globasisa
at both a trading division and an individual prodiavel, which includes consideration of markekrisr
each individual legal entity.

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

Credit risk refers to the risk of loss arising wharborrower, counterparty or issuer does not niset i
obligations to the Company.

The Morgan Stanley Group manages credit risk exjgosn a global consolidated basis as well as giving
consideration to individual legal entities. The diterisk management policies and procedures of the
Morgan Stanley Group establish the framework fanidying, measuring, monitoring and controlling
credit risk whilst ensuring transparency of matlesiadit risks, ensuring compliance with establashimits

and escalating risk concentrations to appropriatgos management. Credit risk management poliaiels a
procedures for the Company are consistent withettwbshe Morgan Stanley Group and include escalatio
to appropriate key management personnel of the @agnp

Liquidity and funding risk

Liquidity and funding risk refers to the risk thtae Company will be unable to finance its operatidoe to
a loss of access to the capital markets or diffjcur liquidating its assets. Liquidity and fundimnisk also
encompasses the Company’s ability to meet its @i@nobligations without experiencing significant
business disruption or reputational damage that ti@aten its viability as a going concern.

The primary goal of the Morgan Stanley Group’s ilitity risk management framework is to ensure that t
Morgan Stanley Group, including the Company, haseeas to adequate funding across a wide range of
market conditions. The framework is designed tobénshe Morgan Stanley Group to fulfil its finanicia
obligations and support the execution of the Conjsalnusiness strategies.

Morgan Stanley continues to actively manage itstaband liquidity position to ensure adequate tgses

are available to support the activities of the Mardgtanley Group, including the Company, to endide
Morgan Stanley Group to withstand market stresaad, to meet regulatory stress testing requirements
proposed by regulators globally.



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

INTERIM MANAGEMENT REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)

Operational risk

Operational risk refers to the risk of loss, ordafnage to the Company’s or the Morgan Stanley Gsoup
reputation, resulting from inadequate or failedgesses, people and systems or from other exteveats
(e.g. fraud, legal and compliance risks, damagehysical assets, etc.). Legal and regulatory issk
included in the scope of operational risk and s£dssed below under “Legal and regulatory risk”.

The Company’s business is highly dependent on bilggyato process, on a daily basis, a large nurddfer
transactions across numerous and diverse markatsiiry currencies. In addition, we may introduce new
products or services or change processes resiiltingw operational risk that we may not fully appate

or identify. In general, the transactions processeslincreasingly complex. The Company relies an th
ability of the Morgan Stanley Group’s employees,iitternal systems, and systems at technology eentr
operated by unaffiliated third parties to processgh volume of transactions.

The Company also faces the risk of operationaluffailor termination of any of the clearing agents,
exchanges, clearing houses or other financial iméeiaries it uses to facilitate securities trarisast In

the event of a breakdown or improper operatiohef@ompany’s or a third party’s systems or impraper
unauthorised action by third parties or the Mor&aanley Group’s employees, the Company could suffer
financial loss, an impairment to its liquidity, ssdiption of its businesses, regulatory sanctiandammage

to its reputation. In addition, the interconnedgivbf multiple financial institutions with centralgencies,
exchanges and clearing houses, and the increagmattance of these entities, increase the risk anat
operational failure at one institution or entity yneause an industry-wide operational failure thald
materially impact the Company'’s ability to condbasiness.

The Company’s operations rely on the secure prowgsstorage and transmission of confidential atieio
information in its computer systems and systemghofl parties with which we do business or that
facilitate our business activities, such as venddike other financial services firms, the Compamgd its
third party providers have been and continue teligect to unauthorised access, mishandling orsaijsu
computer viruses or malware cyber attacks and athients. Events such as these could have a securit
impact on the Company’s systems and jeopardise Gbenpany’s or the Company’s clients’ or
counterparties’ personal, confidential, proprietamy other information processed and stored in, and
transmitted through, the Company’s and our thadypproviders’ computer systems. Furthermorehsuc
events could cause interruptions or malfunctionhéCompany’s, the Company’s clients’, the Company
counterparties’ or third parties’ operations, whicbuld result in reputational damage, litigation or
regulatory fines or penalties not covered by insceamaintained by the Company, or adversely affext
business, financial condition or results of operadi

The Morgan Stanley Group has established an opagrdtrisk management process that operates on a
global and regional basis to identify, measure, itwonand control risk. Effective operational risk
management is essential to reducing the impact paragional risk incidents and mitigating legal,
regulatory, and reputational risks.

