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To our Jefferies clients & friends,

This week we released our 2019 Letter to Shareholders which shares our thoughts and
provides insight into our long-term growth strategy for Jefferies. We hope you enjoy
the letter and, as always, please reach out to us should you have any questions.

Dear Fellow Shareholders,

We have entered a new decade and our strategy for Jefferies Financial Group is
straightforward and designed to complete the transformation of Jefferies into a pure
financial services firm that is a global leader in Investment Banking, Capital Markets
and Asset Management:

1. Most importantly, we will continue to develop and seek to realize the potential of
our core businesses, with a goal to continue to build a top-tier, well-diversified,
client-focused, entrepreneurially-minded, fully-integrated global financial services
firm. The business of Jefferies is to deliver great insight and exceptional execution
to our clients, and our brand is well-positioned to continue to gain new clients and
market share. Central to our plan is to deliver a consistent double-digit return on
tangible equity (“ROE”). We have work to do in this regard, know what needs to
be done and are committed to achieving it.

2. We intend to continue to realize the value of each investment in our merchant
banking portfolio patiently and at the right time, while maintaining a proper sense
of urgency. We expect to optimize value realization through outright sales,
possible distributions in kind to our shareholders, possible evolution of certain of
our investments into asset management platforms within Leucadia Asset
Management (“LAM”) or other creative alternatives. Future merchant banking
initiatives will likely be pursued under LAM, with capital provided by Jefferies in
partnership with third party long-term investors who join us to leverage our access
to unique deal flow and our capability to drive value creation through our deep
and diverse global platform.

3. We expect to continue to return a meaningful amount of excess capital directly to
our shareholders through dividends and share repurchases. We are in the best
position ever to execute this commitment, as we have fewer illiquid investments,
our excess liquidity is strong and our credit ratings improving. We will continue to

repurchase shares so long as we believe our stock price is highly attractive compared

to opportunities to expand our franchise, and will always be mindful to maintain
appropriate levels of liquidity.
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Review of 2019

In 2019, Equities, Fixed Income and Asset Management produced a strong combined 25% annual increase in net
revenues at Jefferies Group. We made solid progress throughout these businesses, while our VaR, degree of Level 3
positions and overall risk exposure remained at very manageable levels.

Unfortunately, our overall performance and the achievement of a double-digit ROE in our core businesses were held
back in 2019 by a 20% decline in our net revenues in Investment Banking, our largest business. This followed two years
of record Investment Banking net revenues in 2017 and 2018. Despite a remarkable “melt-up” in many market indices
in calendar year 2019, much of our fiscal year (which began with the very difficult month of December 2018 and then
the U.S. government shutdown) was marked by the challenges of tariffs and trade wars, Brexit uncertainty and many
other cross-currents that dampened corporate deal making. Substantially all of the decrease in our Investment Banking
net revenues was a result of lower capital markets revenue, with the vast majority of shortfall related to our Leveraged
Finance business. Most of this shortfall in Leveraged Finance was due to an overall slowdown in primary issuance,
particularly in the single-B rated market, where most leveraged buyouts are financed, and Jefferies is a market leader.
Looking beyond this short-term bump in performance, we are exceptionally proud of our entire Investment Banking
team and believe we are well positioned to continue to grow our franchise.

We are hopeful that our actions are speaking much louder than our words as we execute our plan and seek to optimize
value for our shareholders. At the end of 2019, we sold the final 31% of National Beef and received $970 million in cash
proceeds from the sale and final distributions. When combined with our prior sale and distributions, cumulative cash
realized over the eight years since we invested $868 million in National Beef is $2.9 billion. In September 2019, we
decided that Spectrum Brands was no longer a core holding and elected to distribute as a dividend to our shareholders
our 15% ownership position valued at $451 million, and we are pleased Spectrum’s stock price is higher today.
Altogether, Jefferies returned $1.1 billion in capital to shareholders in 2019 through our $451 million dividend of
Spectrum Brands, $150 million in cash dividends and the repurchase of 26 million shares at $19.52, for an aggregate of
$506 million. Since our fiscal year end on November 30, 2019, we have repurchased an additional 1.7 million shares at
$20.93 per share, a total of $36 million.

During the past two fiscal years, Jefferies has returned to shareholders in excess of $2.4 billion, or 31% of tangible
shareholders’ equity at the beginning of the period. Even after this return of nearly one third of tangible equity to
shareholders, Jefferies ended fiscal 2019 with tangible shareholders’ equity of $7.7 billion, slightly higher than the
$7.6 billion at the beginning of the two fiscal years, and parent company liquidity of $2.2 billion. Our primary
operating subsidiary, Jefferies Group LLC, also ended the year with record liquidity.

