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Key takeaways

From clean tech and decarbonization, to the risks and opportunities of biodiversity - or from an increased focus on the social
aspects of ESG to ongoing developments in regulation - ESG (environmental, social and governance) will remain a strong focal
point into 2024.

Yet, as we move into the new year, global geographies will look to prioritize and implement their own rules. Furthermore,
populations representing 60%+ of global GDP will head to the polls next year, potentially leading to policy uncertainty and a
stronger need for clarity.

As priorities and practices evolve, four trends will continue to be in focus when it comes to sustainability, each having
implications for investors, corporates, consumers, and ultimately the world.

The landscape

In 2023, several major regulators and governments passed climate-related bills and reporting requirements into law. This move
set up 2024 to be an important year for ESG (environmental, social and governance) and corporate sustainability. As priorities
continue to evolve, BofA Global Research has identified four sustainability-focused trends that it expects to continue to be top
of mind as we move into the new year. Each of these themes has implications for investors, corporates, consumers, and
ultimately the world.

#1: Clean tech and decarbonization: The IRA and NZIA in motion

The net zero transition requires significant investment in clean energy technologies. Asia Pacific is leading this market with
China attracting 90% of current investments, making the US and Europe’s green transition dependent on the Asia supply chain.
To incentivize companies to re-shore manufacturing of green technologies to their respective geographies, build self-
dependency, drive investment and create employment, the US introduced the Inflation Reduction Act (IRA) (see IRA ripple effect:
10 areas of impact) and the European Union (EU) introduced the Net-Zero Industry Act (NZIA).

The US IRA allocates approximately $400 billion in direct investment to ensure energy security, increase energy innovation and
support environmental justice objectives — all while reducing emissions by 40% by 2030. Europe responded to the US policy by
introducing the Green Deal Industrial Plan in February 2023, followed by the NZIA in March 2023 with the aim to “enhance the
competitiveness of Europe's net-zero industry and support the fast transition to climate neutrality.”

In late June 2023, the European Community (EC) announced the creation of the Strategic Technologies for Europe Platform
(STEP) to support and boost investment in critical technologies in Europe. The platform should reinforce and leverage existing
EU funds (including InvestEU, Innovation Fund, and Horizon Europe) while developing new funds (up to €160 billion). Meanwhile,
the EU created the Sovereignty portal to “help project promoters and companies seeking funds to find the relevant information
about funding opportunities under EU budget programmes.” Overall, of the €2,018 billion budget over 2021-27 (EU seven-year
budget + NextGeneration EU funds of €807 billion), 30% will be dedicated to climate change and digitalization and support will
be provided in the form of grants and loans.

In November 2023, the EU adopted a “framework of measures for strengthening Europe’s net-zero technology products
manufacturing ecosystem (Net Zero Industry Act).” The latest version proposes to broaden the scope of net zero to nuclear,
sustainable aviation fuel (SAF) and recycling technologies, and the EU is targeting to cover 25% of global clean technology
production by 2030.

In the US, since the passage of the IRA, newly announced projects in clean energy have resulted in close to 120,000 reshoring
and FDI (foreign direct investment) manufacturing jobs being announced (Exhibit 1). The act has also led to significant
developments in the ‘battery belt’ region of the Midwest and South (Exhibit 2). In fact, more than 340 new projects worth over
$168 billion have been announced in this area. Of total investment dollars, close to half has gone to electric vehicles
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(EVs)/batteries, while the rest went to renewable energy (solar, wind, nuclear), grid and storage, carbon capture, utilization and
storage (CCUS) and clean fuels.

Exhibit 1: Jobs generated by private clean economy projects Exhibit 2: Number of private clean energy projects announced
announced post-IRA, 8/2022-6/2023 since the passage of the IRA by state, 8/2022-6/2023
IRA driving job creation, particularly in GA, Ml, SC, OH South and Midwest states have seen the highest number of new
projects related to the clean economy
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Source: BofA Global Research, E2 Clean Economy Works project tracker, The White House
(invest.gov), IEA CCUS Projects Database. Not all projects disclosed the number of jobs.

Source: BofA Global Research, E2 Clean Economy Works project tracker, The White House
(invest.gov), IEA CCUS Projects Database

Clean energy tax credits have played a vital role in incentivizing wind and solar investments, with the combined capacity of newly
announced renewable projects reaching at least 25GW (gigawatts), enough to power 22 million homes. The IRA extends both the
Production Tax Credit (PTC) and Investment Tax Credit (ITC) for clean energy projects placed in service from 2021 through 2024.

Starting in 2025, the tax credits will transition from their current form to a new technology-neutral tax credit that is based on
emissions. Renewable projects with zero emissions would qualify for the same PTC or ITC tax credit value as the 2021-2024
projects. More importantly, for the first time, the bill has made two methods of monetization for commercial and utility-scale
energy projects available — transferability and direct pay. See IRA ripple effect: 10 areas of impact for more.

