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Green Equity and Transition Finance: Building Trust and Supporting
Growth

Examining the obstacles investors face in decision-making on green and transition investments and
what we can do to support the development of these markets.

Background

Over the past decade, public and private climate financing has seen tremendous momentum, with a cumulative $4.8 trillion in climate finance committed between 2011-2020
(see CPI's ‘Global Landscape of Climate Finance, a Decade of Data’). Much of this momentum has been driven by substantial growth in the green bond market, which provides
capital for environmentally beneficial projects consistent with a long-term, near-zero carbon future. However, supporting already-green activities is not enough to effectively
decarbonize the entire global economy. Unlocking capital for high-emitting entities or activities that may not have a long-term role or clear path to near-zero, but could make
substantial contributions to emissions reductions, will be critical to achieving a Paris-aligned transition. Yet the transition finance market remains nascent and different
approaches continue to bear risks of greenwashing, carbon lock-in, and lack of transparency and disclosure.

Our Approach

We recently launched the Shades of Green assessments methodology that applies for green bond assessments. It includes six shades to illustrate the full spectrum of climate
transition, and we plan to apply this same approach for our entity transition assessments that are under development. On the top end of our shading scale, a Dark Green shading
indicates an activity that already aligns with a near-zero carbon future and builds in climate resiliency. In contrast, Light Green indicates an activity that significantly reduces
greenhouse gas emissions but that does not shift underlying infrastructure away from fossil fuels. Red indicates activities that are significantly harmful to the climate, such as new
fossil fuel infrastructure.

Through our entity transition assessment, we would provide an opinion on an entity’s climate transition contribution and credibility of future transition plans. We would assess
the entity’s current climate transition status (including applying shades to its revenue and operating expenditures), as well as evaluate the ambition, relevance, and achievability
of its future transition plans (including applying shades to its capital/R&D expenditures). We would intend for this assessment to be a practical decision-making tool for investors,
lenders and public authorities, as well as for exchanges that are pushing forward the green/transition equity concepts (e.g., Nasdaq, LSEG, and WFE).
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https://www.climatepolicyinitiative.org/publication/global-landscape-of-climate-finance-a-decade-of-data/
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Global Sustainable Debt Outlook

Issuance volume grows and represents larger share of overall bond market

Sustainable Debt Annual Issuance Sustainable Debt Market Share
1,200 Forecast 2023 9,000
$1 trillion range 8,000 Overall market
forecasted B Transition bonds ’ share forecast
1,000 7% 12% 14%-16%
7,000
I Sustainability-
800 linked bonds 6,000
5% 13%
B Sustainability
v bonds v 5,000 9
—= 600 =
@ I Social bonds “ 4,000
400 B Green bonds 3,000
- 2,000
200 —
I 1,000
0 0
2018 2019 2020 2021 2022 2023f 2018 2019 2020 2021 2022 2023f

Note: Excludes structured finance and sovereign issuance. Sources: Environmental Finance Bond Database, S&P Global Ratings.
Copyright @ 2023 by Standard and Poor's Financial Services LLC. All rights reserved.
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Green Equity Listing Developments

Nasdaq Green Equity Designation
is attainable for companies that
have more than 50 percent of the
company’s turnover deriving from
activities considered green.
Turnover derived from fossil fuel
activities must be less than 5
percent. In addition, more than 50
percent of the company’s
investments must be allocated to
activities considered green.

Shades of Green, now a part of
S&P Global, is an approved
reviewer. Reviews involve
engagement with the entity and
annual alignment checks.

S&P Global

Nasdaqg Green Equity Transition

Designation is attainable for
companies that have more than 50
percent of the company’s
investments allocated to activities
considered green. There is no
minimum threshold for turnover
from activities considered green,
but the company’s turnover
derived from fossil fuel activities
must be less than 50 percent.

