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Opportunities in
Sustainability

Private Investing

Global macroeconomic trends signal an increased level of investment in the climate and energy transition sectors,
despite broader market volatility over the past few years, as investors aim to seize opportunities for risk-adjusted
returns in sustainability-themed sectors. The industries, businesses, and technologies that compose the sustainability
private investing ecosystem are highly diversified and complex, generating opportunities for a range of investors from
early-stage venture capital to buyout-focused private equity. The latter represents an important development, signal-
ing continued maturation of both markets and the resultant investment opportunities. Indeed, such opportunities for
institutional-grade investment exist, but it can be difficult to develop a comprehensive portfolio without being embed-
ded in market networks. While challenging, this dynamic presents opportunities for investors to take more collaborative

approaches to navigating the complex and rewarding sustainability-themed marketplace.
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MACROECONOMIC OUTLOOK FOR
SUSTAINABILITY PRIVATE INVESTING

Over the past few years, inflationary pressure and the
corresponding rise in interest rates have impacted broader
markets, with exit markets declining during 2022 and
remaining suppressed throughout 2023". Private markets
have not come out unscathed through this market volatility.
Since the 2021 peak, the magnitude of growth private capital
invested in the US has declined?, leading to capital scarcity
for growth-stage businesses. In addition, both revenue and
EBITDA buyout valuation multiples have declined since the
2021 peak’.
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While the broader public and private markets declined in
2022 and 2023, sustainability-themed capital markets
demonstrated greater resilience, declining to a lesser degree
than the broader market and remaining elevated relative to
pre-2021 investment levels?. When viewed globally across
public and private investment, clean energy investment
continues to increase annually®. Even with elevated invest-
ment levels, market observers, such as Goldman Sachs,
forecast that an additional $2.8 trillion of annual investment
is needed this decade to meet decarbonization, clean water,
and infrastructure targets®. The private sector is currently
expected to only supply about one third of the incremental
investment needed?, suggesting that there is a significant
market opportunity for additional capital in this space.
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ANNUAL GLOBAL CLEAN ENERGY INVESTMENT?
Dollars in billions ($)
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The combination of market maturation, capacity for further
investment, and the expanding pool of investment oppor-
tunities in the sustainability sphere create an attractive
value proposition that draws return-seeking investors to the
sustainability private investing corner of the market.

FINDING SUSTAINABILITY PRIVATE
INVESTING OPPORTUNITIES

Perspectives on how to allocate capital to sustainability
themes vary by investor. While some investors may view
sustainability from an impact lens, focusing on the degree of
environmental or social impact that will be generated from
their investments, the overwhelming majority of investors
prefer to approach sustainability as a fiduciary. These inves-
tors refuse to offset impact benefits with financial results
and will only approach non-concessionary, return-generat-
ing strategies. They may allocate to sustainability through a
more focused view—via a Real Assets or Natural Resources
bucket, targeting more granular themes, such as renewables
infrastructure or agriculture. Others, who may not have such
allocations or take a more comprehensive view, allocate

to sustainability out of a broader (private or public) equity
bucket. Generalist private equity investors may consider
sustainability-focused investments as a piece of a diver-
sified portfolio, while other private equity investors may
raise a sustainability-focused fund that is diversified across
sustainability-themed industries. Choosing one's execution
approach in the sustainability market depends on an inves-
tor's strengths, experience level, and networks.

The opportunities for investment in the sustainabili-
ty-themed market are present across both well-established
and emerging industries. Whether working to meet decar-
bonization goals, consumer demand, or both, many highly
mature industries have entered the sustainability sphere,
spurring the development of new sub-sectors across the
value chain. For instance, efforts to electrify transportation
have led the highly mature automotive industry to shift its
production focus from gasoline-powered vehicles towards
electric vehicles. In addition to new electric vehicle-

focused manufacturers arising out of this transition,
sub-sectors such as fleet management, EV charging, and
battery production have emerged and are expanding rapidly.
Depending on investors' risk and return focus, opportuni-
ties for investment could range from focusing on the early-
stage, emerging opportunities in the value chain to the more
well-established mature ends of the market.

Geography is another critical pillar for investors to consider
when developing their sustainability investment strategy.

The maturity of sustainability-themed industries can differ
across geographies. Opportunities exist to take technology
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and business models that have been proven in one region
and implement them in a more emerging market to capture
higher returns. Moreover, there lies an element of compe-
tition between regions that can drive additional returns.
Many countries aim to develop greater domestic production
capabilities to support the energy transition and reduce

risk in their supply chains. Government initiatives aimed at
bolstering domestic production of energy transition tech-
nologies, such as the Inflation Reduction Act in the U.S., can
create powerful incentives that provide a boost to the level
of returns to be gathered from investments.

The sustainability-themed market ecosystem is highly
diversified across industries, geographies, and investment
stages, providing opportunities for early-stage, growth, and
buyout investors. While opportunities clearly exist, they can
be difficult to access without a developed network in the
sustainability space. Additionally, new entrants may find it
challenging to assess and discern winners in these industries
without experience in the market. These dynamics lay the
groundwork for a more collaborative approach to private
investing to better navigate the complexities of the sustain-
ability market.

IMPLEMENTING A SUSTAINABILITY

PRIVATE INVESTMENT STRATEGY

As the net zero transition progresses, short-term market
shifts will affect sub-sectors of the sustainability-focused
market. Private equity is better positioned than public
markets in the sustainability space due to its longer hold,
illiquid position, which enables private investors to attune
their investments to the long-term tailwinds and growth
trends of the sustainability sector. Some volatility is to be
expected across industries and the degree of dislocation
that occurs will reward investors with the network and
expertise to identify the market winners.

