Support Services | Insights

January 2021

Decarbonisation of commercial fleets




e

e

finnGap Ltd (company number06198898),»an English-incorporated.company with its registered  office at dne
Bartholomew:Close; London, ECTA 7BL,'and which is authorlsed and regulated by the Financial-Conduet Authority
(reference number 467766) i . ; :

This-brochure and information contained/referred to hereln IS Not d|rected at orintended for distribution to or Use by .
any person or entity wha-is resident in-any jurisdiction where suchidistribution, publication, availability or use would
be contrary to law oriregulation or would subject finnCap Ltd or any. of its affiliates (the “finnCap: Group”)- tota
registration or licensing requirement. . This-brochure’has been prepared as at 15/01/2021 and information-herein is
subject to change without notice,” finnCap Ltd is the latgest Nomad and AIM company-financial adviser, No:*1-broker
onAlM andtop 5 adviser.to ambitious growth companies onithe’LSE on the basis of the:number of its retained Nomad
andibroking clients.:

Unless otherwise stated the copyright’and-all other rights in the material in this brochure are owned by the ﬁnnCap
Group or a member thereof. ‘By accepting:this brochure, you agree that you will use the informationiselely foryour. §
internal busingss purposes and-that youwill not otherwise copy, transimitiordistribute in any way ahy of this material
inwhole ogifipart. - All trademarks; service'marks and logos are those of the flnnCap Group.



finry

1. Highlights this quarter

Topic of the quarter

The support services and wider logistics sectors operate
significant fleets of vehicles ranging from passenger cars
and vans through to light and heavy trucks. Hence, the
UK government’s recently published ‘10 point plan’ to
support a ‘green industrial revolution’, including
bringing forward the ban on sales of cars with an internal
combustion engine from 2040 to 2030 and announcing a
consultation on the phase-out of new diesel HGVs, is
important, representing a material change in the future
make-up of these fleets.

Electric car and light van development has accelerated
significantly in recent years but alternative solutions for
heavier trucks appear further behind. While fleet
operators cannot progress faster than technology allows,

this is likely to create a short-term tension with investors
who are increasingly focused on ESG policies and data in
their investment decisions.

The sector will need to increasingly signal its intentions,
willingness to change and ability to embrace new
technologies long before the alternatives to petrol and
diesel are available alongside any new infrastructure that
is needed to support them. This last point will create a
new opportunity for some players in the sector. Whether
the source of power is electric, hydrogen or something
else, infrastructure needs to be created to generate,
distribute and store it. Investors will see the opportunity
in companies exposed to these areas but with an
increasingly keen eye on how the solution and other
activities are delivered.

Economic indicators

The UK and EU Services PMI contracted in November
due to second lockdowns and tighter restrictions but to
a lesser extent than expected. UK service sector output
remained severely impacted by widespread business
closures among consumer-facing service providers, but
many firms in other areas were able to successfully
adapt to the new lockdown restrictions and saw a lower
impact on client spending than initially expected.

The US Services PMI indicated the steepest expansion in
sector output since Mar 2015, boosted by a strong
increase in new orders and the strongest employment
growth since records began as firms took on extra staff
as pressure on capacity accumulated.

Sector news flow

Takeover activity in the sector continues with G4S
agreeing a £3.8bn bid from its US-based rival Allied
Universal after months of being targeted by Canada’s
GardaWorld in a hostile campaign.

The estate agency market is also active with
Countrywide receiving a bid from Connells and a revised
bid from Alchemy Partners to inject capital and give
shareholders the option to sell. TPFG is in talks to buy
Hunters.
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2. Decarbonisation of commercial fleets

Greenhouse gas (GHG) emissions in the UK have been
steadily decreasing since the 1990s largely due to
efficiency improvements and investment in renewable
energy. However further reduction is needed for the
Government to reach its emissions targets and carbon
neutral date of 2050.

Numerous sectors will have to cut emissions further if
those targets are to be reached, including the transport
sector, which has seen dramatic cuts in the most harmful
pollutants (carbon monoxide, NOX etc.) but largely
unsuccessful efforts to reduce more common GHGs like
Cco2.

HGVs account for an estimated 20% of transport sector
emissions. Transitioning these vehicles to zero emission
will have a significant impact on the UK's carbon
emissions and air quality.

