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Morgan Stanley’s Top-Performing Fund
Buys Undervalued Stocks

by Ishika Mookerjee
January 19, 2020

A top-performing Morgan Stanley fund
is betting on cash-rich consumption-
focused stocks in Asia, especially China, to
manage risks in market cycles this year.

The Wall Street firm’s Asia Opportunity
Portfolio, which focuses on equities in
the region excluding Japan, returned 44%
in the past year, beating 99% of its peers,
according to data compiled by Bloomberg.
The portfolio focuses on undervalued
companies with low debt or net cash on
their balance sheets, many of which are
found in consumer sectors, said Kristian
Heugh, who has been co-managing the
fund since its inception in 2016.

“We seek to protect investors’ capital
by focusing on high quality companies
with sustainable competitive advantages
and purchasing them at a discount to
our estimate of intrinsic value,” Heugh
said. “We remain vigilant in selling names
approaching our estimate of their intrinsic
value and redeploying that capital in what
we believe are the next big ideas.”

China is the $1.5 billion fund’s largest-
weighted country, accounting for 57.7%
of assets as of end-December. Heugh said
the world’s second-largest economy will

remain a key focus this year despite its
slower growth in 2019.

Asian consumer stocks provide “high
returns on capital, low leverage and
quality growth prospects,” Hong Kong-
based Heugh said. The region offers “the
highest ratio” of high-quality companies
that have generated both 15% return on

Asia Outperformer
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invested capital and 15% revenue growth
over the past three years, he added. The
MSCI Asia ex Japan Index has gained 3.4%
so far this year.

With more than 800 million people
emerging from poverty since market
reforms began in 1978, China is an
especially attractive hunting ground for

The fund has returned twice as much as a benchmark gauge in the past year

MSCI Asia ex Japan Index price
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consumption names, Heugh said. Key ASIA OPPORTUNITY PORTFOLIO'S TOP 2019 | net cash on their balance sheets.
themes he’s looking at include better PERTORMERS RETURN While only about 1% of the portfolio
quality food and drink as well as access to | _Mevan Dianping 2% | isallocated to Southeast Asia due to
Internet services, health care and better Hangzhou Tigermed Consuting Co. 122 expensive valuations, its Asean revenue
education opportunities for children. Kweichow Moutai Co. o1 | exposure is higher thanks to investments
As aresult, the Asia Opportunity TAL Education Group s | inkey regional Internet stocks Alibaba
Portfolio’s largest positions in China Foshan Haitian Flavouring & Food Co. ss | Group Holding Ltd., Tencent Holdings

focus on the education, food, beverages,
restaurants and travel sectors. Food-
delivery giant Meituan Dianping, distiller
Kweichow Moutai Co. and soy sauce
maker Foshan Haitian Flavouring & Food
Co. were among the top contributors to
the fund’s peer-beating performance last
year.

Source: Bloomberg

The top five performers are trading
at an average valuation of more than
50 times earnings estimates for 2020,
compared with about 14 times for the
MSCI Asia excluding-Japan Index. All have

Ltd. and Naver Corp.

“Alibaba owns Southeast Asia’s largest
e-commerce platform Lazada, Tencent is
the largest gaming company in this region,
and Naver owns Line which is popular
among Southeast Asian mobile Internet
users,” Heugh said.

— With assistance by Yusuke Takeshita.
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RISK CONSIDERATIONS

Morgan Stanley

INVESTMENT MANAGEMENT

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. Asia market entails
liquidity risk due to the small markets and low trading volume in many countries. In addition, companies in the region
tend to be volatile and there is a significant possibility of loss. Furthermore, because the strategy concentrates in a
single region of the world, performance may be more volatile than a global strategy. 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. llliquid
securities may be more difficult to sell and value than publicly traded securities (liquidity risk). Focused investing To
the extent that the Fund invests in a limited number of issuers, the Fund will be more susceptible to negative events
affecting those issuers and a decline in the value of a particular instrument may cause the Fund’s overall value to
decline to a greater degree than if the Fund were invested more widely. 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. 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).



IMPORTANT INFORMATION

The views and opinions are those’of Bloomberg News and Kristian Heugh' as/of the date of publication and are
subject to change at any time due to market or economic conditions and may not necessarily come to pass.
Furthermore, the views will not be updated or otherwise revised to reflect information that subsequently becomes
available or circumstances existing, or changes occurring, after the date of publication. The views expressed do not
reflect the opinions of all portfolio managers at Morgan Stanley Investment Management (MSIM) or the views of the
Firm as a whole, and may not be reflected in all the strategies and products that the Firm offers.

Forecasts and/or estimates provided herein are subject to change and may not actually come to pass. Information
regarding expected market returns and market outlooks is based on the research, analysis and opinions of the
authors. These conclusions are speculative in nature, may not come to pass and are not intended to predict the
future performance of any specific MSIM product.

