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Miljgrelaterte investeringsmandater i Statens pensjonsfond utland

Norges Bank skal i henhold § 2-4 i mandatet for forvaltningen av Statens pensjonsfond
utland (SPU) etablere mandater som er miljgrelaterte. Mandatene skal etableres innenfor de
generelle rammene som gjelder for forvaltningen, jf. mandatets § 3-5. Markedsverdien av
disse mandatene skal i dag normalt utgjere mellom 20 og 30 milliarder kroner.

Departementet varsler i brev 24. juni 2014 at de vil gke intervallet for de miljerelaterte
investeringsmandatene, og at slike investeringer fremover normalt skal utgjere mellom 30 og
50 milliarder kroner, jf. Meld. St. 19 (2013-2014) og Stortingets behandling av denne, jf.
Innst. 200 S (2013-2014). Departementet skriver videre i brevet at de gnsker a utrede
mulighetene for & gjennomfere en eventuell gkning av fondets investeringer i fornybar energi
innenfor det eksisterende programmet for miljgrelaterte investeringsmandater.! Banken er i
denne forbindelse bedt om a vurdere enkelte forhold. Bankens vurderinger falger i dette
brevet. Et vedlegg til brevet gir ytterligere tallmateriale og bakgrunnsinformasjon. Her finnes
0gsa en beskrivelse av indeksene vi omtaler i dette brevet.

Effekt pa forventet avkastning, risiko og eierandel

Departementet har bedt banken a vurdere virkningene for forventet avkastning, risiko og
eierandel av en ytterligere gkning og eventuell spissing av de miljgrelaterte mandatene mot
sektoren fornybar energi. Fornybar energi er en av flere sektorer disse mandatene i dag kan
investeres .

' De miljgrelaterte investeringsmandatene omfatter i dag investeringer i bersnoterte aksjer og sakalte «grenne»
obligasjoner. Grgnne obligasjoner er obligasjoner hvor midlene som hentes inn pa ulike mater gremerkes
klimavennlige prosjekter. For & forsikre seg om at midlene som hentes inn gar til formalet, stiller investorer ofte
krav om en uavhengig vurdering.
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Effekt pa forventet avkastning

Kravet om a etablere miljorelaterte investeringsmandater innebzerer at departementet legger
foringer pa hvordan banken skal bruke frihetsgradene vi er gitt i gjennomfaringen av
forvaltningsoppdraget. En eventuell spissing av mandatene mot sektoren fornybar energi
innebzerer enda strengere faringer. Vi deler vurderingen til Ang et. al (2014)? at denne typen
faringer ikke ngdvendigvis gir grunn til & forvente en bedring i forholdet mellom risiko og
avkastning i portefaljen.

De miljgrelaterte mandatene er i dag konsentrert til deler av aksjemarkedet som kan egne
seg godt for aktiv forvaltning. Forventet meravkastning fra vare valg av verdipapirer vil likevel
veere liten sammenlignet med den potensielle effekten pa avkastningen som felge av gkte
investeringer i miljgrelaterte selskaper. Dette er en avkastningsrisiko som banken er palagt &
ta i forvaltningen.

Effekt pa risiko

Avkastningen pa aksjer i selskaper som omfattes av de miljgrelaterte mandatene, har svingt
mer, og ikke i takt med avkastningen pa fondets brede aksjeportefalje.® Selv om sektoren i
dag fremstar som mer moden enn i 2009, da mandatene ble etablert, vil teknologirisiko og
risikoen for endringer i rammebetingelsene (direkte subsidier, skatteincentiver, reguleringer
o0.l.) kunne gi opphav til store svingninger i avkastningen fremover. Investeringene vil derfor
matte forventes a bidra til & ske markedsrisikoen i fondet. Dette gjelder fremfor alt dersom
mandatene spisses inn mot sektoren fornybar energi, hvor svingningene de siste arene har
veert spesielt store.

De miljerelaterte investeringsmandatener trekker i dag pa bankens ramme for relativ
volatilitet fordi banken palegges a investere pa en mate som avviker fra referanseindeksen.
Norges Banks beregninger viser at en allokering pa 50 milliarder kroner til miljgrelaterte
mandater vil kunne legge beslag pa om lag 10 basispunkter av bankens ramme for relativ
volatilitet.* | perioder med sterre svingninger i aksjekursene, vil investeringene kunne legge
beslag pa mer av rammen. Dersom allokeringen pa 50 milliarder kroner forutsettes spisset
inn mot sektoren fornybar energi, vil dette kunne legge beslag pa om lag 20 basispunkter av
rammen. For beregningene av relativ risiko har vi benyttet to indekser som sa@ker a fange
opp «rendyrkede» miljgselskaper.® Effekten pa relativ volatilitet skyldes at kursene pa

2 Ang A., MW. Brandt and D.F Denison (2014), Review of the Active Management of the Norwegian Government
Pension Fund Global, rapport til Finansdepartementet side 98: «Implementing this mandate requires taking
deviations from the benchmark, since the benchmark’s weights are not computed with this consideration in mind.
This is a mandated move away from market weights, but it may not be associated with long-run excess retumss.
% Jf. Norges Banks brev til departementet 12. mars 2014om var erfaring med de miljgrelaterte
investeringsmandatene.

