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Introduction

As debates continue over how much is enough to green the world’s energy supply,
transparent, diversified and liquid strategies may help investors play their part while also
pursuing sustainable outcomes, says Jason Ye, Head of Strategy Indices in APAC at
S&P Dow Jones Indices (S&P DJI).

Fresh from the discussions at COP27 in November, clean energy is top of mind on the
global agenda. For many investors, the financial incentives to move as quickly as
possible from fossil fuels to renewables such as solar, wind and hydroelectric power are
greater than ever.

In short, the cost of climate change is at a tipping point. The economic impact of the
increasing frequency and severity of disruptive natural disasters hit USD 343 billion last
year—over 95% of which was due to weather and climate-related events—making 2021
the third-costliest year on record, according to Aon’s annual report.t

The numbers appear to get even more striking as time goes on. Deloitte, for example,
estimates that climate change could cost the global economy USD 178 trillion over the
next 50 years.?

It is no surprise to see extreme heatwaves, drought and flooding become more
common. The World Meteorological Organization’s latest findings show the past eight
years on track to be the eight warmest on record.3

Yet in the face of the mounting evidence, the journey toward a renewables-led future is
proving to be relatively slow and long. Perhaps most revealing is the UN’s own 2022

! https://www.aon.com/weather-climate-catastrophe/index.aspx

2 https://www2.deloitte.com/global/en/pages/about-deloitte/articles/global-turning-point.html

% https://public.wmo.int/en/media/press-release/eight-warmest-years-record-witness-upsurge-climate-change-impacts
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progress report on its 17 Sustainable Development Goals (SDGS); it concludes that,
when it comes to affordable and clean energy, the current progress is insufficient.*

For example, the pace of electrification has slowed amid the growing challenge of
getting to those hardest to reach. Intensified efforts are needed in the least developed
countries to jump-start access to clean cooking fuels and technologies. Without these,
the health of 2.4 billion people is at risk. Further, rising commodity, energy and shipping
prices have increased the cost of producing and transporting solar photovoltaic
modules, wind turbines and biofuels worldwide.

Despite these trends, investors may offer optimism for greening the world’s energy,
based on how they allocate capital. The motivation should be strong; achieving the
desired goal can potentially boost the size of the global economy by USD 43 trillion in
net present value terms from 2021 to 2070, according to Deloitte.

Cleaning Up with More Capital

There are many reasons why investors may be encouraged by the combination of
public and private sector support for renewables.

Among various recent initiatives, the U.S. and the United Arab Emirates agreed to
invest USD 100 billion in clean energy projects, with the aim to produce 100 GW of
clean energy worldwide by 2035.5 Meanwhile, the European Investment Fund (EIF), the
region’s largest venture capital and private equity financier, made a clear statement at
COP27 by signing investments totaling EUR 247 million (USD 247 million) to enable five
equity funds to back EUR 2.5 billion of climate action investment that helps deliver the
EU’s climate and energy targets.6

On a grander scale, governments representing over half of global GDP agreed at
COP27 to the “Breakthrough Agenda,” a 12-month action plan to help make clean
technologies cheaper and more accessible everywhere.”

Interest in renewable energy and clean tech across developed and emerging markets
has been accelerating. In the first 10 months of 2022, for example, the UNFCCC (UN
Climate Change) said USD 94 billion had been committed by governments to

https://unstats.un.org/sdgs/report/2022/Goal-07/

https://www.power-technology.com/news/us-uae-clean-enerqy/

https://ec.europa.eu/commission/presscorner/detail/len/IP_22 6802

https://climatechampions.unfccc.int/breakthrough-agenda/



https://unstats.un.org/sdgs/report/2022/Goal-07/
https://www.power-technology.com/news/us-uae-clean-energy/
https://ec.europa.eu/commission/presscorner/detail/en/IP_22_6802
https://climatechampions.unfccc.int/breakthrough-agenda/

Taking a Thematic Indexing Approachto Sustainability January 2023

demonstrating clean energy technologies by 2026 in response to U.S. president Joe
Biden’s USD 90 billion challenge.8

Further, a report by the International Energy Agency (IEA) showed that global energy
investment is set to increase by 8% in 2022 to reach USD 2.4 trillion, much of which is
focused on clean energy.°®

At the same time, however, the IEA believes today’s levels of capital spending are still
far from sufficient to tackle the energy and climate crises, plus it is mostly taking place in
advanced economies and China.

