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GOVERNANCE AND Al ADOPTION

Introduction

As companies integrate Al into their workflows, new
governance issues are coming into focus. How are boards
responding to this period of rapid change; how are
companies thinking about risks, now and in the future; and
what control measures are being implemented?

We looked at these questions from two angles for a deeper
understanding of how governance is evolving alongside

Al adoption. First, we analyzed board composition within
the S&P 500 to assess how Al skills among non-executive
directors are being incorporated - this is based on a
dataset from ISS, compiled in June 2026. Second, the
Morgan Stanley Institute for Sustainable Investing surveyed
a group of 200 executives involved in Al governance
strategy at global corporates to explore views on the
implementation of Al strategies.
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GOVERNANCE AND Al ADOPTION

Key Takeaways from Board Member Data

Most boards have some Al experience; a quarter have multiple sources: Two-thirds of S&P
'¢' 500 companies have at least one non-executive director with Al skills, according to new data
| AI I from ISS'. One-quarter have multiple sources of experience: 24% have three or more non-
executive directors with Al skills, building towards the breadth of knowledge that boards
routinely have for skills like Technology (96% with three or more) and Information Security (80%).

El Al experience on boards varies by sector: Information Technology and Real Estate companies
@ have the highest rates of Al skills (34%/32% with three or more non-executive directors), with
qu Energy at zero, Communication Services at 15% and Utilities at 16%. Morgan Stanley Research
finds potential® for Al productivity gains in some sectors with lower board-level oversight,
suggesting that board-level Al skills may be increasingly required in these sectors over time.

Al skills are represented across board committees: Where companies have multiple non-
/O executive directors with Al skills, they are fairly evenly distributed across the three main board
Q__E) committees (Audit, Nominating and Compensation). This supports a view of Al governance as
broadly relevant across the business, rather than focused on risk management.

Key Takeaways from Our Survey

1 Data risks are top of mind today, shifting to regulation and execution: Among Al governance
NQA v professionals managing risks around Al adoption today?, 90% say data risks are material and
$ - 56% name them the top risk from their company’s use of Al. Looking forward 2-3 years, the
focus shifts to uncertainty about complying with regulation (35% say this is the top future risk)
and execution risks (32%,).

E A range of control measures is in place or in progress: These include both defining where

—_0- responsibility for Al governance lies, and specific model control actions. Almost half of
-0O— respondents have allocated responsibility across boards, executives and corporate functions
—O- today, and 30% - 40% have a range of model controls in place. More than 90% of companies

expect to implement each of the eight control measures we named over time.

B Separate human review in higher risk situations emerges as the most important piece of
guidance on Al use given by companies to employees: 41% chose this option, more than
double the next answer.

A

t Dataset from ISS dated June 2026 covering current board members at S&P 500 companies. ISS defines “Al skill” as reflecting prior experience
in Al, machine learning or a related topic, based on companies’ disclosures.

2 Morgan Stanley Research, “Al Adoption And The Future Of Work: Banks, Tech and Professional Services”, May 11, 2026. For a copy, please reach
out to your Morgan Stanley representative.

3 Subset of respondents in Sustainable Signals: Corporates 2026 | Morgan Stanley, April 2026.
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Al Skills and Board Composition

This section draws on an ISS dataset covering over 4,000 current non-executive director
appointments in the S&P 500. The dataset includes biographical data and committee
memberships as well as tags for board members’ skills based on companies’ disclosures, one
of which is Al experience. ISS defines “Al skill” as reflecting prior experience in Al, machine
learning or a related topic. The analysis focuses on S&P 500 companies as the dataset includes
information about the full set of companies; coverage in other regions is not comprehensive.

One-quarter of S&P 500 companies have three or more non-executive
directors with Al skills

Across the S&P 500, two-thirds (68%) of companies have companies have three or more non-executive directors

at least one non-executive director with Al skills. One- with Technology skills, and 80% have three or more with
quarter (24%) have multiple sources of experience, with Information Security skills. For Technology in particular,
three or more non-executive directors with Al skills, building most boards have many more non-executive directors with
towards the breadth of knowledge that boards routinely this skill: 80% have six or more.

have for other technical skills. Almost all (96%) S&P 500

FIGURE 1

Number of non-executive directors with technical skills per S&P 500 company
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Source: Institute analysis of ISS data as of June 2026.
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Rates of Al skill vary by sector

In some sectors of the S&P 500, like Information Technology
and Real Estate, around one-third of companies have three
or more non-executive directors with Al skills, ahead of

FIGURE 2

the index average at 24%. But six out of eleven sectors fall
below average: Energy is lowest with zero, followed by
Communication Services at 15% and Utilities at 16%.

