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1. Morgan Stanley International Limited Group 
¢ƘŜ ǇǊƛƴŎƛǇŀƭ ŀŎǘƛǾƛǘȅ ƻŦ aƻǊƎŀƴ {ǘŀƴƭŜȅ LƴǘŜǊƴŀǘƛƻƴŀƭ [ƛƳƛǘŜŘ όάa{Lέύ ǘƻƎŜǘƘŜǊ ǿƛǘƘ ƛǘǎ ǎǳōǎƛŘƛŀǊƛŜǎ όǘƘŜ άa{L 

DǊƻǳǇέύ ƛǎ ǘƘŜ ǇǊƻǾƛǎƛƻƴ ƻŦ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ǘƻ ŎƻǊǇƻǊŀǘƛƻƴǎΣ governments, financial institutions and 

individuals. There have not been any significant changes ƛƴ ǘƘŜ a{L DǊƻǳǇΩǎ ǇǊƛƴŎƛǇŀƭ ŀŎǘƛǾƛǘƛŜǎ during 2016 and 

none are expected in 2017.  

As at 31 December 2016, the following entities within the MSI Group were authorised by the Prudential 

Regulation Authority (άPRAέ) and regulated by the PRA and Financial Conduct Authority (άFCAέ): 

¶ aƻǊƎŀƴ {ǘŀƴƭŜȅ ϧ /ƻΦ LƴǘŜǊƴŀǘƛƻƴŀƭ ǇƭŎ όάa{Ltέύ 

¶ aƻǊƎŀƴ {ǘŀƴƭŜȅ .ŀƴƪ LƴǘŜǊƴŀǘƛƻƴŀƭ [ƛƳƛǘŜŘ όάa{.L[έύ 

 

As at 31 December 2016, the following entities within the MSI Group were authorised and regulated by the 

FCA: 

¶ aƻǊƎŀƴ {ǘŀƴƭŜȅ ϧ /ƻΦ [ƛƳƛǘŜŘ όάa{/[έύ 

¶ aƻǊƎŀƴ {ǘŀƴƭŜȅ LƴǾŜǎǘƳŜƴǘ aŀƴŀƎŜƳŜƴǘ [ƛƳƛǘŜŘ όάa{Laέύ 

¶ aƻǊƎŀƴ {ǘŀƴƭŜȅ LƴǾŜǎǘƳŜƴǘ aŀƴŀƎŜƳŜƴǘ ό!/5ύ [ƛƳƛǘŜŘ όάa{La !/5έύ 

 

Events after the Reporting Date 

On 1 February 2017, MSIP transferred the assets and liabilities of its French Branch to Morgan Stanley (France) 

{Φ!Φ όάa{C{!έύ, an entity regulated by the Autorité de contrôle prudentiel et de résolution (άACPRέύ. On 

transfer, the branch was dissolved. 

On 12 May 2017, the FCA approved a request to de-authorise MSCL. This had no impact on the risk profile of 

the MSI Group. 

The MSI Board of Directors 

As at 31 December 2016, the MSI Board was comprised of 11 directors (6 executive directors and 5 non-

executive directors). For further details on the MSI Board members including detailed biographies and other 

directorships refer to Appendix V. 

Figure 1: MSI Board of Directors 

 

1. Mary Phibbs is also Chairwoman of the Remuneration Committee, established on 1 January 2017. 

2. Terri Duhon and Jonathon Bloomer were appointed as Non-Executive Directors to the MSI Board effective 14 April 2016 and 1 November 2016 respectively. 

3. Jakob Horder and Arun Kohli were appointed as Directors to the MSI Board effective 8 June 2016 and 9 August 2016 respectively.  

Background  

¢ƘŜ a{L DǊƻǳǇΩǎ ǳƭǘƛƳŀǘŜ ǇŀǊŜƴǘ ǳƴŘŜǊǘŀƪƛƴƎ ŀƴŘ ŎƻƴǘǊƻƭƭƛƴƎ Ŝƴǘƛǘȅ ƛǎ Morgan Stanley, a Delaware corporation 

which, together with its consolidated subsidiaries, form the Morgan Stanley Group. Morgan Stanley is a 
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άCƛƴŀƴŎƛŀƭ IƻƭŘƛƴƎ /ƻƳǇŀƴȅέ ŀǎ ŘŜŦƛƴŜŘ ōȅ ǘƘŜ .ŀƴƪ IƻƭŘƛƴƎ /ƻƳǇŀƴȅ !Ŏǘ ƻŦ мфрсΣ ŀǎ ŀƳŜƴŘŜŘΣ ŀƴŘ ƛǎ ǎǳōƧŜŎǘ 

to regulation by The Board of Governors of the Federal Reserve System (the άCŜŘŜǊŀƭ wŜǎŜǊǾŜέύΦ 

The MSI Group is a wholly owned subgroup of the Morgan Stanley Group. Whilst the MSI Group is a material 

sub-group, the information disclosed in this document is not necessarily indicative of the Morgan Stanley 

DǊƻǳǇ ŀǎ ŀ ǿƘƻƭŜΣ ƴƻǊ ƛǎ ƛǘ ŎƻƳǇǊŜƘŜƴǎƛǾŜƭȅ ǊŜǇǊŜǎŜƴǘŀǘƛǾŜ ƻŦ ǘƘŜ aƻǊƎŀƴ {ǘŀƴƭŜȅ DǊƻǳǇΩǎ ŀŎǘƛǾƛǘȅ ƛƴ ŀƴȅ 

particular region. Investors, stakeholders, creditors or other users seeking information on capital adequacy, 

risk exposure and risk management policies should consult the public disclosures of Morgan Stanley Group. 

¢ƘŜ aƻǊƎŀƴ {ǘŀƴƭŜȅ DǊƻǳǇ ŀƴŘ ƛǘǎ ¦ƴƛǘŜŘ {ǘŀǘŜǎ όά¦{έύ .ŀƴƪǎ ōŜŎŀƳŜ ǎǳōƧŜŎǘ ǘƻ ¦{ .ŀǎŜƭ LLL ǊŜǉǳƛǊŜƳŜƴǘǎ 

from 1 January 2014. For more details, see the latest Morgan Stanley Group Pillar 3 disclosure at 

http://www.morganstanley.com/about-us-ir/pillar-us/content/msdotcom/en/about-us-ir/pillar-us. 

Morgan Stanley is listed on the New York Stock Exchange and is required, by the US Securities and Exchange 

/ƻƳƳƛǎǎƛƻƴ όά{9/έύΣ ǘƻ ŦƛƭŜ ǇǳōƭƛŎ ŘƛǎŎƭƻǎǳǊŜǎΣ ƛƴŎƭǳŘƛƴƎ !ƴƴǳŀƭ wŜǇƻǊǘǎ ƻƴ CƻǊƳ мл-K, Quarterly Reports on 

Form 10-Q and Current Reports on Form 8-K.These disclosures can be found at 

http://www.morganstanley.com/pub/content/msdotcom/en/about-us-ir/sec-filings. 

2.  Capital Framework 
The Basel Capital Accord provides a global regulatory framework for capital and liquidity. It is detailed in the 

άLƴǘŜǊƴŀǘƛƻƴŀƭ /ƻƴǾŜǊƎŜƴŎŜ ƻŦ /ŀǇƛǘŀƭ aŜŀǎǳǊŜƳŜƴǘ ŀƴŘ /ŀǇƛǘŀƭ {ǘŀƴŘŀǊŘǎΥ ! wŜǾƛǎŜŘ CǊŀƳŜǿƻǊƪ ς 

/ƻƳǇǊŜƘŜƴǎƛǾŜ ±ŜǊǎƛƻƴέ WǳƴŜ нллс όά.ŀǎŜƭ LLέύΦ ¢Ƙƛǎ ǿŀǎ ǊŜǾƛǎŜŘ ƛƴ нлмл Ŧollowing the financial crisis through a 

ƴǳƳōŜǊ ƻŦ ǊŜŦƻǊƳǎ ŎƻƭƭŜŎǘƛǾŜƭȅ ƪƴƻǿƴ ŀǎ .ŀǎŜƭ LLLΣ ŀƴŘΣ ƛƴ ǇŀǊǘƛŎǳƭŀǊΣ  ά.ŀǎŜƭ LLLΥ ŀ Dƭƻōŀƭ ǊŜƎǳƭŀǘƻǊȅ ŦǊŀƳŜǿƻǊƪ 

ŦƻǊ ƳƻǊŜ ǊŜǎƛƭƛŜƴǘ ōŀƴƪǎ ŀƴŘ ōŀƴƪƛƴƎ ǎȅǎǘŜƳǎέ ŀƴŘ άwŜǾƛǎƛƻƴǎ ǘƻ ǘƘŜ .ŀǎŜƭ LL ƳŀǊƪŜǘ Ǌƛǎƪ ŦǊŀƳŜǿƻǊƪέΦ 

The revised Basel Capital Accord has been implemented in the European Union via the Capital Requirements 

5ƛǊŜŎǘƛǾŜ όά/w5έύ ŀƴŘ ǘƘŜ /ŀǇƛǘŀƭ wŜǉǳƛǊŜƳŜƴǘǎ wŜƎǳƭŀǘƛƻƴ όά/wwέύ όŎƻƭƭŜŎǘƛǾŜƭȅ ƪƴƻǿƴ ŀǎ ά/w5L±έύΦ ¢ƘŜǎŜ ƴŜǿ 

requirements took effect from 1 January 2014. 

¢ƘŜ ŦǊŀƳŜǿƻǊƪ Ŏƻƴǎƛǎǘǎ ƻŦ ǘƘǊŜŜ άǇƛƭƭŀǊǎέΥ 

¶ Pillar 1 ς Minimum capital requirements: defines rules for the calculation of credit, market and 

operational risk; 

¶ Pillar 2 ς Supervisory review process: including a requirement for firms to undertake an Individual 

/ŀǇƛǘŀƭ !ŘŜǉǳŀŎȅ !ǎǎŜǎǎƳŜƴǘ όάLCAAPέύ; 

¶ Pillar 3 ς Market discipline: requires expanded disclosures to allow investors and other market 

participants to understand capital adequacy, particular risk exposures and risk management 

processes of individual firms. 

This document represents the annual public Pillar 3 qualitative and quantitative disclosures required by CRDIV 

in relation to the MSI Group, as at 31 December 2016, with Part 2 detailing the Remuneration Policy 

disclosure. 

The Pillar 3 disclosures in sections 6 through to 14 are based on the Pillar 1 capital requirements. 

Future Capital Framework ς European Financial Regulation Reform 

In November 2016, the European Commission published a comprehensive regulatory reform package which 

aims to continue the reforms that the EU implemented in the wake of the financial crisis. The proposals seek 

to amend to the existing prudential regime (CRR and CRDIV), the Bank Recovery and Resolution Directive and 

the Single Resolution Mechanism.  

http://www.morganstanley.com/about-us-ir/pillar-us/content/msdotcom/en/about-us-ir/pillar-us
http://www.morganstanley.com/pub/content/msdotcom/en/about-us-ir/sec-filings.


  Pillar 3 Regulatory Disclosure (UK):  Capital Management 

Page | 6  

 

These proposals are currently subject to further discussion and negotiation among European policy-makers 

and it is not possible to anticipate their final content. Based on current estimates, the proposals are expected 

to be introduced in the EU in 2019 at the earliest, with Member States implementing the new rules in 2020-21. 

 In light of these developments, there remains uncertainty as to the rules which may apply to the MSI Group 

post 2019. 

Following the UK electorate vote to leave the European Union, the UK invoked Article 50 of the Lisbon Treaty 

on March 29, 2017, which triggered a two-year period, subject to extension, during which the UK government 

is expected to negotiate its withdrawal agreement with the EU. Absent any extension, the UK is expected to 

leave the EU in early 2019. The terms and conditions of the anticipated withdrawal from the EU, and which of 

the several alternative models of relationship that the UK might ultimately negotiate with the EU, remain 

uncertain. However, the UK government has stated that the UK will leave the EU single market and will seek a 

phased period of implementation for the new relationship that may cover the legal and regulatory framework 

applicable to financial institutions with significant operations in Europe, such as Morgan Stanley. Potential 

effects of the UK exit from the EU and potential mitigation actions may vary considerably depending on the 

timing of withdrawal and the nature of any transition or successor arrangements. Any future limitations on 

providing financial services into the EU from our UK operations could require us to make potentially significant 

changes to our operations in the UK and Europe and our legal structure there, which could have an effect on 

our business profile.  

3. Capital Management 
The MSI Group views capital as an important source of financial strength. It actively manages and monitors its 

capital in line with established policies and procedures and in compliance with local regulatory requirements.  

In line with Morgan Stanley Group capital management policies, the MSI Group actively manages its capital 

position based upon among other things, business opportunities, risks, capital availability and rate of return 

together with, internal capital policies, regulatory requirements and rating agency guidelines. Therefore, in the 

future it may expand or contract its capital base to address the changing needs of its businesses. The 

appropriate level of capital is determined at a legal entity level to safeguard that entity's ability to continue as 

a going concern and ensure that it meets all regulatory capital requirements. The key components of the 

capital management framework used by the MSI Group are set out in the UK Group Capital Management 

Policy and include a point in time risk and leverage based capital assessment, forward looking capital 

projections and stress testing.  

The MSI Group conducts an ICAAP at least annually meeting its obligations under CRDIV. 

The ICAAP is a key tool used to inform the MSI Board and the Executive on risk profile and capital adequacy. 

¢ƘŜ a{L DǊƻǳǇΩǎ L/!!tΥ 

¶ Is designed to ensure the risks to which the MSI Group is exposed are appropriately capitalised and 

risk managed, including those risks that are either not captured, or not fully captured under Pillar 1. 

¶ Uses stress testing to size a capital buffer aimed at ensuring the MSI Group will continue to operate 

above regulatory requirements under a range of severe but plausible stress scenarios. 

¶ Assesses capital adequacy under normal and stressed operating environments over the three year 

capital planning horizon to ensure the MSI Group maintains a capital position in line with pre- and 

post-stress minimum levels. 

¢ƘŜ ƪŜȅ ŜƭŜƳŜƴǘǎ ƻŦ ǘƘŜ L/!!t ŀǊŜ ŜƳōŜŘŘŜŘ ƛƴ ǘƘŜ a{L DǊƻǳǇΩǎ Řŀȅ-to-day management processes and 

decision-making culture. 
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The PRA reviews the MSI Group L/!!t ǘƘǊƻǳƎƘ ƛǘǎ {ǳǇŜǊǾƛǎƻǊȅ wŜǾƛŜǿ tǊƻŎŜǎǎ όά{w9tέύ ŀƴŘ ǎŜǘǎ ŀƴ LƴŘƛǾƛŘǳŀƭ 

/ŀǇƛǘŀƭ DǳƛŘŀƴŎŜ όάL/Dέύ ǿƘƛŎƘ ŜǎǘŀōƭƛǎƘŜǎ ǘƘŜ ƳƛƴƛƳǳƳ ƭŜǾŜƭ ƻŦ ǊŜƎǳƭŀǘƻǊȅ ŎŀǇƛǘŀƭ ŦƻǊ ǘƘŜ a{L DǊƻǳǇΦ Lƴ 

addition, the PRA sets a buffer if required in addition to the Basel Combined Buffers, which is available to 

support the MSI Group in a stressed market environment. MSI Group capital is managed to ensure risk and 

leverage based requirements assessed through the ICAAP and SREP are met. Internal capital ratio minima are 

set to ensure the MSI Group and its subsidiaries have sufficient capital to meet their regulatory requirements 

at all times. The capital managed by the MSI Group broadly includes share capital, Additional Tier 1 capital 

instruments, subordinated debt and reserves. In order to maintain or adjust its capital structure, the MSI 

Group may pay dividends, return capital to its shareholders, issue new shares, or issue or repay subordinated 

debt. 

4. Risk Management 
The quantitative disclosures in this document are calculated with reference to regulatory methodologies set 

out in CRDIV and are not necessarily the primary exposure measures used by internal management.  

¢ƘŜ ōǳǎƛƴŜǎǎ ǎǘǊŀǘŜƎȅ ŀŎǘǎ ŀǎ ŀ ƪŜȅ ŘǊƛǾŜǊ ŦƻǊ ǘƘŜ a{L DǊƻǳǇΩǎ ōǳǎƛƴŜǎǎ ƳƻŘŜƭΣ ǿƘƛŎƘ ƛƴ ǘǳǊƴ ŘǊƛǾŜǎ ǘƘŜ Ǌƛǎƪ 

strategy and the consequent risk profile of the group. As part of the annual strategic review and subsequent 

planning process, or more frequently if necessary, business strategy and risk assessment are considered and 

aligned. 

Risk Management Framework 

Risk ƻŦ ƭƻǎǎ ƛǎ ŀƴ ƛƴŜǾƛǘŀōƭŜ ŎƻƴǎŜǉǳŜƴŎŜ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ōǳǎƛƴŜǎǎŜǎ ŀŎǘƛǾƛǘƛŜǎ ŀƴŘ ŜŦŦŜŎǘƛǾŜ Ǌƛǎƪ 

ƳŀƴŀƎŜƳŜƴǘ ƛǎ Ǿƛǘŀƭ ǘƻ ǘƘŜ ƎǊƻǳǇΩǎ ǎǳŎŎŜǎǎΦ ¢ƘŜ a{L DǊƻǳǇ wƛǎƪ aŀƴŀƎŜƳŜƴǘ CǊŀƳŜǿƻǊƪ όάCǊŀƳŜǿƻǊƪέύ is 

embedded and operating appropriately. The Framework includes a well-defined, comprehensive risk 

governance structure with appropriate risk management expertise, including processes for periodically 

assessing its efficacy. The key elements of the framework are outlined in Figure 2. 

 

 

 

Risk Strategy and Appetite 

The MSI Group assesses appetite for risk-adjusted returns through prudent and conservative risk-taking, 

utilising risk limits and tolerances that avoid outsized risk-taking.  The MSI Group Risk Appetite Statement is 

the articulation of the aggregate level and types of risk that the MSI Group is willing to accept in order to 

Figure 2: Risk Management Framework 
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execute its business strategy and protect its capital, franchise and liquidity resources. The Risk Appetite 

Statement is further expanded into qualitative and quantitative risk tolerance statements, that are supported 

ōȅ ŀ ŦƻŎǳǎŜŘ ǎǳƛǘŜ ƻŦ Ǌƛǎƪ ƳŜǘǊƛŎǎ ŀƴŘ ƭƛƳƛǘǎ ŘŜǎƛƎƴŜŘ ǘƻ ŎƻǾŜǊ ǘƘŜ a{L DǊƻǳǇΩǎ ǊƛǎƪǎΦ ¢ƘŜ ŎƻƳōƛƴŀǘƛƻƴ ƻŦ Ǌƛǎƪ 

appetite, tolerance statements and limits aims to ŜƴǎǳǊŜ ǘƘŀǘ ǘƘŜ a{L DǊƻǳǇΩǎ ōǳǎƛƴŜǎǎŜǎ ŀǊŜ ŎŀǊǊƛŜŘ ƻǳǘ ƛƴ 

line with its risk strategy in both normal and stressed environments.  

The MSI Group has no risk appetite for conduct risk/reputational risk. It acknowledges, however, that conduct 

risk/reputational risk remains inherent in doing business and thus cannot be entirely eliminated.  

The MSI Group risk appetite is set by the MSI Board in conjunction with the EMEA strategy and the MSI Group 

capital and liquidity resource adequacy framework.  

Risk Culture 

The MSI Group has a risk culture that encourages open dialogue, effective challenge, escalation and reporting 

ƻŦ Ǌƛǎƪ ǘƻ ǎŜƴƛƻǊ ƳŀƴŀƎŜƳŜƴǘΣ ǘƘŜ a{L wƛǎƪ /ƻƳƳƛǘǘŜŜΣ ǘƘŜ a{L .ƻŀǊŘ ŀƴŘ ǘƘŜ a{L DǊƻǳǇΩǎ ǊŜƎǳƭŀǘƻǊǎΣ ŀǎ ǿŜƭƭ 

as external disclosures of risk mattersΦ 5ŜǾŜƭƻǇƛƴƎ ǘƘŜ a{L DǊƻǳǇΩǎ Ǌƛǎƪ ŎǳƭǘǳǊŜ ƛǎ ŀ Ŏƻƴǘƛƴǳƻǳǎ ǇǊƻŎŜǎǎΣ ŀƴŘ 

ōǳƛƭŘǎ ǳǇƻƴ ǘƘŜ CƛǊƳΩǎ ŎƻƳƳƛǘƳŜƴǘ ǘƻ άŘƻƛƴƎ ǘƘŜ ǊƛƎƘǘ ǘƘƛƴƎέ ŀƴŘ ƛǘǎ ǾŀƭǳŜǎ ǘƘŀǘ ƳŀƴŀƎƛƴƎ Ǌƛǎƪ ƛǎ ŜŀŎƘ 

ŜƳǇƭƻȅŜŜΩǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅΦ 

The senior management practices of the MSI Group rewards and enables individuals to make appropriate risk 

ŘŜŎƛǎƛƻƴǎΦ ¢ƘŜ a{L DǊƻǳǇΩǎ wƛǎƪ !ǇǇŜǘƛǘŜ {ǘŀǘŜƳŜƴǘ ƛǎ ŜƳōŜŘŘŜŘ ƛƴ ǘƘŜ a{L DǊƻǳǇΩǎ Ǌƛǎƪ ŎǳƭǘǳǊŜ ŀƴŘ ƭƛƴƪŜŘ ǘƻ 

its short-term and long-term strategic, capital and financial plans, as well as compensation programs. 

Risk Policies and Processes 

Morgan Stanley has a number of well-established policies and processes which establish the standards that 

govern the identification, assessment, monitoring, management and mitigation of the various types of risk 

involved in its business activities. Specific risk management policies have been implemented to address local 

business and regulatory requirements where appropriate. The policies are approved by the MSI Board and 

reviewed annually.   

Control Framework 

The MSI Group operates a control framework consistent with the ά¢ƘǊŜŜ [ƛƴŜǎ ƻŦ 5ŜŦŜƴŎŜέ ƳƻŘŜƭΦ ¢ƘŜ a{L 

Group believes that this structure creates clear delineation of responsibilities between the elements of risk 

control (1st Line), independent oversight and challenge (2nd Line) and audit assurance (3rd Line). 

Business unit management has primary responsibility and accountability for managing all the business unit 

risks; this includes market, credit, and operational risk. It implements policy and ensures compliance with 

applicable laws, rules and regulations, for every legal entity in the MSI Group and in all jurisdictions business is 

undertaken and booked. 

2nd Line independent oversight and challenge is provided by: 

The EMEA Risk Management Division is responsible for the independent identification, analysis, monitoring, 

reporting and escalation of all market, credit, operational and liquidity risk exposures arising from MSI Group 

business activities. 

The EMEA Compliance Department maintains an enterprise-wide, independent compliance risk management 

program. Under that program, the EMEA Compliance Department is responsible for promoting a strong culture 

of compliance; defining an operating model and setting standards for compliance risk management; 

identifying, measuring, mitigating, and reporting on compliance risks; and reviewing new products and 
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business initiatives.  The department is also responsible for the design and development of an overall EMEA 

/ƻƴŘǳŎǘ wƛǎƪ CǊŀƳŜǿƻǊƪ ŀƴŘ ŦƻǊ ǘƘŜ ŜȄŜŎǳǘƛƻƴ ƻŦ /ƻƳǇƭƛŀƴŎŜΩǎ ǊŜƭŀǘŜŘ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ŀǎ ǎŜǘ ƻǳǘ ƛƴ ǘƘŜ 9a9! 

Conduct Risk Management Policy. 

