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ESG demand drivers

Changing consumer preferences and regulatory policy

G -

Seek mispricing / risk mitigatio

Adapting
to
change

Seek lower cost of capital

Shifting Regulation
Consumer/retiree Corporations and diss:losure
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What is ESG?

Material non-financial factors can have long-term financial impacts

For illustrative purposes only

Environmental

Climate change

Resource depletion

Social

Circular
economy

Deforestation

Product lifecycle
management

Waste management

Pollution

Human rights

Modern slavery

Child labor

Working conditions

Employee relations

Diversity and inclusion

Health and safety

Corporate culture

Governance

Bribery and Risk management Board diversity Corporate
corruption and structure reporting
Executive pay Tax strategy Political lobbying Shareholder
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More than a feel-good factor

@ Corporate cost of capital

® 90% of the reviewed studies show that sound ESG
standards lower corporate cost of capital

@ Operational performance

* 88% show that solid ESG practices result in better
operational performance

@ Market performance

®* 80% show that stock price performance is positively
influenced by good corporate responsibility practices

Source: Clark, G.L., Feiner, A., & M. Viehs (2015). “From the stockholder to the stakeholder: How sustainability can drive financial outperformance”. Available on SSRN.
Past performance is no guarantee of future results.
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A bell curve of opinion
Calibrating ESG messaging

Enthusiasts Curious Uninformed Critics

@ Knowledgeable @ Baseline knowledge @ Traditional investors @ ESG is a trigger

@ Incorporate RI @ Appreciate trend @ Not on their radar or @ Sees forced agendas &
skeptical moralizing

@ Lack confidence to
engage

@ Performance concerns

@ Defending their turf

PROMOTE EDUCATE | INFORM
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Reframe ESG: Neither an agenda nor a strategy

Client has final say on desired investment outcomes

[ | [ | .‘ﬂ
Mission- o
_W SPECTRUM OF OUTCOMES riven M

Sustainable strategies

Incorporate ESG Include or exclude Alignment and focus Seek to generate
factors in the industries based on on megatrends and measurable
Investment process specific values sustainability themes environmental and

social benefit

Mitigate risk Reflect values Access change Make a difference

Active dialogue to understand risk and identify opportunity

ESG Engagement

For illustrative purposes only. Does not represent an investment recommendation. Past performance not indicative of future results.
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Is ESG part of the mosaic or the driving factor?

. NG
SPECTRUM OF OUTCOMES Sustainable {I\I}I' _—

Integration

E SG Seek to generate E SG

Incorporate ESG

in th measurable
as invgasimgiénp:oce:ess environmental and as
- social benefit _ .
input objective
Mitigate risk Make a difference

For illustrative purposes only. Does not represent an investment recommendation. Past performance not indicative of future results.
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Removing politics

Guidelines for a client-centered discussion

Acknowledge | Affirm

@ People are at varying degrees of ESG knowledge and acceptance (We expect this. It's OK)

A

@ “You're not wrong, you're right...”

Educate

@ We are here to create more informed market participants, not to convince

Investment | Inclusion

@ Investment-focused dialogue

@ Emphasize engagement over exclusion

Outcomes

@ Pure financial or financial + sustainability outcome; No agenda, just alpha
@ ESG is an input to achieve better risk adjusted returns
@ Dial up: “Critical input” | Dial down: “Part of the mosaic”

YOU get to choose
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Hearts and minds can coexist

Federated Hermes is not a moral authority, rather we seek to be an authority on sound investment research

(' Hearts (  Minds

Sustainable Planet & Society Philosophy Sustainable Business Models
Mission-based Objective Financial
Objective: ESG Benefits Role of ESG Input: Supporting Returns
Identify Impact Process Identify Mispricing

Make a Change Stewardship Monitor Change
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Material investment themes

Identifying tomorrow’s winners

Remember Blockbuster?

@ At its peak, Blockbuster launched a mail rental service to compete
with upstart Netflix

@ Now Blockbuster is no more, and Netflix hardly mails anything

@ Shifting consumer preferences and innovation cycles are forward-
looking

"”»‘i@gv Megatrends change everything

@ Future-focused insights help mitigate risk and identify mispricing
@ Better information can reveal business models in transition

@ Without fully understanding a company’s Products & Practices, you run
the risk of picking the next Blockbuster instead of the next Netflix

For illustrative purposes only. The information provided should not be considered as a recommendation to purchase or sell a particular security.
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Engagement Is not activism

Informed ownership | Stewardship model Engagement linked to potentially enhanced
financial performance
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@ Engagement is the heart of informed

. —All engagements —All successful —All unsuccessful
ownership
- D | a I Og u e W | t h CO m pa n |eS O n E S G |SS u e S 2015 study by Elroy Dimson, Oguzhan Karakas, and Xi Li analyses an extensive database of corporate social
responsibility engagements with US public companies over 1999-2009 addressing environmental, social,

and governance concerns.

Past performance is no guarantee of future results. The return information is for illustrative purposes only and is not representative of any specific investment.
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Proceed with confidence

De-polarize

@ Reframe. Avoid moralizing as you educate and inform

@ Have an investment-focused dialogue

De-politicize
@ With material investment themes we can all agree on

@ Sustainable business models change with the times

@ Not directing capital as a moral authority, but helping you meet your objectives

De-mystify
@ ESG integration as a better way of understanding an investment

@ Responsible investing as a spectrum of outcomes—from pure financial to impact

INSTITUTIONAL Sales Material. Not for distribution to the public.




