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Chairman’s Letter

Apr 10, 2012

In 2011, the global economy remained relatively upbeat, supported
by the ongoing global rebalancing and the continued monetary
policy easing. Europe’s slow and insufficient response to the
sovereign debt crisis and the drama around lifting the US debt
ceiling, weighed down on financial market and eroded business and
consumer confidence. However, the temporary peaking of inflation
in 2H11, particularly in emerging market countries, opened the door
for their policymakers to embark on pre-emptive policy loosening to
support growth. The Chinese economy in 2011 experienced slower
growth and higher inflation, although the latter has been brought
down considerably due to the impact of very successful policy
.actions by the Chinese government through mid-2011. These include
administrative measures put in place to deal with bottlenecks in
agricultural products and the PBOC raised required reserve ratios 12
times and interest rates 5 times. The worst time for secular growth is
likely to be behind us. Proactive policy easing measures taken

towards the end of 2011 should help smooth macro cyclicality.

Following regulatory policy and guidance in 2011, the bank
maintained a high quality loan portfolio while focusing on
continuing to build the deposit client base, among others, to enhance
liquidity management. The trading desk remained the main profit

contributor of the bank. In addition, taking advantage of its expertise,
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the bank enhanced fee income through syndication, entrusted loans,
and general advice on the Chinese bond market to the Morgan
Stanley group. As of 31 December 2011, total assets of the bank
increased by RMB912 million or 19% from those in 2010, and total
liabilities of the bank increased by RMBS858 million or 24% also
from the previous year. The profitability of the bank remains stable
with net profit of RMBS55 million in 2011. Given the favorable net
interest margin that Chinese banks enjoy, profitability could be
enhanced in future years if, among other things, the bank became
more comfortable to accept slightly higher risk in its corporate loan

portfolio.

In May 2011, the board appointed Cathy Zeng as the General
Manager and Executive Director of the bank. Cathy has worked for
-Morgan Stanley since 2005 where she was a member of the China
IRCC sales team focusing on coverage of Sovereign Wealth Funds
and financial institutions. Prior to Morgan Stanley, Cathy worked for

Barclays and for SAFE.

During the year 2011, the bank

o Strengthened its dialogue with regulators;
o Developed a comprehensive three year strategic plan;
o Reviewed its organizational structure, achieving greater clarity

on reporting lines;
o Moved its core banking system onshore;

) Finished Basel III gap analysis and action plan;
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o Enhanced the risk management team, systems, procedures and
processes;

. Developed a prudent liquidity management framework;

. Substantially completed the investment in IT and risk

management systems for the derivatives license; -

o All financial ratios met regulatory requirements.

The main challenges in 2011 were related to both market conditions
and the bank’s continued structural shortComings, such as the lack of
a diverse product range and limited ability to develop a large and
diversified deposit base, as well as strict internal liquidity
management policies and requirements following FSA guidelines.
Recently, the bank’s ALCO developed and proposed a more flexible
liquidity management framework that treats China and the bank with
. a ring-fenced approach. This framework was approved, and it is in
the process of implementation. Structural shortcomings remain and
will take more time to be successfully addressed, particularly as they

are very dependent on the ability to obtain new product licenses.

In 2012, the bank continues to be committed to grow its corporate
lending and loan syndication business in an orderly and prudent
manner, and to take every effort to reasonably follow the CBRC
requirements and expectations in a manner consistent with the

bank’s and its parent’s expertise.
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China is a critical part of Morgan Stanley’s global strategy and
priority. We are fully committed to this market with a long-term
view and gradual development strategy. Although there are
challenges, we believe that we have a bright and prosperous future
ahead on which we will capitalize with the joint efforts from the

board, the bank management team and all staff.

%W

Chairman of

Morgan Stanley Bank International (China) Limited
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BASIC INFORMATION

Registered Corporate Name in Chinese:

PER PRI E B RAT CRED A RA
Registered Corporate Name in English:

Morgan Stanley Bank International (China) Limited
Legal Representative: Carlos Alfonso Oyarbide

Registered Address: 28/F 2801-2807, 2816, Yuecai Building,
No0.188 Jingshan Road, Jida, Zhuhai, Guangdong, P. R. China

Office Address: 28/F 2801-2807, 2816, Yuecai Building, N0.188
Jingshan Road, Jida, Zhuhai, Guangdong, P. R. China

Date of First Registration: 14 December 1984
Authority of Registration:
Guangdong Provincial Administrative Bureau of Industry and Commerce

Corporate Business License Serial Number: 440000400000859

Financial Institution License Serial Number: B0029H144040001
Tax Registration Certificate Number: 2 [&Fi7440401X17502779"5

Bl 440401X 175027795
Auditor: Deloitte Touche Tohmatsu CPA Ltd

30/F Bund Center, 222 Yan An Road East, Shanghai 200002, PRC
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INTRODUCTION OF MORGAN STANLEY
BANK INTERNATIONAL (CHINA) LIMITED

Morgan Stanley Bank International (China) Limited (“the Bank”) is
wholly owned by Morgan Stanley Bank International Limited, a

subsidiary of Morgan Stanley.

The Bank, formerly known as Nan Tung Bank Ltd, Zhuhai, is a
wholly owned subsidiary of Morgan Stanley since September 2006.
Established in 1984 with the approval from the People’s Bank of
China, Nan Tung Bank was the first foreign-funded bank
incorporated and headquartered in mainland China. During the past
two decades, the Bank has been operating from its head office in
Zhuhai and providing banking products and services to its target
clients. Subsequent to its acquisition by Morgan Stanley, the Bank
officially changed its name on May 30, 2007 to Morgan Stanley

Bank International (China) Limited.

The Bank’s ultimate holding company is a leading global financial
services firm that provides a wide range of investment banking,
securities, investment management and wealth management services.
Morgan Stanley serves corporations, governments, institutions and

individuals worldwide from more than 1300 offices in 42 countries.

11
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SHARERHOLD NAME AND CHANGES

Morgan Stanley Bank International Limited is the sole shareholder

of The Bank. There has been no change within the reporting period.

BAERE R
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SHARERHOLD BACKGROUND
Morgan Stanley Bank International Limited (“MSBIL”), is a private
limited company duly incorporated on 23rd February 1999 and
existing in accordance with the laws of England, registered at the
Companies Registration Office for England and Wales under
number 3722571 and with registered office at 25 Cabot Square,
Canary Wharf, London E14 4QA, England. The principal activity of
MSBIL is the provision of financial services to corporations,
governments, financial institutions and individuals. Such financial
services include the provision of loans and loan facilities, repurchase
tendering to the European Central Bank and trading in loans and
financial instruments, including derivative contracts and repurchase
agreements. MSBIL holds a wholly owned subsidiary in China —
Morgan Stanley Bank International (China) Limited, and operates 1
branch respectively in each country of Italy, Germany and Korea.
MSBIL is an indirect, wholly owned subsidiary of Morgan Stanley
and had total assets in excess of USD 93 billion at its 2011financial

year-end.

AR R=TED
MSBILAE K BATME— R 2%, I #E S & JEAT SLAE ) BAT IR AR
HIHRDT. 201 14EMSBILAE Fo AE 43 WU A AT AH S FHIREAT T
FHE R MSBILFE FHA S URE B AR

o AT EMAT UL, I HARA 7 TN A8 T RF R 2 I
o FZPATIN LAEMY, B4 L EFHiiatEi, 20 Bk

13
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SHARERHOLD MEETING INFORMATION

MSBIL being the sole shareholder of the Bank, acts through its
Board of Directors. In 2011 the board of directors of MSBIL:

0 held regular quarterly meetings and ad hoc meetings when

required;

0 received reports on the Bank that covered: 1) Market updates,
2) Strategic Initiatives, 3) Business updates, and 4) Financial

updates

0 MSBIL board of directors also approves director/supervisor

nominees of the Bank and any new capital injection proposals.

BN EM R A L E IR

20114F, Ihnss/biEM A . 433 & I,

CHANGE IN REGISTERED CAPITAL, MERGER OR
SPIN-OFF

There are no changes in registered Capital, merger or spin-off in 2011.

