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The decade started with a new evolution in ESG investing

One Dimensional Investment Process

Negative screens
Exclusionary portfolios

Targeted or thematic investing (i.e. —
renewable energy or board diversity)

Two Dimensional Investment Process
Negative screens
Exclusionary portfolios

Targeted or thematic investing (i.e. —
renewable energy or board diversity)

Best/worst performer by sector

Risk adjusted or ESG factor investing

Informed by 3" party ESG and
sustainability analytics

Three Dimensional Investment Process

Negative screens

Exclusionary portfolios

Targeted or thematic investing (i.e. —
renewable energy or board diversity)
Risk adjusted or ESG factor investing
Informed by 3" party ESG and
sustainable analytics

Robust data driven analyses
Multifactor analysis across

environmental, social and
governance factors across time

Incorporating the “new balance
sheet” alongside financial factors in
investment analysis

Multiple data sets inform theses
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The interest Is there...

Google Searches for "ESG"
2004 - Present

120 + ESG investing has been around for decades in various forms
100 « But now for the first time, various secular trends are converging — creating an explosion of interest
from investors, companies and consumers
80 . . .
» At the broadest level, there has been a step change in Google searches for ESG investing globally
60 .
* Even more compelling?
40 . . . . . .
« Companies themselves are addressing these topics in their earnings calls. Through the
20 end of 2018, there was growth across the board and across sectors
0 « Half way through 2020, we continue to see an acceleration of companies discussing ESG, but
Z8383S805893358383832808588308=28328 particularly through the lens and language of ‘sustainability’
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FEAAAARRANAAAIRA N AR NS * A recent NYU Stern study reveals: “The most recent earnings season has been different,
Source: Google Trends, Jefferies driven, at least in part, by the impacts of the Covid-19 crisis...As a result, ESG content
Source: Google Trends has been a feature of more [earnings] calls...This increase in ESG content in earnings

calls amidst the Covid-19 crisis extends and accelerates recent trends in ESG disclosure.
More ESG information is appearing with greater frequency in proxy statements, 10-Ks,

ESG MEMTIONS IN EARMNINGS TRANSCRIPTS . . I . ”
and across a variety of other disclosure formats like investor day presentation.”!
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5 * Arecent CFA Institute survey reveals 52% of respondents believe ESG and sustainability
disclosures should be mandatory for companies?
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2. The Case for Quarterly and Environmental, Social and Governance Reporting. Mohini Singh, ACA and

Source: AlphaSense Sandra Peters, CFA, CPA. CFA Institute. 2019. Jeﬁerles
Available at: https://www.cfainstitute.org/-/media/documents/survey/financial-reporting-quarterly-and-esg-2019.ashx



https://cecp.co/wp-content/uploads/2020/05/CECP_ESG-and-the-Earnings-Call_FINAL.pdf
https://www.cfainstitute.org/-/media/documents/survey/financial-reporting-quarterly-and-esg-2019.ashx

And assets have followed — across asset classes

% of Professional Assets Invested in ESG Quarterly Estimated Net Flows (S Bn) to ESG Equity Funds
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Why does this matter

» For the first time in decades, there’s material growth across the board and asset classes around sustainable vehicles. So we are seeing
interest translate into assets — across diverse asset classes.

* Top level — in the 5 years between 2012 and year end 2017 - there was a more than 20% growth in terms of total global assets
managed, and some estimates today report almost a third of global assets are in some form of sustainable products.

» Equities have been the biggest beneficiary to date — ESG/sustainable assets were accelerating before 2020 and Morningstar reports this
year, demand has kept pace. For the first time more than $10 billion flowed into ESG/sustainable equity vehicles in a single quarter in
the U.S. and a multiple of this in other regions.

» Fixed income — also on the upswing but a little less further along than Equities. Growth has been in Green or Climate related ETFs and
Green Bonds or Green Bond Funds

* And then alternatives, which has been even slower mover is starting to grow materially.

« For the first time, we are witnessing ESG/sustainability focused hedged and PE funds launching on a quarterly basis.

* The numbers are still small, but are in partial response to LP requests and interest.

« The critical point about this is the diversity of products, themes and vehicles trying to address appetite for sustainable options.

« ESG has been around for decades, what finally translated interest into considerable interest, and finally asset flows?
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ESG/sustainability benefitting from three secular trends

INVESTOR
APPETITE

DATA
AVAILABILITY

PRODUCT
DIVERSIFICATION

¢ Rising demand for sustainable vehicles
e Across asset classes, sectors and regions

e Driven in part by regulatory change
(particularly the SFDR in Europe)

e Companies starting to report waste, water
and carbon metrics themselves

e Enhanced ability to harness and analyze
third party data (i.e. EPA, local news
stories, etc.)

e Harmonization of long standing third
parties (SASB/GRI)

e Asset managers, private equity funds and
hedge funds all looking to meet demand

e |n exploration and education phase

e Better analytics tools available for portfolio
and performance attribution

ESG Funds Setting a Record Pace for
Launches in 2020

Here's a look at some intriguing new sustainable funds so far this
year.