4 Anslaget pa 10 basispunkter tar utgangspunkt i sterrelsen pa fondet i norske kroner ved utgangen av juni 2014,
og er basert pa historiske indeksmedlemmer. Beregningene tar utgangspunkt i markedsforholdene siste ti ar.

5 Vi har pa samme mate som i vart brev 12. mars 2014 brukt miligindeksen FTSE ET 50 som utgangspunkt for
beregningen av risikoprofilen pa de miljerelaterte investeringsmandatene. FTSE ET 50 er FTSEs mest likvide
«rendyrkede» miljgindeks og den indeksen vi har tilstrekkelig lang tidshistorikk til & gjennomfare denne typen
beregninger. «Rendyrket» er av FTSE definert som selskaper hvor mer enn 50 prosent av virksomheten kan
tilskrives miljgrelaterte akfiviteter. | likhet med andre miljgindekser har sammensettingen av FTSE ET 50 endret
seg mye over tid. Bare 26 prosent av selskapene som var i indeksen siste kvartal av 2007 var fortsatt i indeksen
ved utgangen av andre kvartal 2014. Estimat pa risiko vil derfor avhenge av om beregningene tar utgangspunkt i
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aksjene som inngar i disse indeksene har svingt mer enn og i utakt med de brede
markedene. | tillegg har selskapene som inngar en annen valutasammensetning, geografisk
fordeling og faktoreksponering enn @vrige selskap i fondets referanseindeks for aksjer.

Effekt pa eierandel

Dkte investeringer i miljgrelaterte selskaper vil, alt annet like, innebeere at eierandelen i disse
selskapene blir heyere enn fondets gjennomsnittlig eierandel i andre selskaper. Vare
beregninger viser at en allokering pa 50 milliarder til «rendyrkede» miljgselskaper vil kunne
fare til at gjennomsnittlig eierandel eker med om lag 1,8 prosentpoeng. Dersom
investeringene forutsettes konsentrert til «rendyrkede» bersnoterte fornybar energiselskaper,
vil gijennomsnittlig eierandel eke med 6,8 prosentpoeng.®

Beregningene av virkningene pa forventet avkastning, risiko og eierandel legger til grunn at
hele belgpet pa 50 milliarder investeres i barsnoterte aksjer. Dersom deler av belgpet
investeres i grenne obligasjoner, vil dette kunne bidra til & redusere markedsrisikoen og den
relative risikoen.”

Oppsummert er det bankens vurdering at en videre gkning av rammen for miljerelaterte
investeringsmandater vil ke markedsrisikoen i fondet. | tillegg oker avstanden til
referanseindeksen og gjennom dette den relative risikoen i forvaltningen. @kningen i risiko vil
kunne bli spesielt stor dersom investeringene spisses mot fornybar energiaksjer. Det er
usikkert om gkningen i risiko gir grunnlag for a forvente hegyere avkastning fremover.

Investeringsuniverset

Departementet har bedt banken beskrive starrelsen pa, og den geografiske fordelingen av,
markedet for investeringer i fornybar energi innenfor bgrsnoterte aksjer og sakalte «grenne»
obligasjoner. Markedet for slike investeringer utgjer i dag en forholdsvis liten andel av
mulighetsomrédet for nye investeringer i fornybar energi. De fleste nye investeringer finner
sted i form av prosjektfinansiering. Disse prosjektene er hovedsakelig unoterte
infrastrukturprosjekter finansiert giennom en kombinasjon av egenkapital og lan.

Barsnoterte aksjer

En mulig tilneerming til definisjon av investeringsuniverset kan veere a ta utgangspunkt i en
miljgindeks fra en av indeksleveranderene. FTSE utarbeider i dag bade en smal,
teknologifokusert indeks (FTSE ET) og en noe bredere indeks (FTSE EQ). Selskaper som

navaerende eller historiske indeksmedlemmer. For beregningene av relativ risiko ved en spissing av mandatene
har vi benyttet FTSE ET 50 Renewable and Alternative Energy. Se naermere beskrivelse i vedlegget.

& Beregningene tar utgangpunkt i markedsverdien av fondet ved utgangen av juni 2014 og forutsetter at
overvekten etableres ved at 50 milliardene investeres i en markedsvektet portefelje identisk med FTSE ET 100 og
FTSE ET 100 Renewable and Alternative Energy. FTSE ET 100 er pa samme méte som FTSE ET 50 en
«rendyrket» (pure play) indeks, men omfatter flere selskaper. Begrenset tilgang til historiske data gjer at vi ikke
har kunne benyttet denne noe bredere indeksen (ET 100) for beregningene av risiko.

7 Det vises til vedlegget for en diskusjon av ulike typer av grenne obligasjoner. Antagelsen at investeringer i
grenne obligasjoner vil kunne bidra til & redusere markedsrisikoen, hviler pa en forutsetning at
obligasjonsinvesteringene i farste rekke konsentreres til grenne obligasjoner av hay kredittkvalitet.

