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Three Key Points AUTHOR

e We believe this is an opportune time to r1
invest in growth companies driving the
transition to a lower carbon economy amid ’

a confluence of macroeconomic, regulatory,
and market factors.
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e Unprecedented levels of investment and
innovation in climate startups in recent years
has led to a deep and maturing pipeline of
highly attractive, decarbonization focused
growth-stage companies.

e Asset owners and investment managers must
be willing to think creatively about traditional
fund mechanisms to meaningfully address
decarbonization on a global scale.

What We are Seeing

¢ Valuations are rationalizing as investors react to higher
inflation, higher cost of debt, and geopolitical disruption.
This shift has driven away many shorter-term participants
from the climate space, leaving key innovators requiring
capital and operational input at a critical point in their
growth trajectories.

 European countries have learned that reliance on imported
fossil fuels can be politically and economically harmful.
Energy transition is not the sole solution to these problems,
but greater control of energy supplies provided by
renewables is beneficial.
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 Despite a boom in climate-focused
funds, the bulk of money has been
raised in either more mature buyouts
or in the early-stage space, opening a
gap in the middle that we intend to
capture. The climate impact growth
space remains relatively underserved,
meaning innovative companies
maturing from the early stage are

sometimes overlooked or underfunded.

Opportunities for investment in
carbon abatement solutions are
plentiful and highly necessary. The
UN estimates that $125 trillion of
climate investment is needed by 2050
to reach net zero. To achieve this,
investment from now until 2025 must
triple compared to the last 5 years.!

What We are Doing

* 'The mobility sector directly accounts
for 14% of global emissions and needs
to detach growth from fossil fuel
usage.? Encouragingly, the following
four key themes are developing, each
creating opportunities for innovative,
growth-oriented companies:

— ELECTRIFICATION: The shift of
powertrains across the automotive,
rail, and shipping industries will
drive systemic change in supply
chains, infrastructure, and end-of-
life processes.

— CONNECTIVITY: Connected vehicles
unlock capability improvements,
information systems, and live
monitoring of performance metrics
across consumer and industrial
use cases.

— AUTONOMY: Unassisted
transportation (i.e., with no human
backup) will meaningfully change
how vehicles are viewed and used
and how they interact with the
surrounding environment.

— SMART MOBILITY: Mobility-as-a-
Service (MaaS) offerings are creating
new use cases for vehicles and
transport services.

Electricity, heat, and other energy
production account for ~35% of
global emissions.” Macro drivers (e.g.,
population growth and increasing
energy use per capita) point to an
inexorable rise in energy demand that
must be served by affordable, zero-
carbon energy generation. This creates
opportunities to roll-out existing
renewable energy technologies — such
as wind and solar — and to spur
innovation to help overcome obstacles
in renewable energy adoption.

Deteriorating agricultural land, rising
populations, government regulations,
and changing consumer preferences
increase demand for more food,
healthier options, and better practices
for the environment. Agriculture,
forestry, and other land use account
for nearly 25% of global emissions.*
Historically, the food and agriculture
sector hasn’t benefited as much from
capital and innovation as the mobility
and energy sectors. However, that has
changed with unprecedented levels

of funding flowing into innovative
solutions that are enabling a more
sustainable food system. As those

solutions mature, we see ample
opportunity to support companies up
and down the value chain.’

What We are Watching

e Climate discussion has mainly
centered around supply-side dynamics.
We see huge potential for emissions
avoidance on the demand side by
making better use of the materials we
have already produced. Employing
circular economy models that reduce
our consumption of natural resources
has the potential to cut global
emissions by 39% by 2032° and to
unlock $4.5 trillion of economic
output by 2030.” This opportunity is
amplified by the powerful convergence
of certain structural macroeconomic
drivers, creating potentially compelling
investment opportunities across
sustainable fashion, packaging,
building materials, and advanced
recycling.

e At the early growth stage, venture
capital (VC) investors are taking vital
risks to scale technologies required to
avoid a climate catastrophe, ranging
from net-zero cement and sustainable
building materials to hydrogen aviation
and alternative infrastructure systems.
Innovation is necessary, but the success
of these companies will be predicated
on their ability to sustainably raise
and deploy capital. We consistently see
and engage with a promising pipeline
of opportunities from the early-stage
space, relying on our methodology to
identify those with genuine carbon
impact potential.

