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ESG, Factor Exposures and ETF's

A closer look at the intersection of
ESG/Low Carbon- and Factor investing
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Introduction
ESG ETF’s — the global state of play

758 ESG ETF’s / 264,4 bln AUM / 56,9 bin inflows in Q1 2021*

Americas Europe APAC
212 ESG ETFs available 512 ESG ETFs available 34 ESG ETFs available
AuM
$161.3 Bn
AuM
$98.6 Bn

Q1 flows Q1 flows AuM i
- +$19.2 Bn R2EEIED $4.5Bn +$12Bn

* Source: trackinsight.com
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Introduction
Factor investing and ETF’s — the global state of play

Significant growth prospects for smart beta and factor investing strategies

100%

Approaches to factor investing (% citations)

B institutional [l Wholesale

Allocation to factor strategies within individual asset classes alongside
traditional active and passive strategies

L Use of ETFs to invest in smart Satisfaction % of total investment in smart
Factors in risk management

beta beta accounted for by ETFs
w FA0I Mabid maois maole waold waoie 0

Systematic monitoring of risk factor exposures and performar -- -=-"--*-

43% ; ﬁ -
R 100%
Factor-based portfolio allocation ;( . LG -'.".l a0% -
80% W Decrease
70%

Target factor exposure at a portfolio level / across asset class

50% i e : 60%
8% /l 50%

More than 50% increase

TR -~
H % /’,,« 40% ™ Between 10% and 50%
L increase
Which approaches to factor investing do you P o 30%
use within your portfolio (or client portfolios)? H @-_, - - 20% - W Less than 10% increase
o 3 G i
19 20 21 10%

0% T T T
Investors continued to increase factor 2016 2018 2019

allocations in the 12 months leading
up to the study, and intend to continue
doing so, despite a challenging period
and divergence in factor performance.

2020

Sources:
* Invesco: Global Factor Investing Study, 2020
* EDHEC: ETF, Smart Beta and Factor Investing Survey, 2020 Alpha Centauri
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Introduction
ESG and factor investing as satellites: danger of “optimized island solutions’

)

Nearly 50% of active risks in institutional portfolios are ,,uncompensated”

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

Source: Northern Trust / The Risk Report; Uncompensated risks M Stock selection risk M Compensated factor risk
https://tinyurl.com/3sy67t7a
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Brighttalk ETF Summit
ESG, Factor Exposures and ETF’s

Major themes

Different approaches to ESG- and Low Carbon ... and their drivers of risk and return with a focus on
investments well-known factor exposures

... and the risks of quantitative ESG strategies of index

2EiE) A En3s i (e providers delivered via ETF’s

Passive strategies with a low tracking error to ... and the question, if they can add economic value
traditional benchmarks beyond “doing good”

... and the question if this combination can deliver a
better risk-/return trade-off than passive approaches
via ETF or active Long Only-strategies

Factor Investing in combination with carbon
footprint reduction

Alpha Centauri
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Who we are
Alpha Centauri works for and with leading players in financial services

Explore our world class network

STOXY. | [=¢~ ¢

INDEX INNOVATION

ISS ESG » I\S/Iifk(;!ﬁtrﬁélligence

Alpha Centauri
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Our approach
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Our approach

Our whole work is deeply-rooted in a risk-factor framework

Traditional Risk-Premia
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No Risk Premia available

Commodity (except inflation premiain Gold)

Currency No Risk Premia available

Equity

Corporate Credit

Government Rates

Government Credit

Inflation Linker

Money Market

sset classes

Q

Risk Premia across

Alternative Risk-Premia

Commodity

Currency

B8

B [ ] 1] Ree

Equity

Corporate Credit

T O

L L] [ ] 1] Remseen
80808 cumas

BEE88 e

Government Rates

Government Credit

Inflation Linker

Money Market

Risk Premia within asset classes

Q
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Our approach
First steps in ESG: Whitepaper Alpha Centauri/ISS ESG/Prof. Bassen, Uni HH

Research - Whitepaper More information on our website

e B e B,

IN SEARCH FOR CLIMATE SMART
INVESTMENTS
the case of European equities B oo 155ESGH> Wi

the search for
climate smart

investments

March 2017

THE SEARCH FOR
CLIMATE SMART
INVESTMENTS REVISITED:
The Case of European Equities

JANUARY 2019

“Comprehensive carbon data can help generate financial
outperformance and investing in line with a 2-degree

scenario s a C/ear Opportunltyfor Va/ue creatlon - helplng The latest White Paper by leading experts connects the global context on investment and climate change
tO differentiate aCtive managers from passive Competitors. towards a 2-degree world with the status quo of academic research, and presents latest findings on the

investment and climate performance of climate smart investments in European Equities.