The Government recently published a new ‘10 point
plan’ to support a ‘green industrial revolution’, which
included bringing forward the ban on sales of cars with
an internal combustion engine (ICE) from 2040 to 2030
and announcing a consultation on the phase-out of new
diesel HGVs. This was followed up with a commitment to

£20m of investment to establish zero-emission road
freight trials in 2021-22 in the recent National
Infrastructure Strategy.

Several companies have already started to lead the way,
electrifying the smaller vehicles in their fleets and
forming groups such as the UK Electric Fleets Coalition.
With the Government and market leaders actively
encouraging change in the sector we look at the scale of
the problem, and the possible solutions.

3. Commercial fleets’ contribution to

UK emissions

Transport as a whole is the single biggest source of
carbon emissions in the UK, comprising 28% of the UK'’s
total emissions in 2018 according to the Department of
Business, Energy and Industrial Strategy.

The proportion of road transport emissions that can be
attributed to HGVs and other large vehicles is disputed.
Reuters have suggested that up to 70% of all EU
emissions are caused by HGVs, whilst the Road Haulage
Association have estimated that lorries and buses
account for just 7.6% of NOX emissions in the UK.

In a recent report KPMG claimed HGVs account for 18%
of road transport emissions in the UK, in line with a
Government claim that lorries account for c20%.

finnCap analysis of ONS data is consistent with these
claims. Data on road transport emissions shows HGVs
comprising just over 18% of UK road transport emissions
in 2018, with an average of 17.4% over the period for
which data was available.
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3. Commercial fleets’ contribution to
UK emissions cont.

The International Renewable Energy Agency (IRENA) highlighted road freight as one sector in the industrial and
transport bracket that would make up an increasingly large proportion of emissions over the next 30 years unless
major changes are pursued. According to IRENA road freight consumed 32.3EJ of energy in 2017 (more than 2x
aviation and 3x shipping) with only 1.5% of that coming from renewable energy sources, and emitted 2.3Gt of CO2
(more than 2x both aviation and shipping).

Whilst the exact emissions levels might be disputed, it is widely accepted that current emissions from HGVs and
commercial fleets are incompatible with the Government reaching its target of net zero by 2050. As such, there is an
ongoing push from within the industry, and through legislation, to decarbonise HGVs, commercial fleets, and the
wider transport sector.

Rise in online retail over 2020

The increasing proportion of retail sales being made online accelerated over 2020, largely due to national lockdowns
and the resultant shop closures, which deterred consumers from leaving their homes. This shift was particularly
noticeable in grocery sales with online supermarket orders rising 102.7% year-on-year. Online clothing also increased
substantially, growing 24.3% year-on-year.

Whilst the extent to which this shift will be maintained is uncertain, especially as the UK looks like it will move back
towards normality next year, it seems inevitable that online retail will continue to grow relative to physical, in line
with the long-term trend seen in 2019 and prior.

Emissions are widely accepted to have fallen significantly over the lockdown period as businesses closed down and
individuals stopped travelling; however, it is likely that emissions from deliveries and freight will have increased with
the growth in online retail. As emissions from other industries return to more normal levels, a sustained shift to online
shopping will mean emissions from deliveries and freight are likely to remain elevated until there are technologies
available to decarbonise these vehicles.




4. What is going to force change?

Primary drivers behind movement to decarbonisation in the
transport sector include Government legislation and targets, pre-

emptive investment and development from players in the sector,
and pressure from investors.

Government action

The Government recently published a new 10 point plan for a ‘Green Industrial Revolution’. Key initiatives were i)
bringing forward the ban on the sale of new petrol and diesel cars and vans from 2040 to 2030 and ii) plans to launch
a consultation on the phase out of new diesel HGVs. Also included were more general pledges on accelerating the
transition to electric vehicles and a target of generating 5GW of low carbon hydrogen production capacity by 2030.