Exhibit 3: ITC and PTC make up nearly half of the IRA green tax Exhibit 4: EU NZIA, eight technologies so far in focus
credits From photovoltaics to carbon capture
Green tax credits in the Inflation Reduction Act
Technology Description
Solar photovoltaicand solar  Electricity and heat storage technologies including
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$125B Energy and Clean Battery/storage technologies
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Hy<11 r30§§n' Credit, 564.88 Electrolysers and fuel cells: advanced technologies to
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Commercial Energy

Efficiency and Clean
Electricity, $36.6B
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(CCS) technologies
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Renewable Energy and Carbon capture, utilization, and storage technologies

Clean Electricity
Clean Manufacturing, Production Tax Credit,
$36.98B $62.3B Source: BofA Global Research

Source: EES|, Congressional Budget Office

EU NZIA narrower scope vs. US IRA

Although the aim of Europe’s Net-Zero Industry Act is to drive investments in Europe and avoid capital flight to other
geographies, starting with the United States, its scope is narrower than that of the US’s IRA.

Outside of environmental goals, the IRA also supports various social policies. Over 10% of total IRA spending is dedicated to
environmental justice commitments, which support marginalized communities that tend to be disproportionately affected by
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pollution and negative health impacts. Another social initiative included in the IRA aims to tackle the issue of medicine
affordability and accessibility.

On the other hand, the EU NZIA focuses on eight renewable energy technologies that are already “available, to be launched soon
and are scalable.” It may expand to nuclear, SAF and recycling technologies if eventually approved by the EU.

#2: Biodiversity: Opportunities & risks
Biodiversity is the third most important global risk over a 10-year period according to the latest World Economic Forum (WEF)
Global Risk report. In fact, nature loss is intrinsically linked to climate crisis and natural resource consumption, while use of land,
especially for agriculture and food production, is the main cause of animal and plant species extinction. It is therefore, without
changes or investments, a major risk for ecosystem degradation and food security over the medium to long term.

Exhibit 5: Global risks ranked by severity over the short and long term
Perception Survey 2023-2024, "Please estimate the likely impact (severity) of the following risks
over a 2-year and 10-year period."

1] Economic downturn 14l Societal polarization
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Source: World Economic Forum, Global Risks Report

According to the WEF, nature-positive solutions could create $10 trillion in incremental revenue across three ecosystems: (1)
Food, land and ocean use; (2) Infrastructure and the built environment; and (3) Energy and extractives. This is in conjunction with
cost savings and 395 million new jobs by 2030.

There are numerous emerging opportunities for businesses to adopt nature-positive models. Some of these innovative models
are already being pursued with the backing of private capital, such as alternative proteins and food waste-saving technologies.
Others, such as land restoration and sustainable fisheries, are still in their early stages but are gaining support from impact-
oriented investors, social enterprises, and blended capital. Nature-based solutions are also drawing significant interest from
large corporations, although scaling up may require regulatory and policy development.

BofA Global Research believes the trend will accelerate in 2024 as:

e Halting and reversing biodiversity loss has become a key focus since the adoption of the Kunming-Montreal Global
Biodiversity Framework (the Paris Agreement for Nature) targets in December 2022 at the UN Biodiversity Conference
COP15 (Conference of Parties). Governments of 196 countries are now expected to translate the framework into
national plans and policies by the end of 2024. In fact, one of the key discussions at COP28 (Nov.-Dec. 2023) was the
extent to which nature is being embedded within countries’ nationally determined contributions (NDCs) and the
progress made on updating their National Biodiversity Strategy and Action Plans since COP27.

e  The European Commission adopted a new law on nature restoration in November 2023, with the aim of restoring
degraded ecosystems across member states’ land and sea habitats while making sure the issue of food security is
addressed. Member states will have to restore at least 30% of habitat types by 2030 and introduce measures
(grassland butterfly index, share of agricultural land with high-diversity landscape features, and/or stock of organic
carbon in cropland mineral soil) to achieve a positive trend.
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e The launch of the Taskforce on Nature-related Financial Disclosures (TNFD) and the announcement that more than 250
global companies will be early adopters of its approach should act as a catalyst for: (1) increased disclosure on nature-
related strategy, risks, opportunities and metrics; (2) debt and equity stakeholders working through potential exposures
and mitigation (scope for de-/re-rating); and (3) growth in biodiversity/blue economy-related indices and financial
products.

#3: Increasing focus on the ‘S’
BofA Global Research sees three main reasons underlining a greater focus on the social aspect of ESG:

Human capital as an investment factor

BofA Global Research analyzed job reviews posted on Glassdoor and found the Glassdoor postings identified shifts in employee
engagement and corporate culture before it was necessarily visible in financial performance (and share prices). The analysis used
Glassdoor data from an alternative data company called Thinknum, where only Stoxx Europe 600 companies are selected, and
they did the same with US public companies.

