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This annual report on environmental and social
externalities and governance (also referred to as
ESG) for the Global Opportunity team1 discusses ESG
integration within the investment process, company
engagement, the carbon footprint of the portfolios and
summarizes participation in collaborative initiatives and
relevant MSIM policies.
ESG and the Sustainability of Competitive Advantage
The Global Opportunity team’s investment process integrates
analysis of sustainability with respect to disruptive change, financial
strength and environmental and social externalities and governance (also
referred to as ESG). We view ESG as a component of quality and consider
the valuation, sustainability and fundamental risks inherent in every portfolio
position. As bottom-up investors, we do not apply top-down ESG positive/
negative screens to a benchmark. Nor do we utilize ESG scorecards from
third parties which rank companies versus industry peers. In other words,
ESG in isolation is not a principal driver of our investment thesis; it is but one
component of our quality assessment.
Our ESG analysis focuses on a company’s ability to sustain competitive advantage
over the long term. Areas assessed include environmental management to
minimize externalities, reduce consumption of energy, water and other resources
and mitigate costs thereby improving profitability; social factors such as consumer
product safety, human capital management, supply chain management and
regulatory impacts; and governance issues such as management incentives, capital
allocation, independent boards and transparent accounting.

The Global Opportunity team manages highly differentiated, concentrated portfolios that invest
across geographies, sectors and market capitalizations. Our Opportunity Strategies — managed by
Kristian Heugh, and available on a global, regional and customizable basis — seek long-term capital
appreciation by investing in high quality companies that the investment team believes are undervalued
at the time of purchase.
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Within the emerging markets, where rule of law and
corporate governance standards can be lower than developed
markets, additional due diligence steps are necessary. Risks
stemming from corruption, political instability, governance and
accounting issues must be thoroughly investigated. For every
emerging market company, we typically commission a full due
diligence report, including a background check on company
management, board directors and cross-holdings, court and tax
filings, and local language press to assess governance risk.
Incorporating ESG-related potential risks and opportunities
within an investment process is about ensuring long-term
stewardship of capital. Over extended time horizons, we
believe that ESG risks are more likely to materialize and
externalities not borne by the company are more likely
to be priced into the value of securities. Therefore, we
continue to innovate and evolve our process and believe
that integrating ESG within our investment analysis
improves the risk and reward profile of client portfolios.

Engagement with
portfolio companies
Our research has identified ESG risks that
diminished the investment thesis of several companies and
resulted in the sale of (or decision not to invest in) a company’s
securities. Our investors also engaged with several portfolio
companies over the course of 2018.
We engaged a Chinese operator of hotel properties on how
the company addresses potential environmental risks and
secures key stakeholder relationships. The company provided
information regarding the implementation of an online hotel
energy management IT system which records daily energy
consumption of all leased and owned hotel properties
which is monitored by a dedicated team of specialists. This
system monitors use of light-emitting diode lighting fixtures,
energy efficient HVAC equipment such as split-type air
conditioning for economy hotels and duct air-conditioning for
midscale hotels as well as heat pump and solar photovoltaic
equipment. As the company shifts to a higher proportion of
franchised properties, the company conducts surveys which
found that franchises are over 93% satisfied with the franchise
agreement process, hotel opening process, product design and
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construction quality, demonstrating that the needs of this key
stakeholder group are being addressed.
We engaged a Japanese mergers and acquisitions intermediary
on how the company addresses its key stakeholder, company
employees, through human capital management initiatives.
The company detailed its new hire training, compensation
policies and the establishment of a certification exam which
has become the de facto standard M&A expert qualification
system in the country and established a strong ecosystem for
the business as qualified M&A experts have strong loyalty to
the firm. The company also aims to minimize potential negative
externalities from M&A by tracking economic losses avoided
and employee inducement while supporting regional banks and
accounting firms to prevent small- and medium-size enterprises
from disappearing in the region.
We identified single-use plastics waste as a potential risk to
the brand of a global specialty coffee retailer as consumers
become more eco-conscious. Our co-operative engagement
with management enhanced our analysis. The company turned
this risk into an opportunity with a big brand win channeling
a consumer movement when it announced it will eliminate
plastic straws globally by 2020 thereby eliminating more than
one billion plastic straws per year.
We engaged the CFO of an education company on improving
their environmental and social disclosures. We believe that
the company creates positive social externalities through the
advancement of primary and secondary education in China
with minimal negative externalities. As the company’s success
relies upon the strength of its math and science curriculum, the
company pays its teachers a rate much higher than industry
average to ensure it attracts and retains talented teachers.
We chose not to invest in a consumer staples company
involved in the manufacture of cigarettes and other
tobacco products. Our evaluation determined that the
company’s competitive advantage is not sustainable as it
externalized the healthcare costs of cancer treatment upon
society and was therefore over-monetized while reliant
on pricing growth due to declining unit volumes. We also
declined to participate in the initial public offering of a
tobacco product packaging company.
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Carbon intensity
Our portfolios typically have less than half
of the weighted average carbon intensity of
benchmark indices. This is a result of our view that solar
will likely disrupt value for fossil fuel companies as costs
become more competitive based on our disruptive change
research. The representative accounts for the Global
Opportunity, Asia Opportunity, Developing Opportunity