Point 1
Advancing Offshore Wind

Point 2
Driving the Growth of Low Carbon Hydrogen

Point 3
Delivering New and Advanced Nuclear Power

Point 4
Accelerating the Shift to Zero Emission Vehicles

Point 5
Green Public Transport, Cycling and Walking

HEPB®OD

The Government had set 2040 as the date from which
sales of new petrol and diesel cars would be banned,
before proposing 2035, and then recently bringing it
forward to 2030 as part of the 10 point plan. The plan will
mobilise £12bn in Government investment and will
support up to 250,000 high-skilled green jobs.

This was followed up by a commitment in the recently
published National Infrastructure Strategy for the
Government to invest £20m in 2021-22 to establish zero-
emission road freight trials to assess the most effective
and commercial path to decarbonising HGVs.

OEMs had largely already scaled up EV development and
production; e.g. Bentley announced plans in early
November to go completely electric by 2030, and every
new Volvo launched now has an electric variant. The UK
Electric Fleets Coalition campaign had already been
calling for the 2030 ban. In general, OEMs and fleet
operators seem to view the plan positively, either
anticipating or actively encouraging the move.

Point 6
Jet Zero and Green Ships

Point 7
Greener Buildings

e

Point 8
Investing in Carbon Capture, Usage and Storage

Point 9
Protecting Our Natural Environment

Point 10
Green Finance and Innovation

CABICHEI

Low emissions zones (LEZ) coming into force around the
UK will also put more localised pressure on fleets. Some
{but not all) charge specific vehicles, including HGVs, to
enter city centres. Currently there are LEZs in London,
Brighton, Glasgow, Norwich and Oxford, although only
London charges vehicles other than buses. The
Government  have asked Birmingham, Derby,
Nottingham, and Southampton to introduce clean air
zones by 2021, which could feature LEZs.

As LEZs proliferate, cost of delivery using HGVs in city
centres is likely to increase, opening the door to either
further advancement of clean HGV technology, or
replacing the final leg of HGV deliveries with additional,
more efficient smaller vehicles.

As world leaders look to ensure global temperature rises
are kept within 1.5°C of pre-industrial levels as outlined
in the Paris Agreement, further legislative pressure, both
in the UK and abroad, looks inevitable.
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4. What is going to force change? cont.

Pressure from fleet operators

There are a number of fleet operators and other logistics companies leading the drive to ban the sale of petrol/diesel
cars. The UK Electric Fleets Coalition campaign, which counts the four biggest vehicle fleet operators — Centrica, DPD
UK, Royal Mail, and BT and Openreach - as members, had already been calling for such a ban.

The UK Electric Fleets Coalition was formed to advocate for accelerating the transition to EVs in the UK. As a founding
member, BT has already been using its purchasing power to demand change from OEMs and has committed to
supporting the energy transition, providing easy-access charging points for employees and customers across the UK.

Smaller companies will largely be ‘technology takers” as they shift fleets away from ICE, however there are a number
of larger companies that have already begun their own research and development into new technologies:

John Lewis

@® mitie

John Lewis: The John Lewis Partnership has opted for bio-methane as a low
carbon alternative to diesel. This is expected to reduce the fleet's carbon dioxide
emissions by 80% and forms part of the partnership’s strategy to phase out fossil
fuels by 2030. The partnership is building its own bio-methane gas filling station
at its head office, expected to open December 2020.

Mitie: Recently named ‘green fleet of the year’, Mitie has continued towards its
goal of a having a fully zero-emission fleet by 2025. The company exceeded its
target of switching 20% of cars and small vans to EV by 2020 and now has c800
EVs in its fleet with 900 expected by the end of 2020. The company has also
continued to reduce emissions from its diesel vehicles that have yet to be
switched, with initiatives including real-time ‘performance traffic lights’ on
dashboards and vehicle idling buzzers contributing to annual fuel savings of £88k.

DAF: Alongside developing EVs and hybrids, DAF is also looking at hydrogen as an
option for powering trucks and heavier vehicles. Initial trials have been completed
with Toyota and Shell. DAF notes challenges relating to sourcing hydrogen and
storing it, and ensuring that the hydrogen they utilise is from renewable energy-
powered sources. The company note that it could be at least 5-10 years until the
technology can be used on a large scale.

MAN: Noting that ceasing production of fossil fuels completely is not feasible in
the short term, MAN Energy Solutions have invested in cleaner, more efficient
fossil fuel production. The company has also converted an old fossil fuel refinery
into a bio-refinery which is set to produce 500,000 metric tons of biodiesel per
year, resulting in 50% lower carbon emissions relative to the fossil fuels previously
produced at the site.