Legal and regulatory risk

Legal risk includes the risk of exposure to finpenalties, judgements, damages and/ or settlenients
connection with regulatory or legal actions assalteof non-compliance with applicable legal orutagory
requirements and standards or litigation. Leg#t dlso includes contractual and commercial risthsas
the risk that a counterparty’s performance obl@aiwill be unenforceable. The Morgan Stanley @risu
generally subject to extensive regulation in thiéedént jurisdictions in which it conducts its bogss. In
the current environment of rapid and possibly tfamsational regulatory change, the Morgan Stanley
Group also views regulatory change as a comporfdagal risk.



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

INTERIM MANAGEMENT REPORT

BUSINESS REVIEW (CONTINUED)
Risk management (continued)

The Morgan Stanley Group has established procedwassd on legal and regulatory requirements on a
worldwide basis that are designed to foster compka with applicable statutory and regulatory
requirements. The Morgan Stanley Group, princyptirough the Legal and Compliance Division, also
has established procedures that are designed uoedhat the Morgan Stanley Group’s policies liaato
business conduct, ethics and practices are follaylaohlly. In connection with its businesses, Margan
Stanley Group has and continuously develops varfmesedures addressing issues such as regulatory
capital requirements, sales and trading practicew, products, information barriers, potential citdl of
interest, structured transactions, use and safel@epd customer funds and securities, lending armdlit
granting, anti-money laundering, privacy and rekegping. In addition, the Morgan Stanley Group has
established procedures to mitigate the risk thatoanterparty’s performance obligations will be
unenforceable, including consideration of countggpéegal authority and capacity, adequacy of legal
documentation, the permissibility of a transactimder applicable law and whether applicable bartksup

or insolvency laws limit or alter contractual reriesd The legal and regulatory focus on the finalnci
services industry presents a continuing businealectye for the Morgan Stanley Group.

Significant changes in the way that major finansiitvices institutions are regulated are occuriinthe
United Kingdom (“UK"), Europe, the US and worldwidd& he reforms being discussed and, in some cases,
already implemented, include several that contereglamprehensive restructuring of the regulatiothef
financial services industry. Such measures Wikl lead to stricter regulation of financial inigtions
generally, and heightened prudential requirementssystemically important firms in particular. $uc
measures could include reforms of the over-the-tmyuderivatives markets, such as mandated exchange
trading and clearing, position limits, margin, dapiand registration requirements. Changes in tax
legislation in the UK and worldwide, such as tasatof financial transactions, liabilities and emydes’
compensation, are also possible.

Going concern

Business risks associated with the uncertain maaket economic conditions are being monitored and
managed by the Morgan Stanley Group and the CompRetaining sufficient liquidity and capital to
withstand these market pressures remains centréheioMorgan Stanley Group’s and the Company’s
strategy. In particular, the Morgan Stanley Grouggpital is deemed sufficient to exceed the minimum
capital ratio under the most negative stressedastenreviewed by the US Federal Reserve. The Morgan
Stanley Group regularly performs stress testingnsure it has sufficient resources at its disptmsabsorb
losses associated with certain stressed scenarios.

Taking all these factors into consideration, theeblors believe it is reasonable to assume that the
Company will have access to adequate resourcesriiinoe in operational existence for the forese=abl
future. Accordingly they continue to adopt the gptoncern basis in preparing the condensed fiaanci
statements.

DIRECTORS

The following Directors held office throughout thix month period ended 30 June 2014 and to theafate
approval of this interim financial report:

H. Nakajima
M. Stern



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

INTERIM MANAGEMENT REPORT

EVENTS AFTER THE REPORTING DATE

There have been no significant events since thertieg date.

Approved by the Board and signed on its behalf by

Director



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

DIRECTORS’ RESPONSIBILITY STATEMENT

In accordance with Article 4(2)(c) of the Luxembgutaw of 11 January 2008 there are certain
transparency requirements in relation to informagdout issuers whose securities are admittechtbniy
on a regulated market (the “Transparency Law”).

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

(@) the condensed financial statements, which has lpgepared in accordance with International
Accounting Standard (“IAS”) 34interim financial reporting (“IAS 34") as adopted by the European
Union (“EU"), gives a true and fair view of the ats liabilities, financial position and result thie
Company; and

(b) the interim management report includes a fair oéthe information required by Article 4(4) ofeth
Transparency Law, being an indication of the impotrtevents that have occurred during the six
months ended 30 June 2014 and their impact onadhdensed financial statements, and a description
of the principal risks and uncertainties for thenaéning six months of the financial year.

