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Redwood Grove Capital
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Public Equity Climate Strategies
A not uncommon question about incorporating climate science into public equity investing is: does it
really matter? Public companies outside of oil and gas companies are too big and diverse, the argument
goes, to have a real impact. Our friends at Generation Investment Management put out a report this
month concluding that 38-40% of all annual global emissions come from publicly listed companies.1
After reading the report, we believe it is clear they intentionally erred toward a conservative analysis.
They include Scope 1 and 2 emissions, exclude certain Scope 3 emissions and rely largely on unaudited
reporting which has historically understated actual emissions.2
How these companies transition to a low carbon economy is going to be critical in two ways. First it will
determine the speed at which economies transition from fossil fuels. Government regulation is
beholden to business, at least in the United States, and without corporate support it will not happen at a
quick enough pace. Second, Redwood Grove believes that how companies manage that transition is
going to be the most significant determinant of which industries and companies thrive in a new
economy. As investors that means it has the potential to be not just an alpha generator but the most
important one. Chris Ailman the CIO of CalSTERS put it even more forcefully when he said climate
change “is a mega-trend that if you take advantage of it, and get ahead of it, it’s going to be an alpha
generator for the next 30 or 40 years.”3
Institutional investors in the public equity market often find themselves with two suboptimal
choices, either invest in a pure play climate strategy where valuations are very high or invest in a
diversified mutual fund where the investments are based on Environmental, Social and
Governance (“ESG”) data of very questionable accuracy. Redwood Grove’s prior letters have
discussed the challenges of ESG data, and the investment space built around it. If you are
interested in hearing more about it, you can listen to our partner Ted Roosevelt’s recent podcast
on Experts Only (here). Clean tech ETFs are attracting more capital than ever before. According to
Bloomberg, the largest clean tech ETF Blackrock’s iShares Global Clean Energy fund is down 23%
this year yet still attracted $2.8 billion of new investor funds.4 The Blackrock ETF originally tracked
30 clean tech companies. These companies are generally mid to large market cap companies. With
significant fund inflows chasing a limited number of investments, share prices are being driven up
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regardless of valuation measures. Recognizing this challenge, Blackrock (and others) expanded the
number of underlying names in their ETFs, often, to less “pure” play names. The iShares Global
Clean Energy Fund expanded its holdings to 80 names this April to accommodate these cash flows.
They have suggested they may expand it to 100 names by the end of the year. Even with the
expanded portfolios, fund flows are creating a strong technical updraft for pure play climate
names.
As fundamental value investors, clean tech’s high valuations can present a challenge. However,
Redwood Grove continues to find opportunities in unlikely places. Finding attractively valued
companies that will help mitigate the impacts of climate change means evaluating second order
impacts. Renewable energy supply has grown at a 16.5% CAGR over the last decade and is forecast
to increase at a low double digit CAGR through 20305. Redwood Grove looks at the impact that the
growth in renewables will have, not just on solar and wind developers but also on data storage
demand and the need for increased interconnectivity. Which is why, in addition to investments in
renewable companies, Redwood Grove has investments in the data storage company Western
Digital and the 5G patent leader (the backbone for IoT), Qualcomm. Redwood Grove also looks at
what the increase in renewable electricity supply and energy efficiency will have on public utilities.
Distributed energy sources, intermittent generation, and grid stability will all change how utilities
are run over the next decade.
Willdan
A company not commonly found in clean tech ETFs is Willdan, an energy consulting firm that
works with public utilities, private companies, and public agencies. Willdan has two main business
segments: energy services and consulting. The energy services segment which accounts for 80
percent of their revenue focuses on energy efficiency, working with clients to help them optimize
energy spend. The majority of Willdan’s business comes from New York and California, though
they have customers in the Midwest, Southwest and Mountain states. Both New York and
California have programs supported by public agencies to help drive increased energy efficiency.