DHL: DHL run a number of initiatives across warehousing, waste recycling,
packaging and transport, all contributing towards the company’s stated target of
zero emissions by 2050. DHL Freight now offer fully climate neutral shipping,
partly through continued efficiency optimisation in the fleet and carbon
offsetting. The service offsets emissions produced during handling and transport,
and upstream emissions from energy provision.
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4. What is going to force change? cont.

Investor pressure

Investors are playing a prominent role in putting ESG
policies at the top of corporate agendas (highlighted in
finnCap’s recent report on ESG investing). Going forward
ESG is expected to play an ever increasing role in
investment decisions, with a key consideration being
efforts companies have made to reduce emissions.

Data from Morningstar shows the global sustainable
fund universe brought in $46bn in Q1 2020 (compared
with outflows of $385bn for the overall fund universe)
and a further $71bn in Q2. finnCap’s smaller company
fund manager survey found that a minority considered
ESG factors three years ago, two out of three consider
ESG in the investment process today, but nearly all
expect to use these factors to make portfolio decisions in
the future.

Evidently ESG is growing in popularity as an investment
screening and risk management method. Companies
that lead the shift to zero emission will be at lower risk of
regulatory/consumer pressure in the future, with the
added benefit of not being sensitive to oil price
fluctuations, and making ongoing cost savings by
shifting to EVs/hydrogen.

Pressure is also being added from a regulatory
perspective. The Chancellor recently confirmed that the
FCA would be introducing stricter rules on climate
disclosure, in line with guidelines developed by the
globally-recognised Taskforce on Climate related

Financial Disclosures (TCFD). All UK companies with a
premium listing will be required to disclose the risks they
face from climate change and the net zero transition by
2023. From 2025 the rules will be tightened further to
make TCFD guidelines fully mandatory.




5. Alternatives to petrol and diesel

For passenger cars and other light-duty vehicles,
electrification now appears inevitable, even if still
relatively early stage. In 2020 YTD only 5.4% of new car
sales have been battery EVs (up from 1.3% in 2019), but
as new EV models continue to be released, cost reaches
parity with ICE vehicles and charging infrastructure is
stepped up demand for EVs relative to petrol/diesel is
expected to reach an inflection point.

As range and charging time become less of an issue, EVs
become relatively more desirable. Relatively low loads
and short journey times make them ideal candidates for
electrification. This is not necessarily the case for larger
vehicles like buses and HGVs.

Electrification of LCVs (vans etc. under 3.5t) has been
slower but, similarly to passenger cars, looks like it could
hit an inflection point imminently. Whilst the number of
passenger cars on the road is expected to decrease by
2030, this is not true for LCVs which will continue to be
relied on as online shopping, deliveries and supermarket
digitisation proliferate.

Due to the slightly heavier loads and longer hours of
continuous usage LCVs are likely to be required for, other
alternative clean power sources could make more sense
for LCVs (hydrogen, biofuel etc.). However, since none of
these alternatives are anywhere as near to
commercialisation as electrification, electric LCVs seems
to be the widely accepted direction of travel at present.

KPMG predict that by 2030 70% of passenger car sales
will be EVs, stepping up to 67% by 2040. For LCVs the
estimated figure is 67% and 90% respectively.

5k

Vehicles in late stage
sales discussions
(3k subject to LOIs)

10k

UPS vehicle orders
(with an option for
an additional 10k)

~2.0M

Annual addressable
market volume by 2025'

Source: Arrival. ! Based on multiple sources

Arrival fundraising and IPO

One company working on electrification of LCVs and buses
is UK-based start-up Arrival. The group recently announced
that it would be listing in the US via a SPAC (special
purpose acquisition company) at a valuation of circa
$5.4bn, following pre-IPO investment from Blackrock,
Hyundai and others.

Arrival has developed a battery system for custom-
designed buses and vans, capable of travelling up to 200
miles on a single charge. The group has already announced
a significant contract to supply 10,000 vehicles to UPS with
an option for a further 10,000, as well as an active trial with
the Post Office for postal delivery vans.
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5. Alternatives to petrol and diesel cont.