Approved by the Board and signed on its behalf by

Director

Board of Directors

H. Nakajima
M. Stern



INDEPENDENT REVIEW REPORT
TO MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

To the Board of Directors of
Morgan Stanley Capital (Cayman Islands) Limited
Cayman Islands

Report on the condensed set of financial statements

We have reviewed the accompanying condensed sBhafcial statements of Morgan Stanley Capital
(Cayman Islands) Limited which comprises the cosddnstatement of financial position as at 30 June
2014, the condensed statement of comprehensivenmciine condensed statement of changes in eduty, t
condensed statement of cash flows for the six nsoattded 30 June 2014 and a summary of significant
accounting policies and other explanatory inforovatiWe have read the other information containethén
interim management report and considered whethepritains any apparent misstatements or material
inconsistencies with the information in the condghset of financial statements. Our responsibifityo
express a conclusion on the condensed set of falestatements based on our review.

Scope of review

We conducted our review in accordance with Inteomai Standard on Review Engagements 2410,
“Review of Interim Financial Information Performdxy the Independent Auditor of the EntityA review

of interim financial information consists of makiegquiries, primarily of persons responsible fogficial
and accounting matters, and applying analytical@hér review procedures. A review is substantikdis

in scope than an audit conducted in accordance Iniglinational Standards on Auditing and conseduent
does not enable us to obtain assurance that wedvb@glome aware of all significant matters that miggh
identified in an audit. Accordingly, we do not eeps any audit opinion.

Conclusion

Based on our review, nothing has come to our atterthat causes us to believe that the condensed
statement of financial position of Morgan Stanlegpal (Cayman Islands) Limited as at 30 June 2014,
and the related condensed statement of compreleeirgiome, the condensed statement of changes in
equity and the condensed statement of cash flomthéosix month period then ended is not prepéredll
material aspects, in accordance with IAS“B#erim Financial Reporting” (“IAS 34”") as adopted by the
European Union (“EU")

Report on other legal and regulatory requirements

Nothing has come to our attention that causes Uelieve that the interim management report, wiéch
the responsibility of the Board of Directors, conta any apparent misstatements or material
inconsistencies with the information in the condghset of financial statements.

For Deloitte Audit,Cabinet de révision agréeé

Martin FlaunetRéviseur d’entreprises agréé

Partner

Luxembourg, 28 August 2014



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

CONDENSED STATEMENT OF COMPREHENSIVE INCOME
Six months ended 30 June 2014

Six months
ended 3(
June 201¢
$'000
(unaudited)
Net gains on financial instruments designatediawtdue
through profit or loss -
Interest income 2,166
Interest expense (2,166)

Six months
ended 3(
June 2013
$'000
(unaudited)

2,193
(2,193)

RESULT BEFORE INCOME TAX -

Income tax expense -

RESULT AND TOTAL COMPREHENSIVE INCOME FOR
THE PERIOD -

All operations were continuing in the current amgbpperiod.

The notes on pages 12 to 21 form an integral gahteocondensed financial statements.



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

CONDENSED STATEMENT OF CHANGES IN EQUITY
Six months ended 30 June 2014

Share Retained  Total
capital earnings equity
$'000 $000  $'000

Balance at 1 January 2013 (audited) 1 - 1

Result and total comprehensive income for the perio - - -

Balance at 30 June 2013 (unaudited) 1 - 1

Balance at 1 January 2014 (audited) 1 - 1

Result and total comprehensive income for the perio - - -

Balance at 30 June 2014 (unaudited) 1 - 1

The notes on pages 12 to 21 form an integral gdahteocondensed financial statements.



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

Registered number: 43542

CONDENSED STATEMENT OF FINANCIAL POSITION

As at 30 June 2014
30 June 31 Decembe

2014 2013
$'000 $'000
Note (unaudited) (audited)
ASSETS

Loans and receivables:
Other receivables 190,227 188,061
Financial assets designated at fair value througfitfor loss 2,45 2,034,291 1,919,471
TOTAL ASSETS 2,224,518 2,107,532

LIABILITIES AND EQUITY
Financial liabilities at amortised cost:

Bank loans and overdrafts 2 -
Other payables 190,224 188,060
190,226 188,060
Financial liabilities designated at fair value thgh profit or loss 2,4,5 2,034,291 1,919,471
TOTAL LIABILITIES 2,224,517 2,107,531
EQUITY
Share capital 1 1
Retained earnings
Equity attributable to owners of the Company 1 1
TOTAL EQUITY 1 1
TOTAL LIABILITIES AND EQUITY 2,224,518 2,107,532