The American Council for Energy Efficient Economy ranks the two states in the top five nationally
for their public programs to promote energy efficiency.6
In California, utilities are required to spend a percentage of their allowable rates on creating new
energy efficiencies. The California Public Utility Commission (“CPUC”) discovered that the public
utilities were charging the increased rate but were not implementing any substantive energy
efficiency programs. As a result, the state legislature mandated that 60% of the $1 billion dollars
of annual energy efficiency programs must be outsourced to third party providers by 2022 and
100% by 2025. This was a big tailwind for Willdan which won more than $700 million of new
contracts in California alone, more than its prior market share in the recent round of outsourcing.
In addition, the CPUC recently expanded the definition of energy efficiency beyond simply the
“optimized energy and peak demand” savings to include benefits of greenhouse gas reduction.
This expanded the number and scope of available projects for companies like Willdan.
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California is not alone in its efforts to improve energy efficiency, because the cleanest source of
energy is always the one we do not use. All but two states in the United States have some sort of
energy savings program, and the trend over the past decade has been to add to their scope. These
programs have a meaningful impact. Energy savings from ratepayer funded energy efficiency
programs like the ones Willdan implements were 26.9 million mega-watt hours in 2020 or 0.7% of
total retail sales in the United States. That’s enough to power 2.6 million homes for a year. This
cost-efficient way to reduce greenhouse gas emissions is growing in popularity. Each year states
create or improve energy efficiency standards. In 2019, five states adopted 100% clean energy
targets, in 2020 they were joined by Virginia. The Virginia bill requires their largest utilities
Dominion and Appalachian Power to achieve electric savings equivalent to 5% and 2% of sales,
respectively. This and other state legislation provide an expanding market for energy consultants.
Willdan’s leadership in states that were early adopters of efficiency policies benefits from these
expanding regulatory changes.
Willdan can also expect a stabilization of their revenue. They typically have 3-to-5-year contracts
with utilities and public agencies to implement energy efficiency programs. Utilities are
traditionally stable counterparties. Despite this stable customer base in utilities, Willdan was
unable to access many of the facilities necessary to do energy efficiency work during the
pandemic. One of their largest contracts is with LA Department of Water and Power which did not
re-open access to efficiency projects until June of 2021. Now that all contracts have restarted, we
expect revenue to stabilize and then grow at double digit rates. The company is currently trading
at 17.8x 2022 earnings, a discount to the market, despite its attractive growth prospects and
stable sources of revenue. This combination of stability and long-term growth make Willdan an
attractive investment for Redwood Grove.
Closing Thoughts
Finding opportunities in the era of climate change means looking at the full range of its economic
impacts. Another area Redwood Grove has spent time researching is the impact of climate change
on human health. While this area of focus is rare for investment managers, it is a focus for health
organizations. The World Health Organization (WHO) published an 84-page report, during a global
pandemic no less, that concluded that “climate change is the single biggest health threat facing
humanity.”7 In it the WHO mentions nine climate sensitive health risks will accelerate over the
coming decades. Many of them Redwood Grove has researched in our analysis of physical impacts
of climate change. We have incorporated our findings into our search for companies that are
helping us adapt to a warming planet. The WHO report identifies three climate sensitive health
risks expected to increase that can be found in Redwood Grove’s investment analysis: respiratory
illness, zoonoses and vector borne diseases. In line with the WHO report, Redwood Grove also
believes that “in the short- to medium-term, the health impacts of climate change will be
determined mainly by… the extent and pace of adaptation.” In other words, one would far prefer
to avoid the bad health outcome but given the short- and medium-term intractability of climate
change the best solution is developing vaccines and products to help us adapt.
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As always, thank you for your continued trust in us. If you have questions, concerns or comments
please do not hesitate to reach out.
With gratitude,

4 | Page

Disclosures:
This document is confidential and was prepared by Redwood Grove Capital (“Redwood Grove”) for the benefit and
internal use of the party to whom it is directly addressed and delivered (the “Recipient”).