and International Opportunity strategies held no coal,
oil or gas companies involved in the extraction of fossil
fuel reserves and no holdings in the utilities sector. The
International Advantage strategy held no coal, oil or gas
companies involved in the extraction of fossil fuel reserves
and had limited exposure to the utilities sector.

Carbon intensity (t CO2e per
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Source: Morgan Stanley Investment Management, Carbon Disclosure Project, MSCI ESG Research LLC.

MSIM Global Stewardship

OUR ENGAGEMENT RECORD2,3

MSIM’s approach to ESG is led by a
Sustainability Council, a team of crossfunctional leaders, and supported by an Advisory
Committee comprised of senior investors and other
subject matter experts within MSIM who provide
insights on incorporating ESG factors in the investment
process. Both the Sustainability Council and the Advisory
Council are supported by MSIM’s Global Stewardship
team. The Global Stewardship team is made up of
dedicated ESG professionals who facilitate proxy voting
and collaborate with investment teams on company
engagements and ESG integration.

The Global Opportunity team defines an engagement as an interaction
with senior management or non-executive board members.
2
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Proxy voting
MSIM views proxy voting as an integral part of
the investment process and ownership oversight.
All proxy voting decisions are made in-house based on
collaboration between members of the investment team
and the Global Stewardship team and in line with the
principles addressed in our policy. Consequently, we do
not automatically support management recommendations.
The Global Stewardship team has an internal voting system
that facilitates communication with the investment teams
and that documents vote rationale. We combine the indepth knowledge of the investment teams with the global
governance expertise of the Global Stewardship team to

Source: ISS Proxy Exchange, Morgan Stanley Investment Management.
Data shown is for the 12 month period to December 31, 2018 and represents
all the strategies managed by the Global Opportunity team.
3

ACTIVE FUNDAMENTAL EQUIT Y | MORGAN STANLEY INVESTMENT MANAGEMENT

3

ESG AND SUSTAINABLE INVESTING REPORT

make informed voting decisions, rather than relying on
external advisory firms or making proxy voting a rote, boxticking exercise. The Global Stewardship team oversees the
proxy voting process to ensure a consistent set of policies
and procedures are applied across our global portfolios.
Controls are in place to help ensure that meetings are voted
in a timely manner and are consistent with our policies across
global portfolios. In most cases, we do not view attendance
at portfolio company annual general meetings as productive
and instead prefer to engage in one-to-one meetings or
conference calls with our portfolio companies. The Global
Stewardship team provides clients with proxy voting records
relating to votes held and voted on their behalf.