These are the findings of the recently published paper by
South Pole Group, global sustainability solutions provider,
and Alpha Centauri, the Hamburg-based boutique asset

manager, who today announce their partnership.”

(SPG press release / RESPONSIBLE INVESTOR)

White paper

The search for climate-smart
investments - the case of
European equities

Update 2019
(with 155 ESG)

Comment in Absclut | alternative:

Alpha Centauri
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Different approaches to ESG-
and Low Carbon investments

... and their drivers of risk and return with a focus on well-
known factor exposures

Alpha Centauri
Risk premia - Made in Germany
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Different Approaches

Institutional investors pursue six major ESG - strategies according to CERULLI*

Approaches differ — from outputs to outcomes

Negative Screening Value Alignment 76
ESG Integration Value Enhancement 272
Positive Screening Value Enhancement 156
Thematic Investment Value Enhancement + ESG Impact

134
Impact Investment Value Enhancement + ESG Impact
Active Ownership Value Alignment + Value Enhancement + ESG Impact none

*CERULLI Associates: “Environmental, Social, and Governance (ESG) Investingin
the United States”https://info.cerulli.com/US-ESG-2019.html
** Trackinsight.com; CONSER

Alpha Centauri
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Different Approaches

Two sides of the ESG-medal: principles and economic materiality

Principles, values & beliefs Materiality

Exclusions/negative screening “Cash Flow”- channel

* Nuclear Energy * Sales

* Controversial weapons * Cash Flows

* Human and working rights * Earnings

* Alcohol and tobacco * Dividends/Buybacks

* Biogenetics “Discount factor” (cost of capital)-channel

* Gambling

* Fossil Energy (Coal/Qil/Gas etc.) * Risk premia / Beta

Alpha Centauri
Risk premia - Made in Germany



Different Approaches

Factors can be a reasonable basis for materiality

Economic materiality of factors is well documented

N

Value

Carry

Quality

Size

Momentum

Low Risk

Low Carbon

In the long run, stocks that appear cheap according to accepted metrics tend to outperform. Empiricism cites distress risk,
overreaction, forced selling and index migration (Graham/Dodd; 1934; Fama/French 1992;1997; Basu; 1977)

Stocks from companies that deliver sustainable growth, underpinned by low analyst earnings dispersion and distributed via
dividends and share buybacks tend to deliver excess returns in the long run. Empirical papers cite carry, low earnings dispersion
and underreaction to good news (Harvey, 2000; Liodakis, 2003; Gwilym,2008; Moskowitz, 2013)

In the long run, stocks from companies that exhibit higher balance sheet, income and cash flow statement quality tend to
outperform. Empiricism cites expensiveness of junk stocks, lottery tickets and beta constraints
(Altmann, 1968; Ohlson, 1980; Piotroski, 2000; Asness 2013)

Stocks with lower market capitalization tend to outperform large caps over time. Empirical literature cites higher default and
liquidity risk as well as index migration (Banz, 1980; Fama/French, 1993; Barry, 2002; Guidolin, 2005; Asness 2015)

In the long run, stocks with higher price momentum deliver higher returns. Researchers from various fields found reversal risk,
over- and under-reaction as an explanation
(Jegadeesh/Titman, 1993; Chan/Jegadeesh/Lakonishok,1996; Carhardt, 1997)

Stocks with lower stock price volatility tend to outperform in the long run. Empiricism cites expensiveness of junk stocks, lottery
tickets, over-confidence, shorting/leverage/beta constraints and fund flows as possible explanations
(Haugen/Baker, 1991; Blitz/van Vliet, 2007; Haugen/Baker, 2008; Cowan/Wilderman, 2011)