Outlook for 2020

In the early days of fiscal 2020, sentiment and momentum are much better than at the same time last year. Our
Investment Banking backlog for the first quarter of 2020 is at a record level and well-diversified by industry, product and
geography. Our Equities and Fixed Income businesses recorded a strong December. We have seen a resurgence of
merger and acquisition activity, flourishing capital markets, the anticipation of a negotiated Brexit, continued strong
employment numbers, accommodative global monetary support and an abundance of liquidity. The secondary market
for Leveraged Finance has shown renewed strength this fiscal year, which bodes well for broadening new issue activity.
The fact that 2020 is also a U.S. presidential election year generally bodes well for the economy and activity, although
we will keep our eyes keenly on the burgeoning geopolitical risks.
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We have made significant hires over the past few years across our firm and expect to reap the benefits in 2020. The
path to a double-digit ROE is primarily dependent on realizing the business opportunity inherent in this significant
investment, and we believe 2019 simply delayed the process of achieving this goal. Reasonable success in Investment
Banking, coupled with continued momentum in Equities, Fixed Income and Asset Management, all executed with solid
discipline on costs and capital utilization, should allow Jefferies Group to deliver strong results.

We have achieved top tier market positions in the U.S. in virtually all our business lines and have invested consistently in
expanding our talent base. Our momentum across the firm is palpable. With our typical contrarian bent, in 2019, we
continued to invest in both Europe and Asia, and we appear to be well-positioned in both regions for 2020 and beyond.
Jefferies has 899 employees based across Europe, and 404 in Asia and Australia, an increase of 15% during the past year.
In the face of an opening we saw in the competitive environment, we made a series of hires across Asia to strengthen
our platforms in Hong Kong/China, Japan, India and Singapore. In less than two years, our entry into Australia has
grown to 55 employees primarily across Investment Banking and Equities.

We have noted for several years that a number of our major competitors are experiencing challenges or changes in their
business priorities that create further opportunity for us. This remains the case and we believe will continue to work to
our advantage. Finally, our culture, capabilities and brand have never been stronger and, while market forces can prove
challenging, we strongly believe Jefferies is in the best position possible as we start 2020 to deliver on our potential.

Long-Term Perspective

We have previously noted that Investment Banking is the fundamental driver of our core businesses. We decided
several years ago, and still believe strongly, that our Investment Banking effort is readily scalable, the most differentiated
of all our businesses and the most likely to deliver consistent long-term results and meaningful growth. Approximately
70% of our Investment Banking net revenues in 2019 came from repeat clients. We have refocused our Fixed Income
business to reduce risk and capital utilization, and to prioritize partnership with Investment Banking. Our Equities
business continues to develop well and in a capital-efficient manner, and is also closely aligned with our Investment
Banking focus.

Building a world class investment banking platform is not easy to do and requires relentless effort, patience and
perseverance over a long period of time and through multiple economic and market cycles. Thirty years ago, just after
one of us arrived at our firm, Jefferies was a pure boutique with one real business, cash equities, which drove net
earnings of $4 million on total galactic-wide revenues of $131 million. Twenty years ago, as the other of us was
heading toward our firm, Jefferies was still headquartered in Los Angeles and had grown mightily to 885 employees.
We were no longer a boutique, but a serious niche player that was diversifying to better serve our clients. Our net
revenues were $544 million, with Equities representing 56%, or $302 million. We had $397 million in shareholders’
equity and an equity market capitalization of what we thought then to be an incredible $528 million. Ten years ago,
Jefferies emerged from the Financial Crisis without requiring or receiving taxpayer support and with net revenues
surpassing $2 billion. In 2010, Investment Banking represented almost half of our revenues and the balance was split
roughly evenly between Equities and Fixed Income.