Collaboration and reporting
MSIM is a signatory of the UN Principles
for Responsible Investing (“UNPRI”), the
UK Stewardship Code, and the Japan Stewardship Code.
MSIM also participates in the Sustainability Accounting
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Standards Board (SASB) Investor Advisory Group and is an
investor member of GRESB. In addition, Morgan Stanley is
a member of the Global Impact Investing Network and the
Ceres Investor Network.
We view our involvement in these initiatives as
opportunities to stay abreast of industry developments
and best practices, which help us to continually refine our
ESG approach. They are also opportunities for us to share
our ESG story with the broader ESG community.
Another way in which we share our ESG efforts is
through our annual proxy voting and engagement report
summarizing key ESG engagement topics and our proxy
voting record on important ESG issues. Our individual
investment teams also communicate their ESG efforts
through thought leadership pieces that describe their
strategy-level approach and views on key ESG issues and
trends. MSIM encourages teams to tell their ESG story as
relevant to their strategy, while recognizing that the field
and practice is continually evolving.
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RISK CONSIDERATIONS
There is no assurance that a portfolio will achieve its investment
objective. Portfolios are subject to market risk, which is the
possibility that the market values of securities owned by the
portfolio will decline and that the value of portfolio shares may
therefore be less than what you paid for them. Accordingly,
you can lose money investing in this portfolio. Please be
aware that this portfolio may be subject to certain additional
risks. In general, equities securities’ values also fluctuate in
response to activities specific to a company. Investments in
foreign markets entail special risks such as currency, political,
economic, market and liquidity risks. The risks of investing in
emerging market countries are greater than risks associated

with investments in foreign developed countries. Privately
placed and restricted securities may be subject to resale
restrictions as well as a lack of publicly available information,
which will increase their illiquidity and could adversely affect
the ability to value and sell them (liquidity risk). Derivative
instruments may disproportionately increase losses and
have a significant impact on performance. They also may
be subject to counterparty, liquidity, valuation, correlation
and market risks. To the extent that the Strategy invests in a
limited number of issuers (focused investing), the Strategy
will be more susceptible to negative events affecting those
issuers and a decline in the value of a particular instrument
may cause the Strategy’s overall value to decline to a greater
degree than if the Strategy were invested more widely.
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DISTRIBUTION
This communication is only intended for and will only be distributed to
persons resident in jurisdictions where such distribution or availability
would not be contrary to local laws or regulations.
Ireland: Morgan Stanley Investment Management (Ireland) Limited.
Registered Office: The Observatory, 7-11 Sir John Rogerson’s, Quay, Dublin
2, Ireland. Registered in Ireland under company number 616662. Regulated
by the Central Bank of Ireland. United Kingdom: Morgan Stanley Investment
Management Limited is authorised and regulated by the Financial Conduct
Authority. Registered in England. Registered No. 1981121. Registered Office:
25 Cabot Square, Canary Wharf, London E14 4QA. Dubai: Morgan Stanley
Investment Management Limited (Representative Office, Unit Precinct 3-7th
Floor-Unit 701 and 702, Level 7, Gate Precinct Building 3, Dubai International
Financial Centre, Dubai, 506501, United Arab Emirates. Telephone: +97
(0)14 709 7158). Germany: Morgan Stanley Investment Management
Limited Niederlassung Deutschland Junghofstrasse 13-15 60311 Frankfurt
Deutschland (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Italy:
Morgan Stanley Investment Management Limited, Milan Branch (Sede
Secondaria di Milano) is a branch of Morgan Stanley Investment Management
Limited, a company registered in the UK, authorised and regulated by
the Financial Conduct Authority (FCA), and whose registered office is
at 25 Cabot Square, Canary Wharf, London, E14 4QA. Morgan Stanley
Investment Management Limited Milan Branch (Sede Secondaria di Milano)
with seat in Palazzo Serbelloni Corso Venezia, 16 20121 Milano, Italy, is
registered in Italy with company number and VAT number 08829360968.
The Netherlands: Morgan Stanley Investment Management, Rembrandt
Tower, 11th Floor Amstelplein 1 1096HA, Netherlands. Telephone: 31
2-0462-1300. Morgan Stanley Investment Management is a branch office
of Morgan Stanley Investment Management Limited. Morgan Stanley
Investment Management Limited is authorised and regulated by the Financial
Conduct Authority in the United Kingdom. Switzerland: Morgan Stanley &
Co. International plc, London, Zurich Branch Authorised and regulated by the
Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered with the Register
of Commerce Zurich CHE-115.415.770. Registered Office: Beethovenstrasse
33, 8002 Zurich, Switzerland, Telephone +41 (0) 44 588 1000. Facsimile
Fax: +41(0) 44 588 1074.
U.S. A separately managed account may not be suitable for all investors.
Separate accounts managed according to the Strategy include a number
of securities and will not necessarily track the performance of any index.
Please consider the investment objectives, risks and fees of the Strategy
carefully before investing. A minimum asset level is required. For important
information about the investment manager, please refer to Form ADV Part 2.