14
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BOARD OF DIRECTORS AND SENIOR
MANAGEMENT INFORMATION

Functions of the Board:
The board of directors shall be responsible to the Shareholder and exercise
the following powers in accordance with relevant laws and the articles of

association of the Bank:

(1) Formulating and amending the Bank’s articles of association;

(2) Determining the Bank’s business plans, investment plans and

strategic policies;

(3) Hearing, examining and approving the general manager’s work

reports;

(4) Examining and approving the annual final accounts of the Bank and

plans for dealing with any surplus profits;

20
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(5) Appointing and dismissing the Bank’s senior management personnel
and deciding on remuneration programs for directors, supervisors and

senior management personnel, and appointing external auditors;

(6) Examining and finalizing the establishment and the dissolution of the

Bank’s internal organizations;
(7) Reporting to the Shareholder on a regular basis;

(8) Approving the basic management system, internal rules and business

plans for daily operations of the Bank;

(9) Setting up various special committees, in accordance with the Bank’s
needs and actual circumstances, for making decisions in various areas
on behalf of the board of directors, or for providing expert opinions
in various areas to the board of directors, and for carrying out
inspection and supervision activities with respect to the business
situations in such areas. These special committees shall each have

clear objectives, powers and responsibilities;

(10) Examining and discussing capital increase, capital reduction, share

transfers and other important matters relating to the Bank;

(11) Determining and approving the establishment and termination of

business branches;

(12) Determining and approving the investment by the Bank in other

enterprises;

(13) Determining and approving profit allocation plans;

21
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(14) Approving any application for extension of the term of the Bank;

(15) Approving the conduct of court proceedings, arbitrations and other

legal proceedings on behalf of the Bank; and

(16) Other powers as stipulated by laws and regulations, and the Bank’s

articles of association, or authorized by the Shareholder.
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There were Six members on the Board of Directors of the Bank in
2011. Details are provided below:

1. Ms. Cathy Zeng studied in Wu Han University and then Renmin
University of China, obtained Bachelor of Economics and Master of
Management. From Sep 1992- Oct 2001, she assumed the Head of Euro
Credit Desk, SAFE; From Oct 2001- Apr 2005, she was a Director in
Barclays Capital Asia; From Apr 2005 to 2011, she was Executive
Director, Head of Asia Sovereign Wealth Fund Distribution, Morgan
Stanley Asia Ltd. On Sep 26th 2011, Cathy was appointed as executive
director of Morgan Stanley Bank International (China) Limited (“MSBIC”)
with the approval from CBRC Guangdong. Effective from January 6th,
2012, Cathy was appointed as MSBIC general manager with the approval
from CBRC.

2. Mr. Elton Cheung obtained Bachelor of Economics, University of
Sydney in May 1995, and Bachelor of Laws (Honors), University of
Sydney in May 1997. He worked as a senior attorney with Freshfields
Bruckhaus Deringer in Hong Kong and London from January 1998 to
September 2006. He was one of the lead attorneys supporting the MS
Firm’s Merchant Banking Division across the entire Asia Pacific region
from September 2006 to December 2008. Then he became the senior
attorney on the China legal team in Morgan Stanley from December 2008
to June 2010. From June 2010 to present, he assumed the Head of the

China Legal team that provides legal support across all of Morgan
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Stanley’s China businesses, including its onshore as well as offshore

business platforms. Effective from April 1st, 2011, Elton was appointed as

MSBIC director with the approval from CBRC Guangdong.

3. Mr. Carlos Alfonso OYARBIDE was a partner of C.E.S.E.A from

March 1979 to May 1980. He acted as a managing partner at McKinsey &
Company from August 1982 to December 1985. From January 1986 to
May 1988, he was a director of Manhattan Bank in charge of the finance
department. He also worked at UBS Philips & Drew as an Executive
Director supervising the finance department. Mr Oyarbide joined Morgan
Stanley in July 1993 and worked for the Firm until May 2003; in this
decade, he held various positions including Managing Director and Head
of Mergers & Acquisitions of Morgan Stanley Europe Ltd, Managing
Director and Head of Mergers & Acquisitions of Morgan Stanley Asia Ltd,
as well as CEO of Morgan Stanley Spain Ltd. In 2003, he joined UBS as a
Managing Director and Asia Pacific Head of Financial Institutions Group
from June 2003 to July 2007. From July 2007 onwards, he has been a
Managing Director of Morgan Stanley Asia Ltd and the Chief Operating
Officer of Morgan Stanley China. On Sep 2008, Carlos was appointed as

director of MSBIC with the approval from CBRC Guangdong. Effective
from Aug 27, 2010, Carlos was nominated as MSBIC chairman after

obtaining the approval from CBRC.

4. Mr. Anthony Philip MULLINEAUX was qualified as an ACA and

27



JEEAR PR [ B i A () A PR A A
Morgan Stanley Bank International (China) Limited

acted as Financial Statement Auditor to various financial institutions,

mainly within the insurance industry, with Coopers Lybrand from
September 1989 to November 1993. He joined Morgan Stanley in
November 1993, initially as a financial controller for European investment
grade bonds at Morgan Stanley & Co. International Limited. From January
1995 to March 2002 he moved to Morgan Stanley UK Group as European
Debt Capital Markets and Interest Rate Structured Bonds Controller,
European Head of Asset Swap Controllers, European Head of Emerging
Markets, Asset Swaps, Credit Derivative Controllers and European Head
of Fixed Income Derivative Product Controllers Projects Team. From
April 2002 to March 2003, he became European Head of Fixed Income
Division Management Reporting and Operations Officer to European
Head of Fixed Income Controllers. From April 2003 to June 2005, he
worked as European Head of Credit and Product Controllers of Morgan
Stanley UK Group. From June 2005 to August 2007, he was European
Head of Fixed Income and Equities Valuation Review Group in Morgan
Stanley UK Group, where he was responsible for the independent audit of
financial instruments. From September 2007 until present, he has been the
Head of the Finance Control Group across the Asia Pacific (excluding

Japan) and Australasia region at Morgan Stanley.
5. Ms. Amanda Zhao studied in Renmin University of China and obtained

her Bachelor degree of Law in 1994. From July 1994 to Dec 1995, Ms
Amanda Zhao worked for ChemChina Group in Sales, Import & Export
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Dept. Since Jan 1996, she worked with the Mizuho Corporate Bank,
Beijing Branch as the Senior Accountant and then Senior Loan Officer.
Almost during the time from 1995 to 1999, she continued to pursue the
master degree in Chinese Academy of Social Sciences. From April 2000
to Sep 2009, she worked as the representative with Landesbank Baden-
Wouerttemberg, Beijing office. In Sep 2003. Ms, Amanda Zhao joined
Citic Ka Wah Bank, Beijing Representative Office as Chief
Representative. Since Jan 2006, she became the Head of the Preparatory
Office of Citic Ka Wah Bank. In Oct 2006, she played a role as First Vice
President, China Banking Dept. in Citic Ka Wah Bank, Hongkkong. In
March 2008, she was appointed as Beijing Branch manager of Citic Ka
Wah Bank until Aug 2008, and she held the concurrent post as the Deputy
General Manager during the time from June 2010 to Aug 2010. On Aug,
2010, Ms. Amanda Zhao joined Morgan Stanley and was approved by
CBRC Beijing as Beijing Branch manager later on Nov 2010. On April
27th 2011, Amanda was appointed as director of MSBIC with the

approval from CBRC Guangdong. Effective from April 28th, 2011,
Amanda was appointed as MSBIC deputy general manager with the

approval from CBRC Guangdong.

6. Mr. Shangquan Gao graduated from the Faculty of Economics of St.

Paul’s University in Shanghai with a degree in Economics. He is the
Chairman of the China Society of Economic Reform, the Chairman of

China Enterprise Reform & Development Society, the President of China
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Institute for Reform and Development (Hainan), and a member of the
United Nations Development Policy Committee. He is also a professor
and doctorial adviser at Beijing University, Shanghai Jiaotong University

and Nankai University, and the President and Professor of the School of
Management, Zhejiang University. Mr. Gao has been an independent

director of the Bank since September 2006.
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Senior Management Members:

The senior management of the Bank, under the leadership of the Board of
Directors, is responsible for managing the day-to-day operations of the
Bank. The members of the Senior Management Committee are:

1. Ms. Cathy Zeng studied in Wu Han University and then Renmin
University of China, obtained Bachelor of Economics and Master of
Management. Sep 1992- Oct 2001: Head of Euro Credit Desk, SAFE; Oct
2001- Apr 2005: Director, Barclays Capital Asia; Apr 2005 to Present:
Executive Director, Head of Asia Sovereign Wealth Fund Distribution,
Morgan Stanley Asia Ltd. On Sep 26th 2011, Cathy was appointed as
executive director of MSBIC with the approval from CBRC Guangdong.
Effective from January 6th, 2012, Cathy was appointed as MSBIC general

manager with the approval from CBRC.