Jefferies today is an incredibly stronger global full-service investment banking firm, and hugely differentiated from
boutiques which typically are dependent on one product and operate without direct knowledge of the broader
Investment Banking and Capital Markets landscape, and from bank holding companies that generally lead with balance
sheet, rather than insight, creativity or entrepreneurial agility.
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Decades show true evolution, while shorter periods of time provide only an erratic glimpse. Looking back at individual
years that make up each of the past three decades, one would get a limited picture of our momentum and opportunity.
Some years we click on all cylinders, sometimes most of them and occasionally just a couple, but we find a way to
always persevere, advance our platform and ultimately thrive. To illustrate this point, we present below the arc of our
Investment Banking net revenues, which shows a consistent growth in our business, despite occasional cyclical forces
such as in 1994, 1998, 2008-09, 2016 and 2019. lItis not a straight arrow up over the short-term, but the intermediate
and long-term periods tell a story of which all of us at Jefferies are proud:

Investment Banking Net Revenues Since 1990
Predecessor 1 Successor
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Investment Banking

Our Investment Banking advisory business delivered solid performance in 2019, and while our revenues decreased by
6% from 2018, this was against the backdrop of an 11% decline in industry-wide M&A fees across the U.S. and Europe.
We continued our trend of executing larger transactions and, in 2019, signed or completed 57 M&A transactions
greater than $1 billion in size. At the same time, we maintained our leadership in middle market M&A, where we now
rank among the top three firms across the U.S. and Europe in M&A market share for transactions less than $1 billion in
size. Looking ahead, we expect our M&A revenues to continue to benefit from our significantly expanded sector and
geographic footprint, our momentum in winning larger deals and the strength of our franchise in sell-side M&A.

We continue to make great progress in building our technology investment banking business, which is one of the
largest and most rapidly growing fee pools in investment banking, as technology has become an important part of
strategic activity across every industry. Over the last three years, we have significantly increased the size of our
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technology team across the world, and our global team now consists of over 130 investment bankers specialized in
technology. During this time frame, our technology investment banking revenues have increased by approximately
70%, primarily driven by revenue growth in technology M&A and equity capital markets. Given the scale and
momentum of our technology business and the size and growth of the global technology fee pool, we see the sector as
an area of continued revenue growth.

As with our technology business, we have invested heavily over the last several years in expanding our European
Investment Banking effort. In 2019, this investment began to bear fruit, as |efferies achieved record Investment Banking
results in Europe, with net revenues increasing over 25% in 2019 against a backdrop of a 15% decline in European
investment banking fees. Our growth in Europe has been driven primarily by our M&A business, which grew by almost
60%. An important part of this growth was our success in advising on $1 billion+ transactions, which accounted for
almost half of our 2019 European M&A revenue. Looking ahead, we expect our growth in Europe to benefit from recent
significant Managing Director additions across Industrials, Real Estate, Gaming and Lodging, Consumer, Energy and in
U.K. M&A, and also from our recent expansion in Germany.

Berkadia, our commercial real estate finance and investment sales 50/50 joint venture with Berkshire Hathaway,
delivered $198 million of pre-tax income and a record $191 million of cash earnings for the year ended November 30, 2019.
Strong debt origination and additional third-party loan servicing arrangements increased our servicing portfolio to
$277 billion. Our servicing portfolio is at its highest level since the acquisition of Berkadia. During the year, Berkadia
placed a record $26.4 billion of debt for its clients, up over 3% compared to 2018. Similarly, investment sales volumes
also set a record, up almost 8% from the prior year, totaling $8.9 billion, with 37% of investment sales volume resulting
in a debt placement for Berkadia. Berkadia continues to develop their existing network of mortgage bankers and
investment sales advisors, as well as recruiting new members to the team to target underserved markets. The growing
servicing portfolio and sales network position Berkadia for continued success.

Equities

In Equities, we recorded 2019 net revenues of $774 million, a record year and an increase of 16% from the prior year, as
growth in our core equities business reflected strong performance across most businesses. We continued to gain global
market share through intense client focus, enhanced capabilities and the momentum across the overall Jefferies
platform. We have considerably diversified the Equities business, with non-cash products and international markets
representing a larger portion of our Equities net revenues. While continuing to absorb the effects of MiFID Il and
general market uncertainty, Jefferies has improved its market positioning and competitive ranking, with many of our
businesses being ranked within the top 10 and several being market-leading. Our prime brokerage business continues
to make strong progress, with a differentiated offering that is appealing to a range of hedge fund clients.

