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In recent years, companies have stayed private longer than ever. Indeed, in 1989,
companies going public, on average, were just six years old. By 2021, the average
pre-initial public offering (IPO) timeframe had lengthened to 12 years." In addition, at
some private companies, management teams have opted to not go public due to
regulatory and operational burdens. This delay—if an exit occurs at all—has
significant financial implications for employees of startups, as the majority of their
compensation typically comes in the form of company stock.

As such, private company executives’ desire for pre-IPO liquidity has become
increasingly important.2 Some early employees may have achieved sizable net
worth on paper but have limited ready liquidity, which can impede their ability to
exercise their stock options or to make a down payment on a home. Moreover,
these individuals do not have adequate diversification, as both their income
(through their employment) and net worth (through their equity holdings) face
material idiosyncratic risk.

A slow IPO market in recent years has prolonged the wait. In the Americas, IPO
proceeds clocked in at $7.7 billion in 2022 and $19.4 billion in 2023, compared to an
average of $614 billion in the 2016-2021 time period.3 The Americas IPO market
fared better in 2024 than 2023, while many industry participants have determined
that it remains on track for strong performance in 2025.* Still, we believe that the
trend of staying private longer may only partially reverse, with pre-IPO liquidity
remaining relevant for private company executives.

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States. This
material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Past performance is not necessarily a guide to future performance.
Please refer to important information, disclosures and qualifications at the end of this material.
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Fortunately, the options for pre-IPO liquidity have expanded
in recent years. We offer several approaches that private
company executives may consider, bucketing them into three
broad categories: secondary market transactions, lending and
outside financing companies (see Exhibit 1 below).

Exhibit 1: Potential Strategies To Consider

Potential Strategy Description and Considerations

Typically organized by private companies on

Structured behalf of existing shareholders, allow
Liquidity multiple sellers to liquidate shares at a
Events predetermined price, and include tenders
and auctions
- Secondary- Offer pre-IPO liquidity by allowing existing
- Transaction holders to sell shares to other investors,
Q Execution apart from any structured liquidity event
Providers
Also called share-pledging, offer private
~ company executives liquidity in certain
L Iéoats From circumstances by posting shares in company
anks stock as loan collateral, which may carry
material risks
) Facilitated through issuers themselves,
! B Loans From afford employees the opportunity to
"= Issuers exercise their options through signing a note
heir op hrough signing
payable
Involve receiving funds to cover the upfront
Outside expenses associated with exercising options
Financin or liquidity against outright shares in
? exchange for a fee and the delivery of
Companies collateral shares at the time of the

prospective liquidity event

Source: Morgan Stanley Wealth Management Global Investment Office (GIO)

Secondary Market Transactions

Structured Liquidity Events

Company management can organize two types of structured
liquidity events for employees to gain liquidity while the
company is still private: tender offers and auctions. Tender
offers are structured liquidity events that allow a set of
eligible shareholders to sell shares at a predetermined price.
Auctions, on the other hand, pivot on the variables of price
and demand to determine the price of shares sold and volume
in a secondary transaction. Tender offers are the more
dominant structure,” leading us to focus our comments there.

Companies may structure tender offers as either a share
buyback, in which the company buys the shares back from
eligible shareholders, or as an investor-led tender offer, in
which investors purchase shares directly from existing
shareholders. In both cases, companies or investors will set
the share price prior to the offering window. Companies may
employ restrictions on both who can participate in any tender
offer and how many shares may be sold. Typically, restrictions
pertaining to the following may be included: percent of
vested equity (often capped at 20%), tenure of employee and

Please refer to important information, disclosures and qualifications at the end of this material.

whether former employees/consultants/investors can
participate.

From an employee perspective, a tender offer provides
liquidity while the company is still private versus having to
wait for a potential exit. Potential disadvantages include
missing out on possible appreciation in those shares and
possible forfeiture of favorable tax treatment if shareholders
do not satisfy certain holding requirements.

Secondary-Transaction Execution Providers

Secondary-transaction execution providers may also offer
liquidity before an IPO or exit by facilitating the sale of
existing shareholders’ positions to an investor. Existing
shareholders could include other investors, companies and
employees or other individuals.

