Morgan Stanley Letter (NCPPR)

NATIONAL CENTER

FOR PUBLIC. POLICY RESEARCH

August 4, 2025

Morgan Stanley

1585 Broadway

New York, NY 10036

Attn: The Board of Directors

Via: shareholderproposals@morganstanley.com;
investorrelations@morganstanley.com

To the Morgan Stanley Board of Directors:

My name is Stefan Padfield, and | am the Executive Director of the Free Enterprise Project, which is
part of the National Center for Public Policy Research (NCPPR). NCPPR is a Morgan Stanley
shareholder.

| am writing because we have received concerning information from an apparent Morgan Stanley
whistleblower. Specifically, after seeing me raise concerns during an interview about corporations
that might be rebranding illegal DEI initiatives without actually making substantive changes, this
person emailed me to say, among other things, that in failing to call out Morgan Stanley | had
“missed one of the worst offenders of the ‘hiding DEI’ club.” The email included the following
allegations.

e “Theillegal DEI continues despite what they've done to remove all references from annual
reports, website, etc.”

e “DEl drives most if not all employment decisions at MS.”

e “There are stated targets for hiring ‘underrepresented’ minorities.”

e “The 5th core value of Morgan Stanley which is posted on the door at EVERY MS office is
that ALL employees MUST ‘commit to diversity and inclusion’ - all employees are also
measured and compensated based on their commitment to this 5th value.”

e “In addition, managers are paid bonuses when they achieve DEI hiring targets.”

e “Thereis also a diverse succession planning directive from the CEO that all managers MUST
have a diverse succession pipeline, and ALL employees are measured and separately
ranked on their ‘succession potential’ [with] non-DEI frequently excluded from the ‘high
potential’ category.”

e “Asfar as compensation, bonuses have also been distributed with additional monies given
to diverse employees regardless of their performance rating.”
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Disturbingly, the email concluded: “I ask to remain anonymous as MS is like the gestapo with DEI
and | need to be sensitive to that and my career.”

Obviously, anonymous tips should not be relied upon without substantiation. Accordingly, | did
some independent research and that led me to submit the following related questions, which are
likely of interest to a broad swath of shareholders and other stakeholders.

91

1. Morgan Stanely has apparently devoted significant resources to its “Diversity & Inclusion
initiatives and has claimed that: “Our D& strategy ... offers meaningful benefits to our Firm, clients
and shareholders.”? We note that London Business School Professor Alex Edmans has concluded
that there is “no link between demographic diversity and performance, despite many flimsy reports
claiming the contrary” and that, in fact, “quota-driven demographic diversity reduces
performance.”® In addition, a recent meta-analysis of related studies concluded that “the
evidentiary base for the claim [that diversity is good for business] is surprisingly weak.”* In light of
this, how does Morgan Stanley measure the ROI of its D&l expenditures, and what is that ROI?

2. AWall Street Journal article titled, “Morgan Stanley Went Big on DEI, and No One Is Happy About
It” (March 17, 2025),° set forth many concerning relevant facts, including that: “Managers have
been told that the bonus will become part of their discretionary compensation and that diversity
will count as a factor toward it ....” Does Morgan Stanley still count diversity as a factor in awarding
bonuses?

3. The foregoing article also noted that: “In January, Republican attorneys general from 11 states
sent letters to six financial institutions, including Morgan Stanley, warning that diversity-related
goals for hiring, board diversity and supplier programs risked violating state or federal laws.”® What
was Morgan Stanley’s response to that letter?

4. The 1792 Exchange has rated Morgan Stanley a “High Risk” as part of its Corporate Bias Ratings,’
stating that, among other things, Morgan Stanley “implements race and identity-based policies that
replace merit, excellence, and integrity with preferential treatment and outcomes” and “embraces
corporate initiatives that redirect its central focus from business goals to partisan policies and
divisive issues.” Has Morgan Stanley evaluated and addressed the specific concerns raised in this
report?