Want to learn more?

Reach out to your Federated Hermes Representative

RESPONSIBLE INVESTING INSTITUTE

Professional investor ESG tralnlng

Three 50-minute CE credit approved courses To register
ESG 101

Data & Investment Implementation

. . Oor scan
ESG Business Implementation

Web-based and interactive
Includes downloadable content, videos and a podcast series

Free for advisors
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https://info.federatedinvestors.com/Responsible-Investing-Institute.html
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SEC

Doubling Down on Disclosure

Proposed Rulemaking on Climate Change Disclosures for Public Companies

Greenhouse gas (GHG) emissions disclosures
Attestation for Scope 1 and Scope 2 disclosures
Financial statement note disclosures,

Qualitative and governance disclosures within the registration statement and annual
report (Form 10-K)

Comments due June 17, 2022

Upcoming:
Proposed Rulemaking for Fund and Adviser Climate Change Risk Disclosures
Proposed Rulemaking on the Fund Names Rule related to ESG Terms and Disclosures
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DOL

ERISA and ESG

Proposed Rulemaking on Prudence and Loyalty in Selecting Plan
Investments and Exercising Shareholder Rights

Clearly establishes that fiduciaries may consider climate change and other
environmental, social, and governance (ESG) factors when they make investment
decisions and when they exercise shareholder rights, including voting on shareholder
resolutions and board nominations

Comment period ended December 13, 2021

Request for Information on Possible Agency Actions to Protect Life
Savings and Pensions from Threats of Climate-Related Financial Risk

22 specific questions seeking information about ways that climate change may impact
the retirement industry and whether the DOL should take additional, broader action to
protect ERISA plans from climate change risks

Comments due May 16, 2022
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Quantifying ESG

Equities and fixed income

Average monthly total relative equity returns of

companies based on QESG scores!
2008 - 2020

Environmental Social Governance

B Top decile M Lowest decile

Implied CDS spreads and

corresponding QESG scores?
2012 - 2020

Ratio to highest score

1.95x

® 1.75x

o

(0 1.55x

0p)

O

O 1.35x

O

2

S 1.15x

E
0.95x

1 Source: Federated Hermes, as of June 30, 2020. Figures are calculated using constituents of the MSCI World index assuming monthly rebalancing.

2 Source: Federated Hermes, as of December 31, 2020.
Past performance is no guarantee of future results. For illustrative purposes only and not representative of any specific investment.
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(ranks issuers on a climbing scale according to their ESG quality)




Business products & practices

Mitigate risk and uncover investment opportunities

@ Sustainable Business Models

Enabling Solutions

Products
Identifying
iInnovative
solutions and

|
megatrends &
Growth
Revenue from
a transitioning M
economy
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Mitigating Risk

Practices
Identifying
systemic risks
within company
operations

Risk

Brand and
reputational
damage




Real world social themes

Issues we can agree on

Practices: Human
Rights due diligence
regulation exists in
the US, UK, and EU

Products:
Consumers
prioritize ethical
supply chains with
no child labor

Example:

A Canadian athletic
apparel retailer
has implemented a
Vendor Code of
Ethics

*Source: IBM Cost of Data Breach Report 2021.

Practices: Costs
of data breaches

rose 10% in 2021
to an average of

$4.2M*

Products: Firms
advertise data
privacy practices
as a product
feature

@ Cyber
Security

Example:

A major tech
company launched
a successful ad
campaign
centered on
privacy features

For illustrative purposes only. The information provided should not be considered as a recommendation to purchase or sell a particular security.
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Real world environmental themes

Issues we can agree on

Practices:
Increases in water
prices could
pressure margins
in affected sectors

Products: Rising
water demand
could make
desalination a
future growth
area

Example:
Agribusinesses may
face a potential
22% EBITDA impact
from water
scarcity*

*Source: Barclays research.

For illustrative purposes only. The information provided should not be considered as a recommendation to purchase or sell a particular security.
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Practices:
Governing bodies,
like the EU, are
instituting
directives on
single use plastics

Products:

Online resale
marketplaces are
displaying
accelerating
growth

Example:

22% of a major soft
drink manufacturer's
revenue is exposed
to the EU and 65%
of its packaging mix
is plastic
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Hermes



Disclosures

Terminology such as “ESG integrated,” “sustainable” or “impact,” among other terms, is not uniformly defined across the industry.
Investment managers may understand and apply ESG factors in different ways, and that the role those factors play in investment decisions
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|Iso varies. Therefore, we recommend investors understand the role of ESG factors in a strategy to ensure that approach is consistent with
neir investment objectives. Like any aspect of investment analysis, there is no guarantee that an investment strategy that considers ESG

factors will result in performance better than or equal to products that do not consider such factors. Investing and making buy-and-sell

ecisions that emphasize ESG factors carries the risk that, under certain market conditions, the fund or strategy may underperform those

t
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nat do not incorporate such factors explicitly into the decision-making process. The application of ESG criteria may affect exposure to
ertain sectors or securities and may impact relative investment performance depending on whether such sectors or securities are

enerally in or out of favor in the market.

Investing involves risk, including possible loss of principal.
This information has been obtained from sources deemed to be reliable, but neither the completeness nor accuracy can be guaranteed.

This document is not investment research.

INSTITUTIONAL Sales Material. Not for Distribution to the Public.

Federated

Hermes