Non-executive directors with Al skills, S&P 500 companies
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. Three or more non-executive directors with Al skill

Source: Institute analysis of ISS data as of June 2026.
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GOVERNANCE AND Al ADOPTION

Nearly one-fifth of S&P 500 non-executive directors have experience with
Al or machine learning

Today, just under one-fifth (17%) of non-executive directors ISS frames the data point as indicating that a director has
on boards of S&P 500 companies are tagged as having Al prior experience in Al, machine learning or a related topic.
skills — almost 700 individuals, holding 900 board seats However, directors tagged with Al skills are not necessarily
(many sit on more than one board). Al skills are strongly more recent appointees. Almost two-thirds (62%) were
associated with Technology and Information Security skills, appointed in 2022 or earlier, similar to the broader director
as well as CTO experience. population (63%) — suggesting that companies do not

necessarily expect executive experience of Al adoption to
view a non-executive director as qualified in this area.

As corporate adoption of Al systems is still at an early
stage, most non-executive directors are unlikely to have
significant executive experience of leading Al adoption -

What characterizes S&P 500 non-executive directors with Al skills?

More likely than the broader group to have Technology Similar tenure on the board: 62% appointed in 2022
skills (100%, vs 75%) and Information Security skills or earlier, vs 63% overall
(84%, vs 48%)

FIGURE 3

Board member skills in the S&P 500

Al skill 17%

CEO experience o2 69%
CFO experience
CTO experience
Technology skill 100%

Risk skill
Human Resources skill

Financial skill

Infosec skill

0% 20% 40% 60% 80% 100%
. All S&P non-executive board members . Those with Al skill

Source: Institute analysis of ISS data as of June 2026.
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Findings on Al Adoption Productivity Gains from Morgan Stanley Research

Public commentary largely comes from sectors with higher board representation, but survey
findings suggest benefits may be more widespread

One-quarter of S&P 500 companies made some public industries most likely to benefit from Al adoption, as well
comments about tangible benefits of Al adoption in the as those attracting strong investor interest in the impact
second quarter of 2026. Technology, Communication of Al on employment. Here, interviews find similar results
Services and Financials companies had the highest rates for average net productivity gains, including in sectors
of commentary, broadly mirroring the distribution of non- such as Consumer Staples where ISS data suggests that
executive directors with Al skills that board representation of Al skills is more limited. Areas of
we outlined above. productivity improvement identified in interviews include

activities that are common across industries, such as
customer service, marketing, supply chain management
and human resources.

Morgan Stanley Research also conducted a series of
interviews with a more specific set of industry groups.
These were selected based on analysts’ views around

Company commentary

FIGURE 4 about tangible benefits
Percentage of companies within each S&P 500 sector of Al Adoption

mentioning quantifiable Al-related impacts
Morgan Stanley Research’s Alphawise

team analyzed transcripts of earnings

Information Technology
Communication Services

Financials

| All S&P 500

Health Care

Industrials

Real Estate

Consumer Discretionary
Energy

Consumer Staples
Utilities

Materials

calls and conference appearances that
took place during the second quarter
of 2026, building on previous analysis
to track how management teams

are communicating the quantifiable
benefits of Al adoption to investors.

The analysis found that one-quarter
(24%) of companies in the S&P 500
mentioned at least one measurable
benefit of Al adoption in an event
during 2Q 2026, in line with the

rate for this group that the same
analysis found for 1Q 2026, and up
from 14% during 2Q 2025. By sector,
Technology, Communication Services
and Financials companies were

most likely to comment on tangible
benefits, broadly mirroring our finding
about sectors with the greatest board
representation of Al skills from the ISS
board member dataset.

Source: Alphawise, Morgan Stanley Research

Source: Morgan Stanley Research, “What are companies saying about Al adoption benefits & Al's impact on
labor?”, July 8, 2026. For a copy, please reach out to your Morgan Stanley representative.