2. Mr, Steve Yang studied and received his Masters degree at Leeds
University, majoring in Economics. He worked at Aquazone London as a
market representative from 1998 to 1999. Mr. Yang moved back to China
and worked with U.S.Sino-sourcing Inc. as a manager of the purchasing
department from 1999 to 2000. He joined Standard Chartered Shenzhen
Branch, working as a senior consultant in cash management, from 2001 to
2004. He joined ABN-AMRO from June 2005 to August 2008, when he
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acted as regional compliance manager, China coverage compliance officer
and anti-money-laundering (AML) officer. Since August 25, 2008, Mr.
Yang has been the head of the Legal and Compliance department of
MSBIC.

3. Ms Cristine Wang, obtained the bachelor of accounting in Capital
University of Economics and Business, China Certified Public Accountant,
international Certified Internal Auditor and the qualification of securities.
From September 2002 to July 2007, Cristine assumed the senior auditor in
Ernst & Young Hua Ming. From July 2007 to July 2010, Cristine joined
JPMorgan Chase Bank (China) Limited as senior auditor. On July 2010,
Cristine joined Morgan Stanley Bank International (China) Limited, as

internal auditor.

4. Ms. Linda Li obtained her Bachelor Degree of Accountancy from
Harbin Institute of Technology. And she also earned the qualification of
CPA in China. From September 1996 to May 2003, she worked for the
Dandong Branch of The Industry and Commercial Bank of China as
Accounting Manager. During June 2003 to July 2006, she worked with
Standard Chartered Bank Shanghai Branch as Finance Supervisor. From
August 2006 to May 2007, she worked in Development Bank of Singapore
as Financial Project Manager. On June 2007, she joined United Overseas
Bank acted as the head of Finance Department. Since February 2009, she
joined MSBIC and now takes the position as the head of the Finance

Department.
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5. Ms. Amanda Zhao studied in Renmin University of China and obtained
her Bachelor degree of Law in 1994. From July 1994 to Dec 1995, Ms
Amanda Zhao worked for ChemChina Group in Sales, Import & Export

Dept. Since Jan 1996, she worked with the Mizuho Corporate Bank,
Beijing Branch as the Senior Accountant and then Senior Loan Officer.
Almost during the time from 1995 to 1999, she continued to pursue the
master degree in Chinese Academy of Social Sciences. From April 2000
to Sep 2009, she worked as the representative with Landesbank Baden-
Wouerttemberg, Beijing office. In Sep 2003. Ms, Amanda Zhao joined
Citic Ka Wah Bank, Beijing Representative Office as Chief
Representative. Since Jan 2006, she became the Head of the Preparatory
Office of Citic Ka Wah Bank. In Oct 2006, she played a role as First Vice
President, China Banking Dept. in Citic Ka Wah Bank, Hongkkong. In
March 2008, she was appointed as Beijing Branch manager of Citic Ka
Wah Bank until Aug 2008, and she held the concurrent post as the Deputy
General Manager during the time from June 2010 to Aug 2010. On Aug,
2010, Ms. Amanda Zhao joined Morgan Stanley and was approved by
CBRC Beijing as Beijing Branch manager later on Nov 2010. On April
27th 2011, Amanda was appointed as director of MSBIC with the

approval from CBRC Guangdong. Effective from April 28th, 2011,
Amanda was appointed as MSBIC deputy general manager with the

approval from CBRC Guangdong.

6. Ms. Yena Lei holds a bachelor degree from Tianjin University of

Finance. From July 1991 to August 1993, she worked in the Industrial and
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Commercial Bank of China as Accountant. From September 1993 to
March 2002, she acted as a Deputy Branch Manger with Standard
Chartered Bank, Tianjin Branch. During April 2002 to January 2004, she
was appointed as Senior Officer in Operation department of Citibank. And
then she left for UBS, Beijing branch working as the Deputy Director.
Since May 2008, she joined MSBIC taking the role as vice president of
Operation Department. Effective from March 10th, 2011, Yena was
appointed as MSBIC Chief Information Officer with the approval from
CBRC Guangdong.
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Composition of the Board of Supervisors and its Work

Functions of the Board of Supervisors
The board of supervisors shall constitute the Bank’s supervisory

organization, responsible to the Shareholder, with the following powers:

(1) Exercising scrutiny over the acts of the directors and senior
management personnel in the performance of their duties that contravene
laws and regulations or the articles of association of the Bank; bringing
forward proposals for the removal of any director or senior management
member who violates any law, administrative regulation, the Articles of

Association or any resolution of the Shareholder’s meeting;

(2) Requesting the rectification of any acts of the directors and senior
management personnel that harm the rights and interests of the Bank,
Shareholder, employees, deposit customers, or other interested parties;

organizing the investigation of and proposing solutions for major cases;

(3) Examining and monitoring the Bank’s financial activities, and

examining the Bank’s annual final accounts;

(4) Reporting to the Shareholder on the status of work performance of the

directors and senior management personnel,
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(5) Initiating actions against directors or senior management according to
Article 152 of the PRC Company Law implemented, and which may be

amended from time to time, effective from 1st January 2006; and

(6) Other powers as stipulated by laws and regulations, and the Bank’s

articles of association, or authorized by the Shareholder.

The supervisors have the right to attend but not vote at meetings of the

board of directors.
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Composition of the Board of Supervisors
The Board of Supervisors is composed of three supervisors, and their

detailed information is as follows:

1. Mr. Christopher Jackson holds a bachelor degree from London
University and a masters degree from CASS, City University London.
From 1989 to 1995 he worked in London and New York for Merrill Lynch
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in Corporate Finance and Debt Capital Markets positions. Mr. Jackson
has been based in Asia since 1995. In this region, he has had
responsibility for Debt Capital Markets coverage and management of
Fixed Income and Equity business infrastructure. Prior to joining Morgan
Stanley Mr. Jackson's most recent role was the Chief Administrative

Officer for the Asia Pacific Equities business at Lehman Brothers from
2003 to 2008. Mr. Jackson joined Morgan Stanley in October 2008 as the
Chief Operating Officer of the Asia Pacific IRCC Division. In this role
Mr. Jackson is responsible for maintaining operational standards and
excellence in all the products functions of the business as well as aligning
the business with the Global & Regional franchises. Mr. Jackson is also
responsible for planning and executing the strategic growth of the business

in the region.

2. Mr. Brett Dugald Cameron Graham graduated from Queensland
University with Honours in Law in 1987. Prior to joining Morgan Stanley
in June 1997, he was an associate at Clifford Chance in Hong Kong and
Tokyo, and prior to that he did his legal training and worked as a solicitor,
at Morris Fletcher and Cross, Brisbane (now Minter Ellison), and
Hashidate Law Office in Tokyo. Brett was the Co-Chairman of Morgan
Stanley’s Franchise Risk Committee for Asia Pacific. Brett was previously
the Deputy Head of Legal for Asia Pacific. Brett Graham was based in
Hong Kong, and became a Managing Director of Morgan Stanley in 2005.
Brett is the General Counsel for Morgan Stanley for the Asia Pacific

region.
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3. Ms. Yena Lei holds a bachelor degree from Tianjin University of
Finance. From July 1991 to August 1993, she worked in the Industrial and
Commercial Bank of China as Accountant. From September 1993 to
March 2002, she acted as a Deputy Branch Manger with Standard
Chartered Bank, Tianjin Branch. During April 2002 to January 2004, she
was appointed as Senior Officer in Operation department of Citibank. And
then she left for UBS, Beijing branch working as the Deputy Director.
Since May 2008, she joined MSBIC taking the role as vice president of
Operation Department. Effective from March 10th, 2011, Yena was
appointed as MSBIC Chief Information Officer with the approval from
CBRC Guangdong.
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Risk Management

During 2011, strictly following the management requirements of the
regulatory authority and the Board of Directors, the Bank continued to
make active efforts in promoting proactive and comprehensive risk
management, which provided strong support to the stable and vigorous
operation of the Bank. The Board of Directors of the Bank and its
subordinate Risk Committee, the Senior Management ,Credit Management
Committee, Operational risk Management Committee and Assets &
Liabilities Management Committee and other specialized management
committees, the Risk Management Department, the Internal Audit
Department and the Compliance Department constitute the main
organizational structure for risk management of the Bank, and directly
manage all kinds of risks through vertical management.

l. Credit Risks

Credit risks refer to the risks related to the losses incurred due to the
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45. SEGMENT INFORMATION - continued
(4) Key client's dependency
The Bank does not have significant dependency relationship with non-related party.