This condensed financial statements were apprbyete Board and authorised for issue on

Signed on behalf of the Board

Director

The notes on pages 12 to 21 form an integral gahteocondensed financial statements.
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MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

CONDENSED STATEMENT OF CASH FLOWS
Six months ended 30 June 2014

OPERATING ACTIVITIES

Result for the period
Adjustment for:
Interest income
Interest expense

Operating cash flows before changes in operatingtasnd liabilities

Changes in operating assets
Increase in loans and receivables

Increase in financial assets designated at fair vahweugh profit
or loss

Changes in operating liabilities
(Decrease)/ Increase in financial liabilities atoatised cost,
excluding bank loans and overdrafts

Increase in financial liabilities designated at failue through
profit or loss

Interest paid
NET CASH FLOWS USED IN OPERATING ACTIVITIES
NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE BEGINNING
OF THE PERIOD

CASH AND CASH EQUIVALENTS AT THE END OF THE
PERIOD

The notes on pages 12 to 21 form an integral gdahteocondensed financial statements.

Six months  Six months
ended 3( ended 3(
June 201¢ June 2013
$'000 $'000
(unaudited) (unaudited)
(2,166) (2,193)
2,166 2,193

- 1)
(114,820 (199,274)
(114,820 (199,275)

(1) 1
114,820 199,274
114,819 199,275

1) -

() -

() -

(2) -

11



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2014

1. BASIS OF PREPARATION
General information

The information in this interim financial report@®not constitute statutory accounts within the nirgpof
Section 435 of the UK Companies Act 2006 (the “Canips Act”).

The information for the year ended 31 December 265 not constitute statutory accounts as defimed
Section 434 of the Companies Act. The report of Riéeiseur d’enterprises agréé on those accounts was
not qualified and did not include a reference ty aratters which the auditors drew attention by wéy
emphasis without qualifying the report.

Statement of compliance

The Company prepares its annual financial statesriaraccordance with International Financial Reipgrt
Standards (“IFRS”) issued by the International Agtting Standards Board (“IASB”) as adopted by the
EU and Interpretations issued by the IFRS Integti@is Committee. The condensed financial statésnen
has been prepared in accordance with IAS 34 asteddy the EU.

Accounting policies

In preparing this condensed financial statemeihs, Gompany has applied consistently the accounting
policies and methods of computation used in the @omy's annual financial statements for the yeaednd
31 December 2013.

New standards and interpretations adopted during tle period

The following amendment to a standard relevanthes €ompany’s operations was adopted during the
period. This amendment did not have a materiabchpn the Company’s condensed financial statesnent

An amendment to IAS 3Zinancial instruments: Presentation — offsettingaincial instruments’'was
issued by the IASB in December 2011, for retrospedpplication in annual periods beginning on ftera
1 January 2014. The amendment was endorsed by ttie Becember 2012.

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

New standards and interpretations not yet adopted

At the date of authorisation of these condensednfifal statements, the following standard and
amendments to standards relevant to the Comparmpésations were issued by the IASB but not yet
mandatory. Except where otherwise stated, the @asngdoes not expect that the adoption of the falgw
standard and amendment to standards will have arimaiimpact on the Company’s condensed financial
statements.

IFRS 9 ‘Financial instruments’(“IFRS 9”) was issued by the IASB in November 20@®nended in
November 2013, and revised and reissued by the IidSBIly 2014. Retrospective application is recgire
by IFRS 9, which is effective for annual periodgineing on or after 1 January 2018. Early adoption,
either in full or relating to own credit in isolati, is permitted. Although there are expected to be
significant changes to the presentation of findnaistruments by the Company/Group, there is not
expected to be a significant impact on net assets.

As part of the December 2013 Improvement to IFRBs, IASB made amendments to the following
standards that are relevant to the Company's dpest IFRS 2‘Share-based paymentlFRS 8
‘Operating segments’|FRS 13‘Fair value measurementand IAS 24‘Related party disclosure(for
application in accounting periods beginning onfteral July 2014).

12



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2014

1. BASIS OF PREPARATION (CONTINUED)
Use of estimates and sources of uncertainty

The preparation of the Company’'s condensed findnsiatements requires management to make
judgements, estimates and assumptions regardingathation of certain financial instruments, impagnt

of assets, and other matters that affect the camdbnfinancial statements and related disclosures.
Company believes that the estimates utilised inpgmiag the condensed financial statements are
reasonable, relevant and reliable. Actual resudtdd differ from these estimates.