MORGAN STANLEY INSTITUTE FOR SUSTAINABLE INVESTING | 2026 7



GOVERNANCE AND Al ADOPTION

Productivity gains from Al Adoption

In April 2026, Morgan Stanley Research’s Alphawise team carried out 808 online interviews with C-suite professionals with
detailed knowledge of their company’s Al strategy and implementation. The sample covers banks, software & services, tech
hardware & equipment, semiconductors and professional services. This work builds on an earlier set of 935 online interviews
conducted in October 2025, covering transportation, autos, consumer staples, health care and real estate companies. Both
sets of interviews covered companies in the U.S., U.K., Germany, Japan and Australia.

Views on net productivity gains are broadly similar
across industry groups. The 10 GICS® industry groups

FIGURE 5
represented in the two sets of interviews were selected
based on Morgan Stanley Research analysts’ views around Average net productivity increase as a
industries most likely to benefit from Al adoption, as well as result of Al implementation in the past 12
those attracting strong investor interest in the impact of Al months
on employment. Across these industry groups, companies
identified between 8.2% and 12.3% net productivity gains, Banks
on average. Some of the higher averages are in industry Software
groups like Consumer Staples Distribution and Retail, where Tech Hardware
the broader sector (Consumer Staples) has lower rates Semiconductors
of both non-executive director representation (based on Professional Services
ISS data) and public-facing commentary (based on the Transportation
transcript analysis), suggesting that impacts may be more Autos
nuanced within sectors. Consumer Staples”

Health Care**

Productivity improvement could come in areas common Real Estate

to many industries. Views on the areas of productivity
improvement are broadly similar across the two sets of
industries covered by the interviews. These are often in
areas common to many sectors, such as customer service,
marketing, operations and supply chain, sales and human
resources.

Source: Alphawise, Morgan Stanley Research

* Consumer Staples Distribution and Retail ** Health Care Equipment & Services

FIGURE 6
US: Areas of productivity improvement in the last 12 months

% of companies identifying improvements in each area

IT / Software Development
Customer service
Marketing

Operations / Supply chain
Finance

Sales

R&D

Legal & Compliance
Human Resources
Engineering

0% 10% 20% 30% 40% 50%

Source: Alphawise, Morgan Stanley Research

Source: Morgan Stanley Research, “Al Adoption And The Future Of Work: Banks, Tech and Professional Services”, May 11, 2026.
For a copy, please reach out to your Morgan Stanley representative.
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Al skills are fairly evenly distributed across board committees

To assess how companies may be assigning responsibility
for Al oversight, we analyzed committee memberships.

As a baseline across the S&P 500, around 45% of non-
executive directors sit on each of the three* most common
committees: Audit, Nominating and Compensation (non-
executive directors often have more than one committee
membership).

If Al governance is seen primarily from a risk management
perspective, Audit committees may be the most natural
home: The Conference Board notes that Audit committees
typically have oversight of risk®, and EY finds that more than
three-quarters of S&P 500 companies include oversight of
cybersecurity risk in their Audit committee descriptions,
based on analysis of 2024 proxy statements®. 2025 analysis
from EY finds that 21% of Fortune 100 companies disclose Al

FIGURE 7

oversight by the Audit committee, while 25% disclosed that
this sat with a different committee’.

However, non-executive directors with Al skills are fairly
evenly distributed across the three main board committees,
with 46% sitting on the Audit committee, 39% on the
Nominating committee and 42% on the Compensation
committee. Similarly, Technology skills are slightly more
often associated with the Audit committee, but still with
broad representation. In contrast, non-executive directors
with Information Security skills are almost twice as likely

to sit on the Audit committee than the other two. This may
suggest that boards are approaching Al skills as broader
than risk management, reflecting the comprehensive impact
of Al on companies.

Percentage of non-executive directors that sit on each board committee

57%
60% %
° 46% 46% 51%

40%

20%

0%
Audit committee

. All S&P 500 non-executive directors

. Non-executive directors with Technology skill

Nominating committee

47%

42% 42y 5%

Compensation committee

. Non-executive directors with Al skill

. Non-executive directors with Information Security skill

Source: Institute analysis of ISS data as of June 2026. Note that many non-executive directors sit on more than one committee.

“Boards are responding to this period of rapid change. We expect continued efforts
to deepen Al knowledge among existing non-executive directors, as well as active
consideration of Al skills in recruiting new board members. Al experience has broad

relevance across board committees and across sectors, enabling companies to capture
the full opportunity from Al adoption while also ensuring strong oversight.”