Inter-segment transfers are measured on the basis of actual transaction price for such transfers.
Segment revenue and segment expenses are determined on the basis of actual revenue and
expenses of the segments respectively.

46. RELATED PARTIES RELATIONSHIP AND TRANSACTIONS

(1) Related party with controlling relationship:

Share proportion
Name Place of registration Principal business Registered capital in the Bank

Morgan Stanley Bank
International Limited United Kingdom Financial service GBP790,000,000.00 100%

There are no changes in registered capital and share proportion in the Bank occurred for the
shareholder of the Bank, Morgan Stanley Bank International Limited. The Bank’s ultimate
parent is Morgan Stanley.

(2) The following are other related parties which have transactions with the Bank with no
controlling relationship exists:

Name Place of registration Related party relationship
Morgan Stanley Asia Limited Hong Kong, China Subsidiary of the parent group
Morgan Stanley Properties (China) Co., Ltd Beijing, China Subsidiary of the parent group
Morgan Stanley Investment Consultancy

(Beijing) Company Limited Beijing, China Subsidiary of the parent group
Morgan Stanley Information Technology

(Shanghai) Limited Shanghai, China Subsidiary of the parent group
Morgan Stanley Commaodities Trading (China) Limited Shanghai, China Subsidiary of the parent group
Morgan Stanley Management Service

(Shanghai) Limited Shanghai, China Subsidiary of the parent group
Morgan Stanley Investment Consultancy

(Shanghai) Limited Shanghai, China Subsidiary of the parent group
Morgan Stanley Business Consulting (Shanghai) Limited Shanghai, China Subsidiary of the parent group
Morgan Stanley Huaxin Fund Management Shenzhen, China  Related party directly or indirectly

Company Limited controlled by parent group
Bank of Tokyo-Mitsubishi UFJ (China), Ltd Shanghai, China Subsidiary of investor which has

significant influence over the parent group

The related parties of the Bank also includes key management personnel, their close family
members or entities which are subject to control, joint control or significant influence from
key management personnel’s close family members. Transactions between the Bank and the
related parties that are significant are disclosed separately and those that are not significant are
disclosed together.

172
-44 -



JEEAR L PR [ e T (b B A R 7
Morgan Stanley Bank International (China) Limited

46. RELATED PARTIES RELATIONSHIP AND TRANSACTIONS - continued

(3) As of balance sheet date, the significant transactions between the Bank and the above related

parties for the year are as follows:

Interest income

2011 2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Bank
International Limited - - 2,297,146.64 2.45
Bank of Tokyo-Mitsubishi
UFJ (China), Ltd 17,852.53 0.01 - -
Interest expenses
2011 2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Bank
International Limited 1,253,154.06 0.84 467,753.30 1.38
Morgan Stanley Properties
(China) Co., Ltd. 246,510.17 0.17 241,489.80 0.71
Bank of Tokyo-Mitsubishi
UFJ (China), Ltd 607,797.22 0.41 - -
Total 2,107,461.45 1.42 709,243.10 2.09
Fee and commission income
2011 2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Asia Limited 79,479,248.09 88.52 66,227,089.09 66.79
Morgan Stanley Commodities Trading
(China) Limited 1,250,000.00 1.39 1,590,000.00 1.60
Morgan Stanley Management Service
(Shanghai) Limited 325,000.00 0.36 - -
Morgan Stanley Business Consulting
(Shanghai) Limited 100,000.00 0.11 - -
Morgan Stanley Investment Consultancy
(Shanghai) Co. Limited 65,000.00 0.07 - -
Morgan Stanley Information Technology
(Shanghai) Limited 50,000.00 0.06 - -
Morgan Stanley Investment Consultancy
(Beijing) Company Limited 30,000.00 0.03 25,000.00 0.03
Morgan Stanley Huaxin Fund
Management Company Limited 30,000.00 0.03 25,000.00 0.03
Total 81,329,248.09 90.57 67,867,089.09 68.45
Fee and commission expenses
2011 2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Bank of Tokyo-Mitsubishi
UFJ (China), Ltd 1,187,507.18 24.55 46,265.99 0.61
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46.

parties for the year are as follows: - continued

Operating expenses

Morgan Stanley Asia Limited
Morgan Stanley Information

Technology (Shanghai) Limited

Total

RELATED PARTIES RELATIONSHIP AND TRANSACTIONS - continued

(3) As of balance sheet date, the significant transactions between the Bank and the above related

2011 2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
- - 3,311,350.00 5.13
1,200,000.00 1.94 1,200,000.00 1.86
1,200,000.00 1.94 4,511,350.00 6.99

The Bank has business with related parties in the course of daily business according to

ordinary business terms.

are as follows:

Placements with banks and other financial institutions

(4) As of balance sheet date, the major balances between the Bank and the above related parties

31/12/2011 31/12/2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Bank of Tokyo-Mitsubishi
UFJ (China), Ltd 126,018,000.00 5.74 - -
Interest receivable
31/12/2011 31/12/2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Bank of Tokyo-Mitsubishi
UFJ (China), Ltd 17,852.53 0.05 - -
Placements from banks and other financial institutions
31/12/2011 31/12/2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Bank
International Limited 135,469,350.00 81.87 98,678,230.00 30.96
Customer deposits
31/12/2011 31/12/2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Properties
(China) Co., Ltd. 36,571,358.59 1.41 38,186,666.28 2.14
Others 4,533.69 0.00 179.44 0.00
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Total 36,575,892.28 1.41 38,186,845.72 2.14

46. RELATED PARTIES RELATIONSHIP AND TRANSACTIONS - continued

(4) As of balance sheet date, the major balances between the Bank and the above related parties
are as follows: - continued

Interest payable

31/12/2011 31/12/2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Bank
International Limited 1,194,163.96 7.04 52,409.07 0.73
Morgan Stanley Properties
(China) Co., Ltd. 8,126.96 0.05 1,909.32 0.03
Other - - 0.02 0.00
Total 1,202,290.92 7.09 54,318.41 0.76
Other assets
31/12/2011 31/12/2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Asia Limited 4,107,836.53 16.50 26,242,976.84 7.84
Morgan Stanley Bank
International Limited 119,395.94 0.48 6,300.51 0.00
Total 4,227,232.47 16.98 26,249,277.35 7.84
Other liabilities
31/12/2011 31/12/2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Morgan Stanley Asia Limited 3,180,400.44 15.04 3,442,064.44 26.08
Morgan Stanley Management Service
(Shanghai) Limited 200,000.00 0.95 - -
Morgan Stanley Information
Technology (Shanghai) Limited - - 300,000.00 2.27
Total 3,380,400.44 15.99 3,742,064.44 28.35
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46.

47.

48.

49.

RELATED PARTIES RELATIONSHIP AND TRANSACTIONS - continued

(5) Compensation of key management personnel

2011 2010
Amount Proportion Amount Proportion
RMB (%) RMB (%)
Compensation of key
management personnel 5,611,313.60 17.24 4,650,391.10 15.84

Key management personnel are those who have the authority and responsibility for planning,
directing and controlling the activities of the Bank.

OFF-BALANCE SHEET ITEMS

31/12/2011 31/12/2010
RMB RMB
Letters of guarantee 193,190,400.00 4,550,200.00
FIDUCIARY ASSETS
31/12/2011 31/12/2010
RMB RMB
Entrusted deposit 483,000,000.00  323,000,000.00
Entrusted loan 483,000,000.00  323,000,000.00

CAPITAL ADEQUACY

The Bank calculated capital adequacy and core capital adequacy ratios according to the “Rules
Governing Commercial Bank’s Capital Adequacy Ratio” (CBRC Year 2004 No.2 regulation) are

as follows:

31/12/2011 31/12/2010
RMB’000 RMB’000
Risk weighted assets 629,131 876,284

Market risk capital 51,773 76,898

Capital net value 1,287,499 1,225,555
Include: Core capital 1,270,216 1,215,410

Subordinated capital 17,283 10,145
Core capital adequacy ratio 99.52% 66.14%
Capital adequacy ratio 100.88% 66.70%
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50.