Fixed Income

Fixed Income net revenues totaled $681 million for 2019, an increase of $121 million, or 22%, compared with net
revenues of $560 million in 2018, primarily due to improving market conditions across almost all of Jefferies’ credit
businesses. The investments made across these businesses led to increased client engagement and more consistent
results, while we minimized increases in risk and balance sheet usage. Jefferies is gaining market share across the board
with clients who count on us every day to source original alpha generating ideas and to provide liquidity in a
complicated and ever-changing environment.
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Asset Management

In last year’s letter, we expressed a view that our LAM business had completed its “start-up” phase and was moving to
becoming a more stable contributor. This came true in 2019 as we benefited from a more diverse set of uncorrelated
investments and participation in more varied fee streams. Our partnerships with George Weiss Associates and
Schonfeld Strategic Advisors are performing well, with strong prospects for growth in assets under management
(“AUM™). During 2019, we launched, with their respective management teams, Stonyrock Partners (investing in equity
stakes of high-quality, middle-market alternative asset managers) and Point Bonita Capital (trade finance), both in their
initial phases of capital raising, and also absorbed Solanas Capital (investing in energy equities through a long/short
ESG alternative strategy, a long/short infrastructure strategy and a long only Midstream strategy) and acquired a stake
in Monashee Investment Management (capital markets new issues strategy). Stonyrock recently announced its first
investment, a stake in Oak Hill Capital Partners, a leading middle-market private equity manager. Last month, we
closed on the first over $300 million of third party AUM to be managed by Sikra Capital (catalyst driven European
long/short equity strategy focused on mid-cap companies) and expect continued near-term growth in that strategy.
We are also very pleased with the investor interest in the direct lending offering from our Jefferies Finance joint venture.

We expect all of these platforms to continue to grow and diversify our revenue. To support growth in AUM, we added
seven new members and one returning member to our marketing team, more than doubling the size of this critical effort.

Given the growing importance of LAM, we are pleased to announce the appointment of Nick Daraviras and Sol Kumin
as co-Presidents of LAM. Nick has been with Jefferies since 2001, most recently as a partner in Merchant Banking and
with oversight of LAM as it has grown, and Sol joined LAM in 2018 to drive strategy and business development, having
previously been CEO of Folger Hill.

Legacy Merchant Banking

As discussed above, 2019 was another year of progress in building and realizing the value of our legacy Merchant Banking
portfolio. As demonstrated with the substantial gains realized in respect of National Beef and our earlier sales of Garcadia
and Conwed, we have continued to build value in much of our Merchant Banking portfolio pending ultimate outcomes.
In the case of National Beef, we realized in 2019 an aggregate of $396 million, or 57%, in excess of the estimated fair
market value at the beginning of the year. The year-end fair value estimates for our remaining investments are below:

As of November 30, 2019

(Unaudited) Estimated
($ Millions) Book Value Fair Value Basis for Fair Value Estimate
0il and Gas (Vitesse and JETX) $ 585 $ 732 Income approach, market comparable and market transaction method
Real Estate Assets 645 651 Various
Linkem 195 605 Income approach, market comparable and market transaction method
Idaho Timber 78 155 Income approach, market comparable and market transaction method
FXCM 129 134 Income approach and market comparable method
The We Company 54 54 Market transaction method and option pricing theory
Investments in Public Companies 179 179 Mark-to-market (same for GAAP book value)
Other 279 379 Various
Total Portfolio @ $ 2,144 $ 2,889

(1) Primarily HomeFed
(2) Does not include $228 million of investments held on behalf of Leucadia Asset Management
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Annual Meeting and Investor Meeting

We look forward to answering your questions at our upcoming Annual Meeting on April 17, 2020. We also will hold
our annual Jefferies Investor Meeting on October 15, 2020, at which time you will have the opportunity to hear from
our senior leaders across the Jefferies platform. We thank all of you—our clients and customers, employee-partners,
fellow shareholders, bondholders, vendors and all others associated with our businesses—for your continued
partnership and support.

Sincerely,

Rich and Brian

RICH HANDLER BRIAN FRIEDMAN

CEO, Jefferies Financial Group President, Jefferies Financial Group
1.212.284.2555 1.212.284.1701
rhandler@jefferies.com bfriedman@ijefferies.com

@handlerrich Twitter | Instagram

Appendix

The following tables reconcile financial results reported in accordance with generally accepted accounting principles
(“GAAP") to non-GAAP financial results. The shareholders’ letter contains non-GAAP financial information to aid
investors in viewing our businesses and investments through the eyes of management while facilitating a comparison
across historical periods. However, these non-GAAP financial measures should be viewed in addition to, and not as a
substitute for, reported results prepared in accordance with GAAP.

Note: Berkadia is not consolidated by Jefferies Financial Group and is accounted for under the equity method. The
Berkadia reconciliation below is provided for convenience only.

