Trucost Carbon Earnings at Risk

Forward-looking Estimates of Financial Risk
Trucost’s Carbon Earnings at Risk dataset can be used to stress test a company’s current ability
to absorb future carbon prices and understand potential earnings at risk from carbon pricing on
a portfolio level. Integral to this analysis is the calculation of the Unpriced Carbon Cost, which is
defined as the difference between what a company pays for carbon today and what it may pay at
a given future date based on its sector, operations, and a given price policy scenario.
Figure 1: Global Average Carbon Price Scenario Analysis to Meet 2˚C Paris Agreement Goal

Source: IEA and IRENA (2017); Trucost Analysis. Data as of June 2017

Carbon Price Pathways
Trucost has developed three carbon price pathways that may impact companies based on research by the OECD2
and the IEA3 and current carbon prices (e.g., global emissions trading schemes, and taxes on carbon or fossil fuels)
1. A low carbon price scenario assumes full implementation of countries’ NDCs,1 some of which are not expected
to meet the Paris Agreement goal of limiting climate change to 2˚C above pre-industrial levels by 2100.
2. A medium carbon price scenario assumes full implementation of policies in line with the Paris Agreement goal of
2˚C, but with action delayed in the short term.
3. A high carbon price scenario assumes full implementation of policies in line with the Paris Agreement goal of 2˚C.
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Applying the Carbon Price Risk Premium
The Carbon Price Risk Premium reflects the additional financial cost per ton of greenhouse gas emissions from the price
that is currently paid, due to potential future pricing or tax hikes (Figure 2). It varies based on the choice of scenario, as
well as a company’s primary sector of operations, geographical exposure, and the time horizon of the analysis.

Understand Portfolio Exposure
–– Examine the financial impact of carbon prices at a company and portfolio level under a range of scenarios.
–– Report estimates of financial risk across various time horizons including 2020, 2025, 2030, 2040, and 2050.
–– Conduct peer comparisons using earnings metrics: EBIT and EBITDA.
–– Representation of financial risk exposure of companies across greenhouse gas emissions scopes, sectors,
or geographies.
Figure 2: Carbon Prisk Premium in Relation to Current and Future Carbon Prices

(USD in 2016 per ton CO2e)

120

Future Carbon Price (2030)

80

40
Current Carbon Price

0

Integrate Carbon Price Risk into Portfolio Analysis
Benefit from forward-looking data and scenario analysis tools, as recommended by the TCFD.4

From Earnings at Risk to Value at Risk
Private markets play a key role in redirecting capital to companies that are capable of financial resiliency as carbon
costs rise. Trucost’s dataset allows equity and credit investors to capture potential value at risk by creating adjusted
cash flows for fundamental analysis.
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Use Portfolio-level Metrics
–– Apportioned Unpriced Carbon Cost (company emissions multiplied by the price per ton of emissions)
–– Weighted-average EBIT(DA) at risk
–– Weighted-average reduction of EBIT(DA) margins
–– Weighted-average adjusted valuation multiples
–– Top geographic, sector, and emissions scope exposure
Figure 3: Analyze weighted-average EBIT margins and assess your portfolio’s relative
exposure by investment weight (% of total value invested in the portfolio)
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Benefit from TCFD-aligned Scenario Analysis
–– Screen or optimize portfolios by measuring financial risk exposure over time associated with holdings’ Scope 1
and 2 emissions.
–– Use data for equity and credit risk assessments, loan portfolios, and other asset classes, such as private equity
or infrastructure.
–– Report to stakeholders on forward-looking estimates of financial risks in line with TCFD recommendations.
–– Distinguish carbon price risk from broader carbon risk, such as physical risks or possible stranded assets.
–– Engage with companies on their preparedness for policy changes and strategies for adaptation.

About Trucost
Trucost is part of S&P Global. A leader in carbon and environmental
data and risk analysis, Trucost assesses risks relating to climate
change, natural resource constraints, and broader environmental,
social, and governance factors. Companies and financial institutions
use Trucost intelligence to understand their ESG exposure to these
factors, inform resilience and identify transformative solutions
for a more sustainable global economy. S&P Global’s commitment
to environmental analysis and product innovation allows us to
deliver essential ESG investment-related information to the global
marketplace. For more information, visit www.trucost.com.
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Disclaimer
Copyright © 2019 S&P Trucost Limited (“Trucost”), an affiliate of S&P Market Intelligence. All rights reserved. Trucost and EBoard are trademarks of
Trucost. Redistribution or reproduction in whole or in part is prohibited without written permission. This document does not constitute an offer of
services in jurisdictions where Trucost and its affiliates do not have the necessary licenses. All information provided by Trucost is impersonal and not
tailored to the needs of any person, entity or group of persons.
This document does not constitute an offer of services in jurisdictions where Trucost and its affiliates do not have the necessary licenses. Trucost is
not an investment advisor, and Trucost makes no representation regarding the advisability of investing in any investment fund or other investment
vehicle. A decision to invest in any investment fund or other investment vehicle should not be made in reliance on any of the statements set forth
in this document. Prospective investors are advised to make an investment in any fund or other vehicle only after carefully considering the risks
associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of
the investment fund or other investment product or vehicle.
The materials have been prepared solely for informational purposes only based upon information generally available to the public from sources
believed to be reliable. No content contained in these materials (including credit-related analyses and data, research, valuation, models, software
or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered, reproduced or distributed in any form
or by any means, or stored in a database or retrieval system, without the prior written permission of Trucost. The Content shall not be used for any
unlawful or unauthorized purposes. Trucost and its third-party data providers and licensors (collectively “Trucost Parties”) do not guarantee the
accuracy, completeness, timeliness or availability of the Content. Trucost 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 AN “AS IS” BASIS. TRUCOST 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 Trucost 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) in connection with any use of the Content even if advised of the
possibility of such damages.
The Content does not constitute or form part of any offer, invitation to sell, offer to subscribe for or to purchase any shares or other securities and
must not be relied upon in connection with any contract relating to any such matter. ‘Trucost’ is the trading name of S&P Trucost Limited a limited
company registered in England company number 3929223 whose registered office is at 20 Canada Square, London E14 5HL, UK.
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