8 | henhold til data fra Bloomberg New Energy Finance kom om lag 5 prosent av ny kapital til fornybar
investeringer fra det noterte aksjemarkedet. Se http://about.bnef.com/press-releases/global-trends-renewable-
energy-investment-2014/ (september 2014),
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har mer enn 50 prosent av virksomheten innen miljgrelaterte aktiviteter, kan innga i den
smale indeksen. Den bredere indeksen omfatter selskaper hvor mer enn 20 prosent av
virksomheten kan tilskrives miljgrelaterte aktiviteter. Innenfor hver av disse indeksene er det
mulig & skille ut segmentet Renewables and Alternative Energy. Ved utgangen av juni 2014
var det 26 selskaper med en samlet markedsverdi pa 64 milliarder amerikanske dollar i
FTSEs ET 100 Renewables and Alternative Energy. Tilsvarende tall for FTSE EO
Renewables and Alternative Energy var 92 selskaper med en samlet markedsverdi pa 236
milliarder amerikanske dollar. Til sammenligning var verdien av FTSEs globale aksjeindeks
ved samme dato i underkant av 44 000 milliarder amerikanske dollar.

Vi har i vedlegget sammenlignet FTSEs miljgindekser med tilsvarende produkter fra noen av
de andre indeksleverandgrene. Et fellestrekk ved flere disse miljgindeksene er at det har
veert store endringer i sammensettingen av disse indeksene over tid. Endringene gjenspeiler
den underliggende dynamikken og forholdsvis heye risikoen i disse segmentene. Nye
selskaper har blitt opprettet, etablerte selskaper har matte omstrukturere (fusjoner/fisjoner)
og noen av selskapene har gatt konkurs. Maten indeksene er definert pa, i form av et krav til
at en minimumsandel av virksomheten skal kunne tilskrives miljgrelaterte aktiviteter, har
ogsa bidratt til at selskaper har gatt ut og inn av indeksen. Var gjennomgang viser videre at
indekseleverandgrene utever stor grad av skjenn i konstruksjonen av indeksene, og at det
ikke er bred enighet om skjennsutevelsen.® Bare 19 prosent av aksjene som inngar i FTSEs
«rendyrkede» miljgindeks finnes igjen i MSCls tilsvarende produkt. FTSE opplyser at
indeksen er utviklet for & brukes som utgangspunkt for derivater, indeksfond og barsnoterte
fond (ETF). Disse brukerne har helt andre behov enn en stor langsiktig investor.

Grenne obligasjoner

Det finnes ingen entydig definisjon av begrepet grenne obligasjoner. Vi har i vedlegget sett
naermere pa to grenne obligasjonsindekser, en fra S&P og en fra Barclays. Mens S&P-
indeksen karakteriserer en obligasjon som grgnn sa sant den markedsferes som det, foretar
Barclays i samarbeid med MSCI en saerskilt vurdering. Barclays’ kriterier ser ut til & ligge naer
opp til de sékalte «Green Bond Principles».'® Ulike typer obligasjoner kan i henhold til disse
prinsippene kvalifisere som grenne — fra obligasjoner utstedt av institusjoner som
Verdensbanken med kredittvurdering AAA, til obligasjoner uten kredittvurdering utstedt for &
finansiere byggingen av for eksempel en vindmallepark.

Ettersom det ikke finnes noen entydig definisjon av begrepet, er det ogsa utfordrende & ansla
starrelsen pa markedet og valutafordelingen for grenne obligasjoner. | fglge estimater fra
Bloomberg var det per midten av september 2014 utstedt grenne obligasjoner for i overkant
av 40 milliarder amerikanske dollar. Disse obligasjonene er i all hovedsak utstedt i euro og

® Det er ogsa flere barsnoterte selskaper som ikke inngér i noen av disse indeksene. Et eksempel er sakalte
«YieldCos». Et «YieldCo» er et barsnotert selskap som er opprettet med hensikt & eie fysiske installasjoner som
genererer stabile, kontraktsfestede kontantstremmer. Eierformen er mye brukt innenfor forybar energi og har
klare likhetstrekk med barsnoterte eiendomsfond (REITS) og baersnoterte infrastruktur fond (MLPs). Investeringer
i slike selskaper mé antas & ha andre avkastnings- og risiko egenskaper enn investeringer i teknologifokuserte
selskap.

'0 «The Green Bond Principles» er en frivillig markedsstandard for grenne obligasjoner utviklet av kommersielle
akterer som er aktive i dette markedet. Se for eksempel http://www.icmagroup.org/Regulatory%20-Policy-and-
Market-Practise/green-bonds/s

Dato 21.11.2014 Side 4 (6)



AN

amerikanske dollar. | tillegg er en ikke ubetydelig andel av obligasjonene av historiske
arsaker utstedt i svenske kroner."!