51,

(1

COMMITMENTS

Operating lease commitments

As of the balance sheet date, the Bank had the following commitments in respect of
non-cancellable operating leases:

31/12/2011 31/12/2010
RMB’000 RMB’000
The minimum lease payments under non-cancelable
operating leases:
Within one year 5,747 3,340
In the second year 5,747 69
In the third year 4,164 -

Total 15,658 3,409

RISK MANAGEMENT
Overview of risk management
(1) Overview of risks

The Bank is exposed to various risks in its business operations, especially the use of financial
instruments, risks are becoming diversified and complicated. The key risks faced by the Bank
are credit risk, liquidity risk, market risk and operational risk. Market risks include foreign
exchange risk and interest rate risk.

The Bank's risk management objectives are to achieve proper balance between risks and yield,
minimize the adverse impacts of risks on the Bank's performance, and maximize the benefits
of the Bank. Based on these risk management objectives, the Bank's basic risk management
strategy is to identify and analyze the industry's exposure to various risks, establish appropriate
bottom line for risk tolerance, implement risk management, and monitor these exposures to
ensure appropriate measurements are implemented on a timely and effective manner.

The Board of Directors of the Bank is responsible for establishing the Bank's overall risk
management strategies, monitoring and evaluating the Bank's risk management and internal
control system by Risk Management Committee, Credit Management Committee,
Assets/Liabilities Committee, Compliance Committee, Senior Management Committee and
other committees.
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51.  RISK MANAGEMENT - continued
(1) Creditrisk
(1) Credit risk management

Credit risk arises when the borrower or counterparty fails to meet the required obligations in
the agreement on due date.

The Bank's credit risk mainly arises from credit business. Under the leadership of Risk
Management Committee, the Bank has implemented the lending and risks management
policies, carries out credit investigation and assessment before credit lending and grants credits
according to limit approved. The Bank has established policies related to daily loans and
post-lending management, credit classification, interest calculation and accrual, and loan
provision accrual and write-off (report on doubtful loans etc.). The Bank management team
monitors and supervises the above mentioned credit risks limit. The Bank controls credit risks
through credit investigation and evaluates counterparties financial and operational conditions.
The Bank assesses the clients according to the internal credit classification standards and
provides facility to clients, and the clients are permitted to borrow within the approved facility.

(2) Maximum credit risk exposure information

Without taking into account of any collateral held or any other credit enhancement, the
maximum credit risk exposure as of the balance sheet date is the carrying amount of financial
assets less impairment loss. The maximum credit risk exposure is disclosed below:

31/12/2011 31/12/2010
RMB RMB

On-balance sheet items
Loans and advances to customers 727,678,211.04 968,681,000.00
Inter-banks receivable 2,567,633,014.69 894,475,324.53
Include: Due from banks 370,676,314.69 228,248,324.53

Placements with banks and other financial

institutions 2,196,956,700.00 666,227,000.00
Financial assets held for trading 1,755,557,401.00 2,529,763,390.00
Interest receivable 33,172,065.33 25,013,920.47
Other financial assets 5,380,243.51 27,403,578.76
Total on-balance sheet items 5,089,886,235.57 4,445,337,213.76
Total off-balance sheet items 193,190,400.00 4,550,200.00
Total 5,283,076,635.57 4,449,887,413.76

Other financial assets include security deposit, fees receivable etc.

Except for clean loans, certain credit enhancement measures such as guarantee, pledge are
taken by the Bank for other loans, off-balance sheet items etc, to mitigate credit risk exposure

to an acceptable level.
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51.

(1)

RISK MANAGEMENT - continued

Credit risk - continued

(3) Loans and advances to customers and inter-banks receivables
Overdue and impaired

(i) As of the year end of 2011, the Bank has nil overdue or impaired loans and advances to
customers and inter-banks receivable. (2010: Nil)

(ii) Not overdue and not impaired

31/12/2011
Normal Total
RMB RMB
Loans and advances to customers
- Loans 728,143,511.04  728,143,511.04
Inter-banks receivable 2,567,633,014.69 2,567,633,014.69
31/12/2010
Normal Total
RMB RMB
Loans and advances to customers
- Loans 968,681,000.00 968,681,000.00
Inter-banks receivable 894,475,32453  894,475,324.53

For loans and advances to customers and inter-banks receivable not overdue and not
impaired, the Bank has provided provision according to collective assessment.

(4) Financial assets held for trading

31/12/2011 31/12/2010

RMB RMB
Neither overdue nor impaired
Bonds held for trading (i) 1,755,557,401.00 2,529,763,390.00
(i) Bonds held for trading
31/12/2011 31/12/2010
RMB RMB
AA3 - 211,599,030.00
Not rated (Note) 1,755,557,401.00 2,318,164,360.00
Total 1,755,557,401.00 2,529,763,390.00
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51.
(I

()

RISK MANAGEMENT - continued
Credit risk - continued
(4) Financial asset held for trading - continued
(i) Bonds held for trading - continued
The above ratings reference to Moody's bond rating.

Note: The "Not rated” investments in debt securities mainly include PBOC bills, financial
institution bonds and corporate bonds held by the Bank. All corporate bonds are
rated as A above in China Bond rating.

(5) Analysis on credit risk concentration of financial assets

The Bank manages credit risk concentration of financial assets by industry, relevant analysis
can refer to note 12(2).

Liquidity risk

Liquidity refers to the assets that have quick cash conversion ability without any value impaired.
Liquidity risk is the risk of loss or bankruptcy raised from the Bank’s failure to provide sufficient
funds for the decrease in liability or the increase in assets. Liquidity risk can also be caused by the
mismatch between the amount and maturity between assets and liabilities.

(1) Liquidity risk management

According to the Law of the People's Republic of China on Commercial Bank and related
regulations, the Bank needs to maintain liquidity ratio of not less than 25%. At the same
time, the Bank manages liquidity risk according to the maturity date of assets and liabilities.

To manage liquidity risk, the Bank established Liquidity and Funding Risk Management
Policy, which includes the following:

(i) Corporate Treasury and Trading Desk closely monitor the structure of RMB and
foreign currency position, term, limit, and cost of maintaining liquidity.

(i)  Assets/Liabilities Committee meeting is held monthly to review liquidity risk, market
risk and credit risk, and to discuss the optimal assets and liabilities structure.

(iii) Assets/Liabilities Committee reviews the assets and liabilities management report (ALCO
report) and and activitiy pipelines to ensure that there are sufficient liquidity and appropriate
funding plans.
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51. RISK MANAGEMENT - continued
(1) Liquidity risk - continued
(2) Analysis on liquidity risk of non-derivative instruments
The following is the maturity analysis for assets and liabilities held by the Bank:

The following table presents the undiscounted remaining contractual cash flow of the Bank
for non-derivative financial assets and liabilities as at balance sheet date.