¢ƘŜ 9a9! [ŜƎŀƭ 5ŜǇŀǊǘƳŜƴǘ ǇǊƻǾƛŘŜǎ ƭŜƎŀƭ ŀƴŘ ǊŜƎǳƭŀǘƻǊȅ ŀŘǾƛŎŜ ǘƻ ǇǊƻǘŜŎǘ ǘƘŜ a{L DǊƻǳǇΩǎ ŦƛƴŀƴŎƛŀƭ ǿŜƭƭ-

being and reputation, and to assist the businesses and operations of the MSI Group to understand legal risk 

and to comply with relevant financial services-related laws, regulations, Firm policies and standards. 

The Internal Audit Department is an independent source of assurance to the MSI Board on financial, 

operational, and compliance controls. Internal Audit independently verifies that the Risk Management 

Framework has been implemented as intended and is functioning effectively, including opining on the overall 

appropriateness and adequacy of the framework and the associated governance processes. 

Limits & Tolerance Framework 

¢ƘŜ a{L DǊƻǳǇΩǎ Ǌƛǎƪ ŀǇǇŜǘƛǘŜ ƛǎ ǘǊŀƴǎƭŀǘŜŘ ƛƴǘƻ ŀ ŎƻƳǇǊŜƘŜƴǎƛǾŜ ǎǳƛǘŜ ƻŦ ƭƛƳƛǘǎ ŀƴŘ ǘƻƭŜǊŀƴŎŜ ŦǊŀƳŜǿƻǊƪǎ 

across four primary areas: market risk, credit risk, operational risk and liquidity risk. Other risks that are 

monitored regularly include leverage risk, valuation risk, conduct risk, reputational risk, model risk and 

earnings at risk. The MSI Group maintains risk limits and tolerances at various levels of the governance 

ǎǘǊǳŎǘǳǊŜ ǘƻ ǎǳǇǇƻǊǘ ƭƛƴƪŀƎŜǎ ōŜǘǿŜŜƴ ǘƘŜ a{L DǊƻǳǇΩǎ ƻǾŜǊŀƭƭ Ǌƛǎƪ ŀǇǇŜǘƛǘŜ ŀƴŘ ƳƻǊŜ ƎǊŀƴǳƭŀǊ Ǌƛǎƪ-taking 

decisions and activities. Using a suite of tools, most notably limits, these risks are tracked, monitored and 

reported to the appropriate executive risk committees, MSI Risk Committee and the MSI Board. All risk limits 

are reviewed periodically as appropriate at least annually.  

Board-level risk limits address the most important aggregations of risk, primarily through stress limits. Stress 

tests set the boundary for risk-ǘŀƪƛƴƎ ŀŎǘƛǾƛǘƛŜǎ ǊŜƭŀǘƛǾŜ ǘƻ ǘƘŜ a{L DǊƻǳǇΩǎ Ǌƛǎƪ ŎŀǇŀŎƛǘȅ ŀƴŘ ŀǊŜ ǳǎŜŘ ǘƻ ǎŜǘ Ǌƛǎƪ 

limits and tolerances. CƛƎǳǊŜ о ƻǳǘƭƛƴŜǎ ǘƘŜ a{L DǊƻǳǇΩǎ wƛǎƪ [ƛƳƛǘ CǊŀƳŜǿƻǊƪ ŦƻǊ ǎǇŜŎƛŦƛŎ Ǌƛǎƪ ŀǊŜŀǎΦ 

The Framework is comprised of market and credit risk limits including aggregate macroeconomic stress 

scenarios and proprietary tail risk metric limits, quantitative loss tolerances for each of the top operational 

risks and liquidity sufficiency limits which are all set by the MSI Board. These are complemented by granular 

business line limits that are set by the in-business Risk senior management for day-to-day risk management. 

Figure 3: MSI Group Limit Framework 

 

Stress Testing 

{ǘǊŜǎǎ ǘŜǎǘƛƴƎ ƛǎ ƻƴŜ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ principal risk management tools, used to identify and assess the impact 

of severe stresses on its portfolios. It informs a number of processes and associated decisions. It complements 

other MSI Group risk metrics by providing a clear and flexible approach ǘƻ ŀǎǎŜǎǎƛƴƎ ǘƘŜ a{L DǊƻǳǇΩǎ ǊŜǎƛƭƛŜƴŎŜ 

in the face of various scenarios over a range of severities, relevant to current market conditions and forward 

looking macroeconomic views. Most notably, stress testing is used for: 
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¶ Risk Management: Identifying areas of potential vulnerabilities in the portfolio, measuring portfolio 

losses and concentrations as a basis for senior management to review portfolio-level risk and 

determine risk mitigation actions and set exposure limits. 

¶ Capital and Liquidity planning: Informing the proposed stressed capital and liquidity forecasts through 

severe but plausible stress tests.  

¶ Strategy Planning: Identifying business model vulnerabilities through Reverse Stress Testing and 

identifying the potential mitigating actions available as part of recovery planning. 

Risk Reporting and Measurement 

The MSI Group has a suite of risk reporting across its main risk classes. The information includes quantitative 

measurements and qualitative assessments that enable a comparison of the MSI GroupΩǎ Ǌƛǎƪ ǇǊƻŦƛƭŜ ŀƎŀƛƴǎǘ 

risk limits and risk tolerance statements. Reporting identifies matters for escalation and highlights emerging 

risks. Material risk issues are investigated and escalated where appropriate, as per the specific escalation 

procedures set down by the MSI Group. Escalation triggers have been articulated, with separate triggers for 

notification and further escalation including to the MSI Board where relevant. The EMEA Risk Management 

Division has constituted specific committees which provide senior management review of the risk reporting 

including stress testing and data quality information.  

The risk reporting capabilities are supported by a well-controlled infrastructure, including Front Office risk 

ǎȅǎǘŜƳǎ ŀƴŘ ǘƘŜ a{L DǊƻǳǇΩǎ wƛǎƪ aŀƴŀƎŜment systems. Key risk data are subject to several control 

assessments, including: self-assessments, attestations, independent validation, reconciliation and internal 

audit reviews. 

Risk Governance 

The MSI Group has a comprehensive risk management governance framework which includes Board approved 

policies and a defined senior management risk oversight and escalation process. The MSI Board has overall 

responsibility for the business and affairs of the MSI Group and is ultimately responsible for MSI Group risk 

management. The MSI Risk Committee and EMEA Risk Committee assist and provide guidance to the MSI 

Board on the oversight of MSI Group risk management activities.   

The MSI Board (and its committees) determines the strategy for the MSI Group and provides oversight of the 

key risk and control issues that the execution of the strategy presents, or is likely to present. The MSI Board 

has delegated authority to its Audit, Risk and Nomination and Governance committees. Each of the 

committees is comprised solely of non-executive directors. The MSI Board, through the MSI Risk Committee, is 

ǊŜƎǳƭŀǊƭȅ ƛƴŦƻǊƳŜŘ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ Ǌƛǎƪ ǇǊƻŦƛƭŜ ŀƴŘ ǊŜƭŜǾŀƴǘ ǘǊŜƴŘǎ ƛƳǇŀŎǘƛƴƎ ƛǘǎ Ǌƛǎƪ ǇǊƻŦƛƭŜΦ  

Day to day management of the MSI Groups business is delegated to executive management. The executive 

committees are the most senior MSI Group executive management committees and have responsibility for 

overseeing business performance, operations and risks identified in relation to the MSI Group. The 

management level committees support the executive committees in their oversight of specific areas of the MSI 

DǊƻǳǇΩǎ ŀŎǘƛǾƛǘƛŜǎΦ 

MSI Board Committees 

The MSI Risk Committee is appointed by the MSI Board to assist and provide guidance to the MSI Board on the 

management of financial and non-financial risks, including: (i) risk strategy and appetite; (ii) risk identification 

and management; (iii) risk governance framework and policies; (iv) measurement of risk and risk tolerance 

levels and limits; (v) risk culture; and (vi) financial resource management and capital. The MSI Risk Committee 

met 14 times in 2016. The MSI Risk Committee review quarterly detailed risk reports on portfolio risk, market 

risk, credit risk, operational risk and model changes. 
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¢ƘŜ /ƻƳƳƛǘǘŜŜΩǎ ŦƻŎǳǎ ŘǳǊƛƴƎ 2016 included:  

¶ The MSI Group risk appetite framework and appetite statement.  

¶ Enhancements to the MSI Group risk framework. 

¶ Oversight of material event risks.  

¶ Areas of regulatory focus and corresponding risk projects 

The MSI Audit Committee is appointed by the MSI Board to assist and provide guidance to the MSI Board in 

monitoring: (i) financial reporting; (ii) internal controls; (iii) legal and regulatory compliance; (iv) internal audit; 

and (v) external auditors. 

The MSI Nomination and Governance Committee is appointed by the MSI Board to (i) identify and 

recommend candidates qualified to become board members for approval; (ii) assess the structure, size, 

composition, performance and effectiveness of the board and the committees; (iii) recommend to the board 

corporate governance principles applicable to the MSI Group.  

EMEA Executive Committees 

The EMEA Operating Committee is the forum for key decisions regarding matters affecting the operations and 

performance of the MSI Group and is responsible for the execution of strategy. The committee provides 

oversight of: (i) strategy; (ii) financial performance; (iii) risk and control; (iv) operational, legal and regulatory 

matters; and (v) human resources. 

The EMEA Risk Committee assists in the overǎƛƎƘǘ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ƳŀƴŀƎŜƳŜƴǘ ƻŦ Ǌƛǎƪ όƛƴŎƭǳŘƛƴƎ ŦƛƴŀƴŎƛŀƭ 

and non-financial risks) within the MSI Group. The Committee provides oversight of: (i) risk strategy and 

appetite; (ii) risk identification and measurement; (iii) risk framework and policies; (iv) culture; and (v) financial 

resource management. 

Management Level Committees (associated with Risk Governance) 

The EMEA Franchise Committee assists in the oversight of potentially significant franchise risks including by 

reviewing relevant activities, transactions and clients, the franchise implications of situations that involve 

suitability or conflicts of interest concerns.  

The EMEA Asset ŀƴŘ [ƛŀōƛƭƛǘȅ /ƻƳƳƛǘǘŜŜ όά9a9! ![/hέύ assists the EMEA Risk Committee to oversee the 

capital adequacy, including the risk of excessive leverage, and liquidity risk management of the MSI Group. 

The EMEA Operational Risk Oversight Committee provides guidance to the EMEA Risk Committee in relation 

to the oversight of the management of operational risk of the MSI Group. 

The Client Assets Governance Committee ǇǊƻǾƛŘŜǎ ǎǳǇǇƻǊǘ ŦƻǊ a{L DǊƻǳǇΩǎ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ /ƭƛŜƴǘ !ǎǎŜǘǎ 

Sourcebook (άCASSέ) requirements, and acts as the principal body for providing governance of CASS related 

issues, being responsible for co-ordinating the approach to managing Client Money and Client Assets. 

The EMEA Conduct Risk Committee assists the EMEA Risk Committee in the oversight and management of 

conduct risk within MSI Group. 

The EMEA Electronic Trading Governance Committee established in 2016 reviews and challenges controls 

applicable to the electronic trading business undertaken by the MSI Group.  
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Figure 4: MSI Board Committee Structure and EMEA Executive Management Structure 

 

 

1. Remuneration Committee was established on 1 January 2017. 

Adequacy of Risk Management Arrangements 

The Firm is satisfied that the risk management arrangements and systems, as described above, are appropriate 

given the strategy and risk profile of the group. These elements are reviewed at least annually and, where 

applicable, updated to reflect best practice, evolving market conditions and changing regulatory requirements. 

5. Pillar 3 Basis of Preparation 
This disclosure is made on a consolidated basis, rather than on an individual basis for each regulated entity, as 

permissible by CRDIV. The basis of consolidation for prudential purposes is the same as consolidation for 

accounting purposes. The MSI Group completes its prudential consolidation in compliance with CRR Part One, 

Title II Chapter 2, with all entities fully consolidated.  

The most significant subsidiary of the MSI Group is MSIP, the results of which are material to the MSI Group. 

The risk profile of MSIP is materially the same as the MSI Group and risk management policies and procedures 

are applied consistently. This disclosure comprehensively conveys the risk profile of the MSI Group and MSIP. 

This document does not constitute a set of financial statements and does not represent any form of forward 

looking statementΦ ²ƛǘƘ ŜŦŦŜŎǘ ŦǊƻƳ нлмпΣ ǘƘŜ a{L DǊƻǳǇ ŀǇǇƭƛŜŘ ǘƘŜ ¦ƴƛǘŜŘ YƛƴƎŘƻƳ όά¦Yέύ /ƻƳǇŀƴƛŜǎ !Ŏǘ 

2006 exemption from producing statutory group accounts. The exemption applies to a UK parent company 

where certain conditions are met. Specifically this includes where the UK parent and all of its subsidiaries are 

included in group accounts of a larger non-EǳǊƻǇŜŀƴ 9ŎƻƴƻƳƛŎ !ǊŜŀ όά99!έύ ƎǊƻǳǇ ǇǊŜǇŀǊŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ 

with accounting standards which are equivalent to EU-adopted IFRS. Statutory group accounts will therefore 

not be published. Statutory accounts are available for each regulated entity including group financial 

statements for MSIP ŀƴŘ ƛǘǎ ǎǳōǎƛŘƛŀǊƛŜǎ όάa{Lt DǊƻǳǇέύΣ ǿƘƛŎƘ ŦƻǊƳ ǘƘŜ ǎƛƎƴƛŦƛŎŀƴǘ ƳŀƧƻǊƛǘȅ of the MSI Group.  

Audited financial statements are prepared for all subsidiaries where there is a legal requirement to do so.  This 

includes financial statements prepared in accordance with applicable UK company law; UK accounting 

ǊŜǉǳƛǊŜƳŜƴǘǎ ǳƴŘŜǊ CƛƴŀƴŎƛŀƭ wŜǇƻǊǘƛƴƎ {ǘŀƴŘŀǊŘ млм όάCw{ млмέύ ŀƴŘ ŦƻǊ ǘƘŜ a{Lt DǊƻǳǇ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ 

EU adopted IntŜǊƴŀǘƛƻƴŀƭ CƛƴŀƴŎƛŀƭ wŜǇƻǊǘƛƴƎ {ǘŀƴŘŀǊŘǎ όάLCw{έύΦ  

Audited, consolidated non-statutory financial information has been produced for the MSI Group, as received 

by the MSI Board and MSI Audit Committee, in accordance with the recognition and measurement principles 

of IFRS issued by the International Accounting Standards Board as adopted by the European Union. Refer to 

Appendix VI for MSI Group non-statutory financial information.  
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In determining its overall capital requirement, the Firm classifies its exposurŜǎ ŀǎ ŜƛǘƘŜǊ άNon-Trading Bƻƻƪέ ƻǊ 

άTrading BƻƻƪΦέ Non-Trading Book positions, which may be accounted for at amortized cost, lower of cost or 

market, fair value or under the equity method, are subject to credit risk capital requirements which are 

discussed in Section 9 Credit Risk. Trading Book positions represent positions that the Firm holds as part of its 

market-making and underwriting businesses. These positions, which reflect assets or liabilities that are 

accounted for at fair value, and certain Non-Trading Book positions which are subject to both credit risk and 

market risk charges as well as positions included in VaR, are subject to market risk capital requirements, which 

are discussed in Section 11: Market Risk. Some Trading Book positions, such as derivatives, are also subject to 

counterparty credit risk capital requirements. Credit and market risks related to securitization exposures are 

discussed in Section 10 Securitization Exposures. Trading Book and Non-Trading Book definitions used in this 

document refer to the regulatory view and may differ from the accounting definitions.  

 

The MSI Group has policies and procedures in place to assess the appropriateness of its Pillar 3 disclosures, 

including their verification. The MSI DǊƻǳǇΩǎ Pillar 3 Disclosures are not required to be, and have not been, 

ŀǳŘƛǘŜŘ ōȅ ǘƘŜ /ƻƳǇŀƴȅΩǎ ƛƴŘŜǇŜƴŘŜƴǘ ǊŜƎƛǎǘŜǊŜŘ ǇǳōƭƛŎ ŀŎŎƻǳƴǘƛƴƎ ŦƛǊƳΦ ¢ƘŜ a{L DǊƻǳǇΩǎ Pillar 3 Disclosures 

are based on its current understanding CRDIV and related legislation, which may be subject to change as the 

Company receives additional clarification and implementation guidance from regulators relating to CRDIV and 

as the interpretation of the final rules evolves over time. 

Forward Looking Framework  

IFRS 9  

The MSI Group will adopt IFRS 9 Financial Instruments standard (including the requirements relating to 

impairment) on 1 January, 2018, via its application of FRS 101. The impact is not expected to be material to the 

MSI Group. 

Key enhancements required by the European BankinƎ !ǳǘƘƻǊƛǘȅ όά9.!έύ ŀǊŜΥ 

Revised Pillar 3 requirements 

European Union (EU) institutions are facing stronger market pressure to move towards a more harmonized 

presentation of institutions Pillar 3 disclosures.   Through introducing more specific guidance and formats for 

disclosures through the use of tables and templates, the guidelines represent a significant step towards 

ŜƴƘŀƴŎƛƴƎ ǘƘŜ ŎƻƴǎƛǎǘŜƴŎȅ ŀƴŘ ŎƻƳǇŀǊŀōƛƭƛǘȅ ƻŦ ƛƴǎǘƛǘǳǘƛƻƴǎΩ ǊŜƎǳƭŀǘƻǊȅ ŘƛǎŎƭƻǎǳǊŜǎ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ tŀǊǘ 

Eight of the CRR.  These guidelines supplement existing disclosure requirements in the CRR regarding the 

general requirements for disclosures, risk management, scope of application, capital requirements, credit risk, 

counterparty credit risk (CCR), and market risk and came into effect from 1 January 2017. 

Liquidity Coverage Ratio  

[ƛǉǳƛŘƛǘȅ /ƻǾŜǊŀƎŜ wŀǘƛƻ όά[/wέύΥ ¢ƘŜ [/w ǿŀǎ ŘŜǾŜƭƻǇŜŘ ǘƻ ŜƴǎǳǊŜ ōŀƴƪƛƴƎ ƻǊƎŀƴƛǎŀǘƛƻƴǎ ƘŀǾŜ ǎǳŦŦƛŎƛŜƴǘ ƘƛƎƘ 

quality liquid assets to cover net cash outflows arising from significant stress over 30 calendar days. The 

ǎǘŀƴŘŀǊŘΩǎ ƻōƧŜŎǘƛǾŜ ƛǎ ǘƻ ǇǊƻƳƻǘŜ ǘƘŜ short-term resilience of the liquidity risk profile of banking 

organisations. The LCR is being phased in from its effective date of 1 October 2015, with full compliance 

required by the beginning of 2018. The MSI Group is compliant with the minimum required LCR based on 

current interpretations and continues to evaluate the impact on its liquidity and funding requirements.  The 

EBA issued their final guidelines on LCR Disclosure on 8 March 2017 that will apply to the MSI Group from 31 

December 2017.  
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6. Capital Adequacy 
Under PRA supervision, the MSI Group is required to maintain a minimum ratio of Own Funds to Risk Weighted 

Assets (άRWAsέ). As at 31 December 2016, the MSI Group is in compliance with the PRA capital requirements 

as defined by CRR. Capital Resources, described in CRR and tables below as Own Funds, and RWAs as at 31 

December 2016 are calculated and presented on the basis of CRDIV. Table 1 summarises ǘƘŜ a{L DǊƻǳǇΩǎ and 

a{LtΩǎ key capital ratios.  

Table 1: Capital Summary      

  
MSI GROUP

1
  MSIP

2
 

$MM $MM 

Common Equity Tier 1 Capital (CET1) 17,059 13,885 
Additional Tier 1 Capital (AT1) 1,300 1,300 
Tier 1 Capital 18,359 15,185 
Tier 2 Capital  5,985 7,906 

Total Own Funds 24,344 23,091 

RWAs 111,080 102,350 
CET1 Ratio 15.4% 13.6% 
Tier 1 Capital Ratio 16.5% 14.8% 
Total Capital Ratio 21.9% 22.6% 

Leverage Exposure 382,464 379,464 
Leverage Ratio 4.8% 4.0% 

1. a{L DǊƻǳǇΩǎ RWAs as at 31 December 2015 were $108,321MM and CET1 Ratio, Tier 1 Capital Ratio & Total Capital Ratio were 15.5%, 16.7% & 23.0% respectively. 

2. a{LtΩǎ RWAs as at 31 December 2015 were $98,603MM and CET1 Ratio, Tier 1 Capital Ratio & Total Capital Ratio were 14.2%, 15.5% & 23.5% respectively. 

7. Capital Resources 
The capital resources of the MSI Group and MSIP are set out in Table 2. All capital resources included in Tier 1 

and 2 capital are of standard form and the main terms and conditions of the capital instruments are disclosed 

in Appendix I. 

Table 2: Own Funds     

  
MSI GROUP

1
 MSIP

2
 

$MM $MM 

Capital instruments eligible as CET1 Capital 1,615 11,978 

Retained Earnings 10,237 1,763 
Accumulated other comprehensive income (691) (183) 
Other reserves 7,461 1,403 
Adjustments to CET1 due to prudential filters (932) (905) 
Other Intangible Assets  (465) (2) 
IRB Shortfall of credit risk adjustments to expected losses (166) (169) 
CET1 Capital 17,059 13,885 
Additional Tier 1 Capital 1,300 1,300 
Tier 1 Capital 18,359 15,185 
Capital instruments and subordinated loans eligible as T2 Capital 360 7,906 
Instruments issued by subsidiaries that are given recognition in T2 Capital 4,105 N/A 
Transitional adjustments due to additional recognition in T2 Capital of 
instruments issued by subsidiaries 

1,520 N/A 

Tier 2 Capital 5,985 7,906 

Total Own Funds 24,344 23,091 
1. a{L DǊƻǳǇΩǎ ¢ƛŜǊ м /ŀǇƛǘŀƭ ŀƴŘ ¢ƻǘŀƭ hǿƴ CǳƴŘǎ ŀǎ ŀǘ ом 5ŜŎŜƳōŜǊ нлм5 were $18,049MM and $24,869MM, respectively. 

2. a{LtΩǎ ¢ƛŜǊ м /ŀǇƛǘŀƭ ŀƴŘ ¢ƻǘŀƭ hǿƴ CǳƴŘǎ ŀǎ ŀǘ ом 5ŜŎŜƳōŜǊ 2015 were $15,255MM and $23,161MM, respectively.  
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The capital resources of the MSI Group are based on audited, consolidated non-statutory financial information 

and MSIPΩǎ capital resources are based on audited financial statements. Appendix III provides a reconciliation 

of own funds to audited shareholdersΩ equity. 

The MSI Group relies on its policies, procedures and systems to determine the adequacy of valuation for 

financial assets and compliance with accounting standards. To comply with the requirements of CRDIV, 

additional valuation adjustments are applied to capital over and above those that are taken in order to comply 

with the accounting requirements. The regulatory adjustments are shown in the above table as prudential 

filters. 

There are no current or foreseen material practical or legal impediments to the prompt transfer of capital 

resources or repayment of liabilities among the MSI Group and its subsidiary undertakings. 

Management reviews capital levels on an ongoing basis in light of changing risk appetite, business needs and 

the external environment and ensures that appropriate levels, as well as quality, of capital are maintained to 

support business needs whilst remaining in compliance with the target operating range established by the MSI 

Board.  

8. Capital Requirements 
The MSI Group calculates Pillar 1 capital requirements as 8% of RWAs in accordance with CRDIV. As at 31 

December 2016, the MSI Group and MSIP had the following capital requirements, as detailed in Table 3. 

Table 3: Capital Requirements 

  
MSI GROUP

1
 MSIP

2
  

$MM $MM 

Credit and Counterparty Credit Risk   
Internal Model 3,226 3,083 
Standardised 292 215 
CCP Default fund 27 32 

Total Credit and Counterparty Credit Risk 3,545 3,330 

Market Risk   
Internal Model 2,549 2,549 
Standardised 930 724 

Total Market Risk 3,479 3,273 

Operational Risk 828 562 
Credit Valuation Adjustment 814 790 
Large Exposures in the Trading Book 218 232 
Settlement and Delivery Risk 1 1 

Total 8,885 8,188 
1. a{L DǊƻǳǇΩǎ /ŀǇƛǘŀƭ wŜǉǳƛǊŜƳŜƴǘǎ ŀǎ ŀǘ ом 5ŜŎŜƳōŜǊ нлм5 were $8,664MM. 

