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Climate Risk Management

Climate-related risks may create financial risks for organizations, with consequences ranging in nature, severity and frequency.
It is important for financial institutions to understand how their business and clients may be affected. Morgan Stanley Firm Risk
Management (FRM), in partnership with other areas of the firm, continues to focus on identifying and managing climate-related
financial risks in order to\ limit their potential impact on Morgan Stanley.

Defining Climate Risks

Morgan Stanley categorizes climate-related risks
into two groups: physical risks and transition risks.
The timing, severity and impact of these risks are
difficult to predict.

Physical Risks: Climate-related physical impacts
include harm to people and property arising from
acute climate-related events, such as hurricanes,
heatwaves, droughts, floods or wildfire, as well
as chronic, longer-term shifts in climate patterns,
such as higher average temperatures, rising sea
levels and long-term droughts. Such events could
disrupt our operations or those of our clients

or third parties on which we rely through direct
damage to physical assets and indirect impacts

from supply-chain disruption and market volatility.
These events could impactthe ability of some
clients or customers to repay their obligations,
reduce the value of collateral, increase costs
(including the cost or availability of insurance
coverage)and cause other adverse effects.

Transition Risks: Risks associated with the move

t0a low-carbon economy generally fall into one of

three categories:

1 Policy and legal changes, such as local, national
ori ional regulation of

Depending on the nature, speed and breadth of these
changes, transition risks may pose varying degrees
of financial, reputational, regulatory, compliance

or other risks to Morgan Stanley, as well as to our
clients or third parties on which we rely. The negative
impacts of transition risks on certain clients, such as

2 suchas
of existing products with lower-emission options
3 Market developments, such as changes in
consumer and business sentiment or impacts
from the public’s perception of an organization’s
action or inaction on climate-related matters

decreased orasset , could
lead to increased financial risks for the firm, which
could increase our expenses and adversely affect

our strategies.
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Scenario Analysis

In order to measure, manage and communicate
climate risks, we leverage scenario analysis to
identify potential vulnerabilities in our business and
measure the resulting impact.*

Morgan Stanley continues to enhance its scenario
analysis capabilities, focusing on areas in which
there is a greater degree of uncertainty compared to
established stress testing frameworks, such as the
quality of forward-looking climate data. The firm will
continue to update its scenario analysis processes
as data quality and analytical frameworks mature.

TRANSITION RISK SCENARIO ANALYSIS

Transition risk scenario analysis looks at the risk
associated with the move to a low-carbon economy
driven by a change in the regulatory environment.

To conduct the analysis, FRM leverages existing
economic scenario forecast models asa starting
point to develop climate scenario forecasts. This
approach allows FRM to capture key macroeconomic
and financial market variables across regions and
sectors. FRM then takes climate-specific variables
from widely recognized industry sources or input
from Mergan Stanley Research to inform the
macroeconomic scenarios. The firm’s transition

risk scenarios can be used to analyze the firm’s
vulnerabilities, emerging changes in policies and the
potential economic impact of such policy changes.

R SEREAF) 2024 TH 2K R IRE
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PHYSICAL RISK SCENARIO ANALYSIS

Physical risk scenario analysis helps Morgan Stanley
understand the potential impact that acute or
chronic weather events can have on our business.
Physical risk scenarios leverage internal inputs and
models, adjusting them for climate-specific factors
based on the scenario narrative.

Morgan Stanley has analyzed the potential
financial consequences of acute climate events
such as severe weather. The portfolios in scope
are generally those we have identified as having
concentrations in geographies affected by the
physical risk being analyzed.

Additionally, Morgan Stanley’s Operational Risk
Department runs scenarios to assess and quantify
potential losses that Morgan Stanley’s operations
may incur as a result of climate-related physical
risks. The physicalrisks are assessed in terms

of damage to Morgan Stanley’s physical assets,
as well as incremental losses incurred to maintain
operations. As part of the assessment, the
scenarios consider the potential occurrence of
severe weather events.

TIME HORIZONS FOR SCENARIO ANALYSIS

Both transition and physical risks can materialize
over dif ferent time horizons. Therefore, institutions
like Morgan Stanley face the challenge of not only
identifying climate risks to their business but also
analyzing the likely timing, duration and severity
of each potential physical and transition risk.
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Drivers of Physical and Transition Risk Over Time Horizons

Drivers Description Examples Time Horizon

Physical Risk

Acute Event-driven (e.g., damage to assets from extreme weather events, Floods (Coastal and Noncoastal), S,M, L
disruption to operations/supply chains) Hurricanes/Typhoons, Wildfires

Chronic Longer-term shifts impacting resource availability (e.g., sea level risk, Heat Stress, Long-Term Sea Level Rise, M, L
chronic heat waves) Energy Demand for Cooling Purpose

Transition Risk

Technology Technology development and deployment can affect competitiveness and =~ Technology Improvements or S,M, L
demand of certain sectors and goods Innovations

Policy Supply-side policies encourage substitution away from carbon- Carbon Prices or Other Emissions S,M, L
intensive technologies and products. Demand-side policies discourage Regulations, Global Trade Policies
consumption of carbon-intensive goods and services

Market Shifts in consumer preferences, market signals, and rising input costs may Changing Consumer Sentiment, Market S,M, L

lead to reduced demand for certain goods and services

R E ] 2025 F 12 /] THEEL R
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Transition Risk

We evaluate the impact of transition risk on the firm’s banking
book portfolio, including held-for investment loans, fair value
debt, and equities. The Greenhouse Gas Protocol divides
emissions into 3 scopes: 1) direct emissions, 2) indirect emissions
(such as purchased electricity). and 3) value chain emissions.
Based on sectors’ GHG emission intensity profiles, we categorize
sectors into high, medium, or low.

The following concentration monitoring for transition risk

demonstrates the stressed loss distribution for highest transition
risk sectors and geographies for the firm's investing and lending
positions. We assess high, medium, or low emission levels at the

% Contribution of Stress Loss Across Emission Levels

[ High Emissicns Sectors
B Medium Emissions Sectors

Source: GS Risk

Low Emissions Sectors
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position level and track concentrations at sub-sector and sector
levels. As shown to the right, the high emission level category

is comprised of two sectors: Natural Resources & Utilities and
Diversified Industrials. Diversified Industrial comprises several
industry sub-sectors including Air Transportation, Nonmetallic
Mineral Product Manufacturing, and Transportation Equipment
Manufacturing. Natural Resources & Utilities comprises several
industry sub-sectors including Mining Ol and Gas, Mining
Others, and Primary Metal Manufacturing.

The largest contributors fo the firm's potential transition risk
losses stem from higher emitting corporates in developed
nations (specifically across the US and Europe) due to location
of corporate headquarters and operating activities

% Contribution of Stress Loss Across
High Emissions Sectors

76.2%

B Natural Resources & Utilities
B Diversified Industrials
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