Secondary-transaction execution providers leverage the
forces of supply and demand and help connect those who
wish to sell their shares with a party interested in buying
them. Secondary-transaction execution providers may impose
certain requirements, including minimum transaction levels.

As with tender offers, secondary-transaction liquidity
providers offer upfront liquidity ahead of a potential IPO or
exit. Among disadvantages, sellers may face discounts
(typically 20% of the estimated fair market value) and may
miss out on potential upside. These transactions typically
require approval from the company and could conflict with
any right-of-first-refusal (ROFR) clauses. These clauses
generally give issuers the right to block the transaction or to
buy back their own shares first—before any potential
secondary market transaction. As such, potential sellers may
need to coordinate with company management prior to any
secondary market transaction.

Lending

Loans From Banks

While entailing material risk, private share lending may offer
liquidity to private company executives and eligible
employees in certain circumstances. Also known as share
pledging, private share lending involves posting shares of
company stock as loan collateral. The employee may then
deploy these proceeds to address any spending needs or to
invest in diversifying assets. As a downside, this strategy
involves leverage and increases portfolio-level risk. Should
the pledged stock’s valuation drop considerably, the
employee could face a margin call, in which case she would
be required to either sell shares, pledge additional shares or
deliver sufficient cash to satisfy any margin balance or reduce
the loan size. Forced sales could prove especially problematic
for private company employees, where the shares may have
extremely limited marketability.

In addition, acquiring a stock-based loan may prove difficult
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for private company executives. Banks prefer public equity as
collateral, and while some banks may lend against private
company shares, loan approvals will come on a case-by-case
basis. Indeed, banks tend to be extremely selective regarding
the private companies for which they will accept shares as
collateral. In addition, banks will likely only accept
unrestricted shares, meaning that much of the compensation
an executive receives, such as restricted stock units (RSUs) or
employee stock options, may not serve as collateral. In sum,
this strategy may be most feasible for those with unrestricted
shares from late-stage unicorns—particularly for those
comfortable with accepting the inherent risks.

Loans From Issuers

While relatively uncommon, companies sometimes loan
employees funds to exercise their options. In these cases,
employees execute a note payable, promising to repay the
company at a specified future time, with interest, for the
upfront proceeds received to exercise the option. This
strategy carries an important caveat: The long-term capital
gains holding period only begins when an investor purchases
any shares. If an investor uses a loan to purchase those
shares, the IRS only considers the purchase to be valid if the
borrower has a personal liability to pay all or a substantial
portion of the loan. Therefore, nonrecourse loans do not
“start the clock” for capital gains; instead, the borrower must
be personally liable for at least a substantial portion of the
loan to have the desired effect.® This strategy also carries a
material level of inherent financial risk: Should the IPO not
happen, or the startup fail, the employee's shares may decline
to zero value, yet the employee would still be required to
satisfy the loan obligation. In sum, a company loan may be
feasible for some employees with exercisable options, but
employees should weigh the risk-reward tradeoffs before
pursuing this strategy.

Outside Financing Companies

Some financing companies offer solutions for those interested
in “starting the clock” on their employee stock options or for
those looking to pledge their outright shares as collateral.

Financing companies can offer upfront liquidity to exercise
stock options, including both to cover the strike price and any
taxes due upon exercise. These financing solutions are
typically nonrecourse, meaning that the borrower is only

Please refer to important information, disclosures and qualifications at the end of this material.

responsible for satisfying the loan after the company goes
public or is acquired. Some providers offer a form of share
lending, including cash advances.

Working with a financing company offers the advantage of
permitting employees to exercise their options without
surrendering their upside potential, allowing for preferential
tax treatment. Exhibit 2 walks through a hypothetical
example of working with a liquidity provider. In this example,
the hypothetical employee has 1,000,000 nonqualified stock
options, all with a strike price of $2. The #09A price and
secondary sale price are both $50, and the analysis assumes
an eventual sale price of $200. More details can be found in
Exhibit 3 in the Appendix.

Among their disadvantages, these strategies may require
giving up some company equity; moreover, they require
material stock price appreciation and become less compelling
as the loan period lengthens. Financing companies typically
charge a blended annual percentage rate (APR) of 15%-20%,
depending on the rate environment, issuer and borrower.