The World Economic Forum (WEF) agrees. It says that for clean energy transitions to
be successful, institutional investors, corporates and governments must increase
funding for renewable infrastructure, particularly in emerging and developing
economies. Private funding is an essential component, too, with the WEF estimating
that India’s net-zero emissions target alone needs a USD 10 trillion investment.10

Closing the Sustainability Gap

Beyond funding, information gaps and short-termism may also present challenges for
investors when originating and investing in clean energy assets. The limited availability
of transparent and reliable data on unlisted asset returns, as well as asset-specific and
macro-financial risks, restrain investor participation, says the WEF.

In line with such investment shortfalls and the desire for more visibility, portfolio
managers and asset allocators may want to consider the scale of this potentially
lucrative opportunity.

“Many investors are increasingly looking at a wider array of instruments to make their
mark via exposure to a cleaner and more sustainable energy future,” says S&P DJlI’s
Jason Ye.

In particular, to capitalize the ever-sharper focus on sustainable investing, an index-
based thematic approach provides the typical benefits of indexing—such as lower costs,
diversification, liquidity and product transparency—while also targeting a specific SDG,
he explains.

The visibility associated with these solutions has attracted increasing flows into the
funds that are tracking the S&P Global Clean Energy Index. Although launched well

8 https://climatechampions.unfccc.int/breakthrough-agenda/

9 https://www.iea.org/reports/world-energy-investment-2022

 https://www.weforum.org/agenda/2022/09/energy-crisis-investment-renewable-energy-developing-economies/
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over a decade ago, the methodology and index construction have evolved in
conjunction with changes in market expectation and the availability of more granular
data.

“We get a lot of questions from investors about why certain companies are included or
excluded, especially when we rebalance the index,” says Ye. “We respond to the
feedback by making the methodology transparent, which enables those funds that use
the index to express specific views to end clients.”

Ultimately, by keeping up with market practices as well as preferences for clean energy,
index-based solutions are helping investors achieve sustainability objectives and meet
any specific exposure targets in order to adhere to guidelines.

Click here to learn more about sustainable investing through index-based thematic strategies.

This article was first published in Asialnvestor dated Dec. 6, 2021
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General Disclaimer

Copyright © 2023 Asialnvestor and S&P Dow Jones Indices LLC. All rights reserved. S&P® and S&P 500° are registered
trademarks of Standard & Poor's Financial Services LLC (“S&P”). DOW JONES®is a registered trademark of Dow Jones Trademark
Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC.
Redistribution or reproduction in whole or in part is prohibited without written permission of S&P Dow Jones Indices LLC. This
document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P, Dow Jones or their
respective affiliates (collectively "S&P Dow Jones Indices") do not have the necessary licenses. Except for certain custom index
calculation services, allinformation provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person,
entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties
and providing custom calculation services. Past performance of an index is not an indication or guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available throug h
investable instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any
investment fund or other investment vehicle thatis offered by third parties and that seeks to provide an investment return based on
the performance of any index. S&P Dow Jones Indices makes no assurance that investment products based on the index will
accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not an investment
advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such investment fund or
other investment vehicle. A decision to invest in any such 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 such
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 prod uct
or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate the impact of any tax-
exempt securities on portfolios and the tax consequences of making any particularinvestment decision. Inclusion of a security within
an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be
investment advice.

These materials have been prepared solely forinformational purposes based uponinformationgenerally available to the public and
from sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses
and data, research, valuations, model, 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 S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized
purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do
not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices 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. S&P DOW JONES INDICES PARTIES DISCLAIMANY 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 Dow Jones Indices Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (includ ing,
without limitation, lostincome or lost profits and opportunity costs) in connection with any use of the Content even if advised of the
possibility of such damages.