Please consider the investment objectives, risks, charges
and expenses of the funds carefully before investing. The
prospectuses contain this and other information about the funds.
To obtain a prospectus please download one at morganstanley.
com/im or call 1-800-548-7786. Please read the prospectus
carefully before investing.
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Morgan Stanley Distribution, Inc. serves as the distributor for
Morgan Stanley funds.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE |
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT
Canada: For use only with “Permitted Clients” under Canadian Law and
may not be used with the general public. This presentation is communicated
in Canada by Morgan Stanley Investment Management Inc. (“MSIM”), which
conducts its activities in Canada pursuant to the international adviser
exemption and International Investment Fund Manager Exemption. This
presentation does not constitute an offer to provide investment advisory
services in circumstances where the investment adviser exemption is not
available. MSIM may only advise separately managed accounts of “Permitted
Clients” and may only manage accounts which invest in non-Canadian issuers.
“Permitted clients” as defined under Canadian National Instrument 31-103
generally include Canadian financial institutions or individuals with $5 million
(CAD) in financial assets and entities with at least $25 million (CAD) in net
assets. Permitted Clients may only invest in a separately managed account
referenced in this presentation by entering into an investment management
agreement with MSIM, of which this presentation is not a part. Materials
which describe the investment expertise, strategies and/or other aspects
of MSIM-managed separately managed accounts may be provided to you
upon request for your consideration of the available investment advisory
services offered by MSIM. MSIM and certain of its affiliates may serve as
the portfolio manager to separately managed accounts described in this
presentation and may be entitled to receive fees in connection therewith.
Hong Kong: This document has been issued by Morgan Stanley Asia Limited
for use in Hong Kong and shall only be made available to “professional
investors” as defined under the Securities and Futures Ordinance of Hong
Kong (Cap 571). The contents of this document have not been reviewed nor
approved by any regulatory authority including the Securities and Futures
Commission in Hong Kong. Accordingly, save where an exemption is available
under the relevant law, this document shall not be issued, circulated,
distributed, directed at, or made available to, the public in Hong Kong.
Singapore: This document should not be considered to be the subject of
an invitation for subscription or purchase, whether directly or indirectly,
to the public or any member of the public in Singapore other than (i) to
an institutional investor under section 304 of the Securities and Futures
Act, Chapter 289 of Singapore (“SFA”); (ii) to a “relevant person” (which
includes an accredited investor) pursuant to section 305 of the SFA, and
such distribution is in accordance with the conditions specified in section
305 of the SFA; or (iii) otherwise pursuant to, and in accordance with the
conditions of, any other applicable provision of the SFA. This material has
not been reviewed by the Monetary Authority of Singapore.
Australia: This publication is disseminated in Australia by Morgan Stanley
Investment Management (Australia) Pty Limited ACN: 122040037, AFSL
No. 314182, which accept responsibility for its contents. This publication,
and any access to it, is intended only for “wholesale clients” within the
meaning of the Australian Corporations Act.
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Japan: For professional investors, this document is circulated or distributed for
informational purposes only. For those who are not professional investors, this
document is provided in relation to Morgan Stanley Investment Management
(Japan) Co., Ltd. (“MSIMJ”)’s business with respect to discretionary investment
management agreements (“IMA”) and investment advisory agreements
(“IAA”). This is not for the purpose of a recommendation or solicitation of
transactions or offers any particular financial instruments. Under an IMA,
with respect to management of assets of a client, the client prescribes
basic management policies in advance and commissions MSIMJ to make all
investment decisions based on an analysis of the value, etc. of the securities,
and MSIMJ accepts such commission. The client shall delegate to MSIMJ the
authorities necessary for making investment. MSIMJ exercises the delegated
authorities based on investment decisions of MSIMJ, and the client shall
not make individual instructions. All investment profits and losses belong
to the clients; principal is not guaranteed. Please consider the investment
objectives and nature of risks before investing. As an investment advisory fee
for an IAA or an IMA, the amount of assets subject to the contract multiplied
by a certain rate (the upper limit is 2.16% per annum (including tax)) shall
be incurred in proportion to the contract period. For some strategies, a
contingency fee may be incurred in addition to the fee mentioned above.
Indirect charges also may be incurred, such as brokerage commissions for
incorporated securities. Since these charges and expenses are different
depending on a contract and other factors, MSIMJ cannot present the
rates, upper limits, etc. in advance. All clients should read the Documents
Provided Prior to the Conclusion of a Contract carefully before executing an
agreement. This document is disseminated in Japan by MSIMJ, Registered No.
410 (Director of Kanto Local Finance Bureau (Financial Instruments Firms)),
Membership: the Japan Securities Dealers Association, The Investment
Trusts Association, Japan, the Japan Investment Advisers Association and
the Type II Financial Instruments Firms Association.