SASB, GRI to help users understand
similarities, differences of standards

MARKETS

Sustainable investing is set to surge in the
wake of the coronavirus pandemic

July 02, 2020 01:25 PM

Global ESG-data driven assets hit $40.5
trillion

Source: Morningstar, Pensions & Investments, CNBC and Pensions & Investments, respectively
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Why does this matter?

WHAT

eGrowth in
ESG/sustainability
interest AND
assets

CONTEXT

e Growing regulation
(esp. from the EU)
* Increasing calls for
transparency and
reporting
» Harmonization of
sustainability
standards

WHY

® Rising interest by
investors, companies,
& consumers is
building @ new decade
of demand for
sustainable products

OUTCOME

Acceleration of sustainability focus across asset classes,
much like passive experienced last decade

Growing inflows from an increasingly diverse mix of
institutional investors

Extreme proliferation of ESG and ESG-adjacent products

Increasingly nuanced thought processes behind ESG
investing strategies

IMPACT

Managers will need to clearly and compellingly define their
specific strategy in what is a very broad topic

Increasing onus on issuers to measure, collect, and provide
data around various E, S, and G metrics
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Impact of Covid-19

*  As with most things in 2020, it's too early to be definitive on lasting trends — given
the unprecedented nature of this year’s events

. But looking at the data we do have, what is apparent is that ESG/sustainable
investing have not been penalized halfway through 2020

«  Asset inflows have largely persisted, and in some cases, have accelerated

. And diverse products and vehicles continue to come to market RELIABLE
DISCLOSURES
. Investor appetite continues to grow, with about 15% of investors currently
exploring sustainable vehicles in the alternative investment space
SOCIAL ISSUES
. By most measures of industry health: asset growth, asset retention, and product IN THE
diversification — it is apparent that ESG/sustainable investing is not only on investors’

radars, but in many cases are growing as potential avenues for asset allocation SPOTLIGHT
. But perhaps the most material shift from Covid-19, other than the endurance and SAFE ETHICAL
continued growth of assets, is the elevation of social issues and themes into WORKING SUPPLY

CONDITIONS CHAINS

investment processes. Once left as an input for risk management — we are
increasingly hearing from allocators and managers alike that data around questions
including worker pay and retention, diversity and inclusion and ethical supply chain
management are entering investment decisions.

. Covid is a magnified (near cartoonish) case study in how governance, workplace safety,
and robust contingency planning are crucial to business success. Especially amongst
many SMID caps, having a plan for this exogenous market shock made the difference
between bankruptcy and survival. This is the ultimate use case for ESG. While a
company’s financials help us understand how it’ll react to fiscal/monetary shocks, there’s
often more to the story
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What may lie ahead?

Improved data is going
to change everything

Just as standardized balance sheets
changed how companies are analyzed
— the coming deluge of environmental,
social and governance data will change

how investors view organizations

Companies themselves are
rethinking transparency and
disclosures — particularly as

related to TCFD, SASB and GRI.

“ESG Reports” are so last decade.
Companies are considering how to best
reflect accurate measures of different
environmental, social and governance
metrics. Glossy reports with photos of
company do-gooding are already out of
date.

There is a very real diversification
of revenue streams happening in
companies that are seen as “old
line” and out of step.
Particularly in the extractives industry,
many firms are exploring how to

diversify their businesses away from
revenue streams seen as archaic.
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Disclaimer

THIS MESSAGE CONTAINS INSUFFICIENT INFORMATION TO MAKE AN INVESTMENT DECISION.

This is not a product of Jefferies' Research Department, and it should not be regarded as research or a research report. This material is a product of Jefferies Equity Sales and Trading department. Unless otherwise
specifically stated, any views or opinions expressed herein are solely those of the individual author and may differ from the views and opinions expressed by the Firm's Research Department or other departments or
divisions of the Firm and its affiliates. Jefferies may trade or make markets for its own account on a principal basis in the securities referenced in this communication. Jefferies may engage in securities transactions
that are inconsistent with this communication and may have long or short positions in such securities.

The information and any opinions contained herein are as of the date of this material and the Firm does not undertake any obligation to update them. All market prices, data and other information are not warranted
as to the completeness or accuracy and are subject to change without notice. In preparing this material, the Firm has relied on information provided by third parties and has not independently verified such
information. Past performance is not indicative of future results, and no representation or warranty, express or implied, is made regarding future performance. The Firm is not a registered investment adviser and is
not providing investment advice through this material. This material does not take into account individual client circumstances, objectives, or needs and is not intended as a recommendation to particular clients.
Securities, financial instruments, products or strategies mentioned in this material may not be suitable for all investors. Jefferies does not provide tax advice. As such, any information contained in Equity Sales and
Trading department communications relating to tax matters were neither written nor intended by Jefferies to be used for tax reporting purposes. Recipients should seek tax advice based on their particular
circumstances from an independent tax advisor. In reaching a determination as to the appropriateness of any proposed transaction or strategy, clients should undertake a thorough independent review of the legal,
regulatory, credit, accounting and economic consequences of such transaction in relation to their particular circumstances and make their own independent decisions.
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