Stocks with lower carbon exposure outperform due to higher growth opportunities

(Wesentlichkeit von CO,-Emissionen fiir Investitionsentscheidungen Prof. Dr. Alexander Bassen/Prof. Dr. Timo Busch/Stefan Lewandowski/
Franziska Sump, 2016); In search for climate smart investments — the case of European equities (Alpha Centauri, ISS ESG, Prof.Bassen, Uni
Hamburg; Decarbonization Factors, Harvard University 2019

Alpha Centauri
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Different Approaches

Some papers validate the existence of factors in ESG and Low Carbon

Papers Findings

"""" Bassen et all (2015) Growth
Towards Green Alpha:
Analyzing ESG Exposures Through a Factor Lens
B - m:‘:‘w i Ananth Madhavan, 2 . . . .
Alpha Centauri/ISS Historical: Low Risk
(2017) Forward: Momentum
The Case of European Equiti;s
Ang et all (2020) Quality and Momentum
AxdientificBeta i .
= The Drivers of ESG MSCI (2021) Quality and Growth
Returns
“Honey, | Shrunk the ESi S S e S S T

Alpha”: Risk-Adjusting ES!
Portfolio Return

February 2021

April 2

Scientific Beta (2021) Quality

Alpha Centauri
Risk premia - Made in Germany
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Data challenges in ESG

... and the risks of quantitative ESG strategies of index
providers delivered via ETF’s

Alpha Centauri
Risk premia - Made in Germany
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Data challenges in ESG

Disagreement in ESG data and ratings across providers

MIT /2019 Scientific Beta/2020

IDEAS MADE TO MATTER | SUSTAINABILITY

Why ESG ratings vary so widely
(and what you can do about it}

i by Tracy Mayor | Aug 26, 2019

An EDHEC - Scientific Beta “Advanced Factor & ESG Investing”
Research Chair Publication

[~ Why It Matters

It's hard to assess corporate social responsibility when ratings diverge so dramatically.
Research suggests ways to work around the ‘aggregate confusion.’

L snore

Environmental. Social. Governance. In recent years, ESG, also known as sustainability or

corporate social responsibility, has moved from the feel-good fringes to the center of
business decision-making. S usta | na b I e I nvest | ng
with ESG Rating Uncertainty

December 2020

Consumers want to purchese products from companies that reflect their values —
environmental protection, the empowerment of women, or the ahsence of child labor, for
example. Investors, meanwhile, want to know if they are financing activities that might pose

& reputational visk,

DEDHE

BUSINESS SCHOOL

Their message is getting through — by one estimate, some 80% of CEOs believe

demonstrating a commitment to society is important and loak to sustainability ratings for
guidance and benchmarking. An estimated $30 trillion of assets are invested worldwide that

rely in some way on ESG information, a figure that has grown 343 since 201,

Alpha Centauri
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Data challenges in ESG

Disagreement in ESG data across providers

Correlation of ESG data/ratings lower than 0,3 compared to 0,99 in credit ratings

EXHIBIT 1: DIVERGENCE OF TWO ESG DATA RATING AGENCIES ACROSS GLOBAL UNIVERSE OF

SECURITIES
100
80
9 e, 303
§ e ettt
O eeiM '1!' 'l:"l"
& 3eget :..
]
s
o 40
& EXHIBIF 3 DIVERGENCE IN ESG RATINGS ACROSS LARGE, GLOBAL COMPANIES
&
Q
2 2 APPLE MICROSOFT AMAZON
£SG L == nm - s -
[ . : y v v T Environmental f——————@————————- — &— - [—— 8 bl
0 10 20 30 40 S0 60
ESG Ratings - Rating Agency 2 Secial |- - = = - - - -
Governance |—@—————— o @— eee——————— = -u -
@ Represents each security within giobal universe N
- Rating Ag - MSCI E 0 25 50 75 100 0 25 50 75 100 © % 50 75 100
FACEBOOK JP MORGAN BERKSHIRE HATHAWAY
Gl = ww o= . e I B B T B —
Ervitoamental |————— 8 — - —— ———— —————— & — H—a—a —&
Sccial |-—8———————@—8— e B o e =
Governance # R B - -e . - -
0 25 50 5 100 0 25 50 5 100 ¢ 5 50 75 100
HRatngAgency 1 ERatngAgency 2 M RatngAgency 3 M Rating Agency 4
stalnalytics, Robeco 3 r"! =’e nitiv. Ratings as of February 20 \gency 1 nts MSCI ESG

ratings: Rating A

ESG ratings: Rating Agency 3 sents Sustaina
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Passive strategies with a low tracking-
error to traditional benchmarks

