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The Council of Institutional Investors (CII) continues to grow in influence. Associate members of the body now
represent US$74tn in assets under management — roughly equivalent to the GDP of the world’s eight largest
economies. Boasting impressive convening power, more than 500 of its members attended its Spring Conference in
Washington, DC in March.

From an impressive line-up of speakers, attendees would have been especially keen to hear from Paul Atkins, Chair
of the US Securities and Exchange Commission (SEC). Having vowed to “"make IPOs great again”, Atkins has
launched a campaign to roll back what he describes as “regulatory creep.” Given the CII's position as “the leading
voice for effective corporate governance and strong shareowner rights in the US”, any potential shift in the
regulatory framework is likely to be of fundamental importance to its members.

While acknowledging the need for balance, Atkins takes the view that the regulator should return to basics and
lighten the disclosure load — an approach he likened at the conference to “de-cluttering an attic.” A core tenet of his
outlook is that disclosure rules must be anchored in financial materiality, having argued previously that decades of
accretive rulemaking on non-material issues have “made the path to public ownership narrower, costlier, and
saddled with rules that can create more friction than benefit.”

A counterpoint to this stance came the following day in an impassioned speech from Senator Elizabeth Warren.
Arguing that too light touch an approach risked undermining confidence in America’s financial system, she called on
asset owners to speak out against what she views as deliberately lax enforcement.

AI comes into regulatory view

Engaged shareholders will be watching closely how the current regulatory regime evolves. One area of particular
interest will be artificial intelligence (AI). As the technology becomes integral to the global economy, there will likely
be implications for all facets of the sustainability landscape — from labour relations and carbon emissions to
biodiversity and governance.

On the last of these, one of the most fascinating sessions at the conference was a panel discussion exploring how
investment managers manage their use of Al

Al is reshaping every stage of the asset-management value chain — from research and portfolio construction to
compliance, client reporting and operational efficiency. Industry surveys show that nearly three quarters of
asset-management executives now view Al as critical to their future success.

With firms adopting increasingly powerful AI models, however, they must ensure safe, transparent and compliant
use of these systems. Key considerations include accountability and human oversight, data quality and integrity,
privacy controls, transparency and fairness.

As the panel argued, Al is an incredibly powerful tool that used correctly will add real value for investment
managers. But to stay safely on the right side of regulators across jurisdictions it will be vital to build robust
governance structures that embed these considerations into their models.

Shareholder scrutiny on the rise

The need to advance Al thoughtfully and with a clear focus on risk mitigation applies across every industry. For
investors, assessing how these risks manifest at the company level, and whether they qualify as financially material,
is becoming essential. The rapid growth in Al-related shareholder proposals underlines that point.

While such proposals have historically centred on technology companies, they are increasingly appearing in sectors
as varied as media and entertainment, financial services, and hospitality. As Al adoption spreads, so too will the
scrutiny.

Determining financial materiality, however, remains challenging. Much Al-specific legislation and regulation is still
evolving, and the technology is intersecting with legal frameworks designed for a different era. Copyright law is one
of the clearest examples. Are existing rules adequate for the unique issues Al creates, or does the landscape
demand a new regulatory approach?

A series of high-profile lawsuits highlights the contentious questions surrounding AI, copyright, and intellectual
property. The New York Times' lawsuit against Microsoft and OpenAlI — alleging misuse of Times content in AI model
training — is particularly notable.

In our view, the risk of copyright infringement represents a potentially material financial exposure for companies
such as Microsoft, and one that will likely grow as regulatory and legal scrutiny intensifies.
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This concern informed our decision to support a shareholder proposal at Microsoft’s 2024 AGM. The proposal called
for a report assessing the risk — to both the company and public welfare — arising from “the real or potential
unethical or improper usage of external data” in training its AI models. It marked the first time Microsoft had
received a proposal specifically relating to the use of external data in Al development.

Microsoft opposed the resolution, pointing to its existing public commitments to sourcing training data “in ways that
are consistent with global laws, and that respect privacy, safety, and content.” While this disclosure is welcome, it
offers limited insight into how the company evaluates and manages the risk of copyright infringement. This is an
issue that will continue to attract significant media attention and legal action.

Given our view that these risks would prove financially material, we believe Microsoft would benefit from taking a
more proactive approach by enhancing its disclosures and providing clearer information on how it manages the risks
associated with using copyrighted material in Al training.

Interestingly, the year after Microsoft received its first Al-related proposal, three of the six shareholder proposals on
the company’s 2025 proxy voting slate directly referred to AIL. The noise around Al is building and investors will need
to develop a deep understanding of potential risks and what truly constitutes materiality.

The information provided in this document relating to stock examples should not be considered a
recommendation to purchase or sell any particular security. There is no assurance that any securities
discussed herein will feature in any future strategy run by us. Any examples discussed are provided
purely to help illustrate our investment style or, are given in the context of the theme being explored.
The securities discussed do not represent an entire portfolio and in aggregate may represent only a
small percentage of a portfolio’s holdings.
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The statements and opinions expressed in this article are those of Walter Scott & Partners Limited (Walter Scott) as
at the date stated, and should not be construed as investment advice. In addition, it should not be construed as an
offer to sell or a solicitation to buy any security or make an offer where otherwise unlawful. Walter Scott and its
affiliates are not responsible for any subsequent investment advice given based on the information supplied. Past
performance is not a guide to future results and returns may increase or decrease as a result of currency
fluctuations. Walter Scott is not the primary record-keeper of your assets and the valuation and information
contained within this report is not provided to support any tax-related reporting and may differ from that of the
primary record-keeper. Bookcost is calculated using the weighted average methodology. Dividends are accrued from
the ex-date using data sourced from Bloomberg. Withholding tax rates are estimated based on historical custodian
data and are subject to change. Walter Scott does not accrue for Tax Reclaims or Fees. It is recommended that you
review the information provided in these statements against those provided by your custodian. This document is not
to be published in hard copy, electronic form, via the web or in any other medium accessible to the public, unless
authorised by Walter Scott.

This document may contain information about an investment decision where the trading activity is yet to be
completed. Such information may be considered non-public, price sensitive and/ or ‘inside information’, generally
defined as information relating to particular securities or to a particular issuer of securities which has not been made
public and which, if it were made public, would be likely to have a significant effect on the price or value of those
securities. Walter Scott’s disclosure of this information to you could result in you being deemed an ‘insider’ in respect
of such information and such information should therefore be treated appropriately in compliance with applicable
laws.

Performance return calculation methodology is available on request.

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form
and may not be used as a basis for or a component of any financial instruments or products or indices. None of the
MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making)
any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken
as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is
provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or
creating any MSCI information (collectively, the "MSCI Parties”) expressly disclaims all warranties (including, without
limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and
fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event
shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including,
without limitation, lost profits) or any other damages. (www.msci.com)

None of MSCI or its affiliates has provided any attribution information. Such data is calculated by Walter Scott as
part of its attribution process.

The term 'sector' in this document is a contraction of 'GICS Sector' unless explicitly noted otherwise.

The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property and a service
mark of MSCI Inc. ("MSCI") and Standard & Poor's, a division of The McGraw-Hill Companies, Inc. ("S&P") and is
licensed for use by Walter Scott & Partners Limited. Neither MSCI, S&P nor any third party involved in making or
compiling the GICS or any GICS classifications makes any express or implied warranties or representations with
respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties
hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability and fitness for a
particular purpose with respect to any of such standard or classification. Without limiting any of the foregoing, in no
event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS
classifications have any liability for any direct, indirect, special, punitive, consequential or any other damages.
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