JEFFERIES FINANCIAL GROUP JEFFERIES FINANCIAL GROUP
Reconciliation of Shareholders' Equity to Tangible Shareholders' Equity Reconciliation of Book Value of National Beef to Estimated Fair Value
($ millions) ($ millions)
(Unaudited)

Nov. 30, 2019 Dec. 31, 2017 Nov. 30, 2018
Shareholders' equity (GAAP) $ 9,580 $ 10,106 National Beef book value (GAAP) $ 654
Less: Intangible assets, net and goodwill (1,923) (2,463) Fair value adjustments 41
Tangible shareholders' equity (non-GAAP) $ 7,657 $ 7,643 National Beef estimated fair value (non-GAAP) $ 695

JEFFERIES FINANCIAL GROUP

BERKADIA Reconciliation of Book Value of Merchant Banking Investments to Estimated Fair Value
Reconciliation of Pre-Tax Income to Cash Earnings ($ millions)
($ millions) (Unaudited) (Unaudited) Estimated
Year Ended Book Value Fair Value Fair Value
Nov. 30, 2019 Nov. 30, 2019 Adjustments Nov. 30, 2019
Pre-tax income (GAAP) $ 198 (GAAP) (Non-GAAP)
Adjustments: Oil and Gas (Vitesse and JETX) $ 585 $ 147  $ 732
Amortization, impairment and depreciation 188 Real Estate Assets 645 6 651
Gains attributable to origination of mortgage servicing rights (227) Linkem 195 410 605
Loan loss reserves and guarantee liabilities, net of cash losses 17 Idaho Timber 78 77 155
Unrealized (gains) losses; and all other, net 15 FXCM 129 5 134
Cash earnings (non-GAAP) $ 191 The We Company 54 - 54
Investments in Public Companies 179 — 179
Other 279 100 379
Total $ 2,144 % 745 $ 2,889
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Jefferies Group

The Investment Banking Net Revenues since 1990 table comes from as reported numbers in Jefferies Group public
filings and press releases. Excludes predecessor first quarter ending February 28, 2013. Investment Banking Revenues
for the excluded quarter totaled $288 million. In the first quarter of 2018, we made changes to the presentation of our
“Revenues by Source” to better align the manner in which we describe and present the results of our performance with
the manner in which we manage our business activities and serve our clients. For a further discussion of these changes,
see Jefferies Group LLC’s Form 8-K filed on March 20, 2018. We have presented fiscal years 2016 and 2017 to reflect
results on a comparable basis, as reported in Jefferies Group pubilic filings. Periods prior to fiscal 2016 do not reflect
these “Revenues by Source” changes to the presentation.

Cautionary Note on Forward-Looking Statements

This letter contains “forward-looking statements” within the meaning of the safe harbor provisions of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Act of 1934. Forward-looking statements include statements
about our future and statements that are not historical facts. These forward-looking statements are usually preceded by
the words “should,” “expect,” “intend,” “may,” “will,” or similar expressions. Forward-looking statements may contain
expectations regarding revenues, earnings, operations, and other results, and may include statements of future
performance, plans, and objectives. Forward-looking statements also include statements pertaining to our strategies for
future development of our businesses and products. Forward-looking statements represent only our belief regarding
future events, many of which by their nature are inherently uncertain. It is possible that the actual results may differ,
possibly materially, from the anticipated results indicated in these forward-looking statements. Information regarding
important factors, including Risk Factors that could cause actual results to differ, perhaps materially, from those in our
forward-looking statements is contained in reports we file with the SEC. You should read and interpret any forward-
looking statement together with reports we file with the SEC.

Past performance may not be indicative of future results. Different types of investments involve varying degrees of risk.
Therefore, it should not be assumed that future performance of any specific investment or investment strategy will be
profitable or equal the corresponding indicated performance level(s).
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Economics and Strategy

Accommodation and Liquidity Driving Rotation and Even Some Inflation

Jefferies” U.S. and European economists are in agreement that monetary policy is accommodative, that an easing of
trade tensions is likely to help growth going forward, and that fiscal spending through infrastructure programs could
become a bigger focus in 2020. One of the main themes espoused by the European Economics team is the potential for
the Euro area to surprise to the upside in 2020 —they argue that the euro area is not following in Japan’s footsteps. With
the uncertainty of the UK election now in the past, David Owen, Chief European Economist, expects to see evidence of
pent up demand, at least for a period. The 2020 U.S. election is a risk factor, though Christopher Wood, Head of Global
Equity Strategy, has been expecting a Trump victory, just as he had been expecting a trade deal partly because of
Trump’s desire to get reelected.