2. FINANCIAL ASSETS AND FINANCIAL LIABILITIES DESIGNAT ED AT FAIR VALUE
THROUGH PROFIT OR LOSS

Financial instruments designated at fair value uglo profit or loss consist primarily of the follovg
financial liabilities and financial assets:

OPALS- These instruments are securities whose investpggformance corresponds generally to that of a
benchmark index by an indirect investment in a bask shares. All dividends and certain other ani®un
associated with these baskets, net of certain egse@re received by the Company to enable itlfibifs
obligations to holders of OPALS. These instrumemgstain an embedded derivative which significantly
modifies the cash flows of the issuance. The returithe instrument is linked to an underlying tisamot
clearly and closely related to the debt host inicigdbut not limited to, equity, credit or commaditinked
notes. Using the fair value option, the entirerunstent is measured at fair value through profioss.

ELOs— The Company is a party to a Master Equity Link¥aligation Agreement and to a Master Equity
Linked Counterparty Agreement with other Morgannts Group undertakings. ELOs are purchased to
hedge the issuance of OPALS and track the valug lofisket of equities. These instruments contain an
embedded derivative that significantly modifies dash flows that would otherwise be required unber
contract. Using the fair value option, the entitstiument is measured at fair value through pouflbss.

30 June 2014 31 December 2013
Assets  Liabilities Assets  Liabilities
$'000 $'000 $'000 $'000
OPALS - 2,034,291 - 1,919,471
ELOs 2,034,291 - 1,919,471 -

2,034,291 2,034,291 1,919,471 1,919,471

There were no significant gains or losses attriletdo changes in own credit risk for financiabiigties
designated at fair value for six months ended 3@ B014 (31 December 2013: $nil).

The carrying amount of financial liabilities desaged at fair value at 30 June 2014 and 31 Dece&ikE3
is considered to be a reasonable approximatioheo€ontractual value at maturity.

3. SEGMENT REPORTING

Segment information is present in respect of then@any’s business segments. The business segments ar
based on the Company’s management and internattirgpstructure.

Business segments

Morgan Stanley structures its business segmentsapty 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 thosafan Stanley.

13



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2014

3. SEGMENT REPORTING (CONTINUED)

The Company has one reportable business segmaestitutional Securities, which provides financial
services to financial institutions. The Companyissibess includes the issuance of financial instnime
and the hedging of the obligations arising purst@astuch issuances.

4.  FINANCIAL RISK MANAGEMENT
Risk management procedures

Risk is an inherent part of both Morgan Stanleyid ghe Company’s business activity and is managed b
the Company within the context of the broader Mar§tanley Group. The Morgan Stanley Group seeks to
identify, assess, monitor and manage each of theustypes of risk involved in its business acti@s in
accordance with defined policies and proceduretie Tompany’s own risk management policies and
procedures are consistent with those of the Mo&anley Group.

The principal activity of the Company is the isstamf OPALS and the hedging of the obligationsiagis
pursuant to such issuances. It is the policy andatibe of the Company not to be exposed to maikkt
On issuance of each financial instrument, the Campmanters into economics hedges of its obligations
purchasing financial instruments from another Mor§sanley Group undertaking.

Significant risks faced by the Company resultirapfrits trading activities are set out below.
Credit risk

Credit risk refers to the risk of loss arising fraamborrower, counterparty or issuer does not mset i
financial obligations to the Company.

The Morgan Stanley Group manages credit risk exgosan a global consolidated basis and in
consideration of individual legal entities. The diterisk management policies and procedures of the
Morgan Stanley Group establish the framework fanidying, measuring, monitoring and controlling
credit risk while ensuring transparency of mateci@dit risks, ensuring compliance with establisliets

and escalating risk concentrations to appropriatgos management. Credit risk management poleies
procedures for the Company are consistent withettwbshe Morgan Stanley Group and include escalatio
to appropriate key management personnel of the @agnp

The Company enters into all of its financial asseinsactions with other Morgan Stanley Group
undertakingsand both the Company and the other Morgan Sta@Bleyp undertakings are wholly-owned
subsidiaries of the same ultimate parent entityyddn Stanley. As a result of the implicit suppibwdt
would be provided by Morgan Stanley, the Compangoissidered exposed to the credit risk of Morgan
Stanley, except where the Company transacts witrdflorgan Stanley Group undertakings that have a
higher credit rating to that of Morgan Stanley.

The maximum exposure to credit risk of the Companthe reporting date is the carrying amount of the
financial assets held in the condensed statemefiharicial position. The Company has not enterdd in
any credit enhancements to manage its exposuredii cisk.