Markedet for grenne obligasjoner er i kraftig vekst, men fortsatt lite i forhold til stgrrelsen pa
totalmarkedet for obligasjoner.’ Pa investorsiden domineres segmentet for grenne
obligasjoner av institusjonelle investorer som kjeper obligasjonene med en intensjon om a
holde dem til forfall. Dette kan bidra til at de grenne obligasjonene i mindre grad vil vaere
tilgiengelige i annenhandsmarkedet, og at mulighetene for & gjennomfere nye investeringer
begrenses til utstedelse av nye grenne obligasjoner. Innslaget av obligasjoner i de
miljgrelaterte mandatene vil derfor de neste arene vaere forholdvis beskjedent.

Var gjennomgang av investeringsuniverset for fornybar energi viser at
investeringsmulighetene i hovedsak ligger utenfor fondets investeringsunivers slik dette er
definert i dag. Markedet for barsnoterte fornybar energiaksjer og grenne obligasjoner er lite.
De tilgjengelige miljgindeksene gjenspeiler valg indeksleveranderene har tatt, og dekker ikke
alle mulighetene som finnes.

Kostnader

Banken legger opp til at en forholdvis stor andel av midlene i de miljgrelaterte mandatene vil
veere forvaltet eksternt. Dette tilsier at forvaltningen vil vaere dyrere enn forvaltningen av
ovrige fondsmidler, jf. vart brev 12. mars 2014 hvor den historiske forvaltningskostnaden for
de eksterne miljgmandatene ble anslatt til om lag 80 basispunkter i gjennomsnitt.
Transaksjonskostnadene vil avhenge av starrelsen og profilen pa mandatene. Gkte
investeringer i mindre, lite likvide selskaper, vil kunne innebzere noe hayere
transaksjonskostnader enn det som er normalt for fondet.

Potensielle tilleggseffekter

Departementet har bedt banken kommentere om fondets investeringer i fornybar
energiselskaper kan ha betydning for selskapenes kapitalkostnad og eller -tilgang. Det er
etter bankens vurdering liten grunn til & anta at en eventuell gkning i fondets investeringer i
fornybar energi vil ha store effekter pa selskapenes kapitalkostnader sa lenge investeringene
gjennomfares i velfungerende, likvide markeder hvor prisen pa aksjen eller obligasjonen
gjenspeiler all tilgjengelig informasjon. Vi finner for eksempel ingen systematisk forskjell i
prisingen mellom sammenlignbare grenne og ikke-grenne obligasjoner fra samme utsteder.

Bankens investeringer i barsnoterte aksjer vil i all hovedsak gjennomfgres i form av
investeringer i selskaper som allerede er noterte, og vil i s mate ikke representere ny kapital
til selskapene. Det er videre var erfaring at bersnoterte fornybar energiselskaper i dag verken

" Den svenske banken SEB var tidlig ute med 4 tilrettelegge granne obligasjoner, og har fortatt en ledende rolle i
dette markedet. Som en falge av dette er en stor andel av obligasjonene utstedt i svenske kroner.

'2 Markedsverdien pa Barclays Global Aggregate var ved utgangen av september 2013 pa om lag 44 000
milliarder amerikanske dollar.

'3 | vedlegget har vi som en illustrasjon sammenligningen av prisingen av obligasjoner utstedt av franske EDF.
Motivasjonen fra utsteders side for & utstede en grenn obligasjon fremfor en ordinzer obligasjon ser i farste rekke
ut til & veere knyttet til muligheten til & tiltrekke seg en bredere investorbase.
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har stgrre eller mindre problemer med a hente inn ny kapital enn sammenlignbare selskaper
i andre sektorer. Nar det gjelder bankens investeringer i grenne obligasjoner vil disse i starre
grad finne sted i form av investeringer i ferstehandsmarkedet, og saledes i representere ny
kapital. Hvorvidt denne kapitalen kommer i tillegg til eller istedenfor annen obligasjonsgjeld er
usikkert.

Dersom fondets investeringer i bersnoterte fornybar energiaksjer og grenne obligasjoner blir
omfattende og andre investorer velger a felge etter, vil dette over tid kunne bidra til en
segmentering av markedet. En slik segmentering vil kunne gi grunnlag for a forvente lavere
kapitalkostnad for selskapene og lavere forventet avkastning pa investeringer i slike aksjer
og obligasjoner.'

Departementet har bedt om bankens kommentarer eller synspunkter pa maling og
rapportering av eventuelle bidrag til miljget fra de miljgrelaterte investeringsmandatene. Det
er bankens vurdering at slike bidrag er vanskelig & male og at det er utfordrende a isolere
effekten av bankens gkte investeringer. Selskapene og prosjektene vi investerer i vil i ulik
grad kunne ha positive miljgbidrag, det veere seg direkte i form av reduserte CO,-utslipp eller
mer indirekte gjennom utvikling av ny teknologi.

De miljgrelaterte investeringsmandatene innebzerer at banken vil gke investeringene i en
liten del av markedet. Som vi skriver i strategiplanen for Norges Bank Investment
Management, tar vi sikte pa a rapportere om de miljgrelaterte investeringsmandatene som
en seerskilt allokering og angi risiko og avkastning separat.