MELISSA JAMES
Managing Director, Vice Chairman of Global Capital Markets
and Head of the GCM ESG Center of Excellence

4 Some companies, particularly in Financial Services, have separate Risk committees, but this is not widespread across the S&P 500.
5 Board Practices and Composition in the Russell 3000 and S&P 500: 2025 Edition, The Conference Board, November 2025.

8 How board committees are changing, EY, November 2024.
7 Cyber and Al oversight disclosures in 2025, EY, October 2025.
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GOVERNANCE AND Al ADOPTION

Executives’ Views on Risks and Control
Measures

This section is based on a subset of respondents in Morgan Stanley’s Institute for Sustainable
Investing’s Sustainable Signals: Corporates survey, conducted in April 2026 across 200 global
corporates with revenue >$100m. To qualify, respondents had to be decision-makers on their
company’s Al governance strategy or have comprehensive knowledge of that strategy. This is
a global sample, unlike the previous section which focused on the U.S. due to data availability
constraints. We present the global data here for the broadest coverage; some regional
differences are noted in the text but overall conclusions are the same in all three regions.

Where does Al governance strategy fit in corporate functions?

Our earlier analysis of Al skills among non-executive (17%). This is similar to our finding for sustainability decision
directors shows a fairly even spread across board makers in the main Sustainable Signals: Corporates sample.
committees, enabling boards to consider Al implications
across business units. Our survey allows us to explore

how this looks for internal corporate functions. Al
governance executives hold multiple roles working across
functions, most commonly strategy (26%), marketing and
communications (20%) or business development and sales

There is some overlap between Al governance
responsibilities and sustainability roles. One-third of
sustainability decision-makers in our Sustainable Signals:
Corporates respondent group are also close to their
company’s Al governance strategy, either as decision-
makers or with comprehensive knowledge.

What are the key sources of risk

from Al adoption? FIGURE 8

What do you see as material sources of
DATA RISKS ARE TOP OF MIND TODAY risk from your company’s use of Al?

Data (privacy, cybersecurity and discrimination) is by
far the most common source of risk identified today,
with 90% saying this is material and 56% naming it
the top r'|sk from.thelr compan){’s FISE. of AI (the hext Data risks: privacy,

answer is legal risks at 11%). This finding is consistent cybersecurity,

across regions, across company sizes and across discrimination

industries. However, respondents expect other risks to

overtake their current concerns around data: just 5%

of respondents say they expect data to be the most . Material source of risk today
material risk in 2-3 years.

Today, Global total, n=200

. Most material source of risk today

Source: Institute for Sustainable Investing, April 2026
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LOOKING AHEAD 2-3 YEARS, FUTURE REGULATION AND EXECUTION RISKS ARE PROMINENT

Just over one-third (35%) expect regulatory compliance or legal risks to be their top concern in 2-3 years, while 32%

highlight a range of execution risks as most material.

+ The shape of future regulation is top of mind for many.
30% expect regulatory compliance to be the most
material risk in future, perhaps reflecting the still-
nascent regulatory landscape today. This rises to 37%
among Europe-based companies, with North America
and APAC at 25% and 26% respectively. Across sectors,
regulation is generally ranked most material, although
consumer-facing sectors are lower than others. An
additional 5% place legal risks around intellectual
property top among future risks.

FIGURE 9

- Execution risks are also prominent. 16% see strategic

risks around pace of adoption and failure to realize

ROI as most material in future. This rises to 20% of North
American companies, larger companies (those with
annual revenue over $10 billion), and over 20% of Utilities,
Industrials and Technology companies. Control measures
are also prominent: 8% say oversight of decisions made
by Al systems is their top future risk. An additional 5% put
counterparty risks around vendor relationships top of the
list, while a further 3% say that integration risks, where
Al systems cannot interoperate with legacy systems and
infrastructure, may be most material.

What do you see as the most material source of risk from your company’s use of Al?

In 2-3 years, Global total, n=200

Source: Institute for Sustainable Investing, April 2026
Figures may not sum due to rounding
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GOVERNANCE AND Al ADOPTION

What control measures are companies putting in place?

Most respondents expect their company’s existing risk - Defining where responsibility lies among boards,
management frameworks to capture Al-related risks. executives and corporate functions.

Just under half (48%) say that most of their current risk
management structure should be sufficient with some
changes, and a further 39% expect their existing structure
to work well, but are still assessing. - Guidance to employees.

- Specific model control measures such as model
inventories, testing/validation and design standards.

