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The effect that ESG factors have on credit fundamentals underscores that comprehensive ESG disclosures are no longer
a “nice to have.” Rather, they are an investment imperative, as we explain below. While the global investment-grade
universe has made notable progress on disclosures, companies in the global leveraged finance universe remain
conspicuously behind. Given this delay and the need for standardization, we introduce a five-part framework of tangible
steps that leveraged finance companies might reference when attempting to meet investors’ heightened disclosure
demands.

More fixed income investors are seeking - if not demanding - comprehensive ESG disclosures from issuers, and we are
among them. However, our long-standing integration of ESG factors into credit analysis and the assignment of ESG Impact
Ratings across all of our issuers continue highlighting the disclosure deficiency within the global leveraged finance sector.

We integrate ESG factors for good reason: ESG failures present material credit risks. For example, within the emerging
market high yield corporate universe, default rates in the oil & gas and metals & mining industries are more than double
those in other EM corporate industries. Sensitivity to commodity price volatility and instances of ESG shortcomings have
contributed to the elevated default rates in these closely watched industries as we show in an upcoming white paper.

In terms of the scale by which the global leveraged finance sector lags its peers, we compared ESG coverage on our
representative portfolios for our global investment grade, high yield, and leveraged loan strategies (Figure 1). While nearly
3/4 of global investment-grade names presented greenhouse gas coverage using reported data, less than 1/3 of global
high yield names presented similar coverage. A nearly non-existent representation among global leveraged loans - less
than 1/20" - presented greenhouse gas coverage using reported data.
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FIGURE 1: THE SCOPE OF THE LEVERAGED FINANCE DISCLOSURE CHALLENGE

Third Party Coverage of Greenhouse Gases (GHG) Intensity for Global Investment Grade, High Yield, and Leveraged Loans.

GHG Intensity Data GHG Intensity
Coverage (Reported Coverage Using
and Estimated) Reported Data

Portfolios Third Party ESG
% MV with: Ratings Coverage

PGIM Fixed Income Representative
Global Investment Grade Bond Portfolio

PGIM Fixed Income Representative
Global High Yield Bond Portfolio

PGIM Fixed Income Representative
Global Loan Portfolio*

Source: PGIM Fixed Income. As of February 2021. The above information is shown for illustrative purposes only and is not inclusive of
all ESG potential issues and engagement. ESG ratings are subject to change without notice. Please see the notes for additional
disclosures. *Coverage is for 82% of the portfolio comprised of loans.

Considering the sizable gaps in coverage, our five-part framework proposes a basic level of ESG disclosures for global
leveraged finance issuers, which consists of the following:

1.

2.

Identify and disclose material ESG risks and opportunities for the business.

Identify and disclose positive and negative impacts that the company’s business activities have on the environment &
society.

Disclose material ESG risks and impacts in the annual report and accounts. Describe mitigation and management
measures taken to address ESG risks and key negative impacts. Where ESG factors and trends lead to new business
opportunities or where there is a scope for positive contributions to the environment and society, highlight those with
commentary on actions taken or planned.

Provide as much data as possible for ESG risks and impacts. Quantitative data also supports peer comparison,
modelling, and portfolio analytics.

Focus on ESG factors that are relevant and important for the industry, company, and supply chain. For example, on
the environmental side, these could be GHG emissions, environmental pollution, water withdrawal, waste generation,
biodiversity loss, etc. On the social side, these could be workforce-related issues (e.g. occupational health and safety,
diversity and inclusion), or product/customer-related issues (e.g. product safety, data privacy and security), or value
chain-related issues (e.g. human rights violations). On the governance side, key issues include ownership structures
and controls, corporate governance, investor rights and credit protections as well as business conduct issues.
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Standardised frameworks can help guide such disclosures, and we support standards developed by the Sustainability
Accounting Standards Board as well as the recently launched guidance on ESG disclosure by The European Leveraged
Finance Association (ELFA) and the ESG Questionnaire launched by The Loans Syndication and Trading Association
(LSTA).

These initiatives reinforce investors’ requirements for comprehensive disclosures. Our desire is that disclosure standards,
along the lines of the five-part framework provided above, incentivize leveraged finance issuers to join their investment-
grade counterparts with comprehensive ESG disclosures as it may become an increasingly important determinant of their
future cost of capital.

This material reflects the views of the author as of March 11, 2021 and is provided for informational or educational purposes only.
Source(s) of data (unless otherwise noted): PGIM Fixed Income.
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Important Information

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a
Prudential Financial, Inc. ("PFI") company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is
headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii)
PGIM Netherlands B.V. located in Amsterdam; (iii) PGIM Japan Co., Ltd. ("PGIM Japan”), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong Kong)
Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore (“"PGIM Singapore”). PFl of the United States
is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated
in the United Kingdom. Prudential, PGIM, their respective logos, and the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions
worldwide.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation about
managing or investing assets. In providing these materials, PGIM is not acting as your fiduciary. These materials represent the views, opinions and recommendations
of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced herein. Distribution of this information to any
person other than the person to whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or
in part, or the divulgence of any of the contents hereof, without prior consent of PGIM Fixed Income is prohibited. Certain information contained herein has been
obtained from sources that PGIM Fixed Income believes to be reliable as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such
information, assure its completeness, or warrant such information will not be changed. The information contained herein is current as of the date of issuance (or
such earlier date as referenced herein) and is subject to change without notice. PGIM Fixed Income has no obligation to update any or all of such information; nor
do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. All investments involve risk,
including the possible loss of capital. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial
instrument or an y investment management services and should not be used as the basis for any investment decision. No risk management technique can guarantee
the mitigation or elimination of risk in any market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could
lose value. No liability whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or
derived from this report. PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed
herein, including for proprietary accounts of PGIM Fixed Income or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations
of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities,
financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must
make its own independent decisions.

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein.
PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy or sell securities or financial
instruments referenced herein. PGIM Fixed Income and its affiliates may develop and publish research that is independent of, and different than, the
recommendations contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and trading personnel, may provide oral or
written market commentary or ideas to PGIM Fixed Income’s clients or prospects or proprietary investment ideas that differ from the views expressed herein.
Additional information regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s Form ADV.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited
is authorised and regulated by the Financial Conduct Authority (“"FCA") of the United Kingdom (Firm Reference Number 193418). In the European Economic Area
("EEA"), information is issued by PGIM Netherlands B.V., an entity authorised by the Autoriteit Financiéle Markten ("AFM") in the Netherlands and operating on the
basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses
available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued
by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional
clients as defined in the relevant local implementation of Directive 2014/65/EU (MIFID ). In certain countries in Asia-Pacific, information is presented by PGIM
(Singapore) Pte. Ltd., a Singapore investment manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by
PGIM Japan Co. Ltd,, registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is
licensed to provide discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong)
Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph
(a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general
information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the
requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by
virtue of its regulation by the FCA (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United
Kingdom differ from Australian laws. In South Africa, PGIM, Inc. is an authorised financial services provider — FSP number 49012. In Canada, pursuant to the
international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. is not registered in Canada and is
advising you in reliance upon an exemption from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is
New Jersey, U.S.A; (3) there may be difficulty enforcing legal rights against PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets
may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as
follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetiére Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP,
1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H
4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy's Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 — Stn Central RPO, Halifax, NS B3J 3E5; in Alberta:
Borden Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB T2P R3.

© 2021 PFl and its related entities.
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