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

14



MORGAN STANLEY CAPITAL (CAYMAN ISLANDS) LIMITED

NOTES TO THE CONDENSED FINANCIAL STATEMENTS
Six months ended 30 June 2014

4.  FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk (continued)

Maximum exposure to credit risk by credit ratihg

Gross credit exposure
30 June 31 Decembe

Credit rating 2014 2013
$'000 $'000
A 2,224,518 2,107,532

(1) Internal credit rating derived using methodasggenerally consistent with those used by exteating agencies.

At 30 June 2014 there were no financial assets gast but not impaired or individually impaired
(31 December 2013: $none).

Liquidity and funding risk

Liquidity and funding risk refers to the risk ththe Company will be unable to finance its operatidoe to
a loss of access to the capital markets or diffjcur liquidating its assets. Liquidity and fundimnisk also
encompasses the Company’s ability to meet its Gignobligations without experiencing significant
business disruption or reputational damage that ttmaaten its viability as a going concern. Liqtyidisk

is the risk that the Company’s financial conditimnoverall safety and soundness is adversely affieby
an inability (or perceived inability) to meet itblations.

The Morgan Stanley Group’s senior management ésiegsl the overall liquidity and funding policies of
the Morgan Stanley Group and the liquidity risk mg@ment policies and procedures conducted wittdn th
Company are consistent with those of the Morganl&yaGroup. The primary goal of the Morgan Stanley
Group’s liquidity risk management framework is tosere the Morgan Stanley Group, including the
Company, have access to adequate funding acrosdearange of market conditions. The framework is
designed to enable the Company to fulfil its finagcobligations and support the execution of the
Company’s business strategies.

The Company hedges all of its financial liabilitith financial assets entered into with anotherrdém
Stanley Group undertaking, that is a wholly-ownatsidiary of the parent, Morgan Stanley. Furtlies,
maturity profile of the financial assets matches taturity profile of the financial liabilities.

Liquidity management policies

The core components of the Morgan Stanley Grougisidity management framework, which includes
consideration of the liquidity risk for each indival legal entity, are the Contingency Funding Plan
(“CFP"), Liquidity Stress Tests and the Global Lidjty Reserve, which support the Morgan Stanley
Group’s target liquidity profile.

Contingency Funding PlanThe CFP describes the data and information fldiwsts, targets, operating
environment indicators, escalation proceduressrate responsibilities, and available mitigatintjoens in
the event of a liquidity stress. The CFP also $etth the principal elements of the Morgan Stanley
Group’s liquidity stress testing which identifiesess events of different severity and duratiorseases
current funding sources and uses and establispémnaor monitoring and managing a potential ligtyid
stress event.

Liquidity Stress Test3.he Morgan Stanley Group uses Liquidity Stress S &stmodel liquidity outflows
across multiple scenarios over a range of timezbos.
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4.  FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity and funding risk (continued)

The assumptions underpinning the Liquidity Streest3 include, but are not limited to, the followirig

no government support; (i) no access to unsecdedit markets; (iii) repayment of all unsecured debt
maturing within the stress horizon; (iv) higher reats and significantly lower availability of seedr
funding; (v) additional collateral that would bequired by trading counterparties and certain exghan
and clearing organisations related to credit ratilogvngrades; (vi) additional collateral that would
required due to collateral substitutions, colldtedgsputes and uncalled collateral; (vii) discreaoy
unsecured debt buybacks; (viii) drawdowns on unéghdommitments provided to third parties; (ix) otie
cash withdrawals and reduction in customer shositjpms that fund long positions; (x) limited acsdse
the foreign exchange swap markets; (xi) returnecsities borrowed on an uncollateralised basid; (aii)
maturity roll-off of outstanding letters of crediith no further issuance.

The Liquidity Stress Tests are produced for Mor§tamley and the major operating subsidiaries, dsase
at major currency levels, to capture specific agasjuirements and cash availability at various |eggities.
The Liquidity Stress Tests assume that subsidiawids use their own liquidity first to fund their
obligations before drawing liquidity from MorganaBtey. It is also assumed that Morgan Stanley will
support its subsidiaries and will not have accessash that may be held at certain subsidiariesatea
subject to regulatory, legal or tax constraints.

Since the Company hedges the liquidity risk offiiigncial liabilities with financial assets that tola the
maturity profile of the financial liabilities, th€ompany is not considered a major operating suosidor
the purposes of liquidity risk. However, the Compavould have access to the cash or liquidity neser
held by Morgan Stanley in the unlikely event thatas unable to access adequate financing to seitgic
financial liabilities when they become payable.