31/12/2011
Current Within
& overdue one month 1-3 months 3-12 months Over 1 year No maturity date Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Financial assets
Balances with the Central Bank 47,711 - - - - 481,315 529,026
Due from banks 71,082 300,654 - - - - 371,736
Placements with banks and
other financial institution 1,701,445 257,813 - 248,159 - - 2,207,417
Financial assets held for trading - 1,775,785 - - - - 1,775,785
Loans and advances
to customers - 93,186 108,451 360,541 207,806 - 769,984
Other financial assets - 4,112 119 - 1,209 5,440
Total financial assets 1,820,238 2,431,550 108,451 608,819 207,806 482,524 5,659,388
Financial liabilities
Due to banks and
other financial institutions 3 - - 493,502 - - 493,505
Placements from banks and
other financial institutions - - - 169,941 - - 169,941
Repurchase agreements - 1,081,402 - - - - 1,081,402
Customer deposits 71,253 842,505 254,938 1,491,135 - - 2,659,831
Other financial liabilities - 16,805 560 - - 2,228 19,593
Total financial liabilities 71,256 1,940,712 255,498 2,154,578 - 2,228 4,424,272
Net value 1,748,982 490,838 (147,047) (1,545,759) 207,806 480,296 1,235,116
31/12/2010
Current Within
& overdue one month 1-3 months 3-12 months Over 1 year No maturity date Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Financial assets
Balances with the Central Bank 232,247 - - - - 32,675 264,922
Due from banks 228,248 - - - - - 228,248
Placements with banks and
other financial institution - 600,700 66,438 - - - 667,138
Financial assets held for trading - 2,347,299 201,392 - - 2,548,691
Loans and advances
to customers - 806 508,476 283,824 219,229 - 1,012,335
Other financial assets 120 26,253 - 6 - 1,025 27,404
Total financial assets 460,615 2,975,058 776,306 283,830 219,229 33,700 4,748,738
Financial liabilities
Due to banks and
other financial institutions 3 - - 177,368 - - 177,371
Placements from banks and
other financial institutions - - 222,198 98,730 - - 320,928
Repurchase agreements 192,165 822,860 201,845 - - - 1,216,870
Customer deposits 70,191 - 214,187 1,546,008 - - 1,830,386
Other financial liabilities - 5,480 - - 2,041 301 7,822
Total financial liabilities 262,359 828,340 638,230 1,822,106 2,041 301 3,553,377
Net value 198,256 2,146,718 138,076 (1,538,276) 217,188 33,399 1,195,361
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51.

(V)

RISK MANAGEMENT - continued
Market risks

Market risks refer to the risks of losses in the Bank’s on-balance sheet and off-balance sheet
business due to adverse changes in market prices. The Bank’s market risks mainly include foreign
exchange risk and interest rate risk. The Bank manages its market risk through limit management
(including trading limit, risk limit and stop loss limit), daily review of risk sensitivities, bond market
value, and market risk capital management. Market risk manager is responsible for monitoring of
market risks and periodically reports to Assets/Liabilities Committee. The Bank has established
and enhanced market risk limit management system, specified and standardized the process and
reporting of market risk management. The internal audit department performs audit on market
risks management on a regular basis. The Bank has started stress testing to monitor the possible
market risk under specific adverse incident in order to improve market risk management.

(1) Foreign exchange risk

The Bank is set up and operates in China, the Bank’s foreign currency business is mainly in
USD and HKD. The Bank's loans to customers are mainly in RMB and USD.

The Bank monitors the foreign exchange risk mainly through the management of exposure
limits.

The following table presents the structure analysis of the Bank’s financial assets and
financial liabilities by currencies as at balance sheet date:

31/12/2011
usD HKD Other currencies
RMB in RMB egv. in RMB eqv. in RMB eqv. Total
RMB’000 RMB eqv’000 RMB eqv’000 RMB eqv’000 RMB eqv’000
Financial assets
Balances with the Central Bank 526,750 1,859 97 - 528,706
Due from banks 307,892 46,620 16,164 - 370,676
Placements with banks and
other financial institution 1,800,000 396,957 - - 2,196,957
Financial assets held for trading 1,755,557 - - - 1,755,557
Interest receivable 24,865 8,307 - - 33,172
Loans and advances to customers 544,500 183,644 - - 728,144
Other financial assets 1,209 4,166 5 - 5,380
Total financial assets 4,960,773 641,553 16,266 - 5,618,592
Financial liabilities
Due to banks and other
financial institutions 476,982 - - - 476,982
Placements from banks and
other financial institutions 30,000 135,469 - - 165,469
Repurchase agreements 1,080,300 - - - 1,080,300
Customer deposits 2,563,046 37,025 59 - 2,600,130
Interest payable 15,768 1,202 - - 16,970
Other financial liabilities 226,598 (208,755) 1,750 - 19,593
Total financial liabilities 4,392,694 (35,059) 1,809 - 4,359,444
Net open position 568,079 676,612 14,457 - 1,259,148
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51. RISK MANAGEMENT - continued

(IV)  Market risks - continued

(1) Foreign exchange risk - continued

31/12/2010
usD HKD Other currencies
RMB in RMB eqv. in RMB eqv. in RMB eqv. Total
RMB’000 RMB eqv’000 RMB eqv’000 RMB eqv’000 RMB eqv’000
Financial assets
Balances with the Central Bank 259,398 5,232 221 - 264,851
Due from banks 5,354 202,266 20,581 47 228,248
Placements with banks and
other financial institution 600,000 66,227 - - 666,227
Financial assets held for trading 2,529,763 - - - 2,529,763
Interest receivable 22,075 2,939 - - 25,014
Loans and advances to customers 770,000 198,681 - - 968,681
Other financial assets (98,192) 125,590 6 - 27,404
Total financial assets 4,088,398 600,935 20,808 47 4,710,188
Financial liabilities
Due to banks and other
financial institutions 173,176 - - - 173,176
Placements from banks and
other financial institutions 220,000 98,678 - - 318,678
Repurchase agreements 1,212,000 - - - 1,212,000
Customer deposits 1,678,683 104,559 2,527 - 1,785,769
Interest payable 7,055 150 - - 7,205
Other financial liabilities 2,470 3,627 1,825 - 7,822
Total financial liabilities 3,293,384 206,914 4,352 - 3,504,650
Net open position 795,014 394,021 16,456 47 1,205,538

The following table illustrates the impact of 5% appreciation or 5% depreciation of the spot
exchange rate and forward exchange rate of RMB against all foreign currencies owner's
equity of the Bank.

2011 2010
Increase/(Decrease)in Increase/(Decrease)in
Owner’s equity Owner’s equity
RMB’000 RMB’000
Appreciate by 5% (25,915) (8,068)
Depreciate by 5% 25,915 8,068

(2) Interest rate risks

Interest rate risk is the impact of change in market interest rate on fair value of financial
assets and liabilities of the balance sheet and interest income and expenses of the income
statement for the period. The Bank's foreign exchange business lending rates and large
amount deposit rates primarily fluctuates with the Bank’s funding cost while the RMB
business lending and deposit rates fluctuates within the permitted range provided by the
PBOC. The inter-bank placements and takings interest rates are determined by the market.
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51. RISK MANAGEMENT - continued

(IV)  Market risks - continued

@)

Interest rate risk - continued

As of the balance sheet date, the interest-bearing assets and liabilities of the Bank are as

follows:

Financial assets

Balances with the Central Bank

Due from banks
Placements with banks and
other financial institution

Financial assets held for trading

Interest receivable

Loans and advances to customers

Other financial assets
Total financial assets

Financial liabilities
Due to banks and

other financial institutions
Placements from banks and
other financial institutions

Repurchase agreements

Customer deposits

Interest payable

Other financial liabilities
Total financial liabilities

Net open position

Financial assets

Balances with the Central Bank

Due from banks
Placements with banks and
other financial institution

Financial assets held for trading

Interest receivable

Loans and advances to customers

Other financial assets
Total financial assets

Financial liabilities
Due to banks and

other financial institutions
Placements from banks and
other financial institutions

Repurchase agreements
Customer deposits
Interest payable

Other financial liabilities

Total financial liabilities

Net open position

31/12/2011
Non-
Within 1 month  1-3 months 3-12 months 1-5 years Over 5 years interest bearing ~ Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
47,391 - - - - 481,315 528,706
370,676 - - - - - 370,676
1,957,523 - 239,434 - - - 2,196,957
640,715 504,389 136,800 473,653 - - 1,755,557
- - - - - 33,172 33,172
90,075 588,569 49,500 - - - 728,144
- - - - - 5,380 5,380
3,106,380 1,092,958 425,734 473,653 - 519,867 5,618,592
3 - 476,979 - - - 476,982
- - 165,469 - - - 165,469
1,080,300 - - - - - 1,080,300
905,834 252,932 1,441,364 - - - 2,600,130
- - - - - 16,970 16,970
- - - - - 19,593 19,593
1,986,137 252,932 2,083,812 - - 36,563 4,359,444
1,120,243 840,026 (1,658,078) 473,653 - 483,304 1,259,148
31/12/2010
Non-
Within 1 month  1-3 months 3-12 months 1-5 years Over 5 years interest bearing ~ Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
259,398 - - - - 5,453 264,851
228,248 - - - - - 228,248
600,000 66,227 - - - - 666,227
- 793,584 300,779 512,143 923,257 - 2,529,763
- - - - - 25,014 25,014
- 599,341 369,340 - - - 968,681
- - - - - 27,404 27,404
1,087,646 1,459,152 670,119 512,143 923,257 57,871 4,710,188
3 - 173,173 - - - 173,176
98,678 220,000 - - - - 318,678
1,012,000 200,000 - - - - 1,212,000
70,164 211,512 1,504,093 - - - 1,785,769
- - - - - 7,205 7,205
- - - - - 7,822 7,822
1,180,845 631,512 1,677,266 - - 15,027 3,504,650
(93,199) 827,640 (1,007,147) 512,143 923,257 42,844 1,205,538
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51. RISK MANAGEMENT - continued

(IV)  Market risks - continued

(2) Interest rate risk - continued
Interest rate sensitivity analysis

The following sensitivity analysis is based on the interest rates gap between the interest
bearing assets such as balances with the Central Bank; due from banks and other financial
institutions; loans and other receivables and interest bearing liabilities such as customer
deposits as of the balance sheet date. The upward and downward change of 50 basis points
is used by management in evaluating the possible changes in interest rates and the
corresponding interest rate risks.