Shades of Green, now a part of
S&P Global, is an approved
reviewer. Reviews involve
engagement with the entity and
annual alignment checks.
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London Stock Exchange’s Green

Economy Mark was created to help

investors and issuers address the
narrow view of green equities and
facilitate investment. It identifies
listed companies and funds that
generate over 50% of their total
annual revenues from products
and services across all industries
that contribute to the global Green
Economy.
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“@ WORLD FEDERATION
/ OF EXCHANGES

The WFE Green Equity Classification can

be offered by exchanges to issuers that

meet, at a minimum, the following

criteria:

* More than 50% of total annual
revenues must be from activities that
contribute to the green economy

* Must publicly disclose the taxonomy
used to ascertain that revenues are
green

* Meets existing listing governance
requirements

* Assessment carried out by an
exchange-approved reviewer,
annually

* Appropriate disclosures relating to
how the issuer meets the
classification criteria


https://www.nasdaq.com/docs/2023/07/04/Nasdaq_Green_Equity_Designation_Factsheet.pdf
https://www.nasdaq.com/docs/2023/07/04/Nasdaq_Green_Equity_Transition_Designation_Factsheet.pdf
https://www.londonstockexchange.com/raise-finance/equity/green-economy-mark
https://www.world-exchanges.org/storage/app/media/WFE%20Green%20Equity%20Principles.pdf

Shades of Green Methodology

Assessments

Dark
green

Description

Activities that
correspond to the
long-term vision
of an LCCR future.

Example projects

Solar power

plants

M

Medium
green

Activities that
represent
significant steps
toward an LCCR
future but will
require further
mprovements to
be long-term LCCR
solutions.

Energy
efficient
buildings

Light
green

Activities
representing
transition steps in
the near-term that
avoid emissions
lock-in but do not
represent
long-term LCCR
solutions.

oA Hybrid road
@ vehicles

Yellow

Activities that do
not have a material
impact on the
transition to an
LCCR future,

Qr,

Activities that have
some potential
inconsistency with
the transition to an
LCCR future, albeit
temperad by
existing transition
measures.

'i j' Health care
UE) services

Orange

Activities that are
not currently
consistent with the
transition to an
LCCR future. These
include activities
with moderate
potential for
emissions lock-in
and risk of
stranded assets.

Conventional
steel
production

Red

Activities that are
inconsistent with, and
likely to impede, the
transition required to
achieve the long-term
LCCR future. These
activities have the
highest emissions
intensity, with the
most potential for
emissions lock-in and
risk of stranded
assets.

Mew oil
exploration
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Shades of Green: Analytical Approach & sustainabler

Transition Risk

Shade

Other
Climate Environmental . .
Risk Risks &

Physical Risk

Holistic Factors (considered across all areas)
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These materials have been prepared solely for information purposes based upon information generally available to the public and from sources believed to be reliable. No content
(including index data, ratings, credit-related analyses and data, research, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P Global. The Content
shall not be used for any unlawful or unauthorized purposes. S&P Global and any third-party providers, (collectively S&P Global Parties) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Global Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the
Content. THE CONTENT IS PROVIDED ON “AS IS” BASIS. S&P GLOBAL PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S
FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable
to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.

S&P Global’s opinions, quotes and credit-related and other analyses are statements of opinion as of the date they are expressed and not statements of fact or recommendations to
purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P Global may provide index data. Direct investment in
anindexis not possible. Exposure to an asset class represented by an index is available through investable instruments based on that index. S&P Global assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and other business decisions. S&P Global does not endorse companies, technologies, products, services,
or solutions.

S&P Global keeps certain activities of its divisions separate from each otherin order to preserve the independence and objectivity of their respective activities. As a result, certain
divisions of S&P Global may have information that is not available to other S&P Global divisions. S&P Global has established policies and procedures to maintain the confidentiality of
certain non-public information received in connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P Global reserves the right to
disseminate its opinions and analyses. S&P Global's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and
www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P Global publications and third-party redistributors. Additional information about
our ratings fees is available at www.standardandpoors.com/usratingsfees.
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