... and the question, if they can add economic value
beyond “doing good”

Alpha Centauri
Risk premia - Made in Germany
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Passive strategies
Passive means low tracking error to benchmark not ETF to underlying index

Investors shouldn’t expect outperformance - even in an adverse scenario

300

250

200

150

100

50

01.05.2012 01.05.2013 01.05.2014 01.05.2015 01.05.2016 01.05.2017 01.05.2018 01.05.2019 01.05.2020 01.05.202

e [ESG Screened Index === Benchmark Index

Alpha Centauri
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Passive strategies
Passive exposures target the left side, everything else needs active risk-taking

Principles, values & beliefs Economic materiality

Exclusions/negative screening “Cash Flow”- channel

* Nuclear Energy * Sales

* Controversial weapons * Cash Flows
* Human and working rights * Earnings

* Alcohol and tobacco * Dividends

* Biogenetics “Discount factor” (cost of capital)-channel

* Gambling

* Fossil Energy (Coal/Qil/Gas etc.) * Risk premia / beta

Alpha Centauri
Risk premia - Made in Germany
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Factor Investing in combination with
carbon footprint reduction

... and the question if this combination can deliver
a better risk-/return trade-off than passive
approaches via ETF or active Long Only-strategies

Alpha Centauri
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The case for Long/Short

Long/Short - higher returns, lower level of ,,unintended risks“

Wasted return opportunites (grey) Better opportunity set

Long Long

A A

Long/Short Long Only Long/Short Long Only

Investments Investments Investments Investments
Short p Long Short p Long

Short Long/Short Short Long/Short
Investments Investments Investments Investments

* Long Only active
,Wasted opportunities” in Long Only investments
y,Unintended bets” because of weights-based allocation instead of risk-based portfolio construction
* Long/Short
— Higher return potential, better risk control
— Higher transfer coefficient for active positions

Alpha Centauri
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The case for Long/Short
UN-PRI and AIMA: Short Selling excellent way to implement ESG

UN-PRI Technical Guide
PR :

... There are a range of questions around the
8 relationship between ESG and short selling.

Technical guide: Ejiisinsz/rzoration in hedge Short Se//ing is one Wanyf' a hedge fund
manager to express the view that an entity is

not adequately incorporating ESG factors.”....

SImmons

“Smens ...."Short selling can be an excellent tool for
achieving two common goals of
contemporary responsible investment:
mitigating undesired ESG risks, and, when
taken in aggregate, creating an economic
impact by influencing the nature of capital
flows through ‘active’ investing.”.....

Alpha Centauri
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AC Climate Smart Long Short

Combination of equity factors + low carbon factor

Focus on Excess Return and CO, footprint reduction

180 - 40%
170
160
- 30%
150
3 c
£ 140 <
(@]
€ 130 - 20% 2
L T
5 120 =
o a
110
- 10%
100
90
80 r T T T T T T T T T T O%
o N a2 o % % o A > ) N
S S S S S S S S > S s
N N N N v v v v N N N
o o o o o o o o ) o o
I S N S N
Performance 4,96% 11,87% -4,30% 0,51% 5,83% 2,5%
Volatility 4,81% 8,43%

* Past performance is no guarantee of future returns. Fees, commissions and other costs may have a negative impact on performance. Returns may increase or decrease due to
currency fluctuations. The performance is the percentage change between the value of assets at the beginning and at the end of the investment period. Source: Alpha Centauri
Investment Management GmbH. Simulation includes transaction costs but excludes management fees; out of sample performance starting 01.01.2015 time period under
consideration: 01.01.2011-31.05..2021

Alpha Centauri
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Portable Beta