Certain information herein is based on data obtained from third party sources believed to be reliable. However, we
have not verified this information, and we make no representations whatsoever as to its accuracy or completeness.

The information herein is a general communications which is not impartial and has been prepared solely for
information 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 material contained herein has not been based on
a consideration of any individual client 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.

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.

Information, including performance and holdings, herein are provided by Bloomberg News and no representation or
warranty can be given with respect to the accuracy or completeness of the information. Past performance is not
indicative of future results.

The article is being provided by Morgan Stanley Investment Management to highlight recent press concerning
Kristian Heugh of the Counterpoint Global Team and its Portfolios. This is not an offer or a solicitation of an offer for
any of the other funds mentioned in the article.

Please note the reprint was altered from its original form.

Morgan Stanley Institutional Fund Asia Opportunity Portfolio — Class | Shares

Top Ten Holdings

(%F::)f Total Net %ssets) Fund Index
HDFC Bank Ltd 8.26 --
Meituan Dianping 5.69 0.25
Alibaba Group Holding Ltd 5.37 6.79
Shenzhou International Group 4.83 0.21
Naver Corp 4.80 0.43
AIA Group Ltd 4.76 2.40
Taiwan Semiconductor Mfg Co. Ltd 4.72 5.14
China Resources Beer Holdings 4.67 0.15
Huazhu Group Ltd 4.67 0.10
Tencent Holdings Ltd 4.61 5.23
Sector Allocation Fund Index
(% of Total Net Assets)

Consumer Discretionary 37.87 14.95
Communication Services 13.13 11.53
Consumer Staples 13.08 512
Financials 13.02 23.02
Information Technology 7.88 18.49
Health Care 4.15 3.01
Real Estate 0.03 5.81
Other 0.54 --
Cash 10.91 --




As of December 31, 2019./Subject to change daily and are provided-for informational purposes/only and should not
be deemed as a recommendation to buy or sell the securities shown or securities within sectors shown above.

in
’ (12/29/2015)
MSAQX 44.74 30.25 - 21.57
MSCI All Country Asia Ex-Japan Index (%) 18.17 12.77 -- 10.82
Lipper Category Average (%) 20.78 12.34 - -
Morningstar Category Average (%) 19.98 12.03 -- --

The minimum initial investment is $5,000,000 for Class | shares. Performance data quoted represents past
performance, which is no guarantee of future results, and current performance may be lower or higher than
the figures shown. For the most recent month-end performance figures, please visit morganstanley.com/im
or call 1-800-548-7786. Investment returns and principal value will fluctuate and fund shares, when redeemed,
may be worth more or less than their original cost.

The gross expense ratio for the Asia Opportunity Portfolio (Class | shares) is 1.67% and the net expense ratio
is 1.10%. Where the net expense ratio is lower than the gross expense ratio, certain fees have been waived
and/or expenses reimbursed. These waivers and/or reimbursements will continue for at least one year from
the date of the applicable fund’s current prospectus (unless otherwise noted in the applicable prospectus) or
until such time as the fund’s Board of Directors acts to discontinue all or a portion of such waivers and/or
reimbursements. Absent such waivers and/or reimbursements, returns would have been lower. Expenses are
based on the fund’s current prospectus.

Morningstar Rankings as of 01/31/2020 — | Shares

Percentile Rank/
Total in Category
1 Year 1 2/81
3 Year 1 2/72

Rankings are based on total returns, are historical and do not guarantee future results.

Rankings: The percentile rankings are based on the average annual total returns for the periods stated and do not
include any sales charges, but do include reinvestment of dividends and capital gains and Rule 12b-1 fees. The
highest (or most favorable) percentile rank is 1 and the lowest (or least favorable) percentile rank is 100. The top-
performing fund in a category will always receive a rank of 1. Please visit morganstanley.com/im for Morningstar
ratings and rankings (where appropriate) for the latest month-end period.

© 2020 Morningstar. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or
its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely.
Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this
information.

The MSCI All Country Asia Ex-Japan Index is a free float-adjusted market capitalization weighted index that is
designed to measure the equity market performance of Asia, excluding Japan. The term "free float" represents the
portion of shares outstanding that are deemed to be available for purchase in the public equity markets by investors.
The performance of the Index is listed in U.S. dollars and assumes reinvestment of net dividends. The index is
unmanaged and does not include any expenses, fees or sales charges. It is not possible to invest directly in an index.

Assets under management for MSIF Asia Opportunity Portfolio are $171.41 million as of February 13, 2020.

Please consider the investment objective, risks, charges and expenses of the Fund carefully
before investing. The prospectus contains this and other information about the Fund. To obtain a
prospectus, download one at morganstanley.com/im or call 1-800-548-7786. Please read the
prospectus carefully before investing.

Morgan Stanley Investment Management is the asset management division of Morgan Stanley.

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE | NOT INSURED BY ANY FEDERAL
GOVERNMENT AGENCY | NOT A BANK DEPOSIT
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