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Post-COP27:

IPCC aligned indexes, time for changes?

Key Insights

To achieve a 1.5°C objective by 2050, the world has a finite carbon budget of
only 300 Gt CO,, according to the Intergovernmental Panel on Climate Change.

The world can meet this carbon budget by reducing CO: levels 12% each year
from 2022 to 2050.

One simple, transparent approach to address this challenge is for asset owners
and investors to consider Net Zero Carbon Budget Indexes that track this
requirement and thus capture the cost of time.

Unfortunately, as the carbon budget shrinks with time, the objective becomes
increasingly challenging. Decreasing 12% per year will become 20% in 2025 and
47% in 2028 to achieve a 1.5°C objective with an 83% probability by 2050.

With a Net Zero Carbon Budget Index, lower carbon emitters within each sector
are selected and reweighted to reduce emissions 12% each year. A simple but
transparent solution.

Modeling suggests the Tracking Error against a broad market-cap weighted
index using this process is estimated to increase from 0.1% in 2020 to 1.4% in
2050.

Figure 1: Remaining carbon budget (in 2021)
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: At COP26 in Glasgow, Scotland, banks, insurers and investors representing US$130
Notes trillion made a historic commitment via Mark Carney’s Glasgow Financial Alliance for
: Net Zero (GFANZ) to reach net zero emissions by 2050 at the latest’, mirroring
government pledges. As we now work through COP27, the scale of the challenge
continues to crystalize.

The question remains how to integrate these commitments into a solution that is
simple and transparent with low-market impacts.

S&P Dow Jones Indices seeks to address the challenge with the recent launch of a
new series of innovative net zero carbon budget indices.

The concept is simple: What is true for the planet is true for all forms of diversified
financings.

In other words, all types of financing should align to the remaining global carbon
budget established by the IPCC in their most recent report to achieve a 1.5°C
objective with an 83% probability: a 300 GtCOz budget with a starting point of 31.5
GtCO..in 2020.

Year on year, the index series will allocate a carbon budget across corporate index
constituents based on their total emissions. The sum of the yearly carbon budgets
will mirror the trajectory necessary to be carbon-neutral (decreasing 10% per year in
volume).

T Amount of finance committed to achieving 1.5°C now at scale needed to deliver the transition |
Glasgow Financial Alliance for Net Zero (gfanzero.com)
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We show it is possible to construct a net zero benchmark that is simple, transparent

Notes and robust, based on this carbon budget approach, and built on comprehensive
Scope 1, 2 and 3 carbon emissions data provided by S&P Global Sustainable 1
(Trucost).

Furthermore, the approach has limited index construction impacts as illustrated by a
low Tracking Error across a broad market index (BMI) universe and with constant
emissions over time.

Figure 2: Tracking Error estimates
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And finally, with a sector-neutrality objective, capital is reallocated within each
sector to the lowest carbon emitters so a competition is created within each sector
toward reducing emissions. By simulating future portfolios, we can actively engage
with corporates to let them know if, and when, they will exit the index.

Notes

But time is of the essence. If being carbon-neutral in 2022 means to reduce the
volume of CO2 by 10% per year, it becomes a reduction of 18% in 2025 and impossible
by the end of the decade, based on current emission levels.

Figure 3: Time impact on decarbonization rate
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Reid Steadman

Managing Director, Global Head of ESG & Innovation
S&P Dow Jones Indices
reid.steadman@spglobal.com

Reid Steadman is Managing Director and Global Head of Environmental, Social and Governance (ESG) &
Innovation at S&P Dow Jones Indices (S&P DJI).

In addition to ESG and innovation indices, he oversees product management for strategy indices and indices employing natural
language processing and machine learning.

Prior to his current position, Reid served in several key roles within S&P DJI, including Global Head of ESG, Deputy Head of Product
Management, and Global Head of ETF Licensing. Before joining Standard & Poor’s in 2003, Reid worked as an economist for the U.S.
Bureau of Labor Statistics.

Reid holds a bachelor’s degree in economics from Brigham Young University. He also holds an MBA from Carnegie Mellon University,
with emphases in finance and marketing.

Frédéric Samana

Managing Director, Head of Strategic Development
S&P Global Sustainable?
frederic.samana@spglobal.com

Frederic Samama is Head of Strategic Development at Sustainable’.

Mr. Samama started his career at JP Morgan in Paris. He then oversaw Corporate Equity Derivatives at
Crédit Agricole Corporate Investment Banking in Paris and in New York. There, he developed and implemented the first international
leveraged employee share purchase program, a system now widely used by French companies.

He then joined leading European asset manager, Amundi. There, he reorganized and developed the institutional clients coverage.
He built Amundi’s green finance franchise by pioneering the first mainstream equity low-carbon indexes. He also launched the
largest green bond fund of its time to finance green infrastructures in Emerging Markets.

Mr. Samama also co-launched the first coalition of institutional investors committed to decarbonizing their portfolios, which was
selected to represent the entire finance industry during the COP21 Action Day.

Mr. Samama founded the Sovereign Wealth Fund Research Initiative in 2009, a pioneer academic center dedicated to SWFs and

sustainability. He co-edited a book on long-term investing with Nobel Prize Laureate Joseph Stiglitz and Professor Patrick Bolton
and has published numerous papers on green finance (e.g., “The Green Swan, central banking and financial stability in the age of
climate change”, “Hedging Climate Risk”). He is currently a visiting professor at Sciences Po, Paris.

Mr. Samama is regularly invited to comment publicly on ESG and climate change including before the US Senate.

His philanthropic activities include support for organizations such as the NGO Positive Planet, which he presided in the US between
2009 and 2013.

Mr. Samama is a member of the Scientific Committee of the French Prudential Supervision and Resolution Authority (ACPR). He has
been appointed to the Independent High-Level Expert Group on Climate Finance managed by Lord Stern. He is a member of the
One Planet Lab and has advised the Bank for International Settlements (BIS).

MS in Economics (Neomia Business School), MA in Philosophy (Pantheon-Sorbonne University), Stanford Executive Program.
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About S&P Global Sustainable1

S&P Global Sustainablelis the central source for sustainability intelligence from S&P Global. Sustainable1 matches customers with the ESG products, insights and solutions from across S&P
Global’s divisions to help meet their unique needs. Our comprehensive coverage across global markets combined with in-depth ESG intelligence provides financial institutions, corporations and
governments an unmatched level of clarity and confidence to successfully navigate the transition to a sustainable future. Our data and well-informed point of view on critical topics like energy
transition, climate resilience, positive impact and sustainable finance allow us to go deep on the details that define the big picture so customers can make decisions with conviction. To learn
more, please visit: www.spglobal.com/sustainablel.

About S&P Global

S&P Global (NYSE: SPGI) is the world’s foremost provider of credit ratings, benchmarks and analytics in the global capital and commodity markets, offering ESG solutions, deep data and insights
on critical economic, market and business factors. We’ve been providing essential intelligence that unlocks opportunity, fosters growth and accelerates progress for more than 160 years. Our
divisions include S&P Global Ratings, S&P Global Market Intelligence, S&P Dow Jones Indices and S&P Global Platts. For more information, visit www.spglobal.com.

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 an index is 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 other in 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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