Med hilsen

Vedlegg

Environmental Indices — Risk Assessment

4 Se Hong H. og M Kacperczyck (2009), The price of sin: The effect of social norms on markets. Artikkelen
diskuterer hvordan det at enkelte investorer pa grunn av sosiale normer ikke kan investerer i saerskilte
barsnoterte aksjer, pavirker selskapenes kapitalkostnad og forventet avkastning. Investorer som ikke er palagt de
samme sosiale normene, vil kunne forvente hgyere avkastning pa sine investeringer.
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Environmental investments

Environmentally friendly investments continue to attract attention from various market
participants. Investments that focus on companies or projects committed to environmental
sustainability are often referred to as “green”, a term that is interpreted differently by different
people and organisations. Currently, there are many definitions for “green” investments in
circulation and use, and according to a paper by the OECD “expert opinions vary from very

broad and generic to more technical and specific explanations” .

Despite this uncertainty, private and institutional investors’ interest in the topic, and their
willingness to move towards a more environmentally focused investment strategy has
increased. In order to implement such strategies, investors require independent and reliable
information on the financial performance of companies that can be characterised as
“environmentally friendly”. To meet this growing demand, financial information bodies, such
as FTSE and MSCI, have developed a number of indices with a specific focus on
environmental investment opportunities. These offerings could potentially serve as

benchmarks for investors seeking to integrate environmental factors into their portfolio.

This report investigates some of these indices in more detail, covering both equities and
fixed income securities categorised as “green bonds”. We look at broader indices marketed
with a “green” or environmental label as well as more narrow indices covering investment
opportunities within the renewable and alternative energy space. The ambition of this report
has not been to provide an all-encompassing review of all indices available, but rather to
focus on a few which we believe could be of relevance for a big, global investor considering
thematically based investments. Our analysis indicates that different index vendors have
developed different sets of criteria in order to establish whether an investment opportunity

can be characterised as “green” and “environmentally friendly”.

In the first section of this report, we compare different equity indices, and assess the
implications in terms of relative risk and ownership share of a strategic overweight in this
segment. In the second section, we turn the attention to the rapidly growing market for green
bonds and present two recently developed green bond indices. In an appendix to this note,
we further examine the details of FTSE’s and MSCI’s environmental indices and address
characteristics such as the geographical and sector distribution, survivorship bias, turnover

and concentration.

! Inderst, G., Kaminker, Ch., Stewart, F. (2012), “Defining and Measuring Green Investments: Implications for Institutional
Investors” Asset Allocations”, OECD Working Papers on Finance, Insurance and Private Pensions, No.24, OECD Publishing.



EQUITY INDICES

In Table 1.1, we summarise key characteristics of the equity indices we refer to in this note.
The table includes both environmental indices and two global equity indices. Unless
otherwise specified, all figures, tables and charts in this report are all based on the full list of
constituents for all indices as of 30 June 20142, Note that the term “pure play” is used to
describe publicly traded companies that derive all or most of their revenues and profits from
environmentally focused business activities, but that the index providers differ in their

methodology for determining whether a company is “pure play” or not.

Overview of indices

Table 1.1a: FTSE environmental indices

Index description Code Description Value (USDm)
FTSE Environmental indices

FTSE Environmental EOAS The FTSE Environmental Opportunities Index Series requires companies to have 498 2,591,789
Opportunities All-Share at least 20% of their business derived from environmental markets.
Index “Environmental Markets” is defined as “companies that provide products and

services offering solutions to environmental problems, or that improve the

efficiency of natural resource use”, and it is also stated specifically that these

solutions include “include environmental technology, also sometimes referred

to as cleantech”. The FTSE Environmental Opportunities All-share Index (EOAS)

is the free float adjusted headline benchmark index.
FTSE Environmental EQ100 The FTSE Environmental Opportunities 100 Index (EQ100) is a free float 100 1,897,177
Opportunities 100 Index adjusted sub-index of the EOAS and is the headline tradable index, including

the 100 largest companies by full market capitalization in the EOAS. The EOAS

Index also has several other sub-indices covering narrower universes. These are

FTSE EO Renewable & Alternative Energy Index, FTSE EO Energy Efficiency Index,

FTSE EO Water Infrastructure & Technologies Index, FTSE EO Pollution Control

Index, FTSE EO Waste Management & Technologies Index, FTSE EQ

Environmental Support Services Index and FTSE EO Food, Agriculture & Forestry

Index
FTSE Environmental ET100 The FTSE Environmental Technology Index Series (ET) is a sub-set of the FTSE 100 338,513
Technology 100 Index Environmental Opportunities Index Series and measures the performance of

companies globally whose core business is in the development and deployment

of environmental technologies, including renewable & alternative energy,

energy efficiency, water technology and waste & pollution control. The FTSE

Environmental Technology Index Series comprises the 100 largest pure play

environmental technology companies globally. FTSE requires companies to

have at least 50% of their business derived from environmental markets and

technologies in order to be categorized as "pure play".

FTSE Environmental ETS0 The FTSE Environmental Technologies 50 Index comprises the 50 largest pure 50 265,730
Technology 50 Index play environmental technology companies globally, and is a sub-set of the
ET100.

2 The GC100 Index presented in panel b is assumed equal weighted at the end of June 2014. The actual weights are not
available.