2. a{LtΩǎ /ŀǇƛǘŀƭ wŜǉǳƛǊŜƳŜƴǘǎ ŀǎ ŀǘ ом 5ŜŎŜƳōŜǊ нлм5 were $7,887MM. 

Credit and Counterparty Credit Risk refers to the risk of loss arising when a borrower, counterparty or issuer 

does not meet its financial obligations. Credit and Counterparty Credit capital requirements are derived from 

RWAs, determined using approved internal modelling approaches ς the Foundation Internal Ratings Based 

ŀǇǇǊƻŀŎƘ όάLw.έύ ŦƻǊ ŎǊŜŘƛǘ Ǌƛǎƪ ŀƴŘ ǘƘŜ LƴǘŜǊƴŀƭ aƻŘŜƭǎ aŜǘƘƻŘ όάLaaέύ ŦƻǊ ŎƻǳƴǘŜǊǇŀǊǘȅ Ǌƛǎƪ ς as well as the 

Standardised Approach. For a further discussion, see Section 9 Credit Risk. 

Market Risk refers to the risk that a change in the level of one or more market prices, rates, indices, implied 

volatilities (the price volatility of the underlying instrument imputed from option prices), correlations or other 

market factors, such as market liquidity, will result in losses for a position or portfolio. The Market Risk capital 

requirements of the MSI Group comprise of ŎŀǇƛǘŀƭ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ǘƘŜ LƴǘŜǊƴŀƭ aƻŘŜƭƭƛƴƎ !ǇǇǊƻŀŎƘŜǎ όάLa!έύ 
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approved by the PRA and those associated with the Standardised Approach. For further discussion, see Section 

11 Market Risk. 

hǇŜǊŀǘƛƻƴŀƭ wƛǎƪ ǊŜŦŜǊǎ ǘƻ ǘƘŜ Ǌƛǎƪ ƻŦ ƭƻǎǎ ƻǊ ŘŀƳŀƎŜ ǘƻ aƻǊƎŀƴ {ǘŀƴƭŜȅΩǎ ǊŜǇǳǘŀǘƛƻƴΣ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ ƛƴŀŘŜǉǳŀǘŜ 

or failed processes, people and systems or from external events. This definition includes legal risk, but 

excludes strategic risk. Capital requirements for operational risk are currently calculated under the Basic 

Indicator Approach. For a further discussion, see Section 12 Operational Risk. 

/ǊŜŘƛǘ ±ŀƭǳŀǘƛƻƴ !ŘƧǳǎǘƳŜƴǘ όά/±!έύ ƛǎ ǘƘŜ Ŏapital requirement that covers the risk of mark-to-market losses 

on the counterparty risk of Over-the-/ƻǳƴǘŜǊ όάh¢/έύ ŘŜǊƛǾŀǘƛǾŜǎΦ It is calculated using a combination of an 

advanced approach based on using internal modelling approaches and a standardised approach. 

Large Exposures is the capital requirement that covers the risk due to concentrated exposures to a single 

counterparty or group of connected counterparties.  

The risk capital calculations evolve over time as the MSI Group enhances its risk management strategy and 

incorporates improvements in modelling techniques while maintaining compliance with the regulatory 

requirements.  

Additional Capital Buffer Requirements 

The capital requirements quoted in Table 3 are based on the Basel solvency standard of 8%. The capital 

requirements have been supplemented with the following additional buffers to ensure the firm has sufficient 

capital to meet the minimum requirements. 

The Countercyclical Capital Buffer (άCCyBέ) has been introduced to ensure that excess credit growth in specific 

countries is accounted for, and increases the minimum capital ratio by between 0% and 2.5% and must be met 

with CET1 Capital. As at 31 December 2016, it was in place for Norway and Sweden, set at a rate of 1.5%, and 

for Hong Kong aǘ ŀ ǊŀǘŜ ƻŦ лΦснр҈Φ  ¢ƘŜ a{L DǊƻǳǇΩǎ w²!ǎ ŀƎŀƛƴǎǘ ǊŜƭŜǾŀƴǘ ŎƻǳƴǘŜǊǇŀǊǘƛŜǎ ƭƻŎŀǘŜŘ ƛƴ ǘƘŜǎŜ 

countries were $25MM, $129MM and $569MM respectively. Of this, the majority arises from MSIP with RWAs 

against Norway of $22MM, Sweden of $96MM, and Hong Kong of $485MM. The application of the buffer 

resulted in an immaterial minimum capital ratio increase of 0.0137% for MSI Group and 0.0120% for MSIP.  

Countercyclical Capital Buffers have also been announced for Iceland, Slovakia and the Czech Republic starting 

in 2017. Exposures to Iceland, Slovakia and the Czech Republic are immaterial for the MSI Group and MSIP.  

Following the UK electorate vote to leave the European Union in June 2016, the Bank of England Financial 

Policy Committee (FPC) announced the CCyB rate for the UK would be maintained at 0% until atleast June 

2017.  On 27 June 2017, the FPC increased the UK CCyB rate to 0.5%, with binding effect from 27 June 2018. 

Additionally, the FPC expects to increase the CCyB rate to 1% at its meeting to be held November 2017, with 

binding effect a year from that date. Were a rate of 0.5% to have been in place at 31 December 2016, the 

ƛƴŘƛŎŀǘƛǾŜ ƛƴŎǊŜŀǎŜ ǘƻ ǘƘŜ ƳƛƴƛƳǳƳ ŎŀǇƛǘŀƭ Ǌŀǘƛƻ ǿƻǳƭŘ ƘŀǾŜ ōŜŜƴ лΦмннф҈Φ ¢ƘŜ a{L DǊƻǳǇΩǎ w²!ǎ ǘƻ 

counterparties in the UK as at 31 DecembŜǊ нлмс ǿŜǊŜ ϷфΣонфaaΤ a{LtΩǎ w²!ǎ ǘƻ ŎƻǳƴǘŜǊǇŀǊǘƛŜǎ ƛƴ ǘƘŜ ¦Y 

at the same date were $9,960MM. 

¢ƘŜ /ŀǇƛǘŀƭ /ƻƴǎŜǊǾŀǘƛƻƴ .ǳŦŦŜǊ όά//.έύ ǊŜǉǳƛǊŜǎ ōŀƴƪǎ ǘƻ ōǳƛƭŘ ǳǇ ŀ ŎŀǇƛǘŀƭ ōǳŦŦŜǊ ǘƘŀǘ Ŏŀƴ ōŜ ǳǘƛƭƛǎŜŘ ǘƻ 

absorb losses during periods of stress, whilst remaining compliant with minimum requirements and must be 

met with CET1 capital. The phased increase to supplement the minimum capital ratios was introduced from 1 

January 2016 at 0.625% of RWAs, with further increments of 0.625% per year, until it reaches 2.5% of RWAs on 

1 January 2019.  
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9. Credit Risk 

9.1 Credit and Counterparty Credit Risk Management 

Credit and counterparty risk refers to the risk of loss arising when a borrower, counterparty or issuer does not 

meet its financial obligations. The MSI Group primarily incurs credit risk exposure to Corporates, Institutions, 

Central Governments and Central Banks through its Institutional Securities business segment. In order to help 

ǇǊƻǘŜŎǘ ǘƘŜ a{L DǊƻǳǇ ŦǊƻƳ ƭƻǎǎŜǎ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ ƛǘǎ ōǳǎƛƴŜǎǎ ŀŎǘƛǾƛǘƛŜǎΣ ǘƘŜ /ǊŜŘƛǘ wƛǎƪ aŀƴŀƎŜƳŜƴǘ όά/waέύ 

function establishes practices to evaluate monitor and control credit risk exposure at the transaction, obligor 

and portfolio levels. CRM analyses material lending and derivative transactions and ensures that the 

ŎǊŜŘƛǘǿƻǊǘƘƛƴŜǎǎ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ŎƻǳƴǘŜǊǇŀǊǘƛŜǎ ŀƴŘ ōƻǊǊƻǿŜǊǎ ƛǎ ǊŜǾƛŜǿŜŘ ǊŜƎǳƭŀǊƭȅ ŀƴŘ ǘƘŀǘ ŎǊŜŘƛǘ 

exposure is actively monitored and managed. 

Credit Risk Policies and Procedures 

The CRM policies and procedures of the MSI Group aim to ensure transparency of material credit risks, 

compliance with established limits, requisite approvals for material extensions of credit, and escalation of risk 

concentrations to appropriate senior management. 

Credit Risk Limits 

Credit risk exposure is managed under limits delegated by the MSI Board. The MSI Group Credit Limits 

Framework is one of the primary tools used to evaluate and manage credit risk levels. The Credit Limits 

Framework includes single name limits and portfolio concentration limits by country, industry and product 

type (counterparty, lending, settlement and treasury). The MSI Group credit limit restricts potential credit 

exposure to any one borrower or counterparty and to groups of connected borrowers or counterparties. The 

ƭƛƳƛǘǎ ŀǊŜ ŀǎǎƛƎƴŜŘ ōŀǎŜŘ ƻƴ ƳǳƭǘƛǇƭŜ ŦŀŎǘƻǊǎ ƛƴŎƭǳŘƛƴƎ ǘƘŜ ǎƛȊŜ ƻŦ ŎƻǳƴǘŜǊǇŀǊǘȅΣ ǘƘŜ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ tǊƻōŀōƛƭƛǘȅ 

ƻŦ 5ŜŦŀǳƭǘ όάt5έύΣ ǘƘŜ ǇŜǊŎŜƛǾŜŘ ŎƻǊǊŜƭŀǘƛƻƴ ōŜǘǿŜŜƴ ǘƘŜ ŎǊŜŘƛǘ ŜȄǇƻǎǳǊŜ ŀƴŘ ǘƘŜ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ŎǊŜŘƛǘ ǉǳŀƭƛǘȅΣ 

and the Loss-DƛǾŜƴ 5ŜŦŀǳƭǘ όά[D5έύ ŀƴŘ ǘŜƴƻǊ ǇǊƻŦƛƭŜ ƻŦ ǘƘŜ ǎǇŜŎƛŦƛŎ ŎǊŜŘƛǘ ŜȄǇƻǎǳǊŜΦ 

Credit Evaluation 

The MSI Group is exposed to single-name credit risk and country risk, requiring credit analysis of specific 

counterparties, both initially and on an ongoing basis. Credit risk management takes place at the transaction, 

counterparty and portfolio levels. For lending transactions, the MSI Group evaluates the relative position of its 

ǇŀǊǘƛŎǳƭŀǊ ŜȄǇƻǎǳǊŜ ƛƴ ǘƘŜ ōƻǊǊƻǿŜǊΩǎ ŎŀǇƛǘŀƭ ǎǘǊǳŎǘǳǊŜ and relative recovery prospects. The MSI Group also 

considers collateral arrangements and other structural elements of the particular transaction. 

9.2 Counterparty and Credit Risk Capital Requirements 

The regulatory framework distinguishes between Credit Risk and Counterparty Credit Risk capital 

requirements. The Credit Risk capital component reflects the capital requirements attributable to the risk of 

loss arising from a borrower failing to meet its obligations and relates to investments made in the Non-Trading 

Book such as loans and other securities that the MSI Group holds until maturity with no intention to trade. 

Counterparty credit exposure arises from the risk that counterparties are unable to meet their payment 

obligations under contracts for traded products including OTC derivatives, securities financing transactions and 

margin lending. The distinction between Credit Risk and Counterparty Credit Risk exposures is due to the 

bilateral nature of the risk for Counterparty Credit Risk exposures. 

The MSI Group uses the IMM and the Mark-to-Market Method for calculating its Counterparty Credit Risk 

exposure. The majority of OTC derivatives within the MSI Group are in scope of the IMM permission. The IMM 

approach uses a Monte Carlo simulation technique to measure and monitor potential future exposures of 
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derivative portfolios. The models used simulate risk factors and replicate the risk mitigation techniques such as 

netting and collateral. The most material risk factors are calibrated daily to market implied data, while other 

risk factors are calibrated based on three years or more of historical data. 

w²!ǎ ŀǊŜ ŘŜǘŜǊƳƛƴŜŘ ǳǎƛƴƎ ǘƘŜ Lw. ŀǇǇǊƻŀŎƘ ǿƘƛŎƘ ǊŜŦƭŜŎǘǎ ǘƘŜ a{L DǊƻǳǇΩǎ ƛƴǘŜǊƴŀƭ ŜǎǘƛƳŀǘŜ ƻŦ ŀ ōƻǊǊƻǿŜǊ 

ƻǊ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ŎǊŜŘƛǘǿƻǊǘƘƛƴŜǎǎΦ CƻǊ ŜȄǇƻǎǳǊŜǎ ƴƻǘ Ŏovered by the IRB approach, the standardised 

approach is applied. The standardised approach uses supervisory risk weights which are a function of the 

exposure class and, where applicable and available, the rating by an External Credit Assessment Institution 

όά9/!Lέύ ƻŦ ǘƘŜ ōƻǊǊƻǿŜǊ ƻǊ ŎƻǳƴǘŜǊǇŀǊǘȅΦ 

Table 4 shows the Credit Risk and Counterparty Credit Risk for the MSI Group as at 31 December 2016, for 

each exposure class, as per the classifications set out in the CRR. 

 

Table 4: Credit Risk and Counterparty Credit Risk EAD, RWAs and Capital Requirements1
 

   EAD
2,3 

  RWAs  
CAPITAL  

REQUIREMENTS 
   $MM   $MM   $MM  

IRB       
 Central Governments or Central Banks  19,446 1,773 142 
 Corporates  48,815 23,131 1,851 
 Equity  718 2,117 169 
 Institutions  49,642 13,147 1,052 
 Securitisation  253 154 12 

Total (IRB) 118,874 40,322 3,226 

Standardised       
 Central Governments Or Central Banks  186 103 8 
 Corporates  6,808 2,487 199 
 High Risk  179 268 21 
 Institutions  5,329 643 51 
 Multilateral Development Banks  2 - - 
 Public Sector Entities  6 5 - 
 Regional Government Or Local Authorities  253 10 1 
 Securitisation  291 92 7 
 Units Or Shares In CIUs  91 57 5 

Total (Standardised) 13,145 3,665 292 

Total (CCP Default Fund)
4
 529 342 27 

Total 132,548 44,329 3,545 
1. Exposure classes where the MSI Group has no exposure are not shown in the table. 

2. 9ȄǇƻǎǳǊŜ ŀǘ 5ŜŦŀǳƭǘ όά9!5έύ. 

3. Exposures mainly arise from MSIP. 

4. CCP Default Fund requirements have been included in the table to reflect the full population of Credit and Counterparty Credit Risk. CCP Default Fund exposures are not 

shown in any of the remaining Credit Risk tables.  

 

 

 

 

  

 

 



  Pillar 3 Regulatory Disclosure (UK):  Credit Risk 

Page | 19  

 

9.3 Internal Ratings Based Approach 

The MSI Group has permission to use the IRB approach for the calculation of credit and counterparty credit 

risk capital requirements. The permission covers all material portfolios and is applicable to exposures to   

Central Governments, Central Banks, Institutions and Corporates. 

 

The MSI Group leverages the IRB process for internal risk management processes. Internal ratings are used 

in the sizing of credit limits and also influence the terms under which credit exposures are undertaken, 

including collateral and documentation. 

 

Rating Process 

CRM expresses the creditworthiness of each counterparty by assigning it a rating. The rating scale includes 18 

segments on a scale from AAA to D, with a single category for defaulted counterparties. 

CounterpaǊǘȅ ǊŀǘƛƴƎǎ ŎƻǊǊŜǎǇƻƴŘ ǘƻ ŀ t5Σ ŀ άǘƘǊƻǳƎƘ-the-ŎȅŎƭŜέ ƳŜŀǎǳǊŜ ǘƘŀǘ ǊŜŦƭŜŎǘǎ ŎǊŜŘƛǘ ǉǳŀƭƛǘȅ 

expectation over a medium-term horizon. Each rating is linked to an exposure limit. To monitor the credit risk 

of the portfolio, the MSI Group uses quantitative models to estimate various risk parameters related to each 

counterparty and/or facility. CRM rates counterparties based on analysis of qualitative and quantitative factors 

relevant to credit standing in that industry or sector. The rating process typically includes analysis of the 

ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΣ ŜǾŀƭǳŀǘƛƻƴ ƻŦ ƛǘǎ ƳŀǊƪŜǘ ǇƻǎƛǘƛƻƴΣ ǎǘǊŀǘŜƎȅΣ ƳŀƴŀƎŜƳŜƴǘΣ ƭŜƎŀƭ ŀƴŘ 

environmental issues, and consideration of industry dynamics affecting its performance. CRM also consider 

security prices and other financial data reflecting a market view of the counterparty, and carry out due 

ŘƛƭƛƎŜƴŎŜ ǿƛǘƘ ǘƘŜ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ƳŀƴŀƎŜƳŜƴǘΣ ŀǎ ƴŜŜŘŜŘΦ 

/wa ŀǎǎƛƎƴǎ ŎƻǳƴǘŜǊǇŀǊǘȅ ǊŀǘƛƴƎǎ ŀǘ ǘƘŜ ƘƛƎƘŜǎǘ ƭŜǾŜƭ ƛƴ ǘƘŜ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ŎƻǊǇƻǊŀǘŜ ǎǘǊǳŎǘǳǊŜΦ ! ǎǳōǎƛŘƛŀǊȅΩǎ 

rating may vary based on a variety of factors considered and documented during the rating process. 

MSI Group wholesale exposures fall into the following exposure classes: Central Governments or Central 

Banks, Institutions and Corporates. The Central Governments or Central Banks exposure class mainly includes 

traded products, lending and treasury exposures to Sovereign Governments, Central Banks, Government 

Guaranteed Entities, Government Guaranteed Banks and Supranationals. 

The Sovereign ratings process, used for Central Governments or Central Banks, applies a methodology based 

on quantitative and qualitative factors which incorporate consideration of the financial systems, legal and 

regulatory risks (e.g. macro-prudential supervision) as well as the reputational risk of extending credit in the 

ŎƻǳƴǘǊȅΦ ¢ƘŜ ƳŜǘƘƻŘƻƭƻƎȅ ƛǎ ǎǳǇǇƭŜƳŜƴǘŜŘ ōȅ ŜȄǇŜǊǘ ƧǳŘƎƳŜƴǘ ǘƻ ǊŜŦƭŜŎǘ /waΩǎ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ŦǳǘǳǊŜ 

ability and willingness of sovereign governments to service debt obligations in full and on time, if material risk 

factors are not adequately represented in the methodology. 

The Institutions exposure class mainly includes traded products, lending and treasury exposures to banks. The 

ratings process for Institutions applies a methodology that is based on a range of risk factors including capital 

adequacy, asset quality, earnings, funding and management. The regulatory environment and implicit 

government support is incorporated where applicable and permitted. The approach to rating Institutions can 

vary depending on whether the bank is domiciled in a developed or emerging market. 

The Corporates exposure class mainly includes traded products and lending to wholesale counterparties not 

covered under the Central Governments or Central Banks and Institutions exposure classes. The ratings 

process for Corporates has different methodologies depending on the industry to which the counterparty 

belongs. The general characteristics employed include quantitative factors such as leverage, interest coverage, 

cash flow and company size, as well as qualitative factors such as industry and business risk, market position, 

liquidity/funding, event risk, management and corporate governance. Tailored methodologies are applied for 

certain specialist sectors such as broker-dealers, insurance and funds. 

RŀǘƛƴƎǎ ŦƻǊ {ǇŜŎƛŀƭ tǳǊǇƻǎŜ ±ŜƘƛŎƭŜǎ όά{t±έύ ǊŜŦƭŜŎǘ /waΩǎ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ Ǌƛǎƪ ǘƘŀǘ ǘƘŜ {t± ǿƛƭƭ ŘŜŦŀǳƭǘΦ ¢ƘŜ 

ǊŀǘƛƴƎ ǘƘŜǊŜŦƻǊŜ ƛƴŎƻǊǇƻǊŀǘŜǎ ǘƘŜ a{L DǊƻǳǇ ǊŜƭŀǘƛǾŜ Ǉƻǎƛǘƛƻƴ ƛƴ ǘƘŜ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ǇŀȅƳŜƴǘ ǎǘǊǳŎǘǳǊŜ ŀǎ ǿŜƭƭ 

as the default risk associated witƘ ǘƘŜ ǳƴŘŜǊƭȅƛƴƎ ŀǎǎŜǘǎΦ wŀǘƛƴƎǎ ŀǊŜ ƻŦǘŜƴ άǘǊŀƴŎƘŜ ǎǇŜŎƛŦƛŎέ όŜΦƎΦ ǘƘŜ !!! 

rated senior tranche or the BBB subordinated tranche). 
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Rating Philosophy and PD Estimation 

¢ƘŜ a{L DǊƻǳǇ ƛƴǘŜǊƴŀƭ ǊŀǘƛƴƎ ǇǊƻŎŜǎǎ ŀƴŘ ǇƘƛƭƻǎƻǇƘȅ ŀǊŜ ǎƛƳƛƭŀǊ ǘƻ {ǘŀƴŘŀǊŘ ŀƴŘ tƻƻǊΩǎ όά{ϧtέύΦ CƻǊ ŎǊŜŘƛǘ 

Ǌƛǎƪ ŎŀǇƛǘŀƭ ŀƴŘ Ǌƛǎƪ ƳŀƴŀƎŜƳŜƴǘ ǇǳǊǇƻǎŜǎΣ /wa ƳŀǇǎ ƛƴǘŜǊƴŀƭ ǊŀǘƛƴƎǎ ǘƻ {ϧt ǊŀǘƛƴƎǎ ŀƴŘ ǘƘŜƴ ŀǇǇƭƛŜǎ {ϧtΩǎ 

extensive default history to determine the PD. Minor adjustments are made for specific items, such as 

preserving the monotonic relationship among rating grade PDs and maintaining the regulatory floor of 0.03% 

for counterparties which are not Central Governments or Central Banks. 

¢ƘŜ ǇǊŜǎŜƴǘ ƳŜǘƘƻŘ ƻŦ ǳǎƛƴƎ {ϧtΩǎ ŜȄǘŜƴǎƛǾŜ ŘŜŦŀǳƭǘ ƘƛǎǘƻǊȅ ǊŜŦƭŜŎǘǎ ŀ ƭƻƴƎ-run view. The 2016 PDs are long-

run averages of one-year default rates and are grounded on historical experience and empirical evidence. They 

ŀǊŜ ōŀǎŜŘ ƻƴ {ϧtΩǎ ŀƴƴǳŀƭ ŘŜŦŀǳƭǘ ǊŀǘŜǎ ŦǊƻƳ мфум ǘƻ нлм1. This historical period covers at least three major 

credit downturn periods (1990-91, 2001-02 and 2007-09). 

The MSI Group confirms through an internal validation process that the PD values it uses are prudent when 

compared to actual Morgan Stanley Group default experience. 

 

Control Mechanisms for the Rating System 

The rating system and its components are validated on a periodic basis. The model validation process is 

ƛƴŘŜǇŜƴŘŜƴǘ ƻŦ ǘƘŜ ƛƴǘŜǊƴŀƭ ƳƻŘŜƭǎΩ ŘŜǾŜƭƻǇƳŜƴǘΣ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ŀƴŘ ƻǇŜǊŀǘƛƻƴΦ ¢ƘŜ ǾŀƭƛŘŀǘƛƻƴ ǇǊƻŎŜǎǎ 

ƛƴŎƭǳŘŜǎ ǘŜǎǘǎ ƻŦ ǘƘŜ ƳƻŘŜƭΩǎ ǎŜƴǎƛǘƛǾƛǘȅ ǘƻ ƪŜȅ ƛƴǇǳǘǎ ŀƴd assumptions and evaluation of conceptual 

soundness. Model governance committees are in place to provide appropriate technical and business review 

and oversight. 