The survey covered three key ways for companies to
approach control measures for Al adoption:

MOST COMPANIES ARE ESTABLISHING WHERE RESPONSIBILITY SITS

Around 90% of respondents say their companies have defined, or are in the process of defining, where responsibility for Al
governance and risk management sits within their organization. Across corporate functions, senior executives and the board,
just under half of respondents say this is in place today, with around a further 45% describing this as in progress. Answers
are generally consistent across sectors, with consumer-facing businesses a little lower than others. The survey results are
similar across the three regions.

FIGURE 10

What measures does your company currently have in place to support effective governance and
risk management of Al development and deployment?

% saying each measure is fully in place

Define responsibilities

Senior executive(s)

Control functions (e.g., Board/Executive with responsibilit

Risk, Compliance, Audit) Committee with a defined p Y
Sectors n= ; . . for oversight of Al

with dedicated role on Al remit on Al governance ;

. ) governance and risk

risk management and risk management

management

Energy, Materials, Utilities, 87 48% 45% 509

Industrials, Real Estate

Consumer Staples, Consumer

. . 40 43%
Discretionary
Financials, Technology, o o o
Health Care, Comm. Services 3 ST ST ST
Fully in place, global total 200 47% 46% 46%
In progress, global total 200 42% 46% 45%
Fully in place plus in 200

progress, global total

Source: Institute for Sustainable Investing, April 2026
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A RANGE OF MODEL CONTROLS ARE ALSO BEING IMPLEMENTED, WITH VARYING RATES OF
PROGRESS

For more specific model control measures, existing implementation rates are lower, and vary more by sector. Across a set of
five measures, current adoption varies between 41% (for model inventory and for testing/validation) and 27% (for structured
challenge mechanisms) across the full group of 200 respondents. At the sector level, the variation is more pronounced. In
some cases, adoption rates for Financials, Technology, Health Care and Communication Services companies are around
double those in the remaining sectors.

More than three-quarters of companies say that each of these model control measures are either in place or in progress,
rising to over 90% when the option of “Planned but not yet implemented” is included. Fewer than 10% of companies rated
any of the model control measures either “Still considering” or “Not required”.

FIGURE 11

What measures does your company currently have in place to support effective governance and
risk management of Al development and deployment?

% saying each measure is fully in place

Model controls

Model risk
classification Structured
A formal Formal model Defined - challenge
. . and tiering g
inventory of Al testing and standards svstern that mechanisms
Sectors n= models in use validation for Al model Y . to identify
. ) . ; determines .
with assigned protocols prior design and required unintended
ownership to deployment data use d or emergent
controls and ;
: risks
oversight

Energy, Materials,
Utilities, Industrials, 87
Real Estate

Consumer Staples,
Consumer 40
Discretionary

Financials, Technology,

Health Care, Comm. 73
Services

Fully in place,

global total 200
In progress,

global total 200
Fully in place

plusin progress, 200

global total

Source: Institute for Sustainable Investing, April 2026
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SEPARATE HUMAN REVIEW EMERGES AS THE MOST IMPORTANT PIECE OF GUIDANCE TO
EMPLOYEES

The most common pieces of guidance to employees, according to survey respondents, are that Al tools must be company-
approved (71%), and that Al outputs must be referred for separate human review in some higher-risk situations (69%, rising to
75% in North America). Many also note that their company has a code of conduct (58%), mandatory training (57%), and that
employees are responsible for checking Al outputs (54%). It is unusual for companies to identify some situations where the
use of Al is ruled out altogether (11%, rising to 15% in North America), although this is more common among respondents at
Health Care and Technology companies (over 20% of each group say they provide this guidance).

Separate human review emerges as the most important piece of guidance that companies give their employees: 41% of
respondents chose this, more than double the next answer (only company-approved Al tools to be used for work-related
tasks, at 17%).

FIGURE 12

What guidance does your company provide to employees on responsible Al use?

Global total, n=200

Only company-approved Al tools may 1%
be used for work-related tasks 17%

In higher risk situations (e.g.,
employment, legal, personally
identifiable information) Al outputs must 41%
be referred for separate human review

69%

Employees must abide by a set of
principles or a code of conduct for
responsible use

58%
13%

Mandatory employee training on 57%

responsible use of Al 1%

|

Every employee is responsible for 54%

checking Al outputs in all situations 16%

|

In some situations Al must not be used 1%

at all 2%

1

Have not established guidance for 1%

employees yet . Provide this guidance

. Most important piece of guidance

Source: Institute for Sustainable Investing, April 2026
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What are the barriers for companies establishing effective Al governance
strategy?