What is the solution for heavier vehicles?

As vehicle weight increases, battery power becomes less
feasible due to the sheer amount of energy required to
move such a vehicle any significant distance. However,
since other green alternatives (hydrogen, biofuel etc.) are
much further behind in terms of proof of concept and
cost, it appears inevitable that buses and types of
medium commercial vehicles (MCV) will see some
benefit from electrification.

Companies including Yutong and BYD are already
launching fully electric buses in the UK, with potential
also evident for other shorter-range urban vehicles such
as refuse collection vehicles.

Given the scale of the challenge for buses, coaches and
other similarly sized vehicles, the shift away from ICE is
likely to take much longer than for passenger cars. KPMG
estimate that 80% of new bus and coach sales will still be
petrol/diesel in 2030, dropping to 60% in 2040. The
equivalent figures for MCVs (3.5t — 16.0t) are similar at
78% and 60%.

HGVs (defined as 16.0t+) pose even greater challenges.
The even heavier load weights and longer distances they
have to travel mean that battery technology in its current
form is not feasible. Consequently, alternatives including

hydrogen fuel cells and biofuels are at similar stages of
development to electric when it comes to powering
HGVs.

At present, hydrogen appears the most promising due to
the potential for longer-range, compact on-board
storage and relatively quick refuel time. The main
obstacles are i) a lack of hydrogen refuelling
infrastructure, and ii) insufficient hydrogen production.
The second obstacle is being addressed as part of the
Government's ‘10 point plan’, however significant
investment on refuelling infrastructure will be required
for the technology to go mainstream.

Due to the more competitive mix of potential
technologies for powering HGVs, estimates still put 2030
sales at 80% ICE, but with more of a spread amongst the
alternatives, in 2040 55% sales are expected to be ICE
with hydrogen fuel cells beginning to dominate.

As LCVs decarbonise faster than other vehicle classes
there is potential for fleet owners to replace HGVs with a
number of LCVs for ‘final mile’ journeys in city centres. As
LEZs expand and become more restrictive, HGVs could
become the target of stringent charges or complete
restrictions.

Low Emission Freight and Logistics Trial (LEFT)

The recently published LEFT report details a number of industry-led trials into a range of
alternative propulsion technologies for commercial fleets in the UK. The technologies were
implemented in operating fleets, across 120 different vehicles including HGVs, vans, refuse

diesel dual fuel and battery electric.

project experiences.

utilising renewably sourced hydrogen.

collection vehicles and road sweepers. The technologies trailed include natural gas, hydrogen-

The trail found a range of benefits across all technologies used:

— Battery electric vehicle trials reported significant reductions (60%-+) in vehicle running costs
compared to diesel, and resulted in significant expansion of EV fleets as a result of LEFT

— Strong business case made for gas-powered biofuel vehicles using bio-methane for long-
haul operations, again with significant orders placed alongside planned expansion in
refuelling infrastructure and bio-methane supply.

— Hydrogen combustion worked efficiently in dual fuel systems to displace diesel use but the
report notes that more reliable, cost-effective hydrogen refuelling infrastructure is required,

4.5\ RN
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6. Cost implications for fleet operators

The 2030 ban and mainstream shift to electric/other
alternative methods of propulsion are still relatively far
out, therefore there is unlikely to be any significant
impact on overall cost in the near term.

Mainstream adoption of electric vehicles at the
passenger car/LCV level is expected to be triggered in
part by EVs reaching cost parity with ICE vehicles
(estimated by mid-2020s) as battery costs continue to
fall. At that point upfront vehicle cost should not change,
but since electric charging generally costs an estimated
60% less (source: EDF) than filling up with petrol/diesel
alongside lower expected maintenance costs, ongoing
costs from running an electric fleet of small vehicles
should be lower, meaning overall cost should be lower.

HGVs could pose a more complex cost picture. Hydrogen
technology, expected to eventually be the leading
propulsion technology for HGVSs, is currently much more
expensive than the traditional petrol/diesel technology.
The key challenges relate to storing the fuel safely during
transit, and scaling the refuelling infrastructure

As more is invested in hydrogen technology research, in
terms of propulsion and other areas, with the support of
the government, eventual cost parity looks inevitable. To
ensure upfront vehicle cost is relatively unchanged, this
point will have to come before any proposed ban on the
sale of diesel HGVs which might come out of the
government’s recently announced consultation.
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HGYVs account for an estimated
20% of transport sector emissions.