The performance of the rating system is assessed on a quarterly basis. This includes a review of key 

performance measures including comparison of internal ratings versus agency ratings, ratings of defaulted 

parties, transitions across grades, and analysis of expert overrides. 

Table 5 shows a breakdown of the IRB related exposure amounts for the MSI Group as at 31 December 2016 

for the Central Governments or Central Banks, Corporates and Institutions exposure classes. 
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Table 5: IRB EAD by Exposure Type & PD Banding1 
        
  TOTAL 

GROSS 
EXPOSURE2 

 EXPOSURE  

VALUE AFTER 

CREDIT RISK 

MITIGATION3,4 

OUTSTANDING 
LOANS 

EXPOSURE   
VALUE OF 

UNDRAWN 
COMMITMENTS 

EXPOSURE 
WEIGHTED 

AVERAGE  
RISK 

WEIGHT 

EXPOSURE 
WEIGHTED 

AVERAGE  
PD 

  $MM $MM $MM $MM     

Central Governments or 
Central Banks 

            

0.00% - 0.08% 22,867 16,602 - 87 7% 0.02% 

0.09% - 0.17% 2,517 2,495 - - 14% 0.11% 

0.21% - 0.40% 194 190 - - 35% 0.26% 

0.51% - 1.65% 142 144 - - 84% 0.56% 

1.92% - 100% 50 15 1 - 215% 9.57% 

Total 25,770 19,446 1 87     

Corporates             

0.00% - 0.08% 19,395 13,010 - 1,535 17% 0.05% 

0.09% - 0.17% 34,197 19,801 - 1,261 38% 0.12% 

0.21% - 0.40% 13,241 7,821 25 872 59% 0.30% 

0.51% - 1.65% 7,372 5,119 107 260 74% 0.66% 

1.92% - 100% 7,819 3,064 127 339 166% 11.05% 

Total 82,024 48,815 259 4,267     

Institutions             

0.00% - 0.08% 44,517 31,883 43 804 18% 0.07% 

0.09% - 0.17% 24,400 13,854 - 153 31% 0.11% 

0.21% - 0.40% 8,954 2,412 - - 63% 0.30% 

0.51% - 1.65% 2,667 1,273 - - 77% 0.62% 

1.92% - 100% 703 220 - - 192% 8.72% 

Total 81,241 49,642 43 957     
1. The table does not include the IRB Equities and IRB Securitisation exposure classes, as these exposures are treated through the IRB simple risk weight approach (CRR 

Article 155.2), and the IRB ratings based method (CRR Article 261), respectively. 

2. Total Gross Exposure column heading is the credit exposure after the application of netting benefits but before the application of financial collateral. 

3. Exposure value after Credit Risk Mitigation is equivalent to EAD. 

4. Mainly arise from exposures on MSIP. 

 

Non-Trading Book Equity Exposures 

The MSI Group applies the IRB simple risk weight approach for equity exposures falling outside of the Trading 

Book. The majority of the equity positions are held as hedges for employee long-term compensation schemes.  

Table 6 shows a breakdown of the equity exposures falling outside of the Trading Book by risk weight. 

 

Table 6: Non-Trading Book Equity Exposures1 

   EAD
2 
 

 CAPITAL  
REQUIREMENTS

3
  

  $MM $MM 

190% Risk Weight - - 
250% Risk Weight - - 
290% Risk Weight 674 156 
370% Risk Weight 44 13 

Total 718 169 
1. For all Equities, the balance sheet value is equal to the Fair Value. 

2. Mainly arise from exposures on MSIP. 

3. Capital Requirements calculated as 8% of RWAs. 
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Table 7 shows realised and unrealised gains and losses for equity exposures falling outside of the Trading Book. 

 

Table 7: Non-Trading Book Equity Gains and Losses   

   $MM  

Cumulative Amount of realised gains or losses resulting from sales and liquidations in the period 5 
Total unrealised gains or losses 48 
Total latent revaluation gains or losses - 
Amount of unrealised gains or losses or latent revaluation gains or losses included in Tier 1 Capital - 

 

Estimates Versus Actual Probability of Default and Losses 

An analysis of estimated versus actual default rates by exposure class is shown in Table 8. The estimated PDs 

are expressed as the average PD calculated on the number of obligors covered in each exposure class. These 

estimated PDs are a prediction, as at the end of prior year, of the 1-year forward looking default rate on a 

through-the-cycle basis, and are compared with the actual (realised) defaults in the current year. The 

comparatively low percentage of actual defaults reflects the benign credit environment. 

 

Table 8: Estimated Versus Actual PD by Exposure Class1 

  
ESTIMATE AT  

2014 
ACTUAL AT  

2015 
ESTIMATE AT  

2015 
ACTUAL AT  

2016 

Central Governments or Central Banks 0.27% - 0.38% - 
Corporates 2.75% 0.06% 2.72% 0.01% 
Institutions 1.30% - 1.20% 0.24% 

1. The averaging approach for estimated PDs facilitates a meaningful comparison with actual defaults. The weighted average PDs by exposure class, as shown in Table 5, are 

more reflective of the portfolio quality. 

An analysis of credit risk adjustments and expected loss by IRB exposure class is shown in Table 9 including 

additional information on charges to the profit and loss for loss events that occurred during the respective 

periods. The credit risk adjustments balances reflect impaired legacy loans entered into pre-2008 that were 

affected by the economic downturn and have not recovered.  There were no charges to the profit and loss in 

2016. 

Table 9: IRB Credit Risk Adjustments, Expected Loss and Charge to the Profit and Loss1 

  

SPECIFIC RISK 
ADJUSTMENTS 

EXPECTED  
LOSS 

CHARGE TO 
THE PROFIT & 

LOSS
2
 

SPECIFIC RISK 
ADJUSTMENTS 

EXPECTED  
LOSS 

CHARGE TO 
THE PROFIT 

AND LOSS 

2016 2016 2016 2015 2015 2015 

$MM $MM $MM $MM $MM $MM 

Central 
Governments or 
Central Banks 

- 4 - - 3 - 

Corporates 46 193 
 

50 243 13 
Institutions - 33 - - 28 - 
Equity - 6 - - 8 - 

Total 46 236 - 50 282 13 
1. Expected Losses mainly arise from exposures on MSIP. 

2. Charge to the Profit and Loss represents loss events that occurred during the period, and does not include the effect of other movements in the Credit Risk Adjustments 

balance due to: currency translation; changes in estimates of losses arising on events which occurred in the preceding period. 
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9.4 Standardised Approach 

A Standardised approach is used for certain asset categories, including exposure to central counterparties, 

receivables (e.g. fees and interest), unsettled trades and other assets.  

Table 10 shows the exposures for the MSI Group, calculated using the Standardised approach for each 

ŜȄǇƻǎǳǊŜ Ŏƭŀǎǎ ŀƴŘ ōǊƻƪŜƴ Řƻǿƴ ōȅ /ǊŜŘƛǘ vǳŀƭƛǘȅ {ǘŜǇ όά/v{έύΦ 

 

Table 10: Standardised Approach EAD by Credit Quality Step1     

    CQS1 CQS2 CQS3 CQS4 CQS5 CQS6 OTHER2 UNRATED TOTAL 

  $MM $MM $MM $MM $MM $MM $MM $MM $MM 

Central Governments  
or Central Banks 

GROSS EAD  14 - - - - - - 172 186 

EAD  14 - - - - - - 172 186 

             

Corporates 
GROSS EAD  8 27 7 - - - 4,844 2,119 7,005 

EAD  8 27 7 - - - 4,647 2,119 6,808 

             

High risk 
GROSS EAD  - - - - 25 - - 154 179 

EAD  - - - - 25 - - 154 179 

             

Institutions 
GROSS EAD  38 152 91 88 - - 5,050 151 5,570 

EAD  38 152 91 88 - - 4,809 151 5,329 

             

Multilateral  
developments banks 

GROSS EAD  - - - - - - - 2 2 

EAD  - - - - - - - 2 2 

             

Public sector entities 
GROSS EAD  - 3 - 1 - - - 2 6 

EAD  - 3 - 1 - - - 2 6 

             

Regional governments  
or Local Authorities 

GROSS EAD  - - - - - - 255 8 263 

EAD  - - - - - - 245 8 253 

             

Securitisation 
GROSS EAD  278 - 4 9 - - - - 291 

EAD  278 - 4 9 - - - - 291 

             

Units or shares  
in CIUs 

GROSS EAD  - - - - - - - 91 91 

EAD  - - - - - - - 91 91 

TOTAL 
GROSS EAD  338 182 102 98 25 -  10,149          2,699  13,593  

EAD  338 182 102 98 25 - 9,701          2,699  13,145  
1. Under the Standardised Approach, risk weights are generally applied according to the relevant exposure class and the associated credit quality (CRR Article 113). Credit 

quality may be determined by reference to the credit assessments of an ECAI, which are then mapped to a CQS. The unrated segment represents exposure for which no 

ECAI credit assessment is available. 

2. The OTHER segment represents exposures where alternative rules to the CQS treatment described in the note above apply. The majority of exposures in this segment are 

exposures to central counterparties to which a fixed risk weight is applied. 
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9.5 Maturity Analysis 

Maturity analysis of IRB and Standardised exposures are shown in Table 11. 

Table 11: Residual Weighted Maturity Breakdown of EAD 

   LESS THAN 
OR EQUAL 
TO 1 YEAR   

 OVER 1 
YEAR AND 

LESS THAN 5  

 5 YEARS  
AND ABOVE  

 NO  
MATURITY  

 TOTAL  

   $MM   $MM   $MM   $MM   $MM  

IRB           

Central Governments Or Central 
Banks  

16,489 2,208 749 - 19,446 

Corporates  30,867 13,428 4,520 - 48,815 
Equity  - - 718 - 718 
Institutions  37,807 8,171 3,664 - 49,642 
Securitisation  - - 1 252 253 

Total (IRB) 85,163 23,807 9,652 252 118,874 

Standardised           

Central Governments Or Central 
Banks  

- - - 186 186 

Corporates  1,014 3,634 1,085 1,075 6,808 
High Risk  - - - 179 179 
Institutions  755 3,889 166 519 5,329 
Multilateral Development Banks  - - - 2 2 
Public Sector Entities  - - - 6 6 
Regional Governments Or Local 
Authorities  

139 106 - 8 253 

Securitisation  - - - 291 291 
Units Or Shares In CIUs  - - - 91 91 

Total (Standardised) 1,908 7,629 1,251 2,357 13,145 

Total 87,071 31,436 10,903 2,609 132,019 

 

9.6 Credit Risk Mitigation 

The MSI Group may seek to mitigate credit risk from its lending and trading activities in multiple ways, 

including netting, collateral, guarantees and hedges. At the transaction level, the MSI Group seeks to mitigate 

risk through management of key risk elements such as size, tenor, financial covenants, seniority and collateral. 

The MSI Group actively hedges its lending and derivatives exposure through various financial instruments that 

may include single-name, portfolio and structured credit derivatives. Additionally, the MSI Group may sell, 

assign or syndicate funded loans and lending commitments to other financial institutions in the primary and 

secondary loan market. In connection with its derivatives trading activities, the MSI Group generally enters 

into master netting agreements and collateral arrangements with counterparties. These agreements provide 

the MSI Group with the ability to demand collateral, as well as to liquidate collateral and offset receivables and 

payables covered under the same master agreement in the event of a counterparty default. 

Netting 

The MSI Group has policies and procedures in place for assessing the validity, enforceability and treatment of 

netting agreements with clients in connection with its derivative trading activities. In order to net a group of 

similar exposures with counterparty, a qualifying master netting agreement must be in place between Morgan 

Stanley and the counterparty. The agreement must be valid and legally enforceable. Upon an event of default, 

including in the event of a bankruptcy or insolvency of the counterparty, all transactions within the netting set 

are terminated in a timely manner and a single net close-out amount is determined under a qualifying master 
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netting agreement. Repo-style transactions must also be executed under an agreement that provides for the 

close-out on a net basis. 

The MSI Group does not make use of on-balance-sheet netting of loans and deposits in regulatory capital 

calculations. 

Collateral  

The amount and type of collateral required by the MSI Group depends on an assessment of the credit risk of 

the counterparty, and any ǊŜƭŜǾŀƴǘ ǊŜƎǳƭŀǘƛƻƴΦ /ƻƭƭŀǘŜǊŀƭ ƘŜƭŘ ƛǎ ƳŀƴŀƎŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ǘƘŜ a{L DǊƻǳǇΩǎ 

guidelines and the relevant underlying agreements. 

The MSI Group actively manages its credit exposure through the application of collateral arrangements. The 

use of collateral in managing OTC derivative risk is standard in the market place, and is governed by 

appropriate documentation; for example, the Credit Support Annex to the International Swaps and Derivatives 

!ǎǎƻŎƛŀǘƛƻƴ όάL{5!έύ ŘƻŎǳƳŜƴǘŀǘƛƻƴΦ Lƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜǎŜ ǎǘŀƴŘards, the Morgan Stanley Group generally accepts 

only cash and G7 government bonds, corporate debt and main index equities as eligible collateral. Other 

securities may be accepted in securities lending, repo and prime brokerage, subject to conservative haircuts 

based on assessments of collateral volatility and liquidity. There is an established and robust infrastructure to 

manage, maintain and value collateral on a daily basis. 

¢ƘŜ a{L DǊƻǳǇΩǎ ŎƻƭƭŀǘŜǊŀƭ ƳŀƴŀƎŜƳŜƴǘ ǇƻƭƛŎƛŜǎ ƛƴŎƭǳŘŜ ŀǊǊŀƴƎŜƳŜƴǘǎ ŦƻǊ Ƴŀƛƴǘŀƛƴing the integrity of the 

margining process, including the capture of collateral terms and haircuts and the underlying legal rights, 

interest and ownership of collateral transferred. The policies also include arrangements for safeguarding 

collateral, rehypothecation, collateral concentrations and dispute resolution. Collateral concentration in OTC 

derivatives is assessed through considering concentration relative to the liquidity of the underlying assets. 

Guarantees 

Letters of credit and guarantees can be used to transfer the credit risk of an exposure to another counterparty. 

For specific transactions or counterparties, the MSI Group will accept letters of credit and guarantees following 

an appropriate level of due diligence. In such instances, the exposure is assumed to be to the provider of the 

letter of credit or guarantee. The acceptable types of provider of letters of credit and guarantees are 

sovereigns, certain supranational and multilateral development banks, banks and other financial institutions, 

ŀƴŘ ŎƻǊǇƻǊŀǘŜǎ ǘƘŀǘ ŀǊŜ ǊŀǘŜŘ ŀǘ ƭŜŀǎǘ ƛƴǾŜǎǘƳŜƴǘ ƎǊŀŘŜΦ ! ǇǊƻǾƛŘŜǊ ƛǎ ƴƻǘ ŘŜŜƳŜŘ ŀŎŎŜǇǘŀōƭŜ ƛŦ ǘƘŜ ǇǊƻǾƛŘŜǊΩǎ 

creditworthiness is positively correlated with the credit risk of the exposures for which it has provided 

guarantees. 

Table 12 shows the impact of financial collateral and guarantees on exposures. 
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Table 12: Credit EAD IRB + Standardised by Exposure Type1 

   CREDIT 
EXPOSURE 
PRIOR TO 

CREDIT RISK 
MITIGATION

2
  

 TOTAL 
EXPOSURE 

VALUE 
COVERED BY 

ELIGIBLE 
FINANCIAL 

COLLATERAL  

 TOTAL 
EXPOSURE 

VALUE 
COVERED BY 

GUARANTEES  

 EAD
3 
 AVERAGE  

12-
MONTH  

EAD  

   $MM   $MM   $MM   $MM   $MM  

IRB           

Central Governments or Central Banks  25,770 6,308 - 19,446 10,844 

Corporates  82,024 32,086 1,056 48,815 44,469 

Equity  718 - - 718 764 

Institutions  81,241 31,516 - 49,642 47,826 

Securitisation  295 - 43 253 318 

Total (IRB) 190,048 69,910 1,099 118,874 104,221 

Standardised           

Central Governments and Central Banks  186 - - 186 253 

Corporates  7,005 197 - 6,808 8,199 

High Risk  179 - - 179 92 

Institutions  5,570 241 - 5,329 6,405 

International Organisations  - - - - 17 

Multilateral Development Banks  2 - - 2 1 

Public Sector Entities  6 - - 6 9 

Regional Governments or Local Authorities  263 10 - 253 285 

Securitisation  291 - - 291 325 

Units Or Shares In CIUs  91 - - 91 67 

Total (Standardised) 13,593 448 - 13,145 15,653 

Total 203,641 70,358 1,099 132,019 119,874 
1. There were no exposures covered by other eligible collateral as at 31 December 2016. 

2. Credit exposure prior to credit risk mitigation describes exposure after the application of netting benefits before the application of financial collateral. 

3. Mainly arise from exposures on MSIP. 

 

 

9.7 Derivative credit exposure 

Table 13 shows the Trading Book gross positive fair value of derivative contracts, netting benefits, netted 

current credit exposure and collateral held as at 31 December 2016 for the MSI Group. 

Table 13: Derivative Credit Exposures 
  

 
$MM 

 Gross positive fair value of contracts  250,160 

 Netting benefits  (205,186) 

 Gross positive fair value after netting  44,974 

 Collateral held  (78,063) 

Of which: Unused collateral due primarily to overcollateralisation 41,522 

 Net derivatives Credit exposure (after netting and collateral)  8,433 

 

Gross positive fair value represents any long market value on derivative transactions before netting benefits 

are applied but after any regulatory eliminations and exemptions are applied. Collateral held represents the 

market value of enforceable collateral received after regulatory eliminations and exemptions are applied. 

Net derivatives credit exposure represents the net exposure after collateral received has been applied. 
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Table 14 shows the Derivative Contracts EAD by calculation method and exposure class for the MSI Group as at 

31 December 2016. EAD is inclusive of potential future exposure. 

Table 14: Derivative EAD by Calculation method 
    

  IMM MTM 
METHOD   

TOTAL 

  $MM $MM $MM 

 Central Governments or Central Banks  3,359 428 3,787 
 Corporates  16,044 12,678 28,722 
 Institutions  11,902 11,651 23,553 

Total 31,305 24,757 56,062 

 

Credit Derivative Transactions 

¢ŀōƭŜ мр ǎƘƻǿǎ ǘƘŜ ƴƻǘƛƻƴŀƭ ǾŀƭǳŜ ƻŦ ŎǊŜŘƛǘ ŘŜǊƛǾŀǘƛǾŜǎΣ ƴŀƳŜƭȅ /ǊŜŘƛǘ 5ŜŦŀǳƭǘ {ǿŀǇǎ όά/5{έύ ŀƴŘ ¢ƻǘŀƭ wŜǘǳǊƴ 

{ǿŀǇǎ όά¢w{έύΣ segmented by either own credit portfolio or intermediation activities. Own credit portfolio 

comprises trades used for hedging and credit portfolio management of the Non-Trading Book. Intermediation 

activities cover all other credit derivatives and mainly comprise derivatives to manage the Trading Book. 

 

Table 15: Notional Value of Credit Derivative Transactions 

  
OWN CREDIT  
PORTFOLIO

1
 

INTERMEDIATION 
ACTIVITIES

2
 

  PURCHASER SELLER PURCHASER SELLER 
   $MM   $MM   $MM   $MM  

Credit Default Swaps 1,415 14 330,746 325,422 
Total Return Swaps - - 2,017 1,335 

Total 1,415 14 332,763 326,757 
1. Own Credit Portfolio: credit derivatives used to manage the Non-Trading Book. 

2. Intermediation activities: credit derivatives used to manage the Trading Book. 

9.8 Collateral Impact of a Downgrade 

In connection with certain OTC trading agreements and certain other agreements where the MSI Group is a 

liquidity provider to certain financing vehicles, the Firm may be required to provide additional collateral or 

immediately settle any outstanding liability balances with certain counterparties or pledge additional collateral 

to certain exchanges and clearing organisations in the event of a future credit rating downgrade irrespective of 

whether the Company is in a net asset or net liability position. 

The additional collateral or termination payments that may be called in the event of a future credit rating 

ŘƻǿƴƎǊŀŘŜ ǾŀǊȅ ōȅ ŎƻƴǘǊŀŎǘ ŀƴŘ Ŏŀƴ ōŜ ōŀǎŜŘ ƻƴ ǊŀǘƛƴƎǎ ōȅ ŜƛǘƘŜǊ ƻǊ ōƻǘƘ ƻŦ aƻƻŘȅΩǎ ŀƴŘ {ϧtΦ !ǎ ŀǘ ом 

December 2016, the future potential collateral amounts and termination payments that could be called or 

required by counterparties or exchanges and clearing organisations, in the event of one-notch or two-notch 

ŘƻǿƴƎǊŀŘŜ ǎŎŜƴŀǊƛƻǎΣ ŦǊƻƳ ǘƘŜ ƭƻǿŜǎǘ ƻŦ aƻƻŘȅΩǎ ƻǊ {ϧt ǊŀǘƛƴƎǎΣ based on the relevant contractual 

downgrade triggers, were $561 million and an incremental $314 million, respectively. 

9.9 Wrong Way Risk 

Specific wrong way risk arises when a transaction is structured in such a way that the exposure to the 

counterparty is positively correlated with the PD of the counterparty. For example, a counterparty writing put 

options on its own stock or a counterparty collateralised by its own or related party stocks. The MSI Group 

considers these matters when approving transactions. Ongoing monitoring of transactions with specific wrong 

way risk is facilitated by systematic identification from inception of the trade throughout the entire lifecycle of 
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the trade. Further, credit and capital exposures are adjusted automatically to reflect the identified specific 

wrong way risk. 

General wrong way risk arises when the counterparty PD is correlated, for non-specific reasons, with the 

ƳŀǊƪŜǘ ƻǊ ƳŀŎǊƻŜŎƻƴƻƳƛŎ ŦŀŎǘƻǊǎ ǘƘŀǘ ŀŦŦŜŎǘ ǘƘŜ ǾŀƭǳŜ ƻŦ ǘƘŜ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ǘǊŀŘŜǎΦ {ƛƴƎƭŜ-factor stress tests 

are used to probe for general wrong way risk, and counterparties with identified sensitivities are subject to 

heightened monitoring. Where positions raise concerns, a risk mitigation strategy is agreed between CRM and 

the business units. 

9.10 Industry and Geographical Breakdowns 

Tables 16 to 20 show industry and geographical breakdowns. 

Table 16: EAD by Credit Industry Type 

   

  

   IRB  STANDARDISED  TOTAL 
   $MM   $MM   $MM  

 Banks And Securities Firms  56,477 643 57,120 
 Energy And Utilities  2,690 51 2,741 
 Exchanges And Clearing Houses  771 9,703 10,474 
 General Industrials  2,685 22 2,707 
 Healthcare And Consumer Goods  2,535 48 2,583 
 Insurance  5,139 10 5,149 
 Leverage And Other Funds  8,261 172 8,433 
 Mutual And Pension Funds  18,070 74 18,144 
 Other Corporates  948 2,136 3,084 
 Real Estate  209 4 213 
 Sovereign  18,655 196 18,851 
 Special Purpose Vehicles  479 4 483 
 Technology, Media And Telecoms  1,955 82 2,037 

 Total 118,874 13,145 132,019 

 

Table 17: Impaired and Past Due Exposures, Credit Risk Adjustments by Industry Type 

  PAST  
DUE

1, 2
 

IMPAIRED 
EXPOSURES

3
 

SPECIFIC  
CREDIT RISK 

ADJUSTMENTS 

GENERAL  
CREDIT RISK 

ADJUSTMENTS 

CHARGES FOR 
SPECIFIC AND 

GENERAL CREDIT 
RISK ADJUSTMENTS

4
 

  $MM $MM $MM $MM $MM 

Sovereigns   4 1 (1) - 1 
Banks and Securities Firms  1,348 19 (19) - (8) 
General Industrials  78 20 (20) - 20 
Other Corporates  - 40 (40) - 12 
Real Estate  - 6 (6) - - 

Total 1,430 86 (86) - 25 
1. A financial asset is considered past due when a counterparty has failed to make a payment when contractually due. 