Table 1.1b: MSC! environmental indices
Index description Code  Description # Value (USDm)
MSCI environmental indices

MSCI Global Climate Select GC100 The MSCI Global Climate Select Index (GC100) is an equal weighted index 100 2,946,357
Index designed for investors seeking a global basket of companies that are leaders in

mitigating immediate and long-term causes of climate change. The constituent

companies in the MSCI Global Climate Index are defined by the index provider

to have pure play involvement in themes such as renewable energies, future

fuels, clean technology and efficiency. The GC100 is based on the concept of

the climate solutions value chain. The sources of climate change are widely

distributed across the economy — transportation, factories, and commercial and

residential buildings are the main sources of greenhouse gases — and climate

change affects every sector.
MSCI Global Environment ~ GEIB  The MSCI Global Environment Indices (GEIB) are free float-adjusted index 191 758,169
Index designed to provide exposure to environmental themes by identifying pure

play companies that focus on offering products or services that contribute to a

more environmentally sustainable economy by directly reducing the

consumption of or improving t he productive use of limited global natural

resources. Within this index family the following five thematic indices exist:

Global Alternative Energy Index, Global Clean Technology Index,Global

Sustainable Water Index, MSCI Global Green Building Index and MSCI Global

Pollution Prevention Index.

Table 1.1c: Other environmental indices

Index description Code Description Value (USDm)

Other environmental indices

WilderHill New Energy NEX The New WilderHill Energy Global Innovation Index (hereafter referred to as 106 318,474

Global Innovation Index NEX) is comprised of companies worldwide whose technologies and services
focus on generation and use of cleaner energy, conservation, efficiency, and
advancing renewable energy generally. The index includes companies whose
lower-carbon approaches are relevant to climate change, as smart “solutions
to avoid greenhouse gases, and whose new technologies reduce emissions
relative to traditional fossil fuel use. This index is mainly comprised of
companies in wind, solar, biomass & biofuels, small-scale hydro, geothermal,
marine and other relevant renewable energy businesses. The NEX is a rule-
based index and uses equal-weighting methodology modified by sector and
market capitalization bands to provide diversification across the clean energy

”

industry.

Table 1.1d: Global market indices
Index description Code Description # Value (USDm)
Global market indices
FTSE Global All Cap Index GEISAC  The FTSE Global All-Cap Index is a free float-adjusted market-capitalization 7476 43,396,918

weighted index representing the performance of large, mid and small cap

stocks globally. The index aggregates around 7,400 stocks and covers 47

countries in total, both within Developed and Emerging Markets, and according

to FTSE covers 98% of the world’s investable market capitalization. This report

will use the FTSE Global All-Cap Index as a benchmark when analysing various

environmental indices from FTSE.
MSCI All-Country World ACWIIMI The MSCI ACWI Investable Market Index (IMI) captures large, mid and small cap 8549 54,908,118
Index representation across 23 Developed Markets and 23 Emerging Markets. The

index is free float-adjusted and weighted by market capitalization. According
to MSCI, the index covers approximately 99 per cent of the equity investment
opportunity set in listed equities, with its approximately 8500 constituents.
This report will use the MSCI ACWI IMI as a benchmark when analysing
environmental indices from MSCI.



Historical returns

Figure 1.1 displays the historical returns of the different environmental equity indices over a
five-year period from month-end June 2009 to month-end June 2014. Please note that the
graph depicts returns for ET50 only, as the return history for ET100 is only available from
2013. While the broadest index, the EOAS, has been the best performer, the narrow

alternative energy index NEX has by far been the worst performer over the period examined.

Figure 1.1: Returns of the environmental indices

250 -~ r 250
200 4 [ g 200
AR ) il
wiv e A
at
p F i
A, 2 Wy

150 A o /nd \\. b :7_,,5'-&'“'”‘* L 150

' - i 4 . Astar

a /"-_ ' (" A "}_b"tﬂ‘\k\\ ' s

. .-f' 4 SRV t da
A " Y Y
(. oA
100 vy W‘. R L 100
1
50 4 F S0
04 o]

Jun-09 Jun-10 Jun-11 Jun-12 Jun-13 Jun-14

e NEX INClex e EQ100 Index EQAS Index  ess= ETS0 Index GC100 Index  emmmm=GEIB Index

Source: Bloomberg

Overlap analysis

The index vendors make a number of discretionary choices in the construction of these
indices. One way to gauge the impact of these choices is by conducting an overlap analysis.
In Table 1.2 we show the percentage share of constituents in the different indices that recur
in one of the other indices. For example, 1.0 per cent of the constituents in the GEISAC
Index are included in the NEX Index, while 67.9 per cent of the constituents in the NEX
Index are included in the GEISAC Index.

The analysis in Table 1.2 suggests that the choices made by the index providers have a
significant impact on the composition of the different environmental indices and hence also
on the composition of a “green” portfolio tracking one of these indices closely. For example,
only 19 per cent of the constituents in FTSE's pure-play index, ET100, recur in MSCI's pure
play index GC100. Similarly, FTSE’s headline index EOAS emulates a global universe of

environmental investment opportunities, but a mere 46 per cent of the environmental



companies in MSCI's GC100 index are also found in the EOAS. This fairly low overlap
could point to a lack of compatibility between how FTSE and MSCI characterise a company

as being involved in “environmental” activities.