The CFP and Liquidity Stress Tests are evaluate@romngoing basis and reported to the Firm Risk
Committee, Asset/Liability Management Committee] ather appropriate risk committees.

Global Liquidity ReserveThe Morgan Stanley Group maintains sufficientiiitity reserves (“the Global
Liquidity Reserve”) to cover daily funding needslameet strategic liquidity targets sized by the Gire
Liquidity Stress Tests. The size of the Global lidtity Reserve is actively managed by the Morgan
Stanley Group. The following components are cargid in sizing the Global Liquidity Reserve:
unsecured debt maturity profile, statement of foiahnposition size and composition, funding needsi i
stressed environment inclusive of contingent cagfflows and collateral requirements. Additionaliie
Global Liquidity Reserve includes an additionalem®, which is primarily a discretionary surpluséd

on the Morgan Stanley Group’s risk tolerance andubject to change dependent on market and firm-
specific events.

The Global Liquidity Reserve, to which the Compdras access, is held within Morgan Stanley and the
Morgan Stanley Group’s major operating subsidiadesl is composed of diversified cash and cash
equivalents and highly liquid unencumbered seasgiti

Eligible unencumbered securities include US govenmnsecurities, US agency securities, US agency
mortgage-backed securities, non-US government giesurand other highly liquid investment grade
securities.

The ability to monetise assets during a liquiditigis is critical. The Morgan Stanley Group beéswthat
the assets held in the Global Liquidity Reserve lsarmonetised within five business days in a stgss
environment given the highly liquid and diversifiedture of the reserves.
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4.  FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity and funding risk (continued)
Funding management policies

The Morgan Stanley Group manages its funding inaamar that reduces the risk of disruption to the
Morgan Stanley Group’s and the Company’s operatioftse Morgan Stanley Group pursues a strategy of
diversification of secured and unsecured fundingrses (by product, by investor and by region) and
attempts to ensure that the tenor of the Morganl&gaGroup’s, and the Company'’s, liabilities equals
exceeds the expected holding period of the aseétg lfinanced.

The Morgan Stanley Group funds its statement cdirfoial position on a global basis through diverse
sources, which includes consideration of the fugdisk of each legal entity. These sources malude
the Morgan Stanley Group’s equity capital, long¥iatebt, securities sold under agreements to repsech
securities lending, deposits, commercial papeteretof credit and lines of credit. The MorgannBis
Group has active financing programmes for bothdseshand structured products targeting global itores
and currencies.

Balance sheet management

In managing both the Morgan Stanley Group’s anddbmpany’s funding risk the composition and size of
the entire statement of financial position, nott jéisancial liabilities, is monitored and evaluatedl
substantial portion of the Morgan Stanley Grouptsltassets consists of liquid marketable secar#isd
short-term receivables arising from its InstituabnSecurities business segment’'s sales and trading
activities. The liquid nature of these assets mhesithe Morgan Stanley Group and the Company with
flexibility in managing the size of its statemefifinancial position.

Maturity analysis

In the following maturity analysis of financial &s and financial liabilities, financial assetsigeated at
fair value through profit or loss and financialbikties designated at fair value through profitloss are
disclosed according to their earliest contractuaturity; all such amounts are presented at th@ivtdue,
consistent with how these financial instruments amanaged. All other amounts represent the
undiscounted cash flows receivable and payablehbyGompany arising from its financial assets and
financial liabilities to earliest contractual maties as at 30 June 2014. Receipt of financiak@sand
repayments of financial liabilities that are subjecimmediate notice are treated as if notice wgven
immediately and are classified as on demand. TPhésentation is considered by the Company to
appropriately reflect the liquidity risk arisingofin these financial assets and financial liabiljt@®sented

in a way that is consistent with how the liquiditgk on these financial assets and financial liaed is
managed by the Company.
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4.  FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity and funding risk (continued)

On
demand
30 June 2014 $'000

Financial assets
Loans and receivables:
Other receivables 190,227

Financial assets designated at fair
value through profit or loss
ELOs 2,034,291
Total financial assets 2,224,518

Financial liabilities

Financial liabilities at amortised cost:
Bank loans and overdrafts 2
Other payables 190,224

Financial liabilities designated at fair
value through profit or loss

OPALS 2,034,291
Total financial liabilities 2,224,517
On

demand

31 December 2013 $'000

Financial assets
Loans and receivables:
Other receivables 188,061

Financial assets designated at fair
value through profit or loss
ELOs 1,919,471
Total financial assets 2,107,532

Financial liabilities
Financial liabilities at amortised cost:
Other payables 188,060

Financial liabilities designated at fair
value through profit or loss
OPALS 1,919,471
Total financial liabilities 2,107,531
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4. FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk

Market risk is defined by IFRS Financial instruments: Disclosuresas the risk that the fair value or
future cash flows of a financial instrument willidtuate because of changes in market prices.