Exhibit 2: Liquidity Provider Option Approach Versus
"Sell To Exercise" and "Exercise and Sell"

Liquidity Sell To Hold, Then

Provider Exercise Exercise and Sell
Quantity of Shares 1,000,000 1,000,000 1,000,000
Shares Relinquished 69,981 499,867
Remaining Shares 930,019 500,133 1,000,000
Gross Proceeds/Intrinsic Value $186,003,733  $100,026,667  $198,000,000
Total Taxes and Fees (less offset) -$73,315,863  -$24,471,524 -$90,723,600
Net Proceeds $112,687,870 $75555143  $107,276,400

Note: Tax rates used assume a New York tax resident individual subject to the
highest marginal tax rates. This analysis assumes that the financing is treated
as an "open transaction" for US federal income tax purposes. Alternate tax
characterization may apply depending on the terms of the deal. Consult your
tax advisor. Economic terms of liquidity provider deals may vary. This analysis
assumes fractional shares can be sold.

Source: Morgan Stanley Wealth Management GIO

Conclusion

With companies staying private longer than at anytime in
several decades, the options for pre-IPO liquidity have
expanded. Each strategy has its own advantages and
disadvantages to consider, and the best path forward will be
unique to each individual. To discuss further, please reach out
to your Morgan Stanley Financial Advisor.
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Appendix

Exhibit 3: Additional Details for Different Strategies

Liquidity Sell To Hold, Then
Provider Exercise  Exercise and Sell
Quantity of Shares 1,000,000 1,000,000 1,000,000
Shares Relinquished 69,981 499,867
Gross Proceeds (immediate)  $24,993,333 $24,993,333
Taxes on Sold Options $0 -$10,993,868
Transaction Fee (4%) -$999,733 -$999,733
Proceeds for Exercise Cost -$2,000,000 -$2,000,000 -$2,000,000
Taxes to Hold Options Long  -$21,993,600 -$10,999,732
Net Liquidity $0 $0 $0
Sell Remaining Shares at Exit, Assuming a $200 Price
Remaining Shares 930,019 500,133 1,000,000
Gross Proceeds (at exit) $186,003,733  $100,026,667 $200,000,000
Fees -$6,358,304
Contract Amount -$24,993,333
Potential Taxes Due -$48,930,000 -$24,471,524 -$90,723,600
Potential Tax Offset $6,965,774
Net Proceeds $112,687,870 $75,555,143 $107,276,400

Note: This analysis assumes an incentive fee of 7%, an accrediting rate of 12%
and 24 months to an eventual exit.
Source: Morgan Stanley Wealth Management GIO

Please refer to important information, disclosures and qualifications at the end of this material.
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Disclosure Section

Hypothetical Performance
General: Hypothetical performance should not be considered a guarantee of future performance or a guarantee of achieving overall financial
objectives. Asset allocation and diversification do not assure a profit or protect against loss in declining financial markets.

Hypothetical performance results have inherent limitations. The performance shown here is simulated performance not investment results from
an actual portfolio or actual trading. There can be large differences between hypothetical and actual performance results.

Despite the limitations of hypothetical performance, these hypothetical performance results may allow clients and Financial Advisors to obtain
a sense of the risk / return trade-off of different asset allocation constructs.

Investing in the market entails the risk of market volatility. The value of all types of securities may increase or decrease over varying time
periods.

This analysis does not purport to recommend or implement an investment strategy. Financial forecasts, rates of return, risk, inflation, and other
assumptions may be used as the basis for illustrations in this analysis. They should not be considered a guarantee of future performance or a
guarantee of achieving overall financial objectives. No analysis has the ability to accurately predict the future, eliminate risk or guarantee
investment results. As investment returns, inflation, taxes, and other economic conditions vary from the assumptions used in this analysis, your
actual results will vary (perhaps significantly) from those presented in this analysis.

The assumed return rates in this analysis are not reflective of any specific investment and do not include any fees or expenses that may be
incurred by investing in specific products. The actual returns of a specific investment may be more or less than the returns used in this analysis.
The return assumptions are based on hypothetical rates of return of securities indices, which serve as proxies for the asset classes. Moreover,
different forecasts may choose different indices as a proxy for the same asset class, thus influencing the return of the asset class.

Risk Considerations
Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment.