Given the depth of sustainability-themed industries, sourc-
ing interesting opportunities can prove a significant chal-
lenge. Many niches exist within the market, and investors
will naturally have greater levels of expertise in certain
industries versus others. Across industries, it can be difficult
to gain access to and sift through the investment opportu-
nities that do exist. Some sustainability themes are self-ev-
ident and present themselves in a concentrated way in

certain industries like renewables or electric vehicles. Other
sustainability themes may be more nuanced and can be
found across broader industries like agriculture and indus-
trials, incorporating benefits such as waste reduction, water
usage, and lower carbon footprints. Collaboration on sourc-
ing can enable investors to augment their investment teams
and gain an extended network that grants access to oppor-
tunities that would otherwise be inaccessible. Therefore,

it can be beneficial to have investment teams with a broad
reach alongside sector expertise to widen a team'’s sourcing
funnel and adequately evaluate such opportunities.

Investors must consider how they will approach measuring
the sustainability impact of an investment. An investment
in the sustainability market does not always mean that the
investment must strictly fit the criteria for the most rigid
designation (e.g. an EU SFDR Article 9 sustainability invest-
ment®). There are opportunities with measurable positive
environmental impact that may fall outside that criteria and
be suitable for investors that are not investing with such a
rigid lens. However, expertise is needed within the invest-
ment team to discern greenwashing from actual positive
environmental impact and draw out benefits in a genuine,
concrete way. This requires an experienced team to work
on sourcing, diligence, and monitoring while accounting for
both the financial and environmental benefits of an invest-
ment.

Another key pillar of success in private sustainability
investing is investors' ability to be flexible in their approach.
Generalist investors can benefit from the expertise of those
embedded in the sustainability market to make thoughtful
investment decisions and help better assess the value-

add of sustainable benefit creation. And vice versa—more
specialized experts can learn analogous lessons from
generalists who have seen themes play out in other indus-
tries. The challenges of accessing capital in today’'s market
environment and the evolving growth in the space, create
growing opportunities for more collaborative and creative
approaches to private investment, such as co-investments,
secondaries, strategic fund commitments, and direct oper-
ating platform investments. Being nimble and approaching
opportunities via partnerships can provide benefits for all
parties and a path to success within the sustainability invest-
ing market.
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CONCLUSION

Despite recent volatility in broader markets, sustainability-
themed sectors have maintained a high and growing

demand for private capital with capacity for significant addi-

tional investment levels. The niches within the climate and

clean energy market vary in their maturation, which creates
both challenges and opportunities for investors in this space.

An approach focused on collaboration can prove a winning
strategy in this environment as investors work together to
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Important Notes

Certain information contained herein has
been obtained from or is based on third-party
sources and, although believed to be reliable,
has not been independently verified. Such
information is as of the date indicated, if
indicated, may not be complete, is subject to
change and has not necessarily been updated.
No representation or warranty, express or
implied, is or will be given by The Common
Fund for Nonprofit Organizations, any of

its affiliates or any of its or their affiliates,
trustees, directors, officers, employees or
advisers (collectively referred to herein as
“Commonfund”) or any other person as to the
accuracy or completeness of the information
in any third-party materials. Accordingly,
Commonfund shall not be liable for any direct,
indirect or consequential loss or damage
suffered by any person as a result of relying
on any statement in, or omission from, such
third-party materials, and any such liability is
expressly disclaimed.

All rights to the trademarks, copyrights, logos
and other intellectual property listed herein
belong to their respective owners and the use
of such logos hereof does not imply an affili-
ation with, or endorsement by, the owners of
such trademarks, copyrights, logos and other
intellectual property.

ty-world-index/#overview)

6 SFDR = Sustainable Finance Disclosure Regulation; An Article 9
Fund under SFDR is defined as “a Fund that has sustainable
investment as its objective or a reduction in carbon emissions as its
objective.” Article 9 Funds must meet a number of different re-
quirements that promote a sustainable investment objective
Source: https://www?2.deloitte.com/content/dam/Deloitte/ie/
Documents/Audit/IE_SustainableFinanceDisclosureReg_Article9.

pdf

To the extent views presented forecast market
activity, they may be based on many factors
in addition to those explicitly stated herein.
Forecasts of experts inevitably differ. Views
attributed to third-parties are presented to
demonstrate the existence of points of view,
not as a basis for recommendations or as
investment advice. Market and investment
views of third-parties presented herein do not
necessarily reflect the views of Commonfund,
any manager retained by Commonfund to
manage any investments for Commonfund
(each, a "Manager") or any fund managed

by any Commonfund entity (each, a “Fund”).
Accordingly, the views presented herein may
not be relied upon as an indication of trading
intent on behalf of Commonfund, any Manag-
er or any Fund.

Statements concerning Commonfund's views
of possible future outcomes in any investment
asset class or market, or of possible future
economic developments, are not intended,
and should not be construed, as forecasts or
predictions of the future investment perfor-
mance of any Fund. Such statements are also
not intended as recommendations by any
Commonfund entity or any Commonfund
employee to the recipient of the presentation.
It is Commonfund'’s policy that investment
recommendations to its clients must be based
on the investment objectives and

risk tolerances of each individual client. All
market outlook and similar statements are
based upon information reasonably available
as of the date of this presentation (unless an
earlier date is stated with regard to particular
information), and reasonably believed to be
accurate by Commonfund. Commonfund
disclaims any responsibility to provide the
recipient of this presentation with updated
or corrected information or statements. Past
performance is not indicative of future results.
For more information, please refer to Import-

ant Disclosures.
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