2. Past due exposures arise principally from MSIP. 

3. A ŦƛƴŀƴŎƛŀƭ ŀǎǎŜǘ ƛǎ ŎƻƴǎƛŘŜǊŜŘ ΨƛƳǇŀƛǊŜŘΩ ǳƴŘŜǊ ǘƘŜ LƳǇŀƛǊƳŜƴǘ ǇƻƭƛŎȅ ƛŦΣ ŀƴŘ ƻƴƭȅ ƛŦΣ ǘƘŜǊŜ ƛǎ ƻōƧŜŎǘƛǾŜ ŜǾƛŘŜƴŎŜ ƻŦ ƛƳǇŀƛǊƳŜnt resulting from events occurring after initial 

recognition that have an impact on estimated future cash flows of the financial asset, and the impact on those cash flows can be reliably estimated. 

4. Charges for Specific and General Credit Risk Adjustments represents the movement in the Credit Risk Adjustments balance for the year and may include: loss events that 

occurred during the period and changes in estimates of losses arising on events which occurred in the preceding period. 
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Table 18: Geographical Breakdown of EAD1 
      

   AMERICA   EMEA   ASIA   TOTAL  
   $MM   $MM   $MM   $MM  

IRB         

 Central Governments or Central Banks  1,915 15,212 2,319 19,446 
 Corporates  21,692 23,185 3,938 48,815 
 Equity  555 155 8 718 
 Institutions  17,793 21,775 10,074 49,642 
 Securitisation  - 253 - 253 

Total (IRB) 41,955 60,580 16,339 118,874 

Standardised         

 Central Governments or Central Banks  19 158 9 186 
 Corporates  112 6,416 280 6,808 
 High risk  27 149 3 179 
 Institutions  143 5,120 66 5,329 
 Multilateral developments banks  - 2 - 2 
 Public Sector Entities  1 5 - 6 
 Regional Governments or Local Authorities  7 1 245 253 
 Securitisation  - 291 - 291 
 Units Or Shares In CIUs  70 21 - 91 

Total (Standardised) 379 12,163 603 13,145 

Total 42,334 72,743 16,942 132,019 
1. Supranational exposures have been allocated to the region of the headquarters of the institution. 

 

 

Table 19: Impaired and Past Due Exposures, Credit Risk Adjustments by Geographic 

Region 

   AMERICA   EMEA   ASIA   OTHER   TOTAL  
   $MM   $MM   $MM   $MM   $MM  

 Impaired   3 79 4 - 86 

 Past Due Exposures
 1
 383 986 61 - 1,430 

 General Credit Risk Adjustments  - - - - - 
 Specific Credit Risk Adjustments  (3) (79) (4) - (86) 

 Total 383 986 61 - 1430 
1. Past due exposures arise principally from MSIP. 

 

 

Table 20: IRB Geographical Breakdown of Exposure Weighted Average PD1,2 

   AMERICAS   EMEA   ASIA  

 Central Governments or Central Banks  0.06% 0.05% 0.06% 
 Corporates  0.97% 0.58% 2.04% 
 Institutions  0.10% 0.20% 0.12% 

1. The table does not include the IRB Equities and IRB Securitisation exposure classes, as these exposures are treated through the IRB simple risk weight approach (CRR 

Article 155.2), and the IRB ratings based method (CRR Article 261) respectively. 

2. Supranational exposures have been allocated to the region of the headquarters of the institution. 
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9.11 Credit Risk Adjustments 

The main considerations for the impairment assessment include whether there are any known difficulties in 

the cash flows of counterparties, credit rating downgrades, or infringement of the original terms of the 

contract. 

The MSI Group determines the allowance appropriate for each individually significant asset on an individual 

basis. Items considered when determining the allowance amount include the sustainability of the 

ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ōǳǎƛƴŜǎǎ ǇƭŀƴΣ ǘƘŜ ŎƻǳƴǘŜǊǇŀǊǘȅΩǎ ŀōƛƭƛǘȅ ǘƻ ƛƳǇǊƻǾŜ ǇŜǊŦƻǊƳŀƴŎŜ ƻƴŎŜ ŀ ŦƛƴŀƴŎƛŀƭ ŘƛŦŦƛŎǳƭǘȅ Ƙŀǎ 

arisen, the realisable value of collateral, and the timing of expected cash flows. The impairment losses are 

evaluated at least at each reporting date. 

Table 21: Movement of Specific and General Credit Risk Adjustments 

  
GENERAL  

CREDIT RISK 
ADJUSTMENTS  

 SPECIFIC 
CREDIT RISK 

ADJUSTMENTS  
  $MM $MM 

Opening Balances  as at 1 January 2016                                        -    (78) 
Amounts taken against the credit risk adjustments                                          -    (14) 
Amounts set aside or reversed for estimated probable losses                                          -    (1) 
Any other adjustments                                         -    7 

Closing Balances as at 31st December 2016                                        -    (86) 

 

10. Securitisation 

10.1 Securitisation Activities 

The MSI Group acts, or has historically acted, as originator, sponsor, liquidity provider, servicer and derivative 

counterparty to its own originated and sponsored securitisations, as well as those of third party securitisations. 

The MSI Group also acts as market maker for, and refinancer of securitized products in EMEA. The majority of 

the securitisation exposures result from this activity and are Trading Book as at 31 December 2016. 

¢ƘŜ a{L DǊƻǳǇΩǎ ǎǘǊŀǘŜƎȅ Ƙŀǎ ōŜŜƴ ǘƻ ǳǎŜ ǎŜŎǳǊƛǘƛǎŀǘƛƻƴǎ ŦƻǊ ŎǳǎǘƻƳŜǊ ŦŀŎƛƭƛǘŀǘƛƻƴΦ ¢ƘŜ a{L DǊƻǳǇ Ƙŀǎ ŜƴƎŀƎŜŘ 

in securitisation activities related to commercial and residential mortgage loans, corporate bonds and loans, 

and other types of financial instruments. Derivative exposures to securitisations are generally interest rate 

swaps and usually with senior payment priority. 

The MSI Group participated as a book runner or lead manager in a number of new securitisations during 2016 

(primarily re-financings). The MSI Group did not originate or sponsor any new securitisations in 2016. 

10.2 Regulatory Capital Treatment 

The MSI Group employs the IRB approach and the Standardised approach to calculate the capital on its 

securitisation positions. The IRB approach is applied to securitisation exposures where the MSI Group has 

regulatory approval to use the IRB approach for the assets underlying the securitisation and the Standardised 

approach for all other assets. In general, this means securitisations of retail exposures are treated under the 

Standardised Approach, whilst securitisations of non-retail exposures are captured under the IRB Approach. 

Both approaches use rating agency credit ratings to determine risk weights. The MSI Group uses ratings from 

three external ŎǊŜŘƛǘ ŀǎǎŜǎǎƳŜƴǘ ƛƴǎǘƛǘǳǘƛƻƴǎΥ aƻƻŘȅΩǎ LƴǾŜǎǘƻǊ {ŜǊǾƛŎŜΣ {ϧtΩǎ wŀǘƛƴƎǎ {ŜǊǾƛŎŜǎ ŀƴŘ CƛǘŎƘ 

Ratings. 
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10.3 Securitisation Exposures 

Table 22 shows the exposures and capital requirements of securitisation positions within the MSI Group as at 

31 December 2016. 

Table 22: Securitisation Exposures and Capital Requirements1 

  
TRADING  

BOOK 

NON-
TRADING 

BOOK 
  $MM $MM 

Exposures 1,045 544 
Capital Requirements 598 19 

1. Securitisation exposures and capital requirements decreased by $326MM and $98MM respectively, compared to 2015.  This was primarily driven by a reduction in 

traditional securitisation activity as the business deliberately looked to reduce the market exposure. 

 

Table 23 and Table 24 show the securitisation positions broken down by capital approach and CQS within the 

MSI Group as at 31 December 2016. 

 

Table 23: IRB Securitisation Exposures and Capital Requirements by Credit Quality Step1 

  
TRADING 

BOOK 
EXPOSURE 

NON-
TRADING 

BOOK 
EXPOSURE 

TRADING BOOK 
CAPITAL  

REQUIREMENTS 

NON-TRADING 
BOOK CAPITAL 

REQUIREMENTS 

    $MM $MM $MM $MM 

Amount of Securitisation Purchased       

CQS 1-3 5 - - - 
CQS 4-6 21 - - - 
CQS 7-11 110 110 28 7 
All Other CQS 191 - 202 - 
Unrated 151 1 151 1 

Amount of Securitisation Retained         

CQS 1-3 - 95 - 2 
CQS 4-6 - 46 - 1 
CQS 7-11 - - - - 
Below CQS 11 2 - 2 - 

Amount of Re-securitisation Purchased         

CQS 7-11   - - - - 
All Other CQS   - - - - 
Unrated   - 1 - 1 

Amount of Re-securitisation Retained       

Unrated   - - - - 

Total   480 253 383 12 
1. The exposures above are after a financial guarantee which reduced one re-securitisation exposure purchased position by $43MM (this is based on yearend market value). 
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Table 24: Standardised Securitisation Exposures and Capital Requirements by Credit 
Quality 

  
TRADING  

BOOK  
EXPOSURE 

NON-TRADING 
BOOK  

EXPOSURE 

TRADING  
BOOK CAPITAL 

REQUIREMENTS 

NON-TRADING 
BOOK CAPITAL 

REQUIREMENTS 
  $MM $MM $MM $MM 

Amount of Securitisation Purchased       

CQS 1-3 316 278 14 4 
CQS 4-5 123 - 75 - 
Unrated 111 - 111 - 

Amount of Securitisation Retained        

CQS 1-3 - 4 - - 
CQS 4-5 - 9 - 3 

Amount of Re-Securitisation 
Purchased     

Unrated 15 - 15 - 

Total 565 291 215 7 

 

Table 25 and Table 26 provide a summary of the types of securitisation exposures within the MSI Group as at 

31 December 2016. 

Table 25: Trading Book Securitisation Exposures by Exposure Type1
 

  
TRADITIONAL 

POSITIONS 
RETAINED 

POSITIONS 
PURCHASED 

  $MM $MM $MM 

Residential Mortgages 566 - 566 
Commercial Mortgages 39 2 37 

Credit Card Receivables - - - 
Loans to Corporates or SMEs (treated as 
Corporates) 

434 - 434 

Consumer Loans 6 - 6 
Other Assets - - - 

Total              1045 2             1,043  
1. There were no off-balance-sheet or synthetic exposures in the Trading Book as at 31 December 2016. 

 

Table 26: Non-Trading Book Securitisation Exposures by Exposure Type1
 

  
TRADITIONAL POSITIONS 

RETAINED 
POSITIONS 

PURCHASED 

  $MM $MM $MM 

Residential Mortgages 291 13 278 
Commercial Mortgages 1 - 1 
Loans to Corporates or SMEs (treated as 
Corporates) 

252 142 110 

Other Assets - - - 

Total 544 155 389 

    1. There were no off balance sheet or synthetic securitisation exposures in the Non-Trading Book as at 31 December 2016. 
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10.4 Accounting 

In the event that the MSI Group acts as the originator of a securitisation, transfers of financial assets in the 

transaction are generally accounted for as sales when the MSI Group has relinquished control over the 

transferred assets and met CRR requirements for significant risk transfer. The gain or loss on sale of such 

financial assets depends, in part, on the previous carrying amount of the assets involved in the transfer 

(generally at fair value) and the sum of the proceeds and the fair value of the retained interests the date of 

sale. 

For further information on the MSI GroupΩs financial instruments and derecognition accounting policies, please 

refer to notes 2c and 2e in Appendix VI. 

10.5 Valuation 

The MSI Group may retain interests in the securitised financial assets of one or more tranches of the 

securitisation. These retained interests are included at fair value. Any changes in the fair value of such retained 

interests are recognised through the profit and loss in the audited financial statements of the entity holding 

such interests. 

CƻǊ ŦǳǊǘƘŜǊ ƛƴŦƻǊƳŀǘƛƻƴ ƻƴ ǘƘŜ a{L DǊƻǳǇΩǎ Ǿŀƭǳŀǘƛƻƴ ǘŜŎƘƴƛǉǳŜǎ ǊŜƭŀǘŜŘ ǘƻ ǎŜŎǳǊƛǘƛǎŀǘƛƻƴΣ ǇƭŜŀǎŜ ǊŜŦŜǊ ǘo note 

2(d) in Appendix VI, and pages 102 to 107 of the 2016  Form 10-K. 

10.6 Risk Monitoring 

¢ƘŜ ŎǊŜŘƛǘ Ǌƛǎƪ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ǎŜŎǳǊƛǘƛǎŀǘƛƻƴǎ ƛǎ ŎƻƴǘǊƻƭƭŜŘ ōȅ ŀŎǘƛǾŜƭȅ ƳƻƴƛǘƻǊƛƴƎ ŀƴŘ ƳŀƴŀƎƛƴƎ ǘƘŜ 

associated credit exposures. The MSI Group evaluates collateral quality, credit subordination levels and 

structural characteristics of securitisation transactions at inception and on an ongoing basis, and manages 

exposures against internal limits. 

The MSI Group follows a set of rigorous procedures for risk managing market risk on securitised products, 

evolving them with changes in market conditions: 

¶ The MSI Group conducts an assessment of risk limits at least once a year, and more often if 

required. Market conditions, collateral quality, liquidity and downside risk are important factors 

for setting market risk limits. 

¶ The MSI Group measures downside risk using various metrics, such as VaR and scenarios analysis, 

differentiating products based on collateral, seniority and liquidity. 

11. Market Risk  
Market risk refers to the risk that a change in the level of one or more market prices, rates, indices, implied 

volatilities (the price volatility of the underlying instrument imputed from option prices), correlations or other 

market factors, such as market liquidity, will result in losses for a position or portfolio. 

The MSI Group manages the market risk associated with its trading activities at both a division and an 

individual product level, and includes consideration of market risk at the legal entity level. 

Sound market risk management is an integral part of the Morgan Stanley Group culture. The MSI Group is 

responsible for ensuring that market risk exposures are well managed and monitored. The Market Risk 

5ŜǇŀǊǘƳŜƴǘ όάaw5έύ ƛǎ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ŜƴǎǳǊƛƴƎ ǘǊŀƴǎǇŀǊŜƴŎy of material market risks, monitors compliance 

with established limits, and escalates risk concentrations to appropriate senior management.  

To execute these responsibilities, MRD monitors the market risk against limits on aggregate risk exposures, 

performs a variety of risk analyses including monitoring VaR and stress testing analyses, routinely reports risk 
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summaries, and maintains the VaR and scenario analysis methodologies. The material risks identified by these 

processes are summarised and reported to senior management. 

The market risk management policies and procedures for the MSI Group are consistent with those of the 

aƻǊƎŀƴ {ǘŀƴƭŜȅ DǊƻǳǇ ŀƴŘ ƛƴŎƭǳŘŜ ŜǎŎŀƭŀǘƛƻƴ ǘƻ ǘƘŜ a{L DǊƻǳǇΩǎ .ƻŀǊŘ ƻŦ 5ƛǊŜŎǘƻǊǎ ŀƴŘ ŀǇǇǊƻǇǊƛŀǘŜ 

management personnel.  

Risk Mitigation Policies 

The MSI Group manages its trading positions by employing a variety of risk mitigation strategies. These 

strategies include diversification of risk exposures and hedging. Hedging activities consist of the purchase or 

sale of positions in related securities and financial instruments, including a variety of derivative products (e.g. 

futures, forwards, swaps and options). Hedging activities may not always provide effective mitigation against 

trading losses due to differences in the terms, specific characteristics or other basis risks that may exist 

between the hedge instrument and the risk exposure that is being hedged. The MSI Group manages and 

monitors its market risk exposures, including outright and basis risks, in such a way as to maintain a portfolio 

that the MSI Group believes is well-diversified in the aggregate with respect to market risk factors and that 

ǊŜŦƭŜŎǘǎ ǘƘŜ a{L DǊƻǳǇΩǎ ŀƎƎǊŜƎŀǘŜ Ǌƛǎƪ ǘƻƭŜǊŀƴŎŜ ŀǎ ŜǎǘŀōƭƛǎƘŜŘ ōȅ ǘƘŜ a{L DǊƻǳǇ ǎŜƴƛƻǊ ƳŀƴŀƎŜƳŜƴǘΦ 

11.1 Value at Risk 

The MSI Group uses the statistical technique known as VaR as one of the tools used to measure, monitor and 

review the market risk exposures of its trading portfolios. The Market Risk Department calculates and 

distributes daily VaR-based risk measures to various levels of management. 

VaR Methodology, Assumptions and Limitations 

The MSI Group calculates VaR using a model based on volatility adjusted historical simulation for general 

market risk factors and Monte Carlo simulation for name-specific risk in corporate shares, bonds, loans and 

related derivatives. The model constructs a distribution of hypothetical daily changes in the value of trading 

portfolios based on the following: historical observation of daily changes in key market indices or other market 

risk factors; and information on the sensitivity of the portfolio values to these market risk factor changes. The 

MSI Group VaR model uses four years of historical data with a volatility adjustment to reflect current market 

conditions.   

A set of internal processes and controls ensure that all trading positions booked by the MSI Group are being 

included ƛƴ ±ŀwΦ ¢ƘŜ a{L DǊƻǳǇΩǎ фф҈κƻƴŜ-day VaR corresponds to the unrealised loss in portfolio value that, 

based on historically observed market risk factor movements, would have been exceeded with a frequency of 

1%, or once every 100 trading days, if the portfolio were held constant for one day. 

The MSI Group uses VaR as one of a range of risk management tools. Among their benefits, VaR models permit 

ŜǎǘƛƳŀǘƛƻƴ ƻŦ ŀ ǇƻǊǘŦƻƭƛƻΩǎ ŀƎƎǊŜƎŀǘŜ ƳŀǊƪŜǘ Ǌƛǎƪ ŜȄǇƻǎǳǊŜΣ ƛƴŎƻǊǇƻǊŀǘƛƴƎ ŀ ǊŀƴƎŜ ƻŦ ǾŀǊƛŜŘ ƳŀǊƪŜǘ Ǌƛǎƪǎ ŀƴŘ 

portfolio assets. One key element of the VaR model is that it reflects portfolio diversification or hedging 

activities. However, VaR has various limitations, which include, but are not limited to: use of historical changes 

in market risk factors, which may not be accurate predictors of future market conditions, and may not fully 

incorporate the risk of extreme market events that are outsized relative to observed historical market 

behaviour or reflect the historical distribution of results beyond the 99% confidence interval; and reporting of 

losses in a single day, which does not reflect the risk of positions that cannot be liquidated or hedged in one 

day. The modelling of the risk characteristics of some positions relies on approximations that, under certain 

circumstances, could produce significantly different results from those produced using more precise measures. 

VaR is most appropriate as a risk measure for trading positions in liquid financial markets and will understate 

the risk associated with severe events, such as periods of extreme illiquidity. The MSI Group is aware of these 

and other limitations and, therefore, uses VaR as only one component in its risk management oversight 
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process. This process also incorporates stress testing and scenario analyses and extensive risk monitoring, 

analysis, quantification of risk not captured in VaR, and control at the trading desk, division and the MSI Group 

levels. 

The MSI Group is committed to continuous review and enhancement of VaR methodologies and assumptions 

in order to capture evolving risks associated with changes in market structure and dynamics.  As part of regular 

process improvement, additional systematic and name-specific risk factors may be added to improve the VaR 

ƳƻŘŜƭΩǎ ŀōƛƭƛǘȅ ǘƻ ƳƻǊŜ ŀŎŎǳǊŀǘŜƭȅ ŜǎǘƛƳŀte risks to specific asset classes or industry sectors.   

Since the reported VaR statistics are estimates based on historical data, VaR should not be viewed as 

ǇǊŜŘƛŎǘƛǾŜ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ŦǳǘǳǊŜ ǊŜǾŜƴǳŜǎ ƻǊ ŦƛƴŀƴŎƛŀƭ ǇŜǊŦƻǊƳŀƴŎŜ ƻǊ ƻŦ ƛǘǎ ŀōƛƭƛǘȅ ǘƻ Ƴŀƴŀge risk. There 

Ŏŀƴ ōŜ ƴƻ ŀǎǎǳǊŀƴŎŜ ǘƘŀǘ ǘƘŜ a{L DǊƻǳǇΩǎ ŀŎǘǳŀƭ ƭƻǎǎŜǎ ƻƴ ŀ ǇŀǊǘƛŎǳƭŀǊ Řŀȅ ǿƛƭƭ ƴƻǘ ŜȄŎŜŜŘ ǘƘŜ ±ŀw ŀƳƻǳƴǘǎ 

indicated below or that such losses will not occur more than once in 100 trading days. VaR does not predict the 

magnitude of losses which, should they occur, may be significantly greater than the VaR amount. 

±ŀw ǎǘŀǘƛǎǘƛŎǎ ŀǊŜ ƴƻǘ ǊŜŀŘƛƭȅ ŎƻƳǇŀǊŀōƭŜ ŀŎǊƻǎǎ ŦƛǊƳǎ ōŜŎŀǳǎŜ ƻŦ ŘƛŦŦŜǊŜƴŎŜǎ ƛƴ ǘƘŜ ŦƛǊƳǎΩ ǇƻǊǘŦƻƭƛƻǎΣ ƳƻŘŜƭƭƛƴƎ 

assumptions and methodologies. These differences can result in materially different VaR estimates across 

firms for similar portfolios. The impact of such differences varies depending on the factor history assumptions, 

the frequency with which the factor history is updated and the confidence level. As a result, VaR statistics are 

ƳƻǊŜ ǳǎŜŦǳƭ ǿƘŜƴ ƛƴǘŜǊǇǊŜǘŜŘ ŀǎ ƛƴŘƛŎŀǘƻǊǎ ƻŦ ǘǊŜƴŘǎ ƛƴ ŀ ŦƛǊƳΩǎ Ǌƛǎƪ ǇǊƻŦƛƭŜ ǊŀǘƘŜǊ ǘƘŀƴ ŀǎ ŀƴ ŀōǎƻƭǳǘŜ ƳŜŀǎǳǊŜ 

of risk to be compared across firms. 

Table 27: Sensitivity Analysis for the 99% MSIP Regulatory VaR 

  

PERIOD  
END VAR

1
 

AVERAGE HIGH LOW 

$MM $MM $MM $MM 

Interest Rate 24.4 22.1 32.6 13.7 
Credit Spread 5.8 8.0 12.8 5.4 
Equity 15.6 16.6 32.4 12.8 
Foreign Exchange 8.7 10.1 14.9 5.2 
Commodity 0.0 0.3 1.0 0.0 
Diversification

2
 (25.8) 

   
Total 28.7 29.9 50.0 20.9 

1. This is the 1 Day 99% VaR for the year ending 31 December 2016. 

2. The extent of diversification benefit depends on the correlation between the assets and risk factors in the portfolio at a point in time. 

11.2 Market Risk Capital Requirements 

The market risk capital requirements of the MSI Group comprises of capital which is calculated from Internal 

aƻŘŜƭǎ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ tw!Ωǎ ŀǇǇǊƻǾŜŘ ƳƻŘŜƭǎ ŀƴŘ ƻŦ ŎŀǇƛǘŀƭ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ǘƘŜ ǎǘŀƴŘŀǊŘƛǎŜŘ ŀǇǇǊƻŀŎƘΦ  

   

Table 28: Market Risk Capital Requirements and RWAs 

  
 

CAPITAL  
REQUIREMENTS 

RWAs 

$MM $MM 

Internal Model 2,549 31,865 
Standardised 930 11,625 

Total Market Risk 3,479 43,490 
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Table 29 shows the market risk capital requirements for the MSI Group as at 31 December 2016, calculated in 

accordance with the standardised approach and categorised by component type. 