IPOs Participating in a new issue/syndicate is subject to availability. Initial public offerings (IPOs) are highly speculative and may not be
appropriate for all investors because they lack a stock-trading history and usually involve smaller and newer companies that tend to have
limited operating histories, less experienced management teams, and fewer products or customers. Also, the offering price of an IPO reflects a
negotiated estimate as to the value of the company, which may bear little relationship to the trading price of the securities, and it is not
uncommon for the closing price of the shares shortly after the IPO to be well above or below the offering price.

Alternative investments may be either traditional alternative investment vehicles, such as hedge funds, fund of hedge funds, private equity,
private real estate and managed futures or, non-traditional products such as mutual funds and exchange-traded funds that also seek alternative-
like exposure but have significant differences from traditional alternative investments. The risks of traditional alternative investments may
include: can be highly illiquid, speculative and not appropriate for all investors, loss of all or a substantial portion of the investment due to
leveraging, short-selling, or other speculative practices, volatility of returns, restrictions on transferring interests in a fund, potential lack of
diversification and resulting higher risk due to concentration of trading authority when a single advisor is utilized, absence of information
regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than open-end mutual
funds, and risks associated with the operations, personnel and processes of the manager. Non-traditional alternative strategy products may
employ various investment strategies and techniques for both hedging and more speculative purposes such as short-selling, leverage,
derivatives and options, which can increase volatility and the risk of investment loss. These investments are subject to the risks normally
associated with debt instruments and also carry substantial additional risks. Investors could lose all or a substantial amount of their investment.
These investments typically have higher fees or expenses than traditional investments.

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies.

REITs investing risks are similar to those associated with direct investments in real estate: property value fluctuations, lack of liquidity, limited
diversification and sensitivity to economic factors such as interest rate changes and market recessions.

Diversification does not guarantee a profit or protect against a loss in a declining financial market.

Direct indexing may only be appropriate for people who have a considerable amount to invest in a taxable account and want a level of
customization they couldn't otherwise obtain through a portfolio of funds or individual securities. If you invest in a tax-deferred account, such as
a 401k) or IRA, the tax-harvesting benefits of direct indexing may provide no additional benefit to you. There is no guarantee that you will
maximize value by tax-loss selling; holding onto slumping stock may have resulted in value greater than that obtained through tax-loss
harvesting via direct indexing. In addition, you will incur asset-based fees and expenses in a direct indexing account that may be higher than
those for other investments, as well as transaction costs arising from customization and frequent rebalancing.

Environmental, Social and Governance (‘ESG”) investments in a portfolio may experience performance that is lower or higher than a portfolio
not employing such practices. Portfolios with ESG restrictions and strategies as well as ESG investments may not be able to take advantage of
the same opportunities or market trends as portfolios where ESG criteria is not applied. There are inconsistent ESG definitions and criteria
within the industry, as well as multiple ESG ratings providers that provide ESG ratings of the same subject companies and/or securities that
vary among the providers. Certain issuers of investments may have differing and inconsistent views concerning ESG criteria where the ESG
claims made in offering documents or other literature may overstate ESG impact. ESG designations are as of the date of this material, and no
assurance is provided that the underlying assets have maintained or will maintain and such designation or any stated ESG compliance. As a
result, it is difficult to compare ESG investment products or to evaluate an ESG investment product in comparison to one that does not focus
on ESG. Investors should also independently consider whether the ESG investment product meets their own ESG objectives or criteria. There is
no assurance that an ESG investing strategy or techniques employed will be successful. Past performance is not a guarantee or a dependable
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measure of future results.
Hyperlink

This material may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the material refers to website
material of Morgan Stanley Wealth Management, the firm has not reviewed the linked site. Equally, except to the extent to which the material
refers to website material of Morgan Stanley Wealth Management, the firm takes no responsibility for, and makes no representations or
warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to
website material of Morgan Stanley Wealth Management) is provided solely for your convenience and information and the content of the
linked site does not in any way form part of this document. Accessing such website or following such link through the material or the website
of the firm shall be at your own risk and we shall have no liability arising out of, or in connection with, any such referenced website.