Long/Short can be ,ported” on any benchmark

STOXX 600 Europe Volatility

25,00%
STOXX 600 647%  17,06% 0,38
4,00 |ndex+CS LongShort 11,66% 17,91% 0,65 20,00% 5,74% 4,89%
3,50 0,85%
200 15,00%
2,50 10,00% .
17,06% 17,06% 17,91%
2,00
5,00%
1,50
1,00 0,00%
Y & < > A
RN M & < o)
0,50 40\60 o\%‘\ QQ{\ o %éé‘z
S N WD > 0 © @ &) o Y ) ° &
N N N N N N N N © o O
EAGIE S G S S S S S A SRR SR S G ;’@ 0\4?“
>
STOXX 600 Stoxx 600 + Climate Smart LongShort é\&
* Combination of Long Only (Benchmark) and Long/Short in one product
e Substantial improvement in return without a material impact on risk
Alpha Centauri
p 26
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Portable Beta
Comparison to ESG ETF’s — higher Sharpe ratio, negative CO, footprint

Europe Eurozone

7 T T B [ceuooal oo [reuwms

ETF(nd.)  7,57%  17,60% 0,43 ETF (ind)  7,68%  16,97% 0,45
300 strategie  11,66% = 17,91% 0,65 Lo, Strategie 1021%  21,09% 0,48
250
200
200
150 "L
150
. 100 Ape
100 & o
? S o % ™ S o A % 5 o >0
3 % Y Y Y > 4 Y - Q ™ © Q
U O A G R S . A G G G
KRR AR N SR N R N N I N I A A A A
v o) ) o) V o) ) ) v o) ke Y kg Y e %Y g %Y kg ke %Y

,Porting” of Long/Short- factor betas on a Long Only benchmark or existing equity
portfolio more efficient than conventional active Long Only

Higher return expectation, better Sharpe Ratio and higher carbon efficiency

*Sources: Provider data, ISS ESG data, Alpha Centauri .
Alpha Centauri calculations Risk premia - Made in Germany



ESG, Factor Exposures and ETF's

Summary
Key takeaways / Our views

e ..are easy to implement in the light of more than
Different approaches to ESG- and Low Carbon 700 ESG ETF’s
investments * .. need a holistic view on portfolio risk with

respect to the findings of Northern Trust

* ..are amajor problem in ESG

Data challenges in ESG * ... will persist even with a more unified taxonomy

(backfilling & overwriting)

* .. add no economic value (in terms of
outperformance) beyond “doing good” in our
point of view

Passive strategies with a low tracking error to
traditional benchmarks

.. .. . * ... candeliver a better risk-/return trade-off than
Factor Investing in combination with carbon . . .
. . passive approaches via ETF or active Long Only-
footprint reduction .
strategies

Alpha Centauri
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Thank you for your attention
Follow us or give us a call for webinar materials or more information

alpha-centauri.com SumZero

The world's Iargesl cnmmunnv excluswelv for professional investors

200N SUMIRRO

b

v Media & Events v CCONNECT WITH US

New Podcast: Approaching The Source
ESG Investing with Dennis
Hammond of Veriti

)

S
/ % ALPHA CENTAURI

for Institutional
Intelligence

Alpha Centauri Investment Management GmbH
Willy-Brandt-Strafle 23 ¢ 20457 Hamburg
+49 (40) 89 72 73-0 ¢ info@alpha-centauri.com

and e ﬂuem:yl the global institutional

Alpha Centauri
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Disclaimer

This document is provided for your information only and does not represent an offer nor a solicitation to make an offer for
purchase or sale of certain products. The validity of information and recommendations is limited to the time of creation of these
documents and can be subject to changes depending on the market situation and your objectives. We recommend consulting
your tax consultant or legal advisor before investing.

This document contains information obtained from public sources, which we deem to be reliable. However, we cannot guarantee
the accuracy of such information.

Past performance cannot be regarded as an indicator of future performance. It should also be considered that the products
presented under certain circumstances are not adequate in regard to the individual investment objectives, portfolio and risk
structure for the respective investor.

Legal and tax subjects that may be resulting from these documents have to be regarded as nonbinding advice without exception
which cannot replace a detailed counseling by your lawyer, tax consultant and / or auditor.

Please note that these documents are not directed to citizens of the United States of America and are not to be distributed in the
United States of America.

This presentation is protected by copyright. Any use, dissemination or use, even in parts, without consent is prohibited. The
content of this presentation must be kept confidential. The transmission of information and content to third parties is prohibited.

© Alpha Centauri Investment Management GmbH, 2021

Alpha Centauri
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