Transitioning these vehicles to
zero emission will have a
significant impact on the UK’s
carbon emissions and air quality.




Selected Support Services transactions

ROCKPOOL.

secured senior debt facilities from

G5 Clydesdale Bank

BELVOIR!

£3m Sell-Down
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£19m takeover by

CANVAS
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Director, Research

+44 (0)20 7220 0549
+44 (0)7961 062 931
ghewett@finncap.com
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Measuring your sustainability?
There’s an app for that

For businesses today, the smart investment increasingly favours companies committed to sustainability and ESG.
Indeed, it is only a matter of time before this becomes obligatory.

More and more, companies have a need to understand their ESG impact and be able to report on it to investors.

Delivering ambition for a sustainable future

Our partnership with WWG About the WWG Company Tracker app
finnCap Group is partnered with leading sustainability = — Company Tracker is an App on a global multi-
fintech World Wide Generation (WWG), combining the stakeholder platform, G17Eco

powers of our ESG Scorecard with WWG’'s new digital
sustainability monitoring and measurement app,
Company Tracker, to create a sustainability reporting
tool.

—  Empowers companies to monitor and measure their
sustainability risks and opportunities

— Enhances credentials with investors who

increasingly demand companies prove their impact
finnCap’s recently launched ESG Scorecard provides on society, the economy, and the environment
small and mid-cap quoted companies with an objective
means of measuring their ESG performance against key
policies, standards, and frameworks. These metrics are
incorporated into Company Tracker.

— These impacts are mapped to Sustainable
Development Goals (SDGs)

The launch of Company Tracker follows new research highlighting that SMEs' recognition of the importance of ESG
has not translated into action. This new partnership between finnCap and WWG aims to close this gap, facilitating
the coherent and evidence-based reporting of ESG activities that investors want from firms.

To find out more about implementing WWG Company Tracker, please contact:
John Paul (JP) Hamilton at WWG, jp.hamilton@worldwidegeneration.co, T: +44 (0) 20 8103 2030

WWG is the technology partner for the UK Government and City of London backed Sustainable Development Capital Initiative. Further to the
finnCap partnership, WWG has been securing major global partnerships to support the whole ecosystem of companies (big and small), assurers,
rating agencies, data providers, investors. Most recently the United Nations Data Hub has also mandated WWG as their technology partner for cities
and governments to also report their sustainability data through the G17Eco platform. 13
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Financial services for growth companies

finfiCap Cavendish

AN OAKLINS MEMBER FIRM

Largest Nomad and AIM company financial adviser and Leading UK mid-market M&A house with global reach
no. 1 broker on AIM

1 S - i - - 4 4 P 4 /
ECM Plc Strategic Debt Advisory Private Growth M&A
Advisory Capital
Strategic capital market advice Strategic takeover, shareholder Identifying the optimal Raising institutional capital for Leading M&A advisory with
around liquidity events, IPOs activism and financial advisory capital solution for growth ambitious private companies unrivalled specialist expertise in
and fundraisings to publicly quoted companies managing the sales process
and bidders

Delivering your business ambition

finnCap Group provides financial services to growth companies.

We are mid-market specialists dedicated to providing the highest quality service to our clients both
private and public.

We provide quality broking and fundraising capabilities alongside excellence in M&A advisory with a
global reach. We have sold over 600 companies to date and are recognised as the largest Adviser on the
LSE and No.1 broker on AIM.

We always put clients first delivering your business ambition, whether that is to raise growth capital, IPO,
refinance, raise debt for your business, execute an acquisition or sell your business.

Our specialist sector knowledge and entrepreneurial approach helps companies to achieve their
ambition.

finnCap is listed on AIM and has a team of over 140 people based in London and a strong global reach as
a member of Oaklins.
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Your Ambition Delivered

. finnCap Ltd
www.finncap.com
1 Bartholomew Close

London, EC1A 7BL
T:0207 220 0500
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