The following table illustrates the impact of the increase or decrease of the interest rate of all
currencies by 50 basis points on the owner's equity of the Bank in next year, based on the
structure of interest-bearing assets and interest-bearing liabilities as of the balance sheet

date.
2011 2010
Increase/(Decrease)in Increase/(Decrease)in
Owner’s equity Owner’s equity
RMB’000 RMB’000
Increase by 50 basis points (14,561) (41,375)
Decrease by 50 basis points 14,561 41,375

52. FAIR VALUE OF FINANCIAL INSTRUMENTS

The valuation of the fair value is determined based on market related information and financial
instruments related information at a specific time. When determining the fair value of financial
instruments, the Bank considers the market price as the best approximation of the fair value of the
financial instruments for which there is an active market. For financial instruments of which the
market does not exist, the Bank adopts other valuation techniques to determine the fair value of
these financial assets and financial liabilities (details please refer to note 4).

The fair values of financial assets and financial liabilities are determined as follows:

e The fair values of financial assets and financial liabilities with standard terms and
conditions and traded on active liquid markets are determined with reference to quoted
market prices;

e The fair values of other financial assets and financial liabilities (excluding derivative
instruments) are determined in accordance with generally accepted pricing models based
on discounted cash flow analysis or observable market prices;

e The fair value of derivative instruments are calculated using quoted prices. Where such
prices are not available, a discount cash flow analysis is performed using the applicable
yield curve for the duration of the instruments for non-optional derivatives, and option
pricing models for optional derivatives.
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52. FAIR VALUE OF FINANCIAL INSTRUMENTS - continued

The following table illustrates the fair values of the Bank’s financial assets and financial

liabilities:
31/12/2011 31/12/2010
Book value Fair value Book value Fair value
RMB RMB RMB RMB
Financial assets
Balances with the
Central Bank 528,706,078.17 528,706,078.17 264,850,689.42 264,850,689.42
Due from banks 370,676,314.69 370,676,314.69 228,248,324.52 228,248,324.52
Placements with banks and
other financial institutions2,196,956,700.00 2,196,956,700.00 666,227,000.00 666,227,000.00
Financial assets
held for trading 1,755,557,401.00 1,755,557,401.00 2,529,763,390.00 2,529,763,390.00
Interest receivable 33,172,065.33 33,172,065.33 25,013,920.47 25,013,920.47
Loans and advances to
customers 728,143,511.04 728,143,511.04 968,681,000.00 968,681,000.00
Other financial assets 5,380,243.51 5,380,243.51 27,403,578.76 27,403,578.76
Total financial assets 5,618,592,313.74 5,618,592,313.74  4,710,187,903.17 4,710,187,903.17
Financial liabilities
Due to banks and other
financial institutions 476,982,076.68 476,982,076.68 173,175,536.74 173,175,536.74
Placements from banks and
other financial institutions 165,469,350.00 165,469,350.00 318,678,230.00 318,678,230.00
Repurchase agreements 1,080,300,000.00 1,080,300,000.00 1,212,000,000.00 1,212,000,000.00
Customer deposits 2,600,129,771.29  2,600,129,771.29  1,785,769,494.51 1,785,769,494.51
Interest payable 16,969,678.60 16,969,678.60 7,204,459.50 7,204,459.50
Other financial liabilities 19,593,304.55 19,593,304.55 7,821,871.45 7,821,871.45
Total financial liabilities 4,359,444,181.12  4,359,444,181.12  3,504,649,592.20 3,504,649,592.20

Level of fair value hierarchy

The following table provides an analysis of financial assets and financial liabilities that are
measured subsequent to initial recognition at fair value, grouped into Level 1 to 3 based on the
degree to which the fair value is observable:

Level 1: fair value measurements are those derived from quoted prices (unadjusted) in active
markets for identical assets and liabilities;

Level 2: fair value measurements are those derived from inputs other than quoted prices included
within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or
indirectly (i.e. derived from prices);

Level 3: fair value measurements are those derived from valuation techniques that include inputs
for the asset or liability that are not based on observable market data (unobservable inputs).
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52. FAIR VALUE OF FINANCIAL INSTRUMENTS - continued

31/12/2011
Level 3
RMB Equivalent

Total
RMB Equivalent

Level 1
RMB Equivalent

Level 2
RMB Equivalent

Held-for-trading financial assets - 1,755,557,401.00 - 1,755,557,401.00
Financial assets total - 1,755,557,401.00 - 1,755,557,401.00
31/12/2010
Level 1 Level 2 Level 3 Total

RMB Equivalent RMB Equivalent RMB Equivalent RMB Equivalent

2,529,763,390.00
2,529,763,390.00

Held-for-trading financial assets - 2,529,763,390.00 -

2,529,763,390.00 -

Financial assets total -

There were no transfers between Level 1 and 2 in the years of 2011 and 2010.

The total change in fair value derived from the FVTPL held by the Bank is RMB 42,455,570.30
(2010: loss of RMB 22,861,225.75), with nil amount booked in other comprehensive income.

The Bank employs control processes to validate the fair value of its financial instruments,
including those derived from pricing models. These control processes are designed to assure that
the values used for financial reporting are based on observable inputs wherever possible. In the
event that observable inputs are not available, the control processes are designed to assure that the
valuation approach utilised is appropriate and consistently applied and that the assumptions are
reasonable. These control processes include reviews of the pricing model’s theoretical soundness
and appropriateness by Morgan Stanley Group personnel with relevant expertise who are
independent from the trading desks.

Additionally, groups independent from the trading divisions within the financial control, market
risk and credit risk management departments participate in the review and validation of the fair
values generated from pricing models, as appropriate. Where a pricing model is used to determine
fair value, recently executed comparable transactions and other observable market data are
considered for purposes of validating assumptions underlying the model.

In the current year, the Bank’s financial assets measured at fair value comprise the government
bonds, PBOC bills, financial institution bonds and corporate bonds. These financial assets are
valued using quoted prices in active markets when available. To the extent quoted prices are not
available, fair value is determined based on a valuation model that has as inputs interest rate yield
curves, cross-currency basis index spreads, and country credit spreads for structures similar to the
bond in terms of issuer, maturity and seniority. These financial assets are generally categorised
in Levels 1 or 2 of the fair value hierarchy.
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53. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the current year's presentation.

54.  APPROVAL OF FINANCIAL STATEMENTS

The financial statements of the Bank have been approved on April 12th 2012 by the Board of
Directors.