Table 29: Market Risk Capital Requirements Calculated in Accordance with the 
Standardised Approach 

    $MM 

General and Specific Interest Rate  130 
Securitisation PRR  598 
Equity PRR   1 
Commodity PRR   26 
Foreign Currency PRR   175 

Total   930 

 

The VaR-based capital and the Stressed VaR based capital are determined by the higher of the 60-day average 

of the 10-day VaR / 10-day Stressed VaR numbers multiplied by the regulatory Internal Model multiplication 

factor as prescribed by the PRA, and the 10-day VaR/ 10-day Stressed VaR for the relevant day. The 

LƴŎǊŜƳŜƴǘŀƭ wƛǎƪ /ƘŀǊƎŜ όάLw/έύ ŀƴŘ !ƭƭ tǊƛŎŜ wƛǎƪ όά!twέύ ŎƘŀǊƎŜǎ ŀǊŜ ŘŜǘŜǊƳƛƴŜŘ ōȅ ǘƘŜ ƘƛƎƘŜǊ ƻŦ ǘƘŜ ŀǾŜǊŀƎe 

of the latest 12 weeks IRC/APR and the IRC/APR charge for the relevant day. 

Table 30 shows the maximum, minimum and average VaR and Stressed VaR, as well as the IRC and APR 

measures, for the year ending 31 December 2016. For further discussion see Sections 11.4 and 11.5. 

 

Table 30: Market Risk Internal Model Measures1 

  
VAR 

2
 STRESSED VAR 

2
 IRC APR 

$MM $MM $MM $MM 

Average 95 206 317 6 
Minimum 66 118 182 2 
Maximum 158 365 652 21 
Period End 91 144 350 6 

1. VaR, Stressed VaR, IRC and APR are components of the modelled market risk capital in table 3, for the year ending 31 December 2016. 

2. VaR and Stressed VaR are at a 99% confidence interval, 10-day holding period.  

To validate the accuracy of the VaR models for entities having regulatory permission to use VaR for Internal 

Model capital calculations a daily backtesting analysis is performed at various levels of the business hierarchy, 

ŀǎ ǇŀǊǘ ƻŦ ŀ ǊŀƴƎŜ ƻŦ ǘƻƻƭǎΦ .ŀŎƪǘŜǎǘƛƴƎ ƛǎ ǇŜǊŦƻǊƳŜŘ ƻƴ ǘƘŜ ŦƛǊƳΩǎ wŜƎǳƭŀǘƻǊȅ ¢ǊŀŘƛƴƎ .ƻƻƪ ǇƻǇǳƭŀǘƛƻƴ ŀƴŘ 

compares the P&L (for the MSIP Group) for trade date N against the 99%/one-day Regulatory Trading VaR for 

N-мΦ !ǎ ǇŜǊ ǘƘŜ ǊŜǉǳƛǊŜƳŜƴǘǎ ƻŦ ǘƘŜ /ww ǊǳƭŜǎΣ ōŀŎƪǘŜǎǘƛƴƎ ǳǎŜǎ Ψ!ŎǘǳŀƭΩ ŀƴŘ ΨIȅǇƻǘƘŜǘƛŎŀƭΩ ŘŜŦƛƴƛǘƛƻƴǎ ƻŦ ǘƘŜ 

P&L. Backtesting on Hypothetical changes in the portfoliƻΩǎ ǾŀƭǳŜ ǊŜŦŜǊǎ ǘƻ ŀ ŎƻƳǇŀǊƛǎƻƴ ōŜǘǿŜŜƴ ǘƘŜ 

ǇƻǊǘŦƻƭƛƻΩǎ ŜƴŘ-of-day value and, assuming unchanged positions, its value at the end of the subsequent day. 

.ŀŎƪǘŜǎǘƛƴƎ ƻƴ !Ŏǘǳŀƭ ŎƘŀƴƎŜǎ ƛƴ ǘƘŜ ǇƻǊǘŦƻƭƛƻΩǎ ǾŀƭǳŜ ǊŜŦŜǊǎ ǘƻ ŀ ŎƻƳǇŀǊƛǎƻƴ ōŜǘǿŜŜƴ ǘƘŜ ǇƻǊǘŦƻƭƛƻΩǎ Ŝnd-of-

day value and its actual value at the end of the subsequent day (i.e. inclusive of intra-day trading/new activity). 

Both measures of the backtesting P&L also exclude non risk based fees (i.e. service fees), commissions, and net 

interest income. 

On daȅǎ ǿƘŜǊŜ ƭƻǎǎŜǎ όƻƴ ŜƛǘƘŜǊ ŀƴ !Ŏǘǳŀƭ ŀƴŘκƻǊ IȅǇƻǘƘŜǘƛŎŀƭ tϧ[ ōŀǎƛǎύ ŜȄŎŜŜŘ ǘƘŜ ǇǊƛƻǊ ŘŀȅΩǎ ±ŀwΣ ŀƴ 

exception is recorded and is reported by close of business (N+2) to the PRA. MSIP, the material subsidiary 

within the MSI Group was not required to report teǎǘƛƴƎ ŜȄŎŜǇǘƛƻƴǎ ŘǳǊƛƴƎ нлмсΣ ǘƘǳǎ ǘƘŜ tw!Ωǎ άDǊŜŜƴ ½ƻƴŜέ 

standard for model accuracy was met. The MSI Group has a comprehensive framework of policies, controls 

and reporting to meet the requirements of the CRR articles. The underlying policies, controls and reporting 
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mechanisms cover a range of different aspects including Trading Intent, Valuation, Liquidity, Restrictions, 

Hedgeability, Active Management and transfers between the Trading and Non-Trading Books. Governance is 

ǇǊƻǾƛŘŜŘ ōȅ ǘƘŜ CƛǊƳΩǎ .ŀƴƪƛƴƎκ¢rading committee whose role with respect to the banking/trading boundary is 

to: develop firm policy and guidance, ensure effective control and reporting mechanisms are in place and to 

clearly set out roles and responsibilities across the firm. 

11.3 Stressed VaR 

Stressed VaR uses the same underlying models as VaR to produce a 1-day 99% VaR constructed over a 1-year 

period of stress. Stressed VaR uses data based on historical and non-volatility adjusted simulations for the 

general market risk factors and Monte Carlo simulation for name specific risk in corporate shares, bonds, loans 

and related derivatives. The 1-year stressed window is calibrated for MSIP. The Stressed VaR model is agreed 

and approved by the PRA for use in regulatory calculations. Stressed 10-day VaR is constructed by scaling the 

Stressed 1-day VaR. The Stressed 10-day VaR as at 31 December 2016 was $144MM.  

11.4 Incremental Risk Charge 

The IRC measures the migration and default risk of traded instruments by issuers in a single integrated 

framework. The model assumes a constant level of risk and is calculated over a one-year horizon at a 

confidence level of 99.9% using Monte Carlo simulations. The chief risk factors modelled are defaults, credit 

migrations, recovery risk and liquidity risk. The model differentiates the underlying traded instruments by 

liquidity horizon, with the minimum liquidity horizon set at three months. Concentrated positions are assigned 

higher liquidity horizons. The weighted liquidity horizon for IRC is 4.89 months. The a{L DǊƻǳǇΩǎ ŎŀǇƛǘŀƭ 

requirements relating to IRC was $350MM as at 31 December 2016. 

Table 31: IRC Liquidity Horizon for Material Sub Portfolios 

  LIQUIDITY HORIZON (MONTHS) 

Fixed Income Division   4.86 
Institutional Equity Division   5.03 

11.5 All Price Risk 

The APR is a measure used to calculate all risks within designated credit correlation trading portfolios, as pre-

approved by the PRA. Calculated as the 99.9 percentile simulated loss, the APR covers the major risk types 

associated within the credit correlation trading portfolio, including credit migrations, defaults, recoveries, 

credit spread and correlation movements and liquidity risk. APR is calculated over a one-year horizon assuming 

a constant level of risk. The constant liquidity horizon for APR is six months. The overall APR is floored at 8% of 

ǘƘŜ ŎƻǊǊŜǎǇƻƴŘƛƴƎ ǎǘŀƴŘŀǊŘƛȊŜŘ ǊǳƭŜǎ ŦƻǊ ǘƘŜ ǎŀƳŜ ǇƻǊǘŦƻƭƛƻΦ ¢ƘŜ a{L DǊƻǳǇΩǎ ŎŀǇƛǘŀƭ ǊŜǉǳƛǊŜƳŜƴǘǎ ǊŜƭŀǘƛƴƎ ǘƻ 

APR was $6MM as at 31 December 2016. 

11.6 Stress Testing 

The MSI Group has a comprehensive and dynamic Stress testing framework incorporating deterministic group-

wide Macroeconomic Stress tests, Business area single and multi-factor scenarios and reverse stress testing 

όάRSTέύ ǎŎŜƴŀǊƛƻǎΦ {ǘǊŜǎǎ ǘŜǎǘƛƴƎ ƛǎ ƻƴŜ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ǇǊƛƴŎƛǇŀƭ Ǌƛǎƪ management tools used to identify and 

assess the impact of severe stresses on its portfolios. It complements other risk metrics by providing a flexible 

ŀƴŘ Ŝŀǎȅ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ŀǇǇǊƻŀŎƘ ǘƻ ǳƴŘŜǊǎǘŀƴŘƛƴƎ Ǌƛǎƪ ŀƴŘ ŀǎǎŜǎǎƛƴƎ ǘƘŜ a{L DǊƻǳǇΩǎ ǊŜǎƛƭƛŜƴŎŜ ƛƴ ǘƘŜ Ŧŀce of 

various scenarios over a range of severities. 

In addition to helping the MSI Group understand the risks it is exposed and/or vulnerable to under a range of 

scenarios, Stress testing is also used by the MSI Board to set the boundary for risk taking within the loss 

capacity of the MSI Group. 
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11.7 Interest Rate Risk in the Non-Trading Book 

Interest Rate Risk in the Non-Trading .ƻƻƪ όάIRRNTBέύ is defined as the risk of losses arising from adverse 

changes in the interest rate curves within the defined Non-Trading Book population. The MSI Group is exposed 

to interest rate risk primarily through the Trading Book, which is captured within VaR. The MSI Group has 

minimal IRRNT.Σ ǇǊƛƳŀǊƛƭȅ ŀǊƛǎƛƴƎ ŦǊƻƳ ¦YDΩǎ ŦǳƴŘƛƴƎ ŀƴŘ ƭƛǉǳƛŘƛǘȅ ƳŀƴŀƎŜƳŜƴǘΣ ƴƻǘŀōƭȅ ŦǊƻƳ ƛƴǘŜǊƴŀƭ ǎǳō-

debt, structured notes, and from investments held as liquidity reserve. The interest rate risk is measured on a 

daily basis through firmwide risk systems, except for the risks on internal funding positions which are 

measured on a quarterly basis. IRRNTB risk was $(32)k per basis point as of 2016 year-end (loss arising from 

increases in interest rate levels). 

Table 32: Interest Rate Risk in Non-Trading Book 

  
PROFIT OR LOSS OF A +1BP 

PARALLEL SHIFT IN 
INTEREST RATES 

PROFIT OR LOSS OF A -1BP 
PARALLEL SHIFT IN 

INTEREST RATES 
  $MM $MM 

USD 0.01 (0.01) 
EUR 0.05 (0.05) 
GBP (0.12) 0.12 
JPY (0.02) 0.02 
Other 0.06 (0.06) 

Total
1
 (0.03) 0.03 

1. Due to rounding, numbers do not add up precisely in the above table. 

12. Operational Risk  
hǇŜǊŀǘƛƻƴŀƭ Ǌƛǎƪ ǊŜŦŜǊǎ ǘƻ ǘƘŜ Ǌƛǎƪ ƻŦ ƭƻǎǎΣ ƻǊ ƻŦ ŘŀƳŀƎŜ ǘƻ ǘƘŜ a{L DǊƻǳǇΩǎ ǊŜǇǳǘŀǘƛƻƴΣ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ 

inadequate or failed processes, people and systems or from external events (e.g. fraud, theft, legal and 

compliance risks, cyber-attacks or damage to physical assets). Legal, regulatory and compliance risk is included 

in the scope of operational risk. Operational risk relates to the following risk event categories as defined by 

Basel Capital Standards: internal fraud; external fraud, employment practices and workplace safety; clients, 

products and business practices; business disruption and system failure; damage to physical assets; and 

execution, delivery and process management. 

hǇŜǊŀǘƛƻƴŀƭ Ǌƛǎƪ Ƴŀȅ ōŜ ƛƴŎǳǊǊŜŘ ŀŎǊƻǎǎ ǘƘŜ a{L DǊƻǳǇΩǎ Ŧǳƭƭ ǎŎƻǇŜ ƻŦ ōǳǎƛƴŜǎǎ ŀŎǘƛǾƛǘƛŜǎΣ ƛƴŎƭǳŘƛƴƎ ǊŜǾŜƴǳŜ-

generating activities (e.g. sales and trading) and support control functions (e.g. information technology and 

trade processing). 

The MSI Group is subject to operational risks, including a failure, breach or other disruption of operational or 

security systems, that could adversely affect its business or reputation. 

Operational risk management policies and procedures for MSI Group are consistent with those of the Morgan 

Stanley Group and include escalation to the MSI Board and appropriate senior management personnel.  The 

MSI Group has established an operational risk framework to identify measure, monitor and control risk in the 

context of an approved risk tolerance appetite, set by the MSI Board.  

The MSI Group has implemented operational risk data and assessment systems to monitor and analyse 

internal and external operational risk events, business environment and internal control factors and to 

perform scenario analysis.  

¢ƘŜ a{L DǊƻǳǇΩǎ ōǳǎƛƴŜǎǎ ƛǎ ƘƛƎƘƭȅ ŘŜǇŜƴŘŜƴǘ ƻƴ ƛǘǎ ŀōƛƭƛǘȅ ǘƻ ǇǊƻŎŜǎǎΣ ƻƴ ŀ Řŀƛƭȅ ōŀǎƛǎΣ ŀ ƭŀǊƎŜ ƴǳƳōŜǊ ƻŦ 

transactions across numerous and diverse global markets. In some MSI Group businesses, the transactions 
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processed are complex. In addition, new products or services may be introduced that impact or change 

business processes, thereby resulting in new operational risks that may not have been fully anticipated or 

identified. In general, the transactions processed are increasingly complex.  The trend toward direct access to 

automated, electronic markets and the move to more automated trading platforms has resulted in the use of 

increasingly complex technology that relies on the continued effectiveness of the programming code and 

integrity of the data to process the trades. The MSI Group performs the functions required to operate different 

businesses either by itself or through agreements with third parties. The MSI Group relies on the ability of the 

aƻǊƎŀƴ {ǘŀƴƭŜȅ DǊƻǳǇΩs employees, internal systems, and systems at technology centres operated by 

unaffiliated third parties to process a high volume of transactions. Additionally, the MSI Group is subject to 

complex and evolving laws and regulations governing privacy and data protection, which may differ, and 

potentially conflict, in various jurisdictions.   

As a major participant in the global capital markets, the MSI Group maintains extensive controls to reduce the 

risk of incorrect valuation or risk management of trading positions due to flaws in data, models, electronic 

trading systems or processes or due to fraud. Nevertheless, such risk cannot be completely eliminated.  

The MSI Group also faces the risk of operational failure or termination of any of the clearing agents, 

exchanges, clearing houses or financial intermediaries it uses to facilitate securities/ client transactions.  In the 

ŜǾŜƴǘ ƻŦ ŀ ōǊŜŀƪŘƻǿƴ ƻǊ ǳƴŀǳǘƘƻǊƛǎŜŘ ƻǊ ƛƳǇǊƻǇŜǊ ƻǇŜǊŀǘƛƻƴ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ƻǊ ŀ ǘƘƛǊŘ ǇŀǊǘȅΩǎ ǎȅǎǘŜƳǎ ƻǊ 

unauthorized action by third parties or the firms employees, the MSI Group could suffer financial loss, an 

impairment to its liquidity, a disruption of its businesses, regulatory sanctions or reputation damage. In 

addition, the interconnectivity of multiple financial institutions with central agencies, exchanges and clearing 

houses, and the increased importance of these entities, increases the risk that an operational risk failure at 

one institution or entity may cause an industry-wide operational failure that could materially impact the MSI 

DǊƻǳǇΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴŘǳŎǘ ōǳǎƛƴŜǎǎΦ 

Despite the business contingency plans in place, there can be no assurance that such plans will fully mitigate 

ŀƭƭ ǇƻǘŜƴǘƛŀƭ ōǳǎƛƴŜǎǎ Ŏƻƴǘƛƴǳƛǘȅ Ǌƛǎƪǎ ǘƻ a{L DǊƻǳǇΦ a{L DǊƻǳǇΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴŘǳŎǘ ōǳǎƛƴŜǎǎ Ƴŀȅ ōŜ ŀŘǾŜǊǎŜƭȅ 

affected by a disruption in the infrastructure that supports its business and the communities where MSI Group 

and its affiliates are located, which are concentrated in the New York metropolitan area, London, Hong Kong 

and Tokyo as well as Mumbai, Budapest, Glasgow and Baltimore. This may include a disruption involving 

physical site access, cyber incidents, terrorist activities, disease pandemics, catastrophic events, natural 

disasters, extreme weather events, electrical, environmental, computer servers, communications or other 

services, employees or third parties with whom MSI Group conducts business.  

Although MSI Group devotes significant resources to maintaining and upgrading its systems and networks with 

measures such as intrusion and detection prevention systems, monitoring firewalls to safeguard critical 

business applications, and supervising third party providers that have access to its systems, there is no 

guarantee that these measures or any other measures can provide absolute security. Like other financial 

services firms, the MSI Group and its third party providers continue to be the subject of attempted 

unauthorised access, mishandling or misuse of information, computer viruses or malware and cyber-attacks 

designed to obtain confidential information, destroy data, disrupt or degrade service, sabotage systems or 

cause other damage, denial of service attacks and other events.  These threats may derive from human error, 

fraud or malice on the part of MSI Group employees or third parties, including third party providers, or may 

result from accidental technological failure. Additional challenges are posed by external extremist parties, 

including foreign state actors, in some circumstances as a means to promote political ends. Any of these 

parties may also attempt to fraudulently induce employees, customers, clients, third parties or other users of 

MSI Group systems to disclose sensitive information in order to gain access to MSI Group data or that of its 

customers or clients. There can be no assurance that such unauthorized access or cyber incidents will not 

occur in the future, and they could occur more frequently and on a more significant scale. If one or more of  
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ǘƘŜǎŜ ŜǾŜƴǘǎ ƻŎŎǳǊΣ ǘƘŜ ŜǾŜƴǘǎ ŎƻǳƭŘ ƘŀǾŜ ŀ ǎŜŎǳǊƛǘȅ ƛƳǇŀŎǘ ƻƴ ǘƘŜ a{L DǊƻǳǇΩǎ ǎȅǎǘŜms and jeopardise the 

a{L DǊƻǳǇΩǎ ƻǊ ǘƘŜ a{L DǊƻǳǇΩǎ ŎƭƛŜƴǘǎΩΣ ǇŀǊǘƴŜǊǎΩ ƻǊ ŎƻǳƴǘŜǊǇŀǊǘƛŜǎΩ ǇŜǊǎƻƴŀƭΣ ŎƻƴŦƛŘŜƴǘƛŀƭΣ ǇǊƻǇǊƛŜǘŀǊȅ ƻǊ 

ƻǘƘŜǊ ƛƴŦƻǊƳŀǘƛƻƴ ǇǊƻŎŜǎǎŜŘΣ ǎǘƻǊŜŘ ƛƴ ŀƴŘ ǘǊŀƴǎƳƛǘǘŜŘ ǘƘǊƻǳƎƘΣ ǘƘŜ a{L DǊƻǳǇΩǎΣ ƛǘǎ ŀŦŦƛƭƛŀǘŜǎΩ ŀƴŘ ƛǘǎ ǘƘƛǊŘ 

party providerǎΩ ŎƻƳǇǳǘŜǊ ǎȅǎǘŜƳǎΦ  CǳǊǘƘŜǊƳƻǊŜΣ ǎǳŎƘ ŜǾŜƴǘǎ ŎƻǳƭŘ ŎŀǳǎŜ ƛƴǘŜǊǊǳǇǘƛƻƴǎ ƻǊ ƳŀƭŦǳƴŎǘƛƻƴǎ ƛƴ ǘƘŜ 

a{L DǊƻǳǇΩǎΣ ǘƘŜ a{L DǊƻǳǇΩǎ ŎƭƛŜƴǘǎΩΣ ǘƘŜ a{L DǊƻǳǇΩǎ ŎƻǳƴǘŜǊǇŀǊǘƛŜǎΩ ƻǊ ǘƘƛǊŘ ǇŀǊǘƛŜǎΩ ƻǇŜǊŀǘƛƻƴǎΣ ǿƘƛŎƘ 

could result in reputational damage with its clients and the market, client dissatisfaction, additional cost to 

repair systems, add new protective technologies and/ or personnel, regulatory investigations, litigation or 

enforcement, or regulatory fines or penalties not covered by insurance maintained by the MSI Group, all or 

any of which could adversely affect the business, financial condition and results of operations. 

DƛǾŜƴ a{L DǊƻǳǇΩǎ Ǝƭƻōŀƭ ŦƻƻǘǇǊƛƴǘ ŀƴŘ ǘƘŜ ƘƛƎƘ ǾƻƭǳƳŜ ƻŦ ǘǊŀƴǎŀŎǘƛƻƴǎ ǇǊƻŎŜǎǎŜŘ ōȅ ǘƘŜ a{L DǊƻǳǇΣ ǘƘŜ ƭŀǊƎŜ 

number of clients, partners and counterparties with which MSI Group does business, and the increasing 

sophistication of cyber-attacks, a cyber-attack could occur and persist for an extended period of time without 

detection. MSI Group expects that any investigation of a cyber-attack would be inherently unpredictable and 

that it would take time before the completion of any investigation and before there is availability of full and 

reliable information. During such time MSI Group would not necessarily know the extent of the harm or how 

best to remediate it, and certain errors or actions could be repeated or compounded before they are 

discovered and remediated, all or any of which would further increase the costs and consequences of a cyber-

attack.  

²ƘƛƭŜ Ƴŀƴȅ ƻŦ a{L DǊƻǳǇΩǎ ŀƎǊŜŜƳŜƴǘǎ ǿƛǘƘ Ǉŀrtners and third party vendors include indemnification 

provisions, it may not be able to recover sufficiently, or at all, under such provisions to adequately offset any 

losses. In addition, although MSI Group maintains insurance coverage that may, subject to policy terms and 

conditions cover certain aspects of cyber risks, such insurance coverage may be insufficient to cover all losses.  

Conduct risk refers to the risk ƻŦ ŀƴ ŀŘǾŜǊǎŜ ƛƳǇŀŎǘ ƻƴ ŎƭƛŜƴǘǎΣ ƳŀǊƪŜǘǎ ƻǊ ǘƘŜ CƛǊƳΩǎ reputation as a 

consequence of the conduct of the Firm and/or its employees. Conduct risk includes both intentional and 

unintentional behaviours. 

13. Leverage  
The Basel III framework introduced a simple, transparent, non-risk based leverage ratio to act as a 

supplementary measure to the risk-based capital requirements. The Basel Committee is of the view that a 

simple leverage ratio framework is critical and complementary to the risk-based capital framework and that a 

credible leverage ratio is one that ensures broad and adequate capture of both the on- and off-balance sheet 

sources of banks' leverage. 