The resulting analysis concludes that keeping workers happy requires more than competitive pay. In the US, employees’
perception of their organization's “Culture and Values” and “Senior Management” are the biggest contributors to overall job
satisfaction. Meanwhile, “Career opportunities” and “Senior Management” are the weakest areas for EU companies, according to
EU employees.

Why do “Culture & Values” matter? Quite simply: better means higher valuation. Companies in top quintile of “Culture & Values”
on average have traded at a 20% premium to the bottom quintile over the past 5 years (ex-COVID).

Exhibit 6: Europe - Correlation between Glassdoor overall score
and each subcategory score, by sectors (1Q15-2Q23*)
Culture & Values and Senior management = biggest determinant of

satisfaction
WorkLife  Culture/ Career Comp. & Senior
Balance Values  Opportunities  Benefits ~ Management
Utilities 15% 90% 82% 74% 86%
Energy 47% 87% 7% 68% 85%
Materials 1% 82% 2% 69% 18%
inf Tech g e o g% | o
(ons. Staples 1% 89% 3% 67% 85%
(om. Ser. 2% 88% 84% T7% 86%
Financials 1% 87% 83% 2% 86%
HeathCare | 87% [RGB 5% 84% 90%
Industrials 78% 89% 82% 80% 86%
Cons. Dis. 81% 9% 81% 82% 91%
Real Estate 76% 86% 82% 58% 84%
Stoxx 600 14% 89% 81% 11% 87%

Source: Thinknum, BofA Global Research Note: 2Q23 includes March, April and May data as
June'23 data was not available. Data for D&l excluded as it is available only from 3Q20

Privacy & data security
Globally, there have been more than 500,000 cybersecurity news events since 2004. According to the European Consumer
Organization’s 2020 survey, 45-60% of Europeans agree that artificial intelligence (Al) will lead to more abuse of personal data.

The United States, where technology and communication services constitute more than a third of market capitalization, has seen
the most cybersecurity incidents and data privacy breaches, particularly in the past five years. The WEF estimates that data
breaches cost corporates an average of $3.6 million per event, and this only includes direct costs. Indirect costs, such as
reputational damage, must also be a significant concern. Indeed, reputation has never been more important: the WEF estimates
that intangible value may represent as much as 90% of corporates' asset value. See Caution: Safety first for more on this topic.
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Exhibit 7: Privacy versus cybersecurity
Landscape comparison between privacy and cybersecurity
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Source: BofA Global Research

Framework for a just transition

According to the International Labour Organization (ILO), a just transition means “greening the economy in a way that is as fair
and inclusive as possible to everyone concerned, creating decent work opportunities, and leaving no one behind. It involves
maximizing the social and economic opportunities of climate action, while minimizing and carefully managing any challenges —
including through effective social dialogue among all groups impacted, and respect for fundamental labour principles and rights.”

Consistent with this sentiment, the transition towards a low-carbon economy has both positive and negative implications for
employment.

#4: Ongoing developments in regulation

As ESG regulations tighten in the EU and UK, the US faces a growing divide with states heading in different directions. BofA

Global Research notes that ESG as a topic is creating a challenging scenario for both corporates and individuals as they navigate
business and politics, aiming to safeguard their interests.

Yet as we move into 2024, regulation will remain a topic of conversation with varying geographies looking to implement their
own rules. Furthermore, populations representing 60%-+ of global GDP will head to the polls next year, potentially leading to

policy uncertainly (Exhibit 8). And with upcoming elections, a continued momentum behind ESG-focused laws and regulations,
may persist.

Exhibit 8: Countries with elections reach over 60% of world GDP
Cumulative share of world GDP (%)
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Source: BofA Global Research, Haver
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Disclosures

These materials have been prepared by Bank of America Institute and are provided to you for general information purposes only. To the extent these materials reference Bank of
America data, such materials are not intended to be reflective or indicative of, and should not be relied upon as, the results of operations, financial conditions or performance of Bank
of America. Bank of America Institute is a think tank dedicated to uncovering powerful insights that move business and society forward. Drawing on data and resources from across
the bank and the world, the Institute delivers important, original perspectives on the economy, sustainability and global transformation. Unless otherwise specifically stated, any
views or opinions expressed herein are solely those of Bank of America Institute and any individual authors listed, and are not the product of the BofA Global Research department or
any other department of Bank of America Corporation or its affiliates and/or subsidiaries (collectively Bank of America). The views in these materials may differ from the views and
opinions expressed by the BofA Global Research department or other departments or divisions of Bank of America. Information has been obtained from sources believed to be
reliable, but Bank of America does not warrant its completeness or accuracy. Views and estimates constitute our judgment as of the date of these materials and are subject to change
without notice. The views expressed herein should not be construed as individual investment advice for any particular client and are not intended as recommendations of particular
securities, financial instruments, strategies or banking services for a particular client. This material does not constitute an offer or an invitation by or on behalf of Bank of America to
any person to buy or sell any security or financial instrument or engage in any banking service. Nothing in these materials constitutes investment, legal, accounting or tax advice.
Copyright 2024 Bank of America Corporation. All rights reserved.
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