5. Alliance Defending Freedom (ADF) gives Morgan Stanley a rating of 8% on its Viewpoint Diversity
Score Business Index,? stating that, among other things, Morgan Stanley “is known to teach or
advocate one or more divisive concepts in its workplace.” Has Morgan Stanley evaluated and
addressed the specific concerns raised in this report?

6. Both the 1792 Exchange and ADF cite Morgan Stanley’s support for the Human Rights Campaign
(HRC), both as a “Platinum Partner” and including participation in HRC’s Corporate Equality Index,
as concerning.®’ This is likely because HRC has been described as “a leading advocate of unjust
causes in the courtroom, legislature, and public square”'® due to its promotion of transgender
ideology and the exclusion-in-the-name-of-inclusion it arguably fosters vis-a-vis traditional
religious viewpoints. This raises two issues. First, given that supporting HRC is a business decision
that must be fully informed in order to satisfy fiduciary obligations, has Morgan Stanley in fact
concluded that it agrees with the propositions that a child can be born in the wrong body or that a
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man can become a woman simply by saying so? Second, given the divisiveness inherent in picking
sides in the transgender debate by supporting HRC financially, will Morgan Stanley either sever ties
with HRC or at least demonstrate some ideological balance by cooperating with ADF’s survey like it
does with HRC’s?

7. Following up on the foregoing, adherence to the HRC’s metrics in order to receive a favorable
rating on the CEl arguably requires discrimination on the basis of sexual orientation/gender identity,
which is arguably impermissible as per Bostock v. Clayton County, 590 US 644 (2020) (noting that
“Title VIl makes it unlawful for employers to discriminate because of ‘race, color, religion, sex, or
national origin’”), as viewed in light of Ames v. Ohio Dep't of Youth Servs., 605 U.S. __ (2025)
(rejecting proposition that members of a majority group must satisfy a heightened evidentiary
standard to prevail on a Title VIl discrimination claim). Does Morgan Stanley agree with our
assessment and, if not, why not?

We raise these issues and ask these questions because we believe Morgan Stanley is putting
shareholder value at risk via its D&l initiatives. In addition, we are publicizing these concerns
because we believe doing so creates long-term benefits to shareholders via needed transparency.
For what it’s worth, while Morgan Stanley has apparently consistently outperformed the S&P 500
the past 5 years, we note that it has consistently performed worse than Goldman Sachs over that
same period and worse than Charles Schwab over the past 12 months.” We look forward to
engaging with you further on these issues.

Sincerely,

AL

Stefan Padfield, JD

Executive Director

Free Enterprise Project

National Center for Public Policy Research

" https://www.morganstanley.com/about-us/diversity . See also
https://www.morganstanley.com/people/financial-advisors/diversity (“The Forum for

Women, Multicultural and LGBT+ Financial Advisors”); https://www.morganstanley.com/about-us/supplier-
diversity (“Supplier Diversity”); https://www.morganstanley.com/about-us/diversity/racial-equity-advancing-
change (“Racial Equity at the Intersection”).
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https://www.morganstanley.com/content/dam/msdotcom/en/assets/pdfs/Morgan_Stanley 2022 _ESG_Repo
rt.pdf

3 https://www.linkedin.com/posts/aedmans_there-is-no-link-between-demographic-diversity-activity-
7344982979934380033-FgBy/

4 https://www.law.upenn.edu/live/files/13473-62ablj75pdf
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5 https://www.wsj.com/finance/banking/morgan-stanley-corporate-dei-what-happened-4a61427c

5The letter is available at
https://www.oag.state.tx.us/sites/default/files/images/press/Updated%20Paxton%20Financial%20Institutio
ns%20Letter.pdf

7 https://1792exchange.com/company/morgan-stanley/

8 https://www.viewpointdiversityscore.org/company/morgan-stanley

9 https://www.hrc.org/resources/corporations/morgan-stanley

10 https://adflegal.org/article/what-you-need-know-about-human-rights-campaign/

" As per the following as of 7/29/25: https://finance.yahoo.com/quote/MS/ ;
https://finance.yahoo.com/quote/GS/ ; https://finance.yahoo.com/quote/SCHW/ .
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