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Climate change is affecting every aspect of the global economy, whether
companies are prepared for it or not. Decisions makers are responding
admirably with 127 countries and 917 of the largest companies setting net-
zero targets, representing 88% of global emissions and 92% of GDP! Despite
these ambitions, the path to net-zero is unclear; however the solution clearly
lies in two complementary goals:

1. Removing Emissions from the atmosphere through direct air capture,
biochar, or natural carbon sinks

2. Avoiding Emissions entering the atmosphere through the scaling of
climate solutions

Removing emissions can be achieved through either conventional methods,
such as reforestation, or via new innovations like Carbon Capture, Utilization
and Storage (CCUS). Both processes capture and store emissions to stop
them re-entering the atmosphere. However, both lack the scale offset annual
global emissions (~60bn t CO,e).2 As such, capital must be focused on
avoiding emissions from entering the atmosphere at the source to achieve
climate goals.

Understanding the scale of emissions being avoided is therefore critical for
climate investors and companies. With impact and returns becoming intrinsically
linked there is arguably outsized value in delivering both improved performance
and reduced emissions for customers. Avoided Emissions analysis can unlock
this value by measuring the quantity of emissions impacted by a solution and
identifying the opportunities presented by global decarbonization.

The next generation of leading companies will be those that are doing more than
just reducing their own emissions, they will be driving their customers towards
net-zero. Analyzing Avoided Emissions helps identify those companies, allowing
market participants to allocate capital to opportunities more effectively.

"Net Zero Tracker, as of June 2023.
2|PCC Climate Change 2022 Summary for Policy Makers Report, 2022.
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KEY TAKEAWAYS

= There is a significant
opportunity for
private capital scale
decarbonizing solutions
while at the same time
accelerating growth

= Avoided Emissions
measures the quantity
of greenhouse gas
(“GHG") impact a
climate solution may
generate over time

= Companies, investors
and asset owners
can better drive
financial growth and
sustainable performance
through Avoided
Emissions analysis



What are Avoided Emissions?

Avoided Emissions is a metric that quantifies the extent
to which a product or solution is decarbonizing an existing
process. They occur outside of a product’s life cycle or
value chain as a result of the use of that product.? Avoided
Emissions are the difference in GHG emissions between

a forecasted scenario where the subject product or
solution is applied and a ‘business as usual’ case in which
it is not. For example, a software solution that reroutes
the transportation of goods from high emitting forms of
transport, such as internal combustion engine trucks, to
lower emitting ones, such as trains, would be expected to
have a positive Avoided Emissions measure.

As a weight-based metric, it is measured in Carbon Dioxide
Equivalent (CO,e, see box) and allows the comparison of
environmental impact of products across different sectors
or geographies.*

What is Carbon Dioxide Equivalent?

Carbon Dioxide Equivalent (CO,e) is a metric used to
standardize the climate effect from greenhouse gases.
It converts different quantities of gases into CO, for
ease of comparison.

For example, methane's effect on the climate is 25x
more severe than CO, so has a higher CO,e weight
compared to CO,.

Avoided Emissions are independent from Scope 1-3
emissions which are created from the product’s lifecycle,

and defined by the GHG Protocol, the current global standard
for GHG emissions accounting.® They cannot offset the Scope
1- 3 emissions of the company but do provide a full picture of
how a company's products interact with the climate.
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3 Do We Need a Standard to Calculate ‘Avoided Emissions, World Resources Institute, 2013.

* Eurostat, as of June 2022.
5 GHG Protocol Guidance, as of June 2022.
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DISPLAY 2
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Despite this, we believe it is important that Scope 1- 3 for widespread implementation of Avoided Emissions
emissions are considered alongside Avoided Emissions. There including the GHG Protocol, the World Business Council
is Little benefit to scaling a product with significant avoided for Sustainable Development and Project FRAME. Their
emissions potential if it emits a high quantity of GHGs during  aim is to create the building blocks upon which

its production. governments, companies and investors can measure

and report Avoided Emissions to allow more capital to

Numerous multilateral bodies and industry groups have
flow to critical climate technologies.

published guidelines, methodologies, and requirements
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DISPLAY 3
Use Case for Avoided Emissions Analysis
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Why Should Companies, Investors and Asset
Owners Use Avoided Emissions?

Avoided Emissions helps define which products or services
have the greatest potential to decarbonize. It can be
utilized by companies, investors, and asset owners to
scale climate solutions.

Overall, each group gains from understanding climate impact
in more detail and ensuring they assign capital, time, and

resources to what is believed to be the best available solutions.

COMPANIES

Large companies, such as those in the Fortune 500, are
increasingly focused on reducing their emissions, either
by their own choosing or in accordance with regulatory

requirements. For example, Nestle recently announced a
step away from “investing in carbon offsets...to invest in
programs and practices that help reduce GHG emissions

in our own supply chain."® Given climate is a theme that
transcends sectors and geographies, this consideration is
critical to long term success. These companies need ways

of growing while also emitting fewer GHGs, and companies
who can solve this problem for their downstream customers
and clients have a significant opportunity.

To capitalize on this, management teams must be able to
measure the impact their products create and Avoided
Emissions can provide this insight. This becomes a very
powerful tool for sales teams looking to drive growth and
operational teams directing R&D because it quantifies the

DISPLAY &

Addressable Market Size for Net Zero Focused Investments in 20307

$ Billion

3,000

2,000

1,000

Addressable Market Size in
Yearly Revenues by 2030, $bn

Carbon Industrials ~ Waste

Management

Hydrogen

1150

Oil, Gas Agriculture Consumer
& Fuels

2,700

1,200 1,200

Water

Buildings Transport

Power
& Land Use

Climate Solutions Sectors

5 Nestle statement, reported in Just Food Article, June 2023.
" Accelerating towards Net Zero, McKinsey & Co, June 2022.
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CO,e avoided from a product’s use. Indicating to a customer
that a product generates both cost and emissions savings is
highly likely to be a competitive advantage. This represents
the opportunity set for private companies looking to grow
by solving the climate problem.

INVESTORS

Investors must also accurately identify which companies
are decarbonizing their sectors to ensure they find the
most valuable climate technologies. Avoided Emissions
analysis can provide this insight and drive decision making
by focusing investors on sub sectors within themes which
are most impactful and most valuable to an economy. In

a world which looks to decarbonize, we do not believe

it is a coincidence that many of the more trend-based
sustainability sectors in recent years (e.g., rapid grocery
delivery, vertical farming, branded plant-based meat) have
suffered significantly in the recent downturn. The Avoided
Emissions analysis of these sectors shows limited carbon
impact in many cases and market participants have arguably
recognized that there are better opportunities elsewhere.

On a more granular level, Avoided Emissions analysis can aid
in identifying which products drive improved performance

through decarbonization. Currently European consumers are
presented with numerous options to reduce their energy bills
and many will choose the most cost-effective. To identify that
solution, investors can use Avoided Emissions analysis which
quantifies the GHG reduction of competing products.

For example, installing new insulation can avoid ~7% of
household emissions in the first year but has almost no
effect after 5 years.? Comparatively, installing a new heat
pump can reduce emissions associated with gas usage

by up to 70% every year the product is in use.® Rational
consumers are therefore unlikely to select new insulation
given the cost benefit and investors who have this insight
this can allocate capital effectively.

The analysis can be taken a step further by allowing
investors to compare product level impact across sectors
and geographies. GHG emissions have the same atmospheric
impact wherever they occur, meaning investors can use
Avoided Emissions analysis to compare the climate impact of
a heat pump in the UK with an alternative cooking stove in
Kenya. This comparative analysis is a powerful tool and one
that can drive capital towards the most attractive climate
solutions globally.
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8 Investing.com, as of June 2023.

9 Assessing the effectiveness of energy efficiency measures in the residential sector gas consumption through dynamic treatment effects, Penasco &

Anadon, 2023.
9 How the energy crisis affects the case for heat pumps, Nesta, 2022.
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ASSET OWNERS

Climate investing has seen significant growth in recent
years with private market equity investors launching over
330 sustainability focused funds from 2019 to 2022
The cumulative AUM is estimated to be over $270bn

at present, without accounting for corporate capital,
public equity vehicles, and credit funds that may make
similar investments. Distinguishing between these funds
has become an arduous task for asset owners who must
compare a broad range of metrics, many of which are self-
defined and fund specific. Building on this, several funds
have committed to an impact theme (e.g., sustainability)
but feel unable to define the non-financial metrics which
determine their success.

Fortunately, asset owners focused on climate solutions have
been presented with some unique factors to better assess
potential decarbonization opportunities:

1. Universal KPI — Unlike other forms of impact a singular
metric, CO,e, can be used across geographies and sectors

2. Measurement Guidelines — Recognized institutions have
defined how to measure and classify of GHG emissions

3. Clear Goal — While there are numerous interlinked factors
driving climate change, reducing the emission of GHGs
into of the atmosphere is a commonly agreed upon goal

These factors can combine to help owners understand
which funds are effectively delivering impact and,
importantly, measure their success in doing so. Investors
should aspire to provide clear goals and transparent data,
empowering asset owners with real insights. Given the link
between returns and impact in the climate space, it is Likely
that owners may soon require incentive compensation to be
aligned with both goals.

2017

271

2018 2019 2020 2021 2022

DISPLAY 6
Cumulative value in Environment, Social and Governance and Impact Funds™
AUM $bn
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Conclusion

GHG emission reduction is moving from a consideration

to a condition of investment and its awareness and
implementation across various stakeholders is expected to
grow. Avoided Emissions analysis can focus capital on the
products or services which will help a company's customers
achieve net-zero.

As with all carbon accounting, there is variability when
calculating Avoided Emissions, but this should not detract

8 key factors for investing in climate change, McKinsey & Co, 2023.

from its power as a tool. Its use should guide companies

to accelerated growth, drive investors towards key
technologies and help asset owners select investments.
Eventually, we'd like to see third party assurance for Avoided
Emissions in the same way financial statements are audited.

Looking forward, we expect leading solutions will improve
the competitiveness of their customers and reduce their
emissions. Identifying these solutions is vital for companies,
investors and asset allocators.
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DISCLOSURES

The statements above reflect the opinions and views of the Morgan Stanley
Private Equity Solutions as of the date hereof and not as of any future date
and will not be updated or supplemented. All forecasts are speculative,
subject to change at any time and may not come to pass due to economic
and market conditions.

Information regarding expected market returns and market outlooks is based
on the research, analysis, and opinions of the investment team of the Private
Equity Solutions Team. These conclusions are speculative in nature, may
not come to pass, and are not intended to predict the future of any specific
Morgan Stanley investment.

Certain information contained herein constitutes forward-looking statements,
which can be identified by the use of forward-looking terminology such as
“may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,”
continue” or “believe” or the negatives thereof or other variations thereon or
other comparable terminology. Due to various risks and uncertainties, actual
events or results may differ materially from those reflected or contemplated
in such forward-looking statements. No representation or warranty is made
as to future performance or such forward-looking statements.

Persons considering an alternative investment should refer to the specific
investment's offering documentation, which will fully describe the specific
risks and considerations associated with such investment.

Alternative investments typically have higher fees and expenses than other
investment vehicles, and such fees and expenses will lower returns achieved
by investors. Alternative investment funds are often unregulated, are not
subject to the same regulatory requirements as mutual funds, and are not
required to provide periodic pricing or valuation information to investors. The
investment strategies described in the preceding pages may not be suitable
for the recipient’s specific circumstances; accordingly, you should consult
your own tax, legal or other advisors, both at the outset of any transaction
and on an ongoing basis, to determine such suitability.

This is prepared for sophisticated investors who are capable of understanding
the risks associated with the investments described herein and may not be
appropriate for the recipient. No investment should be made without proper
consideration of the risks and advice from your tax, accounting, legal or other
advisors as you deem appropriate.

Morgan Stanley does not render tax advice on tax accounting matters to
clients. This material was not intended or written to be used, and it cannot
be used with any taxpayer, for the purpose of avoiding penalties which may
be imposed on the taxpayer under U.S. federal tax laws. Federal and state
tax laws are complex and constantly changing. Clients should always consult
with a legal or tax advisor for information concerning their individual situation.

This material 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.

MSIM, the asset management division of Morgan Stanley (NYSE: MS), and
its affiliates have arrangements in place to market each other's products and
services. Each MSIM affiliate is regulated as appropriate in the jurisdiction
it operates. MSIM's affiliates are: Eaton Vance Management (International)
Limited, Eaton Vance Advisers International Ltd, Calvert Research and
Management, Eaton Vance Management, Parametric Portfolio Associates
LLC, and Atlanta Capital Management LLC.

This material has been issued by any one or more of the following entities:

DISTRIBUTION

This material 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.

MSIM, the asset management division of Morgan Stanley (NYSE: MS), and
its affiliates have arrangements in place to market each other's products and
services. Each MSIM affiliate is regulated as appropriate in the jurisdiction
it operates. MSIM’s affiliates are: Eaton Vance Management (International)
Limited, Eaton Vance Advisers International Ltd, Calvert Research and
Management, Eaton Vance Management, Parametric Portfolio Associates
LLC, and Atlanta Capital Management LLC.
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EMEA
This material is for Professional Clients/Accredited Investors only.

In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund
Management (Ireland) Limited (“FMIL"). FMIL is regulated by the Central
Bank of Ireland and is incorporated in Ireland as a private company limited
by shares with company registration number 616667 and has its registered
address at 24-26 City Quay, Dublin 2, DO2 NY19, Ireland.

Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) 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.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co. International
plc, London (Zurich Branch) Authorised and regulated by the Eidgendssische
Finanzmarktaufsicht (‘FINMA"). Registered Office: Beethovenstrasse 33,
8002 Zurich, Switzerland.

Outside the US and EU, Eaton Vance materials are issued by Eaton Vance
Management (International) Limited (“EVMI") 125 Old Broad Street, London,
EC2N 1AR, UK, which is authorised and regulated in the United Kingdom by
the Financial Conduct Authority.

Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM FMIL
(Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 11096HA,
Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de Monceau 75008
Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle Serrano 55, 28006,
Madrid, Spain. Germany: MSIM FMIL Frankfurt Branch, GroBe Gallusstrale
18, 60312 Frankfurt am Main, Germany (Gattung: Zweigniederlassung (FDI)
gem. § 53b KWG). Denmark: MSIM FMIL (Copenhagen Branch), Gorrissen
Federspiel, Axel Towers, Axeltorv2, 1609 Copenhagen V, Denmark.

MIDDLE EAST

Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit
7071 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).

This document is distributed in the Dubai International Financial Centre by
Morgan Stanley Investment Management Limited (Representative Office),
an entity regulated by the Dubai Financial Services Authority (‘DFSA"). It is
intended for use by professional clients and market counterparties only. This
document is not intended for distribution to retail clients, and retail clients
should not act upon the information contained in this document.

This document relates to a financial product which is not subject to any
form of regulation or approval by the DFSA. The DFSA has no responsibility
for reviewing or verifying any documents in connection with this financial
product. Accordingly, the DFSA has not approved this document or any other
associated documents nor taken any steps to verify the information set out
in this document, and has no responsibility for it. The financial product to
which this document relates may be illiquid and/or subject to restrictions on
its resale or transfer. Prospective purchasers should conduct their own due
diligence on the financial product. If you do not understand the contents of
this document, you should consult an authorised financial adviser.

us.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE |
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT ADEPOSIT

Latin America (Brazil, Chile Colombia, Mexico, Peru, and Uruguay)

This material is for use with an institutional investor or a qualified investor
only. Allinformation contained herein is confidential and is for the exclusive
use and review of the intended addressee, and may not be passed on to any
third party. This material is provided for informational purposes only and
does not constitute a public offering, solicitation or recommendation to
buy or sell for any product, service, security and/or strategy. A decision to
invest should only be made after reading the strategy documentation and
conducting in-depth and independent due diligence.

ASIA PACIFIC
Hong Kong: This material is disseminated by Morgan Stanley Asia Limited for
use in Hong Kong and shall only be made available to “professional investor
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