REGULATION AND MODEL COMPLEXITY ARE THE MOST PROMINENT ISSUES

The most highly ranked barriers to enhancing the effectiveness of Al governance are external: 38% cite regulatory
complexity as their main barrier (rising to 43% in North America®), followed by opacity and complexity of Al models at 17%
(this rises to 26% of European companies). Among internal factors, a skills gap is the most common issue, at 14% (19% and
ranking second in North America).

More than one-third of respondents (38%) say that pressure to adopt Al rapidly is holding back their company’s governance
efforts, while 11% say this is their main barrier, mostly in Consumer Discretionary and Communication Services sectors (zero
Health Care companies and just 4% of Financials companies said this was their top barrier). Respondents generally feel well
resourced, and that their senior management is focused on the issue with 4%/1% respectively noting this as their top barrier.

FIGURE 13

Which of the following potential barriers to enhancing effectiveness of governance and risk
management for Al are relevant to your company?

Global total, n=200

69%
Regulatory complexity

Opacity/complexity of Al models

Skills gap in understanding/
managing risks of Al

Lack of transparency/
engagement from third-party
vendors on risk management

Pressure to adopt and integrate Al
quickly/at scale

Insufficient resources

Lack of sufficient understanding
of the risks

Lack of sufficient governance/risk
management frameworks relevant
to my organization/sector

. o, .
Lack of senior focus on % . One barrier
governance and risk management 1%

. Main barrier

Source: Institute for Sustainable Investing, April 2026

8 Many of the companies in our sample operate globally or in several regions of the world, and so may need to consider regulation in multiple
locations.
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DISCLOSURES

This material was published in August 2026 and has been prepared
for informational purposes only and is not a solicitation of any offer to
buy or sell any security or other financial instrument or to participate
in any trading strategy. This material was not prepared by the Morgan
Stanley Research Department and is not a Research Report as defined
under FINRA regulations. This material does not provide individually
tailored investment advice. It has been prepared without regard to

the individual financial circumstances and objectives of persons who
receive it.

Morgan Stanley Smith Barney LLC and Morgan Stanley & Co. LLC
(collectively, “Morgan Stanley”), Members SIPC, recommend

that recipients should determine, in consultation with their own
investment, legal, tax, regulatory and accounting advisors, the
economic risks and merits, as well as the legal, tax, regulatory and
accounting characteristics and consequences, of the transaction

or strategy referenced in any materials. The appropriateness of

a particular investment or strategy will depend on an investor’s
individual circumstances and objectives. Morgan Stanley, its affiliates,
employees and Morgan Stanley Financial Advisors do not provide tax,
accounting or legal advice. Individuals should consult their tax advisor
for matters involving taxation and tax planning, and their attorney for
matters involving legal matters.

Past performance is not a guarantee or indicative of future
performance. Historical data shown represents past performance and
does not guarantee comparable future results. Certain statements
herein may be “forward-looking statements” within the meaning of
the safe harbor provisions of the Private Securities Litigation Reform
Act of 1995. These statements are not historical facts or statements
of current conditions, but instead are based on management’s
current expectations and are subject to uncertainty and changes

in circumstances. These statements are not guarantees of future
results or occurrences and involve certain known and unknown
risks, uncertainties and assumptions that are difficult to predict

and are often beyond our control. In addition, this report contains
statements based on hypothetical scenarios and assumptions, which
may not occur or differ significantly from actual events, and these
statements should not necessarily be viewed as being representative
of current or actual risk or forecasts of expected risk. Actual results
and financial conditions may differ materially from those included

in these statements due to a variety of factors. Any forward-looking
statements made by or on behalf of Morgan Stanley speak only as

to the date they are made, and Morgan Stanley does not undertake
to update forward-looking statements to reflect the impact of
circumstances or events that arise after the date the forward-looking
statements were made. Because of their narrow focus, sector
investments tend to be more volatile than investments that diversify
across many sectors and companies.