Table 1.2: Inclusion overlap

GEISAC EOAS EO100

100.0 6.7 2 13 .
1000 20a1] 201 10.0 9.2

1000 100.0 12.0 12.0 27.0 18.0
100.0 120 1000 50.0 19.0 43.0 39.0
: 100.0 240 1000 100.0 28.0 46.0 40.0
980 460l 270 190] 140 1000 32.0 17.0
57.1 9.4 22.5 12.0 168 100.0 19.4
61.3 6.6 36.8 18.9 16.0 349 1000

Figures in per cent

Table 1.3 shows the overlap between the indices based on respective constituents’ weight in
the index. For example, although the EO100 contains only 20.1 per cent of the constituents
in the EOAS (as shown in Table 1.2), these constituents represent 73.2 per cent of the
weight of the EOAS Index.

Table 1.3: Weight overlap

GEISAC EOAS  E0100  ET100

GEISAC 100.0 6.0 4.4 0.8 0.6 6.8 1.7 0.5
EOAS 100.0[ 73] 13.1 10.3 21.8 20.2 7.5
E0100 100.0 6.7 6.7 22.4 19.6 5.1
ET100 100.0 78.5 14.4 23.0 27.9
ETSO 100.0 13.1 18.6 20.4
GC100 100.0 22.0 15.9
GEIB 100.0 10.5
NEX 100.0

Figures in per cent



Capacity — average ownership share

For a big investor, investment capacity is of relevance. One proxy for investment capacity
may be to calculate the ownership share implied if the investor chooses to invest a certain
amount in a portfolio tracking one of these indices. In Table 1.4 we investigate the impact of
a NOK 50 billion allocation to an environmental index. The allocation is invested in the index

constituents according to their weight.

In addition to the average ownership share, we also show the highest and lowest ownership
share. Since the indices are free-float adjusted, the allocation of NOK 50 billion is invested
according to the proportion of shares in respective companies that are readily available in
the market. The ownership share, on the other hand, is calculated relative to the number of
total shares available. Please note that the GC100 and the NEX indices differ from the other
indices in that they are weighted based on an equal-weighting methodology, and the
ownership share will by definition not be identical. Naturally, within a more limited index
universe, such as the sub-indices focused on renewable and alternative energy, an
investment of NOK 50 billion leads to higher ownership stakes than in the larger index

universes.

Table 1.4: Impact on ownership of a NOK 50 billion investment in the indices

Ownership impact

Index Average High Low
FTSE EOAS 0.22 0.38 0.01
FTSE EO100 0.33 0.43 0.03
FTSE EO Renewable & Alternative Energy 1.88 3.45 0.12
FTSE ET100 1.75 2.88 0.38
FTSE ET100 Renewable & Alternative Ener; 6.80 12.73 2.01
FTSE ETS0 2.20 3.66 0.48
MSCI GC100 1.58 22.38 0.02
MSCI GEIB 0.78 1.11 0.21
NEX 5.28 28.39 0.24

Figures in per cent

Ownership share is calculated relative to the number of total shares available



Risk analysis

This section of the report analyses the risk profile of the various environmental indices

considered. We first examine the factor risk exposure of the different environmental indices

presented in the previous section. Thereafter, we calculate historical risk both in absolute

and relative terms for a selection of the FTSE environmental indices.

Factor risk analysis

The Barra Global Equity Model (GEM3) is a global multi-factor equity model that has been

developed specifically for global equity portfolio management and construction, and aims to

aid in the identification of sources of global equity returns that are common across a broad

set of securities, and estimate their associated risks.

Figure 2.1 analyses the environmental equity indices considered in this report using the

Barra GEM3, specifically quantifying the relationship between the index returns and their

underlying exposure towards systematic risk factors as defined by the Barra model.

These are:

Beta: This factor captures the market risk that cannot be explained by variation in
the global market for equities.

Book-to-Price, Growth, Dividend Yield, and Earnings Yield: These factors
explain the return components attributable to specific value-related characteristics of
companies, namely book-to-price ratio, sales/earnings growth, dividend payout and
earnings relative to price.

Leverage: This factor captures the return differences between high-leverage and
low-leverage stocks.

Liquidity: This factor describes return patterns to stocks based upon their relative
trading activity, i.e. turnover percentage of shares outstanding.

Momentum: This factor explains the return differences of stocks based on their
recent relative performance.

Residual volatility: This factor explains returns associated with high volatility
stocks that are not captured by the beta factor.

Size: This factor captures the return differences between large-cap stocks and
small-cap stocks.

Non-linear size: This factor describes non-linearities in payoff to the Size factor

across the market-cap spectrum.

Figure 2.1 illustrates the Z-score obtained when comparing the style factors of each

environmental index to the properties of an estimation universe defined by Barra, as a



proxy to the global equity market. A score of zero would indicate that the index’ exposure
towards the style factors does not deviate from that of the global equity universe, while
negative or positive scores reflect whether the exposure is above or below the global mean
for each of the enumerated characteristics, and by how many standard deviations. It is
worth noting that the analysis concentrates on style factors for the various environmental
indices, and that country and industry factors as drivers of return have not been taken into

account.