This material is a general communication, which is not impartial and has
been prepared solely for informational and educational purposes and does
not constitute an offer or a recommendation to buy or sell any particular
security or to adopt any specific investment strategy. The information
herein has not been based on a consideration of any individual investor
circumstances and is not investment advice, nor should it be construed in
any way as tax, accounting, legal or regulatory advice. To that end, investors
should seek independent legal and financial advice, including advice as to
tax consequences, before making any investment decision.

IMPORTANT INFORMATION

Except as otherwise indicated herein, the views and opinions expressed
herein are those of the investment management team, are based on matters
as they exist as of the date of preparation and not as of any future date,
and will not be updated or otherwise revised to reflect information that
subsequently becomes available or circumstances existing, or changes
occurring, after the date hereof.

EMEA: This marketing communication has been issued by Morgan Stanley
Investment Management (Ireland) Limited (“MSIM Ireland”). Registered
Office: The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, Ireland.
Registered in Ireland under company number 616662. Regulated by the
Central Bank of Ireland.
There is no guarantee that any investment strategy will work under all
market conditions, and each investor should evaluate their ability to invest
for the long-term, especially during periods of downturn in the market. Prior
to investing, investors should carefully review the strategy’s / product’s
relevant offering document. There are important differences in how the
strategy is carried out in each of the investment vehicles.

A separately managed account may not be suitable for all investors.
Separate accounts managed according to the Strategy include a
number of securities and will not necessarily track the performance
of any index. Please consider the investment objectives, risks and
fees of the Strategy carefully before investing.

The material has been prepared using sources of information generally
believed to be reliable but no representation can be made as to its accuracy..
All reasonable steps have been taken to ensure that, as at the date of
preparation, the information contained herein is true and accurate in all
material respects. No representation or warranty is made as to the accuracy
or completeness or otherwise of this document, or the reasonableness of
any assumptions on which this document may be based.
Holdings are subject to change. The holdings in the representative account
may differ from the holdings in some SMAs and other investment vehicles
managed in a similar manner due to differing investment guidelines or client
restrictions. Actual fees and expenses for SMAs and other investment
vehicles will differ from those of the representative account, which would
cause their performance to differ.
This communication is not a product of Morgan Stanley’s Research
Department and should not be regarded as a research recommendation.
The information contained herein has not been prepared in accordance with
legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the
dissemination of investment research.

MSIM has not authorised financial intermediaries to use and to distribute
this document, unless such use and distribution is made in accordance
with applicable law and regulation. Additionally, financial intermediaries
are required to satisfy themselves that the information in this document
is suitable for any person to whom they provide this document in view of
that person’s circumstances and purpose. MSIM shall not be liable for, and
accepts no liability for, the use or misuse of this document by any such
financial intermediary.
The whole or any part of this work may not be reproduced, copied or
transmitted or any of its contents disclosed to third parties without MSIM’s
express written consent.
All information contained herein is proprietar y and is protected
under copyright law.
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