Certain portfolios may include investment holdings deemed
Environmental, Social and Governance (“ESG”) investments. For
reference, environmental (“E”) factors can include, but are not limited
to, climate change, pollution, waste, and how an issuer protects and/
or conserves natural resources. Social (“S”) factors can include,
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but are not limited to, how an issuer manages its relationships with
individuals, such as its employees, shareholders, and customers as
well as its community. Governance (“G”) factors can include, but
are not limited to, how an issuer operates, such as its leadership
composition, pay and incentive structures, internal controls, and
the rights of equity and debt holders. You should carefully review
an investment product’s prospectus or other offering documents,
disclosures and/or marketing material to learn more about how it
incorporates ESG factors into its investment strategy.

ESG investments may also be referred to as Sustainable investments,
impact aware investments, socially responsible investments or
diversity, equity, and inclusion (“DEI”) investments. It is important to
understand there are inconsistent ESG definitions and criteria within
the industry, as well as multiple ESG ratings providers that provide
ESG ratings of the same subject companies and/or securities that vary
among the providers. This is due to a current lack of consistent global
reporting and auditing standards as well as differences in definitions,
methodologies, processes, data sources and subjectivity among

ESG rating providers when determining a rating. Certain issuers

of investments including, but not limited to, separately managed
accounts (SMAs), mutual funds and exchange traded-funds (ETFs)
may have differing and inconsistent views concerning ESG criteria
where the ESG claims made in offering documents or other literature
may overstate ESG impact. Further, socially responsible norms

vary by region, and an issuer’s ESG practices or Morgan Stanley’s
assessment of an issuer’s ESG practices can change over time.

Portfolios that include investment holdings deemed ESG investments
or that employ ESG screening criteria as part of an overall strategy
may experience performance that is lower or higher than a portfolio
not employing such practices. Portfolios with ESG restrictions

and strategies as well as ESG investments may not be able to take
advantage of the same opportunities or market trends as portfolios
where ESG criteria is not applied. There is no assurance that an ESG
investing strategy or techniques employed will be successful. Past
performance is not a guarantee or a dependable measure of future
results. For risks related to a specific fund, please refer to the fund’s
prospectus or summary prospectus.

Investment managers can have different approaches to ESG and

can offer strategies that differ from the strategies offered by

other investment managers with respect to the same theme or

topic. Additionally, when evaluating investments, an investment
manager is dependent upon information and data that may be
incomplete, inaccurate or unavailable, which could cause the
manager to incorrectly assess an investment’s ESG characteristics

or performance. Such data or information may be obtained through
voluntary or third-party reporting. Morgan Stanley does not verify that
such information and data is accurate and makes no representation

or warranty as to its accuracy, timeliness, or completeness when
evaluating an issuer. This can cause Morgan Stanley to incorrectly
assess an issuer’s business practices with respect to its ESG practices.
As aresult, it is difficult to compare ESG investment products.
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The appropriateness of a particular ESG investment or strategy will
depend on an investor’s individual circumstances and objectives.
Principal value and return of an investment will fluctuate with changes
in market conditions.

Private Funds (which include hedge funds and private equity funds)
often engage in speculative investment techniques and are only
appropriate for long-term, qualified investors. Investors could lose
all or a substantial amount of their investment. They are generally
illiquid, not tax efficient, and have higher fees than many traditional
investments.

Artificial intelligence (Al) is subject to limitations, and you should be
aware that any output from an Al-supported tool or service made
available by the Firm for your use is subject to such limitations,
including but not limited to inaccuracy, incompleteness, or embedded
bias. You should always verify the results of any Al-generated output.

This material may provide the addresses of, or contain hyperlinks

to, third party websites. Except to the extent to which the material
refers to website material of Morgan Stanley Wealth Management,
the firm has not reviewed the linked site. Equally, except to the extent
to which the material refers to website material of Morgan Stanley
Wealth Management, the firm takes no responsibility for, and makes
no representations or warranties whatsoever as to, the data and
information contained therein. Such address or hyperlink (including
addresses or hyperlinks to website material of Morgan Stanley Wealth
Management) is provided solely for your convenience and information
and the content of the linked site does not in any way form part of
this document. Accessing such website or following such link through
the material or the website of the firm shall be at your own risk and
we shall have no liability arising out of, or in connection with, any
such referenced website. Morgan Stanley Wealth Management is a
business of Morgan Stanley Smith Barney LLC.

Indices are unmanaged and an investment cannot be made directly
into an index.

For more information about the Morgan Stanley Institute for Sustainable Investing,

visit morganstanley.com/sustainableinvesting.
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