These bullish economic factors play into Jefferies’ strategy views, which are generally constructive for the year ahead —
David Zervos, Chief Market Strategist, recently went back in on his long S&P trade after the big run in the first half in
2019 caused him to take profits in the summer. Additionally, Christopher Wood believes the Fed’s purchase of $60
billion in short-term Treasury Bills per month supports a risk-on position. Sean Darby, Global Equity Strategist, is bullish
on risk assets and, within the S&P 500, most prefers some of the more cyclical sectors, namely energy, financials,
industrials and materials. Central bank easing, fiscal loosening by China and India have Sean bullish on Asia ex-Japan,
and the aforementioned caused Sean to upgrade Japan to bullish in early November. Also in the pro-cyclical camp is
U.S. Equity Strategist, Steven DeSanctis, who has been expressing a preference for small caps and for value over growth
during the last several months.

Indeed, the expectation for better growth and a backdrop of accommodative policy from key central banks has many
Jefferies strategists calling for another important shift in 2020 —a modest pickup in inflation. David Zervos continues to
recommend a long position in Treasuries as a hedge to his S&P position, but the liquidity that the Fed has added to the
system may act to steepen the curve. With the Fed Funds rate remaining low, his interest is in being long the 2-year
Treasury, whereas in the first part of 2019, his long position was in the 10-year. David believes the Fed could take
another step toward inflation targeting and potentially aim for an overshoot on the 2% bogey, but that’s unlikely to
happen before the 2020 election.

Interestingly, past bouts of higher prices have often been associated with higher oil, and yet until very recently the energy
sector had been all but dropped from equity market conversation. Christopher Wood, however, suggests ignoring energy
at this juncture is a bad idea. He believes the price of oil can spike significantly higher if all three of his assumptions around
oil turn out to be true —namely that emerging market consumption will continue to rise, the growth rate in U.S. shale has
peaked and the conventional oil industry will continue to reduce investment. Long-term market concerns about the
longevity of the fossil fuel era may actually contribute to the shorter term opportunity in energy.
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Actionable Ideas for Companies and Sponsors

MERGERS AND ACQUISITIONS
Rapid Growth in Cross-Sector M&A Activity

M&A activity in 2020 will see a continued rise in transactions involving non-traditional, cross-sector combinations.
Increasingly, the impetus for M&A is not just the pursuit of scale, growth or traditional synergies, but rather the
strategic acquisition of technology platforms to transform their business models. To accomplish this, companies have
been completing acquisitions outside their sectors to marry technology with products, and to pursue acquisitions of
digital supply chain, robotics and artificial intelligence assets aimed at gaining a competitive edge.

Several recent transactions support this theme: (i) In October, Novartis announced a major partnership with Microsoft
to leverage artificial intelligence to transform the discovery, development, and commercialization of medicines; (ii) SAP
completed the $8.0 billion acquisition of Qualtrics to add capabilities that enable its enterprise customers to capture
data on end-user experience; and (iii) Roche acquired Flatiron Health for $1.9 billion to enhance its digital presence for
health analytics with the goal of accelerating data-driven personalized healthcare in oncology.

Increased Shareholder Opposition to Announced M&A Transactions

Given the intense focus by investors on “stewardship” (i.e., active ownership) and the willingness of institutional
investors to second guess the decisions of public company Boards, we expect the trend in contested friendly M&A to
continue in the year ahead. In this environment, it is critically important for public company Boards and management
teams to take a proactive and hands-on approach when negotiating deal terms and when designing M&A processes in
anticipation of high shareholder scrutiny.

Over the last three years, shareholder opposition to announced M&A transactions has kept pace with the record M&A
volumes across Europe and the U.S., with institutional investors in nearly half these situations successfully improving
deal terms or terminating transactions outright.

Recently several high-profile M&A transactions agreed to by the Boards of public companies have faced significant
shareholder opposition following the deal announcement and institutional investors have become increasingly
comfortable taking the lead in challenging deals, as these investors face increased pressure to take on a more active role
in setting the corporate agenda to justify their management fees. For example, in November, Paulson & Co., a 9.5%
shareholder in Callon Petroleum, after two months of fierce opposition, dropped its opposition to the announced
acquisition of Carrizo Oil & Gas after Callon eliminated golden parachute provisions for Carrizo management and
reduced its offer price for the company.

DEBT CAPITAL MARKETS
Using European Floating Rate Notes (FRNs) as an Alternative to Leveraged Loans and Fixed Rate Bonds

The European high yield bond market has played host to an increase in FRN issuance in Q4, with €2.8 billion pricing
contributing to year-to-date FRN issuance of €7.0 billion.