Sound market risk management is an integral pathefCompany’s and the Morgan Stanley Group’s
culture. The Company is responsible for ensurivag market risk exposures are well-managed andeptud
and more broadly for ensuring transparency of nwdtenarket risks, monitoring compliance with
established limits, and escalating risk concemrgtito appropriate senior management.

To execute these responsibilities, the Morgan 8ta@roup monitors the market risk of the firm again
limits on aggregate risk exposures, performs aetanf risk analyses, routinely reports risk sumeseand
maintains the Value at Risk (“VaR”) and scenaristeyns. The Company is managed within the Morgan
Stanley Group’s global framework. The market ms&knagement policies and procedures of the Company
include performing risk analyses and reporting amagerial risks identified to appropriate key mamagat
personnel of the Company.

The Company enters into all of its financial asseinsactions with other Morgan Stanley Group
undertakings, where both the Company and the di#tengan Stanley Group undertakings are wholly-
owned subsidiaries of the same group parent eiitygan Stanley.

The issued OPALS expose the Company to the riskhainges in market prices of the underlying
securities, interest rate risk and, where denomthat currencies other than US dollar, the risklmdinges

in rates of exchange between the US dollar andbther relevant currencies. The Company uses tke ris
mirroring contracts, in the form of ELOs, which purchases from another Morgan Stanley Group
undertaking, to match the price, interest rate faneign currency risks associated with the issuarfahe
OPALS, consistent with the Company'’s risk managdamgategy. As such, the Company is not exposed to
any market risk on these financial instruments.
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5. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE
a. Financial assets and liabilities recognised a&if value on a recurring basis

The following tables present the carrying valuahef Company’s financial assets and financial litieg
recognised at fair value on a recurring basis stfiasl according to the fair value hierarchy.

30 June 2014

Financial assets designated at fair value throug
profit or loss:
ELOs

Total financial assets measured at fair value

Financial liabilities designated at fair value
through profit or loss:

OPALS
Total financial liabilities measured at fair value

31 December 2013

Financial assets designated at fair value
through profit or loss:

ELOs
Total financial assets measured at fair value

Financial liabilities designated at fair
value through profit or loss:

OPALS
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
- 2,034,291 - 2,034,291
- 2,034,291 - 2,034,291
- 2,034,291 - 2,034,291
- 2,034,291 - 2,034,291
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
- 1,919,471 - 1,919,471
- 1,919,471 - 1,919,471
- 1,919,471 - 1,919,471
- 1,919,471 - 1,919,471
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5. ASSETS AND LIABILITIES MEASURED AT FAIR VALUE (CONT INUED)

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

The Company’s valuation approach and fair valueanady categorisation for certain significant ckssf
financial instruments recognised at fair value ar@uirring basis is as follows:

OPALS

The Company issues OPALS, which are securities &/hmgestment performance corresponds generally to
that of a benchmark index by an indirect investmara basket of shares. The fair value of OPALS is
determined using valuation models, incorporatingestable inputs referencing identical or comparable
securities to the underlying shares. The impaawh credit spreads is also considered and inclued
appropriate. OPALS are categorised in Level 2 efftir value hierarchy.

ELOs

ELOs are purchased to hedge the issuance of OPAL$&e investment performance of the ELOs
corresponds generally to that of the same benchimdek by an indirect investment in a basket ofreba
as that of the OPALS they were purchased to hedige. fair value of the ELOs is determined using
valuation models, incorporating observable inp@fenencing identical or comparable securities ® th
underlying shares. The impact of own credit spréaddso considered and included as appropriat@sEL
are categorised in Level 2 of the fair value hiengtr

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 into or out of Level 2hef fair value hierarchy during the current period arior
year.

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

Non-recurring fair value measurements of assetmbilities are those which are required or pereaitin
the condensed statement of financial position miq@dar circumstances. There were no assets bititias
measured at fair value on a non-recurring basimguhe current period or prior year.

6. ASSETS AND LIABILITIES NOT MEASURED AT FAIR VALUE

For all financial instruments not measured at faatue, the carrying amount is considered to be a
reasonable approximation of fair value due to thartsterm nature of these assets and liabilities.
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