By providing links to third-party websites or online publication(s) or article(s), Morgan Stanley Smith Barney LLC ("Morgan Stanley”) is not
implying an affiliation, sponsorship, endorsement, approval, investigation, verification with the third parties or that any monitoring is being done
by Morgan Stanley of any information contained within the articles or websites. Morgan Stanley is not responsible for the information
contained on the third-party websites or your use of or inability to use such site. Nor do we guarantee their accuracy and completeness. The
terms, conditions, and privacy policy of any third-party website may be different from those applicable to your use of any Morgan Stanley
website. The information and data provided by the third-party websites or publications are as of the date when they were written and subject
to change without notice.

Disclosures

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States.
This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Past performance is not necessarily a guide to future
performance.

The author(s) (if any authors are noted) principally responsible for the preparation of this material receive compensation based upon various
factors, including quality and accuracy of their work, firm revenues (including trading and capital markets revenues), client feedback and
competitive factors. Morgan Stanley Wealth Management is involved in many businesses that may relate to companies, securities or
instruments mentioned in this material.

This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security/instrument, or to participate in any trading strategy. Any such offer would be made only after a prospective investor had completed its
own independent investigation of the securities, instruments or transactions, and received all information it required to make its own
investment decision, including, where applicable, a review of any offering circular or memorandum describing such security or instrument. That
information would contain material information not contained herein and to which prospective participants are referred. This material is based
on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may
change. We make no representation or warranty with respect to the accuracy or completeness of this material. Morgan Stanley Wealth
Management has no obligation to provide updated information on the securities/instruments mentioned herein.

The summary at the beginning of the report may have been generated with the assistance of artificial intelligence (AD.

The securities/instruments discussed in this material may not be appropriate for all investors. The appropriateness of a particular investment or
strategy will depend on an investor's individual circumstances and objectives. Morgan Stanley Wealth Management recommends that investors
independently evaluate specific investments and strategies, and encourages investors to seek the advice of a financial advisor. The value of and
income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions of companies and other issuers or other factors. Estimates of
future performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes to any
assumptions may have a material impact on any projections or estimates. Other events not taken into account may occur and may significantly
affect the projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify the presentation and/or
calculation of any projections or estimates, and Morgan Stanley Wealth Management does not represent that any such assumptions will reflect
actual future events. Accordingly, there can be no assurance that estimated returns or projections will be realized or that actual returns or
performance results will not materially differ from those estimated herein.

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This
information is not intended to, and should not, form a primary basis for any investment decisions that you may make. Morgan Stanley Wealth
Management is not acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as amended or under section 4975
of the Internal Revenue Code of 1986 as amended in providing this material except as otherwise provided in writing by Morgan Stanley and/or
as described at www.morganstanley.com/disclosures/dol.

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice. Each client should
always consult his/her personal tax and/or legal advisor for information concerning his/her individual situation and to learn about any potential
tax or other implications that may result from acting on a particular recommendation.

This material is disseminated in Australia to “retail clients” within the meaning of the Australian Corporations Act by Morgan Stanley Wealth
Management Australia Pty Ltd (ABN. 19 009 145 555, holder of Australian financial services license No. 240813).

Morgan Stanley Wealth Management is not incorporated under the People's Republic of China ('PRC") law and the material in relation to this
report is conducted outside the PRC. This report will be distributed only upon request of a specific recipient. This report does not constitute an
offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors must have the relevant qualifications to invest in such
securities and must be responsible for obtaining all relevant approvals, licenses, verifications and or registrations from PRC's relevant
governmental authorities.
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If your financial adviser is based in Australia, Switzerland or the United Kingdom, then please be aware that this report is being distributed by
the Morgan Stanley entity where your financial adviser is located, as follows: Australia: Morgan Stanley Wealth Management Australia Pty Ltd
(ABN 19 009 145 555, AFSL No. 240813); Switzerland: Morgan Stanley (Switzerland) AG regulated by the Swiss Financial Market Supervisory
Authority; or United Kingdom: Morgan Stanley Private Wealth Management Ltd, authorized and regulated by the Financial Conduct Authority,
approves for the purposes of section 21 of the Financial Services and Markets Act 2000 this material for distribution in the United Kingdom.

Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of
Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule”) and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule.

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC.

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data
they provide and shall not have liability for any damages of any kind relating to such data.

This material, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of Morgan Stanley Smith Barney
LLC.

© 2025 Morgan Stanley Smith Barney LLC. Member SIPC.
RSI1739383982624 02/2025
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