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the
independence and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have
information that is not available to other business units. S&P Global has established policies and procedures to maintain the

confidentiality of certain non-public information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of
securities, investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and
accordingly may receive fees or other economic benefits from those organizations, including organizations whose securities or
services they may recommend, rate, include in model portfolios, evaluate or otherwise address.
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ESG Indices Disclaimer

S&P DJI provides indices that seek to select, exclude, and/or weight index constituents based on, but not limited to, certain
environmental, social orgovernance (ESG) indicators, ora combination of those indicators, including the following: environmental
indicators (including the efficient use of natural resources, the production of waste, greenhouse gas emissions, or impact on
biodiversity); social indicators (such as, inequality and investment in human capital); governance indictors (such as sound
management structures, employee relations, remuneration of staff, tax compliance, respect for human rights, anti-corruption and
anti-bribery matters), specific sustainability or values-related company involvement indicators (for example, production/distribution of
controversial weapons, tobacco products, or thermal coal), or controversies monitoring (including research of media outlets to
identify companies involved in ESG-related incidents).

S&P DJI ESG indices use ESG metrics and scores in the selection and/or weighting of index constituents. ESG scores or ratings
seek to measure or evaluate a company'’s, or an asset’s, performance with respect to environmental, social and corporate
governance issues.

The ESG scores, ratings, and other data usedin S&P DJI ESG indices is supplied directly or indirectly by third parties (note these
parties can be independent affiliates of S&P Global or unaffiliated entities) so an S&P DJI ESG index’s ability to reflect E SG factors
depends on these third parties’ data accuracy and availability.

ESG scores, ratings, and other data may be reported (meaning thatthe datais provided as disclosed by companies, oran asset, or
as made publicly available), modelled (meaning that the data is derived using a proprietary modelling process with only proxies used
in the creation of the data), or reported and modelled (meaning that the data is either a mix of reported and modelled data oris
derived from the vendor using reported data /information in a proprietary scoring or determination process).

ESG scores, ratings, and other data, whether from an external and/or internal source, is based on a qualitative and judgmenta
assessment, especially in the absence of well-defined market standards, and due to the existence of multiple approaches and

methodologies to assess ESG factors and considerations. An element of subjectivity and discretionis therefore inherentin any ESG
score, rating, or otherdata and different ESG scoring, rating, and/or data sources may use different ESG assessment or estimation
methodologies. Different persons (including ESG data ratings, or scoring providers, index administrators or users) may arrive at
different conclusions regarding the sustainability or impact of a particular company, asset, or index.

Where an index uses ESG scores, ratings or other data supplied directly or indirectly by third parties, S&P DJI does not acce pt
responsibility for the accuracy of completeness of such ESG scores, ratings, or data. No single clear, definitive test or framework
(legal, regulatory, or otherwise) exists to determine ‘ESG’, ‘sustainable’, ‘good governance’, ‘no adverse environmental, social
and/orother impacts’, or other equivalently labelled objectives. In the absence of well-defined market standards and due to the
existence of multitude approaches, the exercise of judgment is necessary. Accordingly, different persons may classify the same
investment, product and/or strategy differently regarding ‘ESG’, ‘sustainable’, ‘good governance’, ‘no adverse environmental, social
and/orotherimpacts’, orotherequivalently labelled objectives. Furthermore, the legal and/or market position on what constitutes an
‘ESG’, ‘sustainable’, ‘good govemance’, ‘no adverse environmental, social and/or other impacts’, or other equivalently labelled
objectives may change over time, especially as further regulatory or industry rules and guidance are issued and the ESG
sustainable finance framework becomes more sophisticated.

Prospective users of an S&P DJI ESG Index are encouraged to read the relevant index methodology and related disclosures
carefully to determine whether the index is suitable for their potential use case or investment objective.