Compared to a leverage loan, raising capital through an FRN issuance is attractive to issuers for a number of reasons,
including: (i) providing access to capital for issuers from sectors that have traditionally been less welcomed by the
leveraged loan market, (ii) eliminating the need to provide investors with forecast financials or due diligence reports, (iii)
accelerating the syndication process to a week or less, and (iv) achieving potentially tighter pricing through inclusion of

L]
Investment Banking | Equities | Fixed Income | Asset Management | Wealth Management J e I I e r I es



Jefferies [llsight\‘ JANUARY 2020 1

a concurrent fixed-rate tranche in order to take advantage of favorable bond market dynamics and drive competitive
tension between the tranches.

Compared to a fixed-rate high yield bond, raising capital through an FRN issuance is attractive to issuers for a number of
reasons, including: (i) widening the potential investor base to include European CLOs, with CLO formation at post-crisis
record highs, (ii) achieving favorable call protection versus fixed-rate bonds with the typical FRN being subject to a Non-
Call 1 /101% or Non-Call 1 / Par call structure, and (iii) allowing for best execution of sub-benchmark bonds or
tranches (bonds less than or equal to €250 million).

EQUITY CAPITAL MARKETS
Direct Listings as an Alternative to the Traditional IPO

Direct Listings provide companies with an alternative path to a public offering, and we believe that Direct Listings will
become a viable alternative for numerous companies considering IPOs. In 2019 there have been two Direct Listings
completed for Slack ($15.5 billion market cap) and for Watford Holdings ($578 million market cap). A Direct Listing is
the process by which a company registers and then lists shares. There is no actual capital raised by the company nor is
there any underwriting done by a bank. The company facilitates the ability for buyers (institutional and retail investors)
and sellers (any existing private investor in the company) to come together on listing day and begin transacting at the
clearing price that is created through the normal supply and demand dynamics of any stock-opening process. One
important benefit to existing shareholders is that there typically is no lock-up agreement, which allows them to sell their
shares as soon as the listing goes live.

An investment bank’s role in a Direct Listing is to serve as an advisor to help position the company, identify investor
targets, and advise the market maker on the appropriate opening price. Because there is no underwriting, many
elements of a traditional IPO process become the responsibility of the company. Specifically: (i) the company hosts
analyst and investor days that are web-cast without any support from a bank; (ii) the company coordinates its own
roadshow to meet investors directly; and (iii) the company provides forward guidance prior to the listing, instead of
relying on research analysts to create their own forecast models.

As a result, a Direct Listing is best suited for a companies that are more well-known among public investors (either
through an extensive investor engagement strategy while still private or by virtue of selling a product or service with
strong brand awareness) and has an active and recent history of private secondary share transactions that can be
referenced as guidance for future valuation.

Rule 144 Execution as an Alternative to Registered Secondary Share Blocks

Block trades have become the primary execution strategy for financial sponsors and other affiliated shareholders to
monetize positions. As selling shareholders look for simplified execution alternatives, we are seeing an increase in Rule
144 transactions. Generally, block transactions are executed on a registered basis, requiring advance work for
documentation and diligence. Rule 144 of the Securities Act of 1933, however, allows restricted and control stock
shareholders an exemption to registration restrictions under certain conditions. As a result, Rule 144 trades require
limited advance work and can be executed with no upfront documentation. The most relevant condition for affiliates is
a limitation on the size of the block, which is the greater of 1% of the shares outstanding or the average weekly trading
volume for the four weeks preceding the sale, and the volume test resets 90 days following a sale. Notwithstanding
these parameters, Rule 144 transactions have been completed in the range of $100 million to $2 billion.
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RESTRUCTURING AND RECAPITALIZATION
Discount Exchange Offers as a Delevering Strategy

Companies with multiple tiers of debt trading at a discount to face often look at ways to repurchase the debt at lower
market levels and thereby capture the discount in order to deleverage and book accounting gains. Typically, however,
these companies lack ready access to new capital to fund potentially attractive debt buybacks. In these situations there
is an opportunity for companies with long-dated or unsecured debt to exchange the debt into instruments with
collateral, guarantees, shorter maturities or other enhancements to induce holders to complete the exchange with little
or no upfront cash. These situations are often most effective when the issuer faces uncertainty as to its ability to repay
longer-dated debt or when the capital structure implies significant downside for junior or unsecured creditors in the
event of a reorganization. In these circumstances, bondholders typically value their existing debt on a yield-to-workout
basis—in other words, they are estimating a future reorganized value, applying the cap structures order of absolute
payment priority and then estimating the recovery to their class.