This document may discuss general market activity, industry or sector trends, or other broad-based economic market
conditions and should not be construed as research or investment advice. Recipients are urged to consult with their financial
advisors before buying or selling any securities. The information included herein may not be current and Redwood Grove has no
obligation to provide any updates or changes. No representation, warranty or undertaking, express or implied, is given as to the
accuracy or completeness of the information or opinions contained herein.
Certain information contained in this document constitutes “forward-looking statements,” which can be identified by the use of
forward-looking terminology such as “may,” “will,” “should,” “seek” “expect,” “anticipate,” “target,” “project,” “estimate,”
“intend,” “continue,” “believe,” “tend to”, the negatives thereof, other variations thereon or comparable terminology. Due to
various risks and uncertainties, actual events or results may differ materially from those contemplated in such forward-looking
statements.
Past performance is not necessarily indicative of future results and there can be no assurance that targeted returns will be
achieved. There can be no assurance that the Fund will achieve results comparable to or that the returns generated will equal
or exceed those of other investment activities of the Manager or its affiliates or that the Fund will be able to implement its
investment strategy or achieve its investment objectives. The Manager does not make any representation or warranty, express
or implied, regarding future performance. Targeted investor returns shown herein are based on assumptions and calculations
of the Manager using data available to it. Targeted returns are subjective and should not be construed as providing any
assurance to the results that may be realized by the Fund in the future.
Performance results shown for the Fund are presented on a net basis, reflecting the deduction of, among other things:
management fees, brokerage commissions, administrative expenses, and accrued performance allocation or incentive fees, if
any. Net performance includes the reinvestment of all dividends, interest, and capital gains.
The Russell 1000 Value Index is the benchmark for Redwood Grove Capital Fund, LP (“Redwood Grove Capital” or the “Fund”).
The Index is designed to be a measure of the large and mid-sized capitalization companies in the United States equities market.
The Index is a composite of roughly 1,000 securities issued by the largest companies in the U.S. in terms of market
capitalization. The Index is a subset of the securities found in the Russell 1000.The Index is not necessarily indicative of the
investment strategy for the Fund. Assets and securities contained within the Index are different than the assets and securities
contained in the Fund will therefore have different risk and reward profiles.

A variety of factors may cause indexes such as the Russell 1000 Value Index to be an inaccurate benchmark for a particular
fund, and the Indexes do not necessarily reflect the actual investment strategy for Redwood Grove. The returns of market
indexes are provided in these materials for comparison purposes only and the comparison does not mean that there necessarily
will be a correlation between the returns of the Fund, on the one hand, and either of these indexes, on the other hand. These
indices have not been selected to represent an appropriate benchmark against which to compare the Fund’s performance; but,
rather, are disclosed to allow for comparison of sample transactions’ performance to that of certain well-known and widely
recognized indexes. The returns of the Fund would differ from these indices in that, among other reasons, the Fund is, or will
be, actively managed and may use leverage. Such indices are unmanaged and are not subject to fees and expenses, including
transaction costs, typically associated with private investment funds.
CONFIDENTIAL: This letter is provided for informational purposes only and may not be copied, forwarded or distributed
without the express written consent of Redwood Grove.
The information contained herein reflects the opinions and projections of Redwood Grove and its affiliates (collectively
“Redwood Grove”) as of the date of publication, which are subject to change without notice at any time subsequent to the date
of issue. Redwood Grove does not represent that any opinion or projection will be realized. All material presented is for
informational purposes only and should not be deemed as investment advice or a recommendation to purchase or sell any
specific security. Redwood Grove has an economic interest in the price movement of the securities discussed in this
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presentation, but Redwood Grove’s economic interest is subject to change without notice. While the information presented
herein is believed to be reliable, no representation or warranty is made concerning the accuracy of any data presented.
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