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Guest Opinion:

How Climate-Related Indices Can Help
Decarbonize Investment Portfolios
(Editor's Note: The interviewee in this article is Julia Kochetygova, based in London, who works as the head of sustainability

indices at S&P Dow Jones Indices. S&P Dow Jones Indices, like Standard & Poor's Ratings Services, is a subsidiary of

McGraw-Hill Financial. The thoughts expressed in this article are those of the author and do not necessarily reflect the views of

Standard & Poor's.)

Here, Standard & Poor's interviews Julia Kochetygova, head of sustainability indices at S&P Dow Jones Indices, about

creating indices for investors involved in green finance. For the past four years, Ms. Kochetygova has been focusing on

designing the methodologies for the global S&P ESG (environmental, social, and governance) Indices, S&P ESG

Sovereign Bond Indices, S&P Green Bond Indices, S&P ESG Sovereign Bond Indices, and S&P Global Carbon Efficient

Indices. She will be speaking in events organized around the U.N. Climate Change Conference in Paris (COP21) on

Nov. 30-Dec. 11, 2015.

Why would investors want to use low-carbon indices?

The climate-related risks that companies face are now widely recognized. They include the possibility of stricter

carbon regulation, physical damage, technology change, and modifications to consumer behavior. As a result, some

carbon assets may depreciate in the future. But there may also be opportunities with greener technologies and

products--such as electric cars, renewable energy, energy-saving technologies, and climate-resilient infrastructure.

Companies in this segment are becoming more competitive in response to climate-related opportunities and changes

in market behavior. Those investors who see climate change as part of a new reality need investment tools to help

them find opportunities. S&P Dow Jones Indices has developed a few families of green indices to provide investors

with transparent and rules-based solutions.

What different approaches are investors taking today regarding
decarbonization?

There are three main approaches--carbon-efficient, fossil-free, and green investing--and for that reason we've

developed indices in each of these areas:

• S&P Carbon Efficient Indices. These indices are designed to underweight or exclude the worst carbon emitter

companies on the basis of their carbon footprint. Even though the carbon footprint of constituent companies for

these indices is smaller, the indices closely track the risk-return profile of the larger benchmark indices from which

the S&P Carbon Efficient Index components are selected.

• S&P Fossil Fuel Free Indices. To appeal to investors who want to exclude exposure to fossil fuels or divest from

them, these indices are designed to exclude companies that own fossil fuel reserves.

• S&P thematic green indices. These indices focus on green opportunities rather than risks. One example is the S&P

Global Clean Energy Index. In the fixed-income area, last year we launched the S&P Green Bond Index (for bonds

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMBER 23, 2015   2

1485643 | 302250238



labeled by the issuer as "green") and S&P Green Project Bond Index (for any bonds that are not labeled "green," but

may be considered "green"). This index includes bonds issued by companies to finance projects in green segments

such as renewable energy.

How do you define "carbon efficiency" for the purposes of the carbon-efficient
indices?

Carbon efficiency is measured by a company's carbon footprint, which is the size of a company's greenhouse gas

emissions assessment divided by annual revenues. The carbon efficiency measures that Standard & Poor's uses to

compile these indices come from Trucost PLC, which is the world's leading environmental economics company.

What's next for the family of green indices, and why are they important to the
future of climate finance?

We are looking at the possibility of distinguishing among different types of bonds in our green bond indices, whether

by shade of green or by credit rating, size, liquidity, or currency, etc., to better meet the varying needs of investors.

What's more, we are considering a wider scope of carbon-related and climate-related projects, not only in renewable

energy or climate adaptation, but also in green transportation, agriculture, and forestry, among others. By doing this

we want to be able to identify a green growth story for investors, who can determine for themselves whether

greenness comes at the expense of profitability. And if the story is impressive, then it may help mobilize the

investment that's needed for green infrastructure projects and for making industry more eco- and climate-friendly.

We have determined, based solely on the developments described herein, that no rating actions are currently warranted. Only a rating

committee may determine a rating action and, as these developments were not viewed as material to the ratings, neither they nor this report

were reviewed by a rating committee.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not 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 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 does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, 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 by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P 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 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.

Copyright © 2015 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.
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