The ability to execute these deals is driven by many factors, including bond trading levels and overall capital structure, but
most specifically the provisions of the various debt instruments of the company’s financings. Notable recent discounted
debt exchanges include: Neiman Marcus ($1.477 billion principal amount exchanged), Ultra Petroleum ($780 million
principal amount exchanged), and Community Health Systems ($370 million principal amount exchanged).

Best Research Ideas

Microstrategy — Impact of Rising Inequality

Jefferies believes rising inequality, driven in part by technology, will impact companies directly through CEO
compensation, buybacks, leverage, effective tax rate, global exposure, historic margin expansion and industry
concentration. Based on the firm’s scenario analysis, U.S. past 10-year EPS growth would have been significantly lower
compared to Asia ex-Japan if more had been done to address inequality, and the U.S. would be trading at a 96% P/E
premium. This makes the case for Asia equities. Jefferies also finds that IT, consumer discretionary and healthcare would
be most at risk globally in case of greater efforts to combat inequality and that after a lost decade, value would gain at
the expense of quality.

— Desh Peramunetilleke, Head of Microstrategy Research

Franchise Note — Clawing for Seltzer Share: Refining Industry Model, SAM/TAP (-) / STZ (+)

Jefferies reviews the rapidly growing spiked seltzer category with some new sensitivity analysis and collaboration with
Europe, and remains negative on SAM/TAP and positive on STZ. The firm forecasts the spiked seltzer category to double
to ~$3.5 billion in ‘20E and reach $6.5 billion by ‘24E. Notable new entrants in the space include ABI’s Natty Light/Bud
Light, STZ’s Corona and TAP’s Vizzy. Natty Light has already gained 4.5 points of share since its Aug launch as SAM has
ceded 3.5+ points in 3Q. Jefferies’ base case assumes each 500 basis points of +/- market share results in EPS impact in
FY20 of ~11% for SAM. STZ remains the top pick owing to strong momentum in beer, a potential lift from Corona Hard
Seltzer and valuation at 15.5x EV/EBITDA. Jefferies released a joint note highlighting the implications from hard seltzers
for Euro beverages and finds the trend unlikely to have a significant impact on the European market.

— Kevin Grundy, Consumer
— Ed Mundy, Consumer
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IMPORTANT DISCLOSURES
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is based was obtained from sources believed to be reliable, but has not been independently verified; therefore we do not guarantee its accuracy.
This is not an offer or solicitation of an offer to buy or sell any security or investment. Any opinion or estimates constitute our best judgment
as of this date, and are subject to change without notice. Jefferies LLC and Jefferies International Limited and their affiliates and their respective
directors, officers and employees may buy or sell securities mentioned herein as agent or principal for their own account.

In the United Kingdom this material is approved by Jefferies International Limited and is intended for use only by persons who have professional
experience in matters relating to investments falling within Articles 19(5) and 49(2)(a) to (d) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (as amended), or by persons to whom it can otherwise be lawfully distributed. In the member states of the
European Economic Area, this document is for distribution only to persons who are “qualified investors” within the meaning of Article 2(1)(e)
of The Prospectus Directive. For Canadian investors, this document is intended for use only by professional or institutional investors. None of
the investments or investment services mentioned or described herein is available to other persons or to anyone in Canada who is not a
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only by accredited, expert or institutional investors as defined by the Securities and Futures Act and is distributed by Jefferies Singapore Limited,
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to the attention of Jefferies Singapore Limited at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624, telephone: +65 6551 3950. In
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statement within the meaning of the Act. Jefferies LLC is regulated by the Securities and Exchange Commission and the Financial Industry
Regulatory Authority, under the laws of the United States of America, which differ from Australian laws. Jefferies LLC has obtained relief under
Australian Securities and Investments Commission Class Order 03/1100, which conditionally exempts it from holding an Australian financial
services license under the Act in respect of the provision of certain financial services to wholesale clients. In Japan this material is issued and/or
approved for distribution by Jefferies (Japan) Limited to institutional investors only. In Hong Kong, this material is issued and/or approved for
distribution by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong Securities and
Futures Ordinance and its subsidiary legislation. In India this material is issued and/or approved for distribution by Jefferies India Private Limited.
Recipients of this commentary in any other jurisdiction should inform themselves about and observe any applicable legal requirements in
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Conduct Authority. Its registered office is at Vintners Place, 100 Bishopsgate, London EC2N 4JL; telephone +44 20 7029 8000; facsimile +44
20 7029 8010.

This communication is being provided strictly for informational purposes only. This information is not a solicitation or recommendation to
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