Not surprisingly, the analysis suggest that the more narrow the index is defined, i.e. the
NEX index and the two FTSE ET indices, the greater the style deviation from the broad
market. These indices load on the liquidity factor and the small-cap factor. As described,
liquidity in this case is measured by the turnover percentage of shares outstanding, and can
hence be interpreted as an indication that the stocks included in the indices are more
frequently traded compared to their relative size. It is also worth noting that all the
environmental indices seem to be characterized by higher betas than the global market
portfolio.

Figure 2.1: Barra GEM3 style factor exposure for each of the environmental indices
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Figure 2.2: Barra GEMS3 style factor exposures for FTSE EO and ET indices by environmental sectors
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The figure indicates the Z-score for each of the style factors, i.e. by how many standard deviations the index deviates from the

broad market within each of the enumerated characteristics

Absolute and relative volatility

In this section we concentrate on the FTSE indices. We use the GPFG's strategic
benchmark index for equities (denoted in Table 2.1 as GPGF Equity benchmark) as a
benchmark in the tracking error calculations. The ET50 Index is used instead of the ET100

Index from the previous sections due to the availability of historical pricing data.

Table 2.1 shows absolute volatility and tracking error based on current index constituents. In
Table 2.2 we calculate these measures based on historical constituent weights in the
environmental indices, and current weights in the GPFG Equity benchmark as of June 30"
2014. Table 2.3 shows volatility and tracking error calculations based on historical weights
in the environmental indices, and using the historical weights of the GEISAC as a proxy for a

global market index.

In addition to measuring volatility and tracking error for the environmental indices over a 10-
year and 3-year period, the panels also show the highest and lowest observed volatilities for
each index based on a 3-year equal-weighted moving average during the past 10 years.
The column “Current/Max” indicates the present 3-year volatility/tracking error of the index

relative to the maximum observed volatility/tracking error based on a 3-year moving average
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over the past 10 years.

The analysis clearly indicates that environmental indices had a higher absolute volatility
when compared to the GPGF's strategic equity benchmark. Furthermore, the analysis also
suggests that the indices within the Environmental Technologies universe have experienced
higher volatility than those within the broader Environmental Opportunities universe. The
same applies for the measured tracking error relative to the benchmark, estimated at 451
basis points for the EOAS market weighted index and at 814 basis points for the ET 50
Index respectively. Note that the estimated tracking error of the ET 50 Index increases to

1,261 when estimated using the historical constituents.

These variations may imply that the measured risk levels are largely company-specific, and
will fluctuate over time depending on the constituents that enter and exit the index, rather

than being directly related to the environmental investment focus of the indices.

Table 2.1 Risk measurements with weights as of June 30" 2014

Volatility (per cent) Tracking Error (basis points)
Current/max
Index code 10-year  3-year 3-yearmax  3-yearmin Current/max 10-year 3-year 3-yearmax 3-yearmin (percent)
GPFG Equity benchmark 15.26 13.35 20.55 11.14 64.9
EOQAS-Mcap weighted 16.57 1491 21,73 12.48 68.6 451 386 602 341 64.0
EOAS-Equal weighted 17.18 14.65 23.34 12.41 62.8 585 500 811 423 61.6
ETS0 17.81 18.50 22.22 12.19 83.3 814 934 986 517 94.6

NOK as base currency
Both environmental indices and GPFG Equity benchmark weights based on figures as per June 30" 2014

Table 2.2 Risk measurements with historical weights for the environmental indices

Volatility (per cent) Tracking Error (basis points)
Current/max
Index code 10-year  3-year 3-year max  3-year min Current/max 10-year 3-year 3-yearmax 3-yearmin (percent)
EOAS 17.38 15.37 23.15 13.87 66.4 556 434 737 434 58.9
ETS0 22.58 17.31 32.81 16.24 52.8 1,261 835 1,843 835 453

NOK as base currency
Environmental indices based on historic weights, GPFG Equity benchmark based on weights as per June 30" 2014

Table 2.3 Risk measurements with historical weights, GEISAC as a benchmark

Volatility {(per cent) Tracking Error {basis points)

Current/max
Index code 10-year 3-year 3-yearmax 3-yearmin Current/max 10-year 3-year 3-yearmax 3-year min (percent)
EOAS 17.38 15.37 23.15 13.87 66.4 514 480 665 445 72.2
ET50 22,58 17.31 32.81 16.24 52.8 1,276 826 1,885 826 43.8

NOK as base currency
Environmental indices based on historic weights, historical weights of GEISAC used as proxy for global market benchmark

index
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Figure 2.3a: Distribution of 3-year volatility over market capitalization for constituents of EOAS and ET50
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Figure 2.3b: Distribution of 3-year volatility over index weight for constituents of EOAS and ET50

90.0 90.0
80.0 é 80.0
700 88 o 70.0
; ®
60.0 e ® @ ® 60.0