* * END OF FINANCIAL STATEMENTS * *
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ATTACHED APPENDIX IS NOT PART OF THE FINANCIAL STATEMENTS
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MORGAN STANLEY BANK INTERNATIONAL (CHINA) LIMITED

APPENDIX
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Appendix (I) Taxable Income Reconciliation
Appendix (IT) Balance Sheet and Income Statement of Branches

Part (I) Balance Sheet and Income Statement of Head Office

Part (II) Balance Sheet and Income Statement of Beijing Branch
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Appendix (I)

MORGAN STANLEY BANK INTERNATIONAL (CHINA) LIMITED

Taxable Income Reconciliation
For the year ended at 31 December 2011

Total profit before tax

Add:

S

AN

Less:

Eal

Overseas employee offshore pension
Commercial insurance expenses
Penalty occurred for this year
Amortisation expenses on intangible assets
in excess of tax deductible amount
Entertainment expenses in excess of tax deductible amount
Change in fair value arised from the investment property
Long term service fee and employee benefit

Reversal of impairment loss

Non taxable Government bonds interest income
Loss from changes in fair values

Pre-paid expenses not deductible before tax

Taxable income for the year

Total
RMB

72,138,931.90

331,410.02
789,100.09
783.59

944,502.41
142,856.01
636,173.00
1,336,637.74

4,181,462.86

5,155,187.00
1,121,459.09
42,455,570.30
160,900.00

48,893,116.39

27,427,278.37

Remarks: The Bank prepares this “Taxable Income Reconciliation” according to the request from
Tax Bureau. This report is for reference only and does not form part of the audited

financial statements.
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Appendix (II)

Part (1)

MORGAN STANLEY BANK INTERNATIONAL (CHINA) LIMITED, THE HEAD OFFICE

BALANCE SHEET
AT 31 DECEMBER 2011

ASSETS
Balances with the Central Bank
Due from banks
Due from inter-branch

Placements with banks and other financial institutions

Financial assets held for trading
Interest receivable

Loans and advances to customers
Available-for-sale financial instruments
Investment property

Fixed assets

Intangible assets

Deferred tax assets

Other assets

Operating fund to Branch

TOTAL ASSETS

192

31/12/2011
RMB

496,332,588.30
367,705,675.95
1,115,286.13
2,196,956,700.00
1,755,557,401.00
31,357,968.11
378,143,511.04
18,852,614.00
2,640,774.16
5,458,379.62
23,416,577.55
100,000,000.00

31/12/2010
RMB

264,784,205.12
223,573,363.29
167,946,552.79
600,000,000.00
2,529,763,390.00
21,135,748.78
499,340,500.00
19,488,787.00
2,820,365.61
5,196,693.32
4,155,439.36
33,514,959.83
100,000,000.00

5,377,537,475.86

4,471,720,005.10

(Continued)
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Appendix (II)

Part (1)

MORGAN STANLEY BANK INTERNATIONAL (CHINA) LIMITED, THE HEAD OFFICE

BALANCE SHEET - continued
AT 31 DECEMBER 2011

LIABILITIES
Due to banks and other financial institutions
Due to inter-branch
Placements from banks and other financial institutions
Repurchase agreements
Customer deposits
Employee benefit payable
Current tax
Interest payable
Deferred tax liabilities
Other liabilities

TOTAL LIABILITIES

OWNER'S EQUITY
Paid-in capital
Surplus reserves
Capital reserves
General reserves
Retained earnings

TOTAL OWNER'S EQUITY
TOTAL LIABILITIES AND OWNER'S EQUITY

193

31/12/2011 31/12/2010
RMB RMB
459.51 2,561.74

1,742,937,646.33 1,383,397,731.13
165,469,350.00 318,678,230.00
1,080,300,000.00 1,212,000,000.00
1,003,661,720.73  268,970,919.90
1,041,877.88 1,288,372.24
9,952,777.48 8,550,404.00
11,988,303.68 5,529,120.84
6,686,815.13 -
20,034,913.21 12,332,691.56

4,042,073,863.94 3,210,750,031.41

1,000,000,000.00 1,000,000,000.00
44,966,409.60  39,503,162.77
(46,319.58) -
33,316,907.91  21,077,745.89
257,226,613.99  200,389,065.03

1,335,463,611.92 1,260,969,973.69

5,377,537,475.86 4,471,720,005.10
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Appendix (II)

Part (1)

MORGAN STANLEY BANK INTERNATIONAL (CHINA) LIMITED, THE HEAD OFFICE

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2011

Operating income
Net interest income

Interest income

Interest income- inter branch
Interest expenses

Interest expenses- inter branch

Net fee and commission income

Fee and commission income
Fee and commission expenses

Investment income

Losses from changes in fair value
Exchange gains/(losses)

Other operating income

Operating expenses

Business tax and surcharges
Operating expenses
Impairment reversal on assets

Operating profit

Add: Non-operating income
Less: Non-operating expenses

PROFIT BEFORE TAX
Less: Income tax expenses

NET PROFIT

OTHER COMPREHENSIVE INCOME
TOTAL COMPREHENSIVE INCOME

2011
RMB

133,908,241.71

2010
RMB

135,584,536.34

55,342,596.48

51,564,896.39

204,545,000.36
1,567,340.94
98,109,896.50
52,659,848.32

84,736,769.00

82,944,824.72
2,312,397.94
32,129,505.96
1,562,820.31

86,684,570.06

87,994,673.61
3,257,904.61

(28,154,695.62)
41,819,397.30
(21,042,796.97)

1,206,971.52

94,320,498.72
7,635,928.66

9,635,143.22
(21,791,297.75)
8,284,252.90
1,206,971.52

42,996,409.91

45,609,619.28

13,308,658.78
21,867,466.17

10,164,829.75
35,444,789.53

7,820,284.96 -
90,911,831.80  89,974,917.06
272,326.51 2,128.83
39,798.53 357,249.37

91,144,359.78

89,619,796.52

16,604,401.97

12,446,096.55

74,539,957.81

77,173,699.97

(46,319.58)

104 74,493,638.23

77,173,699.97
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Appendix (II)

Part (II)

MORGAN STANLEY BANK INTERNATIONAL (CHINA) LIMITED, BEIJING BRANCH

BALANCE SHEET
AT 31 DECEMBER 2011

ASSETS
Balances with the Central Bank
Due from banks
Due from the Head Office
Placements with banks
Interest Receivables
Loans and advances to customers
Fixed assets
Other assets

TOTAL ASSETS

LIABILITIES
Due to banks and other financial institutions
Due to the Head Office
Customer deposits
Employee benefit payable
Current tax
Interest payable
Deferred tax liabilities
Other liabilities

TOTAL LIABILITIES

OWNER'S EQUITY
Operating fund
Capital reserves
Retained earnings

TOTAL OWNER'S EQUITY
TOTAL LIABILITIES AND OWNER'S EQUITY
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31/12/2011
RMB

32,373,489.87
2,970,638.74
1,742,937,646.33
1,814,097.22
350,000,000.00
3,840,883.64
1,475,963.69

31/12/2010
RMB

66,484.30
4,674,961.24
1,383,397,731.13
66,227,000.00
3,878,171.69
469,340,500.00
5,137,958.02
3,732,543.17

2,135,412,719.49

1,936,455,349.55

476,981,617.17
1,115,286.13
1,596,468,050.56
4,693,120.34
1,194,175.21
4,981,374.92
(71,271.26)
1,115,300.97

173,172,975.00
167,946,552.79
1,516,798,574.61
3,463,729.87
3,475,976.39
1,675,338.66

865,833.47

2,086,477,654.04

1,867,398,980.79

100,000,000.00
(213,813.78)
(50,851,120.77)

100,000,000.00

(30,943,631.24)

48,935,065.45

69,056,368.76

2,135,412,719.49 1,936,455,349.55
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Appendix (II)

Part (II)

MORGAN STANLEY BANK INTERNATIONAL (CHINA) LIMITED, BEIJING BRANCH

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2011

Operating income
Net interest income

Interest income

Interest income inter-branch
Interest expenses

Interest expenses inter-branch

Net fee and commission income/(expenses)

Fee and commission income
Fee and commission expenses
Exchange gains

Operating expenses

Business tax and surcharges
Operating expenses

Operating loss

Add: Non-operating income
Less: Non-operating expense

LOSS BEFORE TAX
Less: Income tax expenses

NET LOSS

OTHER COMPREHENSIVE INCOME
TOTAL COMPREHENSIVE LOSS

196

2011 2010

RMB RMB
22,319,719.37 13,176,524.70
22,080,008.28 8,324,225.70
21,495,893.20 10,862,969.88
52,659,848.32 1,562,820.31
50,508,392.30 1,789,166.55
1,567,340.94 2,312,397.94
212,308.55 4,829,993.30
1,791,056.54 4,831,371.80
1,578,747.99 1,378.50
27,402.54 22,305.70
41,382,700.25 29,796,707.07
1,265,499.83 733,147.40

40,117,200.42

29,063,559.67

(19,062,980.88)

(16,620,182.37)

57,586.59 1,153,714.09
33.59 -

(19,005,427.88)  (15,466,468.28)

902,061.65 3,467,630.52

(19,907,489.53)

(18,934,098.80)

(213,813.78)

(20,121,303.31)

(18,934,098.80)