 

Although there is no current binding leverage requirement under CRDIV, the MSI Group manages its risk of 

excessive leverage through the application of Business Unit leverage exposure limits and leverage ratio early 

warning trigger levels. Limits are calibrated in line with legal entity capacity and ensure that leverage exposure 

ǊŜƳŀƛƴǎ ǿƛǘƘƛƴ ǘƘŜ a{L .ƻŀǊŘΩǎ Ǌƛǎƪ ŀǇǇŜǘƛǘŜΦ a{L DǊƻǳǇ ŀƴŘ a{LtΩǎ ƭŜǾŜǊŀƎŜ ŜȄǇƻǎǳǊŜǎ ŀǊŜ ŎŀƭŎǳƭŀǘŜŘ 

monthly and weekly, respectively, and reported to EMEA ALCO who monitor this, as well as maturity 

mismatches and Asset Encumbrance metrics, to ensure that any excessive risk is highlighted, assessed and 

mitigated appropriately. 

 

During the period the MSI Group leverage ratio has moved from 5.1% in December 2015 to 4.8% as of 

5ŜŎŜƳōŜǊ нлмсΣ ŘǊƛǾŜƴ ōȅ ŀƴ ƛƴŎǊŜŀǎŜ ƛƴ ǘƘŜ ƭŜǾŜǊŀƎŜ ŜȄǇƻǎǳǊŜΦ ¢ƘŜ a{L DǊƻǳǇΩǎ ǘƻǘŀƭ ŀǎǎŜǘǎ ƛƴŎǊŜŀǎŜŘ ŦǊƻƳ 

31 December 2015 to 31 December 2016, principally driven by an increase in securities purchased under 

agreements to resell, reflecting increased client financing trading activity, as well as an increase as a result of 

holding more liquid assets in the form of cash. 
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The disclosures in the tables below have been made in accordance with the EU Delegated Act and are 

disclosed on a fully phased in basis. 

Table 33: Reconciliation of Accounting Assets & Leverage Ratio Exposures 

  MSI GROUP 
$MM 

MSIP  
 $MM 

Total assets as per published financial statements
1
           426,559           421,943  

Adjustments for derivative financial instruments         (60,996)          (59,625) 
Adjustments for securities financing transactions "SFTs"             27,319              28,178  

Adjustment for off-balance sheet items (i.e. conversion to credit equivalent 
amounts of off-balance sheet exposures) 

             6,873               5,989  

(Adjustment for intragroup exposures excluded from the leverage ratio 
exposure measure in accordance with Article 429 (7) of Regulation (EU) No 
575/2013) 

- (6,136) 

Other adjustments         (17,291)          (10,885) 

Total leverage ratio exposure           382,464            379,464  
1. See appendix VI for MSI Group total assets. 

 

 

 

Table 34: Split of On Balance Sheet Exposures (excluding derivatives, 
SFTs and exempted exposures) 

  

MSI GROUP 
$MM 

MSIP  
$MM 

Total on-balance sheet exposures (excluding derivatives, SFTs, and exempted 
exposures), of which: 

150,601  153,284  

Trading Book exposures  125,031  129,920  
Non-Trading Book exposures, of which:   25,570   23,364  
  Exposures treated as sovereigns     7,372        6,996  
  Institutions    11,649     10,730  
  Corporate       4,759        5,074  
  Exposures in default            37               9    
  Other exposures(e.g.equity, securitisations, and other non-credit obligation assets) 1,753           555  
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Table 35: Leverage Ratio Common Disclosure   

  MSI GROUP 
$MM 

MSIP  
$MM 

On-balance sheet exposures (excluding derivatives and SFTs)   
 

On-balance sheet items (excluding derivatives, SFTs and fiduciary assets, but 
including collateral) 

  150,601   153,284  

(Asset amounts deducted in determining Tier 1 capital)     (1,800)     (1,310) 

Total on-balance sheet exposures (excluding derivatives, SFTs and fiduciary 
assets) 

  148,801    151,974  

Derivative exposures 
  

Replacement cost associated with all derivatives transactions (i.e. net of eligible 
cash variation margin) 

    17,478      17,233  

Add-on amounts for PFE associated with all derivatives transactions (mark-to-
market method) 

  97,625    97,030 

Gross-up for derivatives collateral provided where deducted from the balance 
sheet pursuant to the applicable accounting framework 

1,445 1,445 

(Deductions of receivables assets for cash variation margin provided in 
derivatives transactions) 

  (19,998)   (19,660) 

(Exempted CCP leg of client-cleared trade exposures) (3,063) (3,063) 
Adjusted effective notional amount of written credit derivatives   336,223    336,221  
(Adjusted effective notional offsets and add-on deductions for written credit 
derivatives) 

(328,286) (328,023) 

Total derivative exposures   101,424    101,183  

Securities financing transaction exposures 
  

Gross SFT assets (with no recognition of netting), after adjusting for sales 
accounting transactions 

  155,419    141,337  

(Netted amounts of cash payables and cash receivables of gross SFT assets)   (43,060)   (27,752) 
Counterparty credit risk exposure for SFT assets     13,007      12,869  

Total securities financing transaction exposures    125,366    126,454  

Other off-balance sheet exposures 
  

Off-balance sheet exposures at gross notional amount    23,494  21,691 
(Adjustments for conversion to credit equivalent amounts)   (16,621)     (15,702) 

Total Other off-balance sheet exposures         6,873         5,989  

Exempted exposures in accordance with CRR Article 429 (7) and (14) (on and 
off balance sheet)   

(Intragroup exposures (solo basis) exempted in accordance with Article 429(7) 
and (14) of Regulation (EU) No 575/2013 (on and off balance sheet))  

              -    (6,136)    

Capital and total exposure measure 
  

Tier 1 capital     18,359      15,185  

Total leverage ratio exposures   382,464   379,464  

Leverage ratio 4.8% 4.0% 

Choice on transitional arrangements for the definition of the capital measure 
Fully  

Phased In 
                      Fully 

Phased In 
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14. Asset Encumbrance 
Borrowing and lending securities and hence the encumbrance of assets, is a fundamental part of Morgan 

{ǘŀƴƭŜȅΩǎ ōǳǎƛƴŜǎǎ ǿƛǘƘƛƴ ǘƘŜ a{L DǊƻǳǇΦ ¢ƘŜ ŦƻƭƭƻǿƛƴƎ ŘƛǎŎƭƻǎǳǊŜ ŘŜǘŀƛƭǎ ǘƘŜ a{L DǊƻǳǇΩǎ ŜƴŎǳƳōŜǊŜŘ ŀƴŘ 

unencumbered assets, along with the matching liabilities. An asset is considered encumbered if it has been 

pledged or if it is subject to any form of arrangement to secure, collateralise or credit enhance any transaction 

from which it cannot be freely withdrawn. In compliance with the PRA guidelines, the amounts are presented 

as a median of the twelve month ends over 2016. Note the rows in the templates are not additive, with the 

median calculated individually across all cells. 

The majority of the on-balance-sheet assets in Table 36 are not subject to any form of encumbrance, given 

they are mostly cash or receivable assets. The MSI Group also receives securities from the market, which are 

off-balance-sheet, reported in the collateral received template. These may be pledged to the market and 

ŜƴŎǳƳōŜǊŜŘΣ ƻǊ ƘŜƭŘ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ a{L DǊƻǳǇΩǎ ǳƴŜƴŎǳƳōŜǊŜŘ Ǉƻƻƭ ƻŦ ŀǎǎŜǘǎΦ CƻǊ ōƻǘƘ ƻƴ ōŀƭŀƴŎŜ ǎƘŜŜǘ 

assets and collateral received, the level of encumbrance over 2016 is relatively consistent to the 2015 

disclosure, with the median having increased marginally year on year. The key sources of encumbrance are 

secured funding repo and stock lending transactions. Other sources of encumbrance include short coverage 

cash collateral pledged against derivatives and cash segregated for Client Money purposes. A portion of the 

assets are internal intercompany movements with other Morgan Stanley Group entities. 

Table 36: Assets 

  

CARRYING 
AMOUNT OF 

ENCUMBERED 
ASSETS 

FAIR VALUE OF 
ENCUMBERED 

ASSETS 

CARRYING AMOUNT 
OF UNENCUMBERED 

ASSETS 

FAIR VALUE OF 
UNENCUMBERED 

ASSETS 

$MM $MM $MM $MM 

Assets of the reporting institution 95,336 N/A 348,963 N/A 
Equity Instruments  33,001 33,001 10,867 10,867 
Debt Securities  17,506 17,506 4,792 4,792 
Other Assets 

1
 45,316 N/A 338,225 N/A 

1. άhǘƘŜǊ !ǎǎŜǘǎέ ƛƴŎƻǊǇƻǊŀǘŜ [ƻŀƴǎ ƻƴ 5ŜƳŀƴŘ ŀƴŘ [ƻŀƴǎ ŀƴŘ !ŘǾŀƴŎŜǎ ƻǘƘŜǊ ǘƘŀƴ [ƻŀƴǎ ƻƴ 5ŜƳŀƴŘΦ 

Table 37: Collateral Received   

  

FAIR VALUE OF 
ENCUMBERED COLLATERAL 

RECEIVED OR OWN DEBT 
SECURITIES ISSUED 

FAIR VALUE OF COLLATERAL RECEIVED 
OR OWN DEBT SECURITIES ISSUED 

AVAILABLE  
FOR ENCUMBRANCE 

$MM $MM 

Collateral Received by the reporting institution 205,388 33,655 
Equity Instruments  85,514 4,425 
Debt Securities  120,309 29,208 
Other Collateral Received - - 

 

Table 38: Encumbered Assets / Collateral Received and Associated Liabilities 

  

MATCHING LIABILITIES, 
CONTINGENT LIABILITIES OR 

SECURITIES LENT  

ASSETS, COLLATERAL RECEIVED AND 
OWN DEBT SECURITIES OTHER THAN 

/h±9w95 .hb5{ !b5 !.{Ωǎ 
ENCUMBERED 

$MM $MM 

Carrying Amount of selected financial 
liabilities

1 
 

296,941 302,449 

1. On- and off-balance-sheet liabilities that are a source of encumbrance are reported. 
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15.  Appendix I: Capital Instruments Template  

Table 39: Capital Instruments Template 

  REPORTED IN USD UNLESS OTHERWISE STATED 

DESCRIPTION COMMON EQUITY TIER 1 
 

ADDITIONAL 
TIER 1 

SUBORDINATED DEBT 

  A B C D E F 

Issuer Morgan Stanley 
International 

Limited 

Morgan Stanley 
International 

Limited 

Morgan Stanley 
International 

Limited 

Morgan Stanley & Co. 
International plc 

Morgan Stanley 
International 

Limited 

Morgan Stanley 
International 

Limited 

Unique Identifier (e.g. CUSIP, ISIN, or Bloomberg 
identifier for private placement) 

N/A N/A N/A N/A N/A N/A 

Governing law(s) of the instrument 
Companies Act 

2006 
Companies Act 

2006 
English Law English Law English Law English Law 

Transitional CRR rules 
Common Equity 

Tier 1 
Common Equity 

Tier 1 
Additional Tier 1 Tier 2 [24.0% ineligible] Tier 2 Tier 2 

Post-transitional CRR rules 
Common Equity 

Tier 1 
Common Equity 

Tier 1 
Additional Tier 1 Tier 2 Tier 2 Tier 2 

Eligible at solo/(sub-) consolidated/solo&(sub-) 
consolidated 

(Sub-) 
Consolidated 

(Sub-) 
Consolidated 

(Sub-) 
Consolidated 

Solo and  
(Sub-) Consolidated 

(Sub-) 
Consolidated 

(Sub-) 
Consolidated 

Instrument type  Ordinary Shares Ordinary Shares 
Perpetual 

Unsecured Fixed 
Rate Securities 

Long-term subordinated  
loan facility 

Long-term 
subordinated 

multicurrency loan 
facility 

Long-term 
subordinated 

multicurrency loan 
facility 

Amount recognised in regulatory capital ($MM)  USD 1,165MM   USD 0MM   USD 1,300MM  

 USD 5,985MM  
[The amount of Sub-debt issued 

by subsidiaries that is given 
recognition in Tier 2 Capital is 

determined in accordance with 
articles 87 and 480 of the CRR]  

 USD 51MM   USD 309MM  
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DESCRIPTION COMMON EQUITY TIER 1 ADDITIONAL TIER 1 SUBORDINATED DEBT 

  A B C D E F 

              

Nominal amount of 
instrument 

 Currency of issuance 
and reporting 
currency; USD 
1,615,167,000  

 Currency of 
issuance: GBP 2 

Reporting 
currency: USD 3  

 Currency of issuance and  
reporting currency;  
USD 1,300,000,000  

 Currency of issuance 
and reporting 
currency; USD 
7,906,000,000  

 Currency of 
issuance and 

reporting currency: 
USD 51,000,000  

 Currency of 
issuance: GBP 
250,000,000 
Reporting 

currency: USD 
308,562,500  

Issue Price  USD 1,615,180,150  GBP 2  USD 1,300,000,000   USD 7,906,000,000   USD 51,000,000  
 GBP 

250,000,000  

Redemption Price  N/A   N/A   USD 1,300,000,000   USD 7,906,000,000   USD 51,000,000  
 GBP 

250,000,000  
Accounting 
Classification 

Shareholders'  
Equity 

Shareholders' 
Equity 

Shareholders'  
Equity 

Liability - amortised 
cost 

Liability - 
amortised cost 

Liability - 
amortised cost 

Original date of 
issuance 

13/11/1998 18/06/1998 15/12/2014 31/10/2005 21/12/2015 21/12/2015 

Perpetual or dated Perpetual Perpetual Perpetual Dated Dated Dated 

Original maturity 
date 

No maturity No maturity No maturity 31/10/2025 21/12/2025 21/12/2025 

Issuer call subject to 
prior supervisory 
approval 

No No Yes No No No 

Option call date, 
contingent call dates 
and redemption 
amount 

N/A N/A 

Issuer call option date is 5 years after the issue date (15-
Dec 2019), after which the issuer has the option to redeem 
in whole or in part. In the event of a taxation event; can be 
redeemed at the option of the Issuer in whole, but not in 
part. In the event of a Capital Disqualification event the 

issuer can redeem in whole.  
The redemption price is equal to the outstanding principal 

amount being redeemed 

N/A N/A N/A 

Subsequent call 
dates, if applicable 

N/A N/A 
The option to redeem of the Issuer continues on any date 

after the initial call option date 
N/A N/A N/A 
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DESCRIPTION 
COMMON EQUITY  

TIER 1 
ADDITIONAL  

TIER 1 
SUBORDINATED  

DEBT 

  A B C D E F 

              

Fixed or floating dividend / coupon Floating Floating Fixed Rate Floating Floating Floating 

Coupon rate and any related index N/A N/A 9% 
(2)

 
3mth USD LIBOR + 

1.475% 
OBFR + 2.086% 

SONIA + 
2.121% 

Existence of a dividend stopper No No No No No No 

Fully discretionary, partially discretionary or mandatory (in 
terms of timing) 

Fully 
Discretionary 

Fully 
Discretionary 

Fully 
Discretionary 

Mandatory Mandatory Mandatory 

Fully discretionary, partially discretionary or mandatory (in 
terms of amount) 

Fully 
Discretionary 

Fully 
Discretionary 

Fully 
Discretionary 

Mandatory Mandatory Mandatory 

Existence of step up or other incentive to redeem No No No No No No 

Noncumulative or cumulative Noncumulative Noncumulative Noncumulative Cumulative Cumulative Cumulative 

Convertible or non-convertible Nonconvertible Nonconvertible Nonconvertible Nonconvertible Nonconvertible Nonconvertible 

If convertible, conversion trigger(s) N/A N/A N/A N/A N/A N/A 

If convertible, fully or partially N/A N/A N/A N/A N/A N/A 

If convertible, conversion rate N/A N/A N/A N/A N/A N/A 

If convertible, mandatory or optional conversion N/A N/A N/A N/A N/A N/A 

If convertible, specify instrument type convertible into N/A N/A N/A N/A N/A N/A 

If convertible, specify issuer of instrument it converts into N/A N/A N/A N/A N/A N/A 
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DESCRIPTION COMMON EQUITY TIER 1 
ADDITIONAL 

TIER 1 
SUBORDINATED DEBT 

  A B C D E F 

              

Write-down features No No Yes No No No 

If write-down, write-down trigger(s) N/A N/A 

Common Equity 
Tier 1 Capital 
Ratio of MSI 
Group falls 

below 7.00% 

N/A N/A N/A 

If write-down, full or partial N/A N/A Always full N/A N/A N/A 

If write-down, permanent or temporary N/A N/A Permanent N/A N/A N/A 

If temporary write-down, description of write-up mechanism N/A N/A N/A N/A N/A N/A 

Position in subordination hierarchy in liquidation (specify 
instrument  type immediately senior to instrument) 

Perpetual Unsecured 
Resettable Securities [column 

C] 

Perpetual Unsecured 
Resettable Securities 

[column C] 

Long-term sub-
ordinated loan 

facility [columns 
D,E,F,] 

Other 
liabilities 

Other 
liabilities 

Other 
liabilities 

Non-compliant transitioned features No No No No No No 

If yes, specify non-compliant features N/A N/A N/A N/A N/A N/A 

              

Further notes             

Note 1: all capital instruments issued by the MSI Group are issued within Morgan Stanley and are not marketable instruments         

Note 2:  Initial rate of interest of 8.75% applied up to and including 31-Jan'16           
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16. Appendix II: Own Funds Transitional Template 

 

Table 40: MSI Group Own Funds Transitional Template  
    

 

TRANSITIONAL 
RULES 

FULLY 
LOADED 

POSITION 
  $MM $MM 

Capital instruments and the related share premium accounts 1,615 1,615 
Paid up capital instruments 1,615 1,615 
Share premium                           -                        -    
Retained earnings 10,237 10,237 
Accumulated other comprehensive income (and other reserves, to include 
unrealised gains and losses under the applicable accounting standards) 

6,770 6,770 

Common Equity Tier 1 (CET1) capital before regulatory adjustments 18,622 18,622 

Additional value adjustments (negative amount) (1,165) (1,165) 
Intangible assets (net of related tax liability) (negative amount) (465) (465) 
Negative amounts resulting from the calculation of expected loss amounts (166) (166) 
Gains or losses on liabilities valued at fair value resulting from changes in own 
credit standing 

233 233 

Total regulatory adjustments to Common equity Tier 1 (CET1) (1,563) (1,563) 

Common Equity Tier 1 (CET1) capital 17,059 17,059 
Capital instruments and the related share premium accounts 1,300 1,300 
Additional Tier 1 (AT1) capital 1,300 1,300 

Tier 1 capital (T1 = CET1 + AT1) 18,359 18,359 

Capital instruments and the related share premium accounts 360 360 
Qualifying own funds instruments included in consolidated T2 capital 
(including minority interests and AT1 instruments not included in rows 5 or 
34) issued by subsidiaries and held by third parties 

4,105 4,105 

Of which: Instruments issued by subsidiaries subject to phase out 1,520 - 

Tier 2 (T2) capital before regulatory adjustments 5,985 4,465 
Tier 2 (T2) capital 5,985 4,465 

Total capital (TC = T1 + T2) 24,344 22,824 

Total risk weighted assets 111,080 111,080 

Common Equity Tier 1 (as a percentage of risk exposure amount) 15.4% 15.4% 
Tier 1 (as a percentage of risk exposure amount) 16.5% 16.5% 
Total capital (as a percentage of risk exposure amount) 21.9% 20.5% 
Institution specific buffer requirement (CET1 requirement in accordance with 
article 92 (1) (a) plus capital conservation and countercyclical buffer 
requirements, plus systemic risk buffer, plus the systemically important 
institution buffer (G-SII or O-SII buffer), expressed as a percentage of risk 
exposure amount) 

0.64% 2.51% 

Of which: Capital conservation buffer requirement 0.63%  2.50% 
Of which: Counter cyclical buffer requirement  0.01% 0.01% 
Common Equity Tier 1 available to meet buffers (as a percentage of risk 
exposure amount) 

10.5% 10.5% 

Direct and indirect holdings of the capital of financial sector entities where 
the institution does not have a significant investment in those entities 
(amount below 10% threshold and net of eligible short positions) 

- - 

Direct and indirect holdings by the institution of the CET 1 instruments of 
financial sector entities where the institution has a significant investment in 
those entities (amount below 10% threshold and net of eligible short 
positions) 

-                     -    
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Table 41: MSIP Own Funds Transitional Template  
    

 

TRANSITIONAL 
RULES 

FULLY 
LOADED 

POSITION 
  $MM $MM 

Capital instruments and the related share premium accounts 11,978 11,978 
Paid up capital instruments 11,465 11,465 
Share premium       513         513 
Retained earnings 1,763 1,763 
Accumulated other comprehensive income (and other reserves, to include 
unrealised gains and losses under the applicable accounting standards) 

1,220 1,220 

Common Equity Tier 1 (CET1) capital before regulatory adjustments 14,961 14,961 

Additional value adjustments (negative amount) (1,139) (1,139) 
Intangible assets (net of related tax liability) (negative amount) (2) (2) 
Negative amounts resulting from the calculation of expected loss amounts (169) (169) 
Gains or losses on liabilities valued at fair value resulting from changes in own 
credit standing 

234 234 

Total regulatory adjustments to Common equity Tier 1 (CET1) (1,076) (1,076) 

Common Equity Tier 1 (CET1) capital 13,885 13,885 
Capital instruments and the related share premium accounts 1,300 1,300 
Additional Tier 1 (AT1) capital 1,300 1,300 

Tier 1 capital (T1 = CET1 + AT1) 15,185 15,185 

Capital instruments and the related share premium accounts 7,906 7,906 
Qualifying own funds instruments included in consolidated T2 capital 
(including minority interests and AT1 instruments not included in rows 5 or 
34) issued by subsidiaries and held by third parties 

  

Of which: Instruments issued by subsidiaries subject to phase out   

Tier 2 (T2) capital before regulatory adjustments 7,906 7,906 
Tier 2 (T2) capital 7,906 7,906 

Total capital (TC = T1 + T2) 23,091 23,091 

Total risk weighted assets 102,350 102,350 

Common Equity Tier 1 (as a percentage of risk exposure amount) 13.6% 13.6% 
Tier 1 (as a percentage of risk exposure amount) 14.8% 14.8% 
Total capital (as a percentage of risk exposure amount) 22.6% 22.6% 
Institution specific buffer requirement (CET1 requirement in accordance with 
article 92 (1) (a) plus capital conservation and countercyclical buffer 
requirements, plus systemic risk buffer, plus the systemically important 
institution buffer (G-SII or O-SII buffer), expressed as a percentage of risk 
exposure amount) 

0.64% 2.51% 

Of which: Capital conservation buffer requirement 0.63%  2.50% 
Of which: Counter cyclical buffer requirement  0.01% 0.01% 
Common Equity Tier 1 available to meet buffers (as a percentage of risk 
exposure amount) 

8.8% 8.8% 

Direct and indirect holdings of the capital of financial sector entities where 
the institution does not have a significant investment in those entities 
(amount below 10% threshold and net of eligible short positions) 

85 85 

Direct and indirect holdings by the institution of the CET 1 instruments of 
financial sector entities where the institution has a significant investment in 
those entities (amount below 10% threshold and net of eligible short 
positions) 

-                    -    
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17. Appendix III: Reconciliation of Balance Sheet Total Equity to Regulatory Capital  

 

Table 42: MSI Group Reconciliation of Balance Sheet Total Equity to Regulatory Capital1
   

  

  
$MM 

CET1  
CAPITAL 

AT1  
CAPITAL 

TIER 2 
CAPITAL 

$MM $MM $MM 

Equity Instruments 2,915 1,615 1,300 -  
Other reserves 7,461 7,461 -  -  
Other Comprehensive Income (691) (691) -  -  
Retained Earnings 10,871 10,871 -  -  
Non-controlling interest 74 74 -  -  

Balance sheet total equity 20,630 19,330 1,300 - 

  
        

Add: 

Tier 2 instruments classified as other liabilities 9,086   
 

9,086 

  
        

Less: 

Qualifying own funds subordinated debt 
instruments not included in consolidated T2 capital 

(3,101) -  -  (3,101) 

Part of interim or year-end profit not eligible (634) (634) -  -  
Non-controlling interest (amount not allowed in 
consolidated CET1) 

(74) (74) -  -  

Additional value adjustments (negative amount) (1,165) (1,165) -  -  
Negative amounts resulting from the calculation of 
expected loss amounts 

(166) (166) -  -  

Gains or losses on liabilities valued at fair value 
resulting from changes in own credit standing 

233 233 -  -  

Intangible assets (net of related tax liability) 
(negative amount) 

(465) (465) -  -  

Total Own Funds (Transitional Rules) 24,344 17,059 1,300 5,985 

  
        

Less: 

Qualifying own funds subordinated debt 
instruments issued by subsidiaries subject to phase 
out 

(1,520) - - (1,520) 

Total Own Funds (Fully Loaded Position) 22,824 17,059 1,300 4,465 

1. Due to the exemption allowed under section 401 of the Companies Act 2006, the MSI Group does not publish its own audited statutory consolidated group accounts 

because the MSI Group is consolidated into the accounts of Morgan Stanley. However, audited, consolidated non-statutory financial information has been produced for 

the MSI Group, as received by the MSI Board and MSI Audit Committee, in accordance with the recognition and measurement principles of IFRS issued by the 

International Accounting Standards Board as adopted by the European Union. For further detail, refer to Appendix VI.  
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Table 43: MSIP Reconciliation of Balance Sheet Total Equity to Regulatory Capital  
  

  
$MM 

CET1 
 CAPITAL 

AT1 
 CAPITAL 

TIER 2  
 CAPITAL 

$MM $MM $MM 

Equity Instruments 12,765 11,465 1,300 -  
Share Premium 513 513   
Other reserves 1,403 1,403 -  -  
Other Comprehensive Income (183) (183) -  -  
Retained Earnings 2,275 2,275 -  -  

Balance sheet total equity 16,773 15,473 1,300 0 

  
        

Add: 

Tier 2 instruments classified as other liabilities 7,906   
 

7,906 

  
        

Less: 

Part of interim or year-end profit not eligible (512) (512) -  -  
Additional value adjustments (negative amount) (1,139) (1,139) -  -  
Negative amounts resulting from the calculation of 
expected loss amounts 

(169) (169) -  -  

Gains or losses on liabilities valued at fair value 
resulting from changes in own credit standing 

234 234 -  -  

Intangible assets (net of related tax liability) 
(negative amount) 

(2) (2) -  -  

Total Own Funds (Fully Loaded Position and 
Transitional Rules) 

23,091 13,885 1,300 7,906 
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18. Appendix IV: Countercyclical Capital Buffer  

Table 44:  Geographical distribution of credit exposures relevant for the calculation of the countercyclical capital buffer (CCYB)1 

 
General Credit 

Exposures 
Trading Book  

Exposures 
Securitisation  

Exposures 
Own Funds  

Requirements 

Own Funds 
Requirements 

Weights 

Countercyclical 
Capital Buffer 

Rate  
Exposure 
Value for 

SA 

Exposure 
Value for 

IRB 

Sum of 
Long and 

Short 
Positions 
of Trading 

Book 
Exposures 

for SA 

Value of 
Trading 
Book 

Exposures 
for Internal 

Models 

Exposure 
Value for 

SA 
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Securitisation 
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Breakdown by 
Country 

010 020 030 040 050 060 070 080 090 100 110 120 

Anguilla - 7 - - - - - - - - 0.01% 0.00% 
Argentina - - - - - - - - - - 0.00% 0.00% 
Australia 77 2,207 - 49 - - 57 - - 57 1.66% 0.00% 
Austria - 293 3 36 - - 10 - - 10 0.30% 0.00% 
Azerbaijan - - - 3 - - - - - - 0.00% 0.00% 
Bahamas - 48 - - - - 3 - - 3 0.08% 0.00% 
Bangladesh - - - - - - - - - - 0.00% 0.00% 
Belgium - 157 - 49 - - 4 - - 4 0.11% 0.00% 
Belize - 1 - - - - - - - - 0.00% 0.00% 
Bermuda 2 118 - 6 - - 12 - - 12 0.35% 0.00% 
Brazil - 13 1 2 - - 3 - - 3 0.09% 0.00% 
Brunei Darussalam - - - - - - - - - - 0.00% 0.00% 
Canada 1 956 2 5 - - 12 - - 12 0.37% 0.00% 
Cayman Islands 111 11,563 5 30 - - 555 1 - 557 16.30% 0.00% 
Chile - 13 - - - - 1 - - 1 0.03% 0.00% 
China 4 134 2 366 - - 8 - - 8 0.24% 0.00% 
Colombia - 4 - - - - - - - - 0.01% 0.00% 
Curacao - - - - - - - - - - 0.00% 0.00% 
Cyprus - 58 - - - - 6 - - 6 0.16% 0.00% 
Czech Republic - 12 - - - - - - - - 0.01% 0.00% 
Denmark 2 762 - 100 - - 27 - - 27 0.80% 0.00% 
Egypt - - - - - - - - - - 0.00% 0.00% 
Estonia - 2 - 5 - - - - - - 0.00% 0.00% 
Finland - 108 - 38 - - 4 - - 4 0.13% 0.00% 
France 226 2,631 30 857 - - 88 3 - 91 2.67% 0.00% 
Georgia - - - - - - - - - - 0.00% 0.00% 
Germany 13 3,156 23 680 - - 91 2 - 93 2.73% 0.00% 
Gibraltar - 2 - - - - - - - - 0.01% 0.00% 
Greece  - 1 - 4 - - - - - - 0.00% 0.00% 
Guernsey - 171 - - - - 3 - - 3 0.09% 0.00% 
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Hungary - 2 2 - - - - - - - 0.01% 0.00% 
Hong Kong 43 1,105 290 112 - - 42 3 - 46 1.33% 0.63% 
Iceland - - - 382 - - - - - - 0.00% 0.00% 
India - 48 - 25 - - 2 - - 2 0.07% 0.00% 
Indonesia 1 20 - 35 - - 1 - - 1 0.03% 0.00% 
Ireland 22 2,263 200 66 - 1 83 109 1 193 5.64% 0.00% 
Isle of Man - 5 2 - - - 1 - - 1 0.02% 0.00% 
Israel - 5 - 37 - - - - - - 0.01% 0.00% 
Italy 161 1,089 31 307 - - 56 1 - 57 1.68% 0.00% 
Japan 10 5,737 - 46 - - 95 - - 95 2.79% 0.00% 
Jersey 9 603 - 15 - - 29 - - 29 0.85% 0.00% 
Kazakhstan - - - 56 - - - - - - 0.00% 0.00% 
Kenya - - - - - - - - - - 0.00% 0.00% 
Korea, Republic of  83 647 3 47 - - 31 - - 31 0.90% 0.00% 
Kuwait - - - 3 - - - - - - 0.00% 0.00% 
Liberia - - - - - - - - - - 0.00% 0.00% 
Liechtenstein - 2 - - - - - - - - 0.00% 0.00% 
Luxembourg 39 3,806 25 69 - - 90 3 - 93 2.73% 0.00% 
Macao 13 - - 2 - - 1 - - 1 0.03% 0.00% 
Malaysia 3 1 6 19 - - - - - 1 0.03% 0.00% 
Malta - 21 - - - - 3 - - 3 0.08% 0.00% 
Marshall Islands - - - - - - - - - - 0.00% 0.00% 
Mauritius - 345 - 1 - - 20 - - 20 0.58% 0.00% 
Mexico 1 348 - 30 - - 16 - - 16 0.47% 0.00% 
Monaco - - - - - - - - - - 0.00% 0.00% 
Morocco - - - - - - - - - - 0.00% 0.00% 
Netherlands 54 2,955 243 372 - 110 115 164 7 286 8.36% 0.00% 
New Zealand 1 230 - 6 - - 1 - - 1 0.04% 0.00% 
Nigeria - - - - - - - - - - 0.00% 0.00% 
Norway - 59 2 50 - - 2 - - 2 0.06% 1.50% 
Pakistan - - - - - - - - - - 0.00% 0.00% 
Panama - - - - - - - - - - 0.00% 0.00% 
Papa New Guinea - - - - - - - - - - 0.00% 0.00% 
Peru - 11 - - - - - - - - 0.01% 0.00% 
Philippines - 11 - 11 - - 1 - - 1 0.03% 0.00% 
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Poland - 7 - - - - - - - - 0.01% 0.00% 
Portugal - 70 17 103 - - 3 1 - 5 0.14% 0.00% 
Puerto Rico - - - - - - - - - - 0.00% 0.00% 
Qatar - - - 16 - - - - - - 0.00% 0.00% 
Romania - - - - - - - - - - 0.00% 0.00% 
Russian Federation 3 65 1 193 - - 4 - - 4 0.12% 0.00% 
Samoa - 5 - - - - 1 - - 1 0.03% 0.00% 
Saudi Arabia 2 1,396 - - - - 21 - - 21 0.62% 0.00% 
Singapore 20 1,070 23 47 - - 17 1 - 18 0.54% 0.00% 
Slovakia - - - - - - - - - - 0.00% 0.00% 
South Africa 98 13 2 28 - - 1 - - 1 0.03% 0.00% 
Spain 181 525 127 229 - - 26 24 - 49 1.44% 0.00% 
Sri Lanka - - - 4 - - - - - - 0.00% 0.00% 
Sweden 86 297 27 134 - - 8 3 - 10 0.30% 1.50% 
Switzerland 1 559 - 249 - - 12 - - 12 0.36% 0.00% 
Taiwan 43 319 - - - - 16 - - 16 0.46% 0.00% 
Thailand 2 14 - 14 - - 1 - - 1 0.03% 0.00% 
Trinidad and Tobago - - - - - - - - - - 0.00% 0.00% 
Turkey - 6 - 20 - - - - - - 0.01% 0.00% 
United Arab Emirates 2 1,006 - 75 - - 4 - - 4 0.11% 0.00% 
Ukraine - - - 11 - - - - - - 0.00% 0.00% 
United Kingdom 6,409 6,988 595 1,529 291 142 423 312 12 746 21.85% 0.00% 
United States 186 24,347 232 1,212 - - 685 6 - 691 20.23% 0.00% 
Uruguay - 70 - - -  4 - - 4 0.11% 0.00% 
Venezuela - - - - - - - - - - 0.00% 0.00% 
Vietnam - - 7 7 - - - 1 - 1 0.02% 0.00% 
Virgin Islands, British 6 399 - 25 - - 58 - - 58 1.70% 0.00% 
TOTAL 7,915 78,886 1,901 7,817 291 253 2,757 634 20 3,412 100.00%  
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19. Appendix V: Board of Directors Knowledge, Skills and Expertise  

Ian Plenderleith 

Ian Plenderleith was appointed a non-executive director in December 2011 and as Chairman of the MSI Board 

in January 2014. He is also interim Chairman of the MSI Risk Committee and a member of the MSI Audit, 

Nomination and Governance and Remuneration Committees
i
. 

Ian has worked in the financial sector for over forty years. He was Executive Director responsible for Financial 

Market Operations at the Bank of England when he retired in 2002 and has held a number of other positions 

ǿƛǘƘ ǘƘŜ .ŀƴƪ ƻŦ 9ƴƎƭŀƴŘ ǎƛƴŎŜ ƧƻƛƴƛƴƎ ƛƴ мфсрΣ ƛƴŎƭǳŘƛƴƎ IŜŀŘ ƻŦ ǘƘŜ .ŀƴƪ ƻŦ 9ƴƎƭŀƴŘΩǎ aŀǊƪŜǘǎ 5ƛǾƛǎƛƻƴ όмфул 

to 1994) and Private Secretary to the Governor of the Bank of England (1976 to 1979). Ian was a member of 

the Monetary Policy Committee from its inception in 1997. He has also served as Deputy Governor of the 

South African Reserve Bank (2003 to 2005). 

Ian holds non-executive directorships at a number of other financial institutions. He also has a degree in 

Literae Humaniores from the University of Oxford and an MBA from Columbia Business School. 

David Cannon 

David Cannon was appointed a non-executive director of the MSI Board in June 2013. He is Chairman of the 

MSI Audit Committee and a member of the Risk Committee and the Nomination and Governance Committee. 

5ŀǾƛŘ Ƙŀǎ ƻǾŜǊ ǘƘƛǊǘȅ ȅŜŀǊǎΩ ŜȄǇŜǊƛŜƴŎŜ ƛƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊΣ ǿƛǘƘ ŀ ǇŀǊǘƛŎǳƭŀǊ ŦƻŎǳǎ ƻƴ ŀŎŎƻǳƴǘƛƴƎ ŀƴŘ 

investment banking. He was a Partner at Ernst & Young from 1986 to 1995, leading the audit of a number of 

ƭŀǊƎŜ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ƎǊƻǳǇǎ ŀƴŘ ōŜƛƴƎ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ƻƴŜ ƻŦ 9Ǌƴǎǘ ϧ ¸ƻǳƴƎΩǎ ŀǳŘƛǘ ŘƛǾƛǎƛƻƴǎ ōŜŦƻǊŜ ƭŜŀǾƛƴƎ 

in 1995 to become Chief Financial Officer of BZW/Barclays Capital. He returned to Ernst & Young in 1998 as 

Managing Partner of the London Financial Services Office. Between 2003 and 2012, David held a number of 

positions at Deutsche Bank including Deputy Group CFO and Chief Finance Officer for the Investment Bank. 

5ŀǾƛŘ ƛǎ ŀ ƳŜƳōŜǊ ƻŦ ǘƘŜ CƛƴŀƴŎƛŀƭ wŜǇƻǊǘƛƴƎ /ƻǳƴŎƛƭǎΩ /ƻƴŘǳŎǘ /ƻƳƳƛǘǘŜŜΦ IŜ Ƙŀǎ ŀn M.A. in PPE from the 

University of Oxford and is a qualified Chartered Accountant. 

Mary Phibbs 

Mary Phibbs was appointed a non-executive director of the MSI Board in May 2013. She chairs the MSI 

Nomination and Governance Committee and Remuneration Committee
i
 and is a member of the Audit 

Committee and Risk Committee. 

aŀǊȅ Ƙŀǎ ƻǾŜǊ ǘƘƛǊǘȅ ȅŜŀǊǎΩ ŜȄǇŜǊƛŜƴŎŜ ƛƴ ŀǳŘƛǘΣ ŀŘǾƛǎƻǊȅΣ ōŀƴƪƛƴƎ όǿƘƻƭŜǎŀƭŜ ŀƴŘ ǊŜǘŀƛƭύΣ ŦƛƴŀƴŎŜ ŀƴŘ ƛƴǎǳǊŀƴŎŜ 

in the UK, Australia and Asia Pacific. During her career she has held roles with a number of retail and 

investment banks predominantly in Australia, including Standard Chartered Bank and National Australia Bank. 

Mary holds a number of non-executive directorships with other financial institutions.  She also has a Bachelor 

of Science degree from Surrey University and is a qualified Chartered Accountant. 
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Jonathan Bloomer 

Jonathan Bloomer was appointed a non-executive director at the MSI Board in November 2016. He is a 

member of the Audit, Risk and Nomination and Governance Committees. 

WƻƴŀǘƘŀƴ Ƙŀǎ ƻǾŜǊ пл ȅŜŀǊǎΩ ŜȄǇŜǊƛŜƴŎŜ ǿƻǊƪƛƴƎ ƛƴ ŀŎŎƻǳƴǘƛƴƎ ŀƴŘ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ŦƛǊƳǎΦ  He was a Partner at 

Arthur Andersen from 1987 to 1994 before leaving to join the Prudential Group plc where he spent over 10 

years including time as Group Finance Director and Group CEO.  Jonathan also spent six years at Cerberus 

Capital, a global private equity firm, as a European Partner and Senior Member of the Global Operations 

team. Jonathan holds a number of non-executive directorships with other financial institutions. 

He is a Chartered Accountant and holds a B.Sc. in Physics from Imperial College. 

Terri Duhon 

Terri Duhon was appointed a non-executive director of the MSI Board in April 2016. She is a member of the 

MSI Risk, Audit, Nomination and Governance and Remuneration
i
 Committees. 

¢ŜǊǊƛ Ƙŀǎ ƻǾŜǊ ǘǿŜƴǘȅ ȅŜŀǊǎΩ Ǌƛǎƪ ŀƴŘ ŦƛƴŀƴŎƛŀƭ ƳŀǊƪŜǘǎ ŜȄǇŜǊƛŜƴŎŜΦ {ƘŜ ǿƻǊƪŜŘ ŦƻǊ WtaƻǊƎŀƴ ŀǎ ŀ ŘŜǊƛǾŀǘƛǾŜǎ 

trader for eight years and was Global Head of Structured Credit at ABN AMRO.   In 2004 she founded an expert 

advisory company and has been retained as a financial risk expert for major regulators. 

Terri has held a number of non-executive director appointments and currently sits on the board of CHAPS and 

lectures at Oxford University Said Business School.  She graduated from MIT in Mathematics in 1994. 

Arun Kohli 

Arun Kohli is the Chief Operating Officer for Morgan Stanley EMEA and an executive director on the MSI Board 

(appointed August 2016).    

Prior to this, he was the Chief Operating Officer for Morgan Stanley, Asia Pacific and a Managing Director in 

aƻǊƎŀƴ {ǘŀƴƭŜȅΩǎ CƛǊƳ {ǘǊŀǘŜƎȅ ϧ 9ȄŜŎǳǘƛƻƴ ƎǊƻǳǇ ƛƴ bŜǿ ¸ƻǊƪΦ  !Ǌǳƴ ƧƻƛƴŜŘ aƻǊƎŀƴ {ǘŀƴƭŜȅ ƛƴ нллт ŦǊƻƳ 

aŎYƛƴǎŜȅΩǎ CƛƴŀƴŎƛŀƭ Lƴǎǘƛǘǳǘƛƻƴǎ ƎǊƻǳǇ ƛƴ bŜǿ ¸ƻǊƪΦ tǊƛƻǊ ǘƻ ǘƘŀǘ !Ǌǳƴ ǎǇŜƴǘ ŦƛǾŜ ȅŜŀǊǎ ǿƛǘƘ /wL{L[ όǘƘe Indian 

subsidiary of S&P). 

Arun attended the University of Delhi where he graduated with Honours in Engineering and received a Master 

of Business Administration with Honours from the Wharton School of the University of Pennsylvania. 

Christopher Castello 

Christopher Castello is EMEA Chief Financial Officer and an executive director of the MSI Board (appointed 

September 2014). 

Christopher joined Morgan Stanley in March 2014 from Goldman Sachs Group where he was Asia Pacific 

Controller (2008 to 2014) and Chief Administrative Officer Japan and Korea (2012 to 2014). Prior to this, 

Christopher held roles in Product Control, including Product Control Managing Director and Head of Asia 

Product Control. He joined Goldman Sachs Group in 1993. 

Christopher has a First Class Honours degree in Business Administration from Pace University and an MBA 
from Columbia Business School. He is a CFA Charterholder and holds a Certified Public Accountant 
qualification. 
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Lee Guy 

Lee Guy is EMEA Chief Risk Officer and an executive director of the MSI Board (appointed September 2014). 

Lee joined Morgan Stanley in July 2014 from Barclays Investment Bank where he was Co-Chief Risk Officer 

from 2011. Prior to this, Lee was Head of Operational Risk (2011) and Head of Market Risk (2004 to 2011) at 

Barclays Capital Inc. Lee has also held risk management roles at Dresdner Kleinwort Wasserstein (2001 to 

2004) and Kleinwort Benson Limited (1994 to 1998). Prior to this (1986 to 1994) Lee held executive positions in 

trading and leverage finance. 

Lee has a degree in Mathematics from Warwick University and is a CFA Charterholder. 
 
Robert Rooney 

Robert Rooney is Chief Executive Officer of MSI and is an executive director of the MSI Board (appointed July 

2010). 

He was appointed as Chief Executive Officer of MSI in January 2016. Prior to this he was Global Co-Head of 

Fixed Income, Sales & Trading (appointed May 2013) and has previously held a number of other roles within 

Morgan Stanley including Head of Fixed Income EMEA, Global Head Fixed Income Client Coverage. 

Robert graduated from Columbia University in 1989 before joining Morgan Stanley in 1990. 

David Russell 

5ŀǾƛŘ wǳǎǎŜƭƭ ƛǎ IŜŀŘ ƻŦ aƻǊƎŀƴ {ǘŀƴƭŜȅΩǎ Lƴǎǘƛǘǳǘƛƻƴŀƭ 9ǉǳƛǘƛŜǎ 5ƛǾƛǎƛƻƴ ƛƴ 9ǳǊƻǇŜ ŀƴŘ ŀƴ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊ ƻŦ 

the MSI Board (appointed May 2011).He joined Morgan Stanley in 1990 as a European Equity trader and has 

held a number of other roles including Head of Trading for Europe and Head of Institutional Equities Division in 

Asia before taking up his current role. 

David graduated from the University of London in 1987 with a degree in History. 

Jakob Horder 
 
Jakob Horder is Head of EMEA Fixed Income and an executive director of the MSI Board (appointed June 
2016).  

Previously he was Co-Head of Global Interest Rate Products and before that he had various senior positions in 

European Rates Sales and Trading. Prior to joining FID in 2009, he was Head of Fixed Income Capital Markets 

Europe.  Jakob joined MS in 2002 and prior to this was in Fixed Income Derivatives at Goldman Sachs. 

Jakob holds a B.Sc, M.Sc and Ph.D in Economics all from the London School of Economics. 

 

 

 

 

 

i Remuneration committee was established on 1
st
 January 2017. 
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Appointments to MSI Board 

When identifying and recommending candidates to join the MSI Board, the MSI Nomination and Governance 

Committee will consider a broad range of qualities and characteristics, giving due regard to ensuring a broad 

range of knowledge, skills, diversity and experience is present on the Board and its Committees. It will also 

take into account regulatory requirements and relevant policies of the MSI Group. When identifying and 

selecting non-executive directors, the Nomination and Governance Committee may also consult with 

executive search firms. The Nomination and Governance Committee met five times during 2016. New directors 

go through tailored induction programmes and all directors are provided with ongoing training. 

 

Diversity and the Composition of the MSI Board 

The MSI Board recognises the importance and benefits of diversity both within business operations and at a 

board level. All appointments to the MSI Board are made on merit, in the context of the skills and experience 

that the MSI Board as a whole requires to be effective, with due regard given to the benefits of diversity. 

When assessing the composition of the MSI Board and recommending new directors, the MSI Nomination and 

Governance Committee considers the benefits of all aspects of diversity, including gender diversity. 

The MSI Board is aiming to reach a target of 27% female representation by the end of 2018. Selection of 

female candidates to join the MSI Board will be, in part, dependent on the pool of female candidates with the 

necessary skills, knowledge and experience. In order to promote the specific objective of gender diversity at 

Board level, the Nomination and Governance Committee expects short-lists of potential candidates prepared 

by external executive search firms to include at least one female candidate. 

 
Figure 5: MSI Directors: Number of Directorships 
 

 NUMBER OF DIRECTORSHIP 
HELD AS AT 31 

DECEMBER 2016 

DIRECTORSHIPS 
ADJUSTED  

FOR SYSC4.3A.7(2) 

Ian Plenderleith 6 3 

David Cannon 3 1 

Mary Phibbs  7 3 

Jonathan Bloomer 7 4 

Terri Duhon 5 3 

Arun Kohli 6 2 

Christopher Castello 3 1 

Lee Guy 3 1 

Robert Rooney 2 1 

David Russell 6 3 

Jakob Horder 4 1 
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20. Appendix VI: Morgan Stanley International Limited Group Non Statutory Financial 

Information  
 

 

 

 

 

 

 

MORGAN STANLEY INTERNATIONAL LIMITED  

 

 

 

Consolidated non statutory financial information 

 

31 December 2016 
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