TUN Climate Champions, Race to Zero, 2021

2 |PCC (2014); Exit based on global emissions from 2010. Details about the sources included in these estimates can be found in the Contribution of
Working Group Il to the Fifth Assessment Report of the Intergovernmental Panel on Climate Change.

3 |PCC (2014); Exit based on global emissions from 2010. Details about the sources included in these estimates can be found in the Contribution of
Working Group Il to the Fifth Assessment Report of the Intergovernmental Panel on Climate Change.

#|PCC (2014); Exit based on global emissions from 2070. Details about the sources included in these estimates can be found in the Contribution of
Working Group Il to the Fifth Assessment Report of the Intergovernmental Panel on Climate Change.

5 Innovations across a range of hardware, software, biological, and synthetic solutions in high-growth sectors like precision agriculture, sustainable
agriculture, alternative foods (plant-based, fermentation, cultured meat), aquaculture, and renewable chemistry, all offer opportunities for commercial
and carbon abatement success in what is a multi-trillion-dollar global food and agriculture sector.

8 The Circularity Gap Report 2021
7 Accenture: Waste to Wealth
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¢ 'The challenging fundraising
environment forces many high-growth
companies to accept lower valuations
in order to raise required capital. We
have seen companies with previously
eye-watering valuations come down to
investable ranges. Companies are more
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negotiate for terms such as liquidation
preferences, drag-along rights, and
anti-dilution rights, which present the
potential for an even more attractive
risk-return profile.

Private Capital dry powder remains at
record levels of $3.6 trillion,® which

volumes across the private markets
landscape, including private equity.
Amid continued competition for
quality assets, deal origination at
attractive value-at-entry levels is not
a given. General partners (GPs) must
remain selective and disciplined to

willing to accept investor-friendly deal
structures, which could enable us to

should sustain high transaction

create value for their limited partners.

Risk Considerations

Historical performance information is not indicative of future results. Alternative investments are speculative and include a high
degree of risk. Investors could lose all, or a substantial amount, of their investment. Alternative instruments are suitable only for long-
term investors willing to forgo liquidity and put capital at risk for an indefinite period of time. Alternative investments are typically
highly illiquid—there is no secondary market for private funds, and there may be restrictions on redemptions or the assignment or
other transfer of investments in private funds. Alternative investments often utilize leverage and other speculative practices that may
increase volatility and risk of loss. 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. Morgan Stanley
Investment Management (MSIM), its affiliates and its and their respective directors, officers, members, partners, employees, agents,
advisors, representatives, heirs and successors shall have no liability whatsoever with respect to any person's or entity’s receipt,

use of or reliance upon this document or any information contained herein. If such a person considers an investment, she/he should
always ensure that she/he has satisfied herself/himself that she/he has been properly advised by that financial intermediary about the

suitability of an investment.

DISCLOSURES

The statements above reflect the opinions and views of the Morgan Stanley
Private Markets 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 Markets 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:
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 616661 and has its registered
address at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, DO2
VC42, Ireland.

8 Source: Pregin
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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,
EC2N1AR, 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 1
1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61rue de Monceau
75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle Serrano 55,
28006, Madrid, Spain.

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

Hong Kong: This material is disseminated 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
577). The contents of this material 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 material shall not be issued, circulated, distributed,
directed at, or made available to, the public in Hong Kong. Singapore:
This material is disseminated by Morgan Stanley Investment Management
Company and 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 () to an institutional
investor under section 304 of the Securities and Futures Act, Chapter 289
of Singapore (“SFA"); (i) 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 publication has not been reviewed by
the Monetary Authority of Singapore.

Explore our site at www.morganstanley.com/im

Australia: This material 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. Calvert Research and Management, ARBN
635 157 434 is regulated by the U.S. Securities and Exchange Commission
under U.S. laws which differ from Australian laws. Calvert Research and
Management is exempt from the requirement to hold an Australian financial
services licence in accordance with class order 03/1100 in respect of the
provision of financial services to wholesale clients in Australia

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. ("MSIM)")'s business with respect to discretionary investment
management agreements (“IMA") and investment advisory agreements (“|AA
This is not for the purpose of arecommendation 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 MSIM) accepts
such commission. The client shall delegate to MSIM] the authorities necessary
for making investment. MSIM] 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 MSIM}, 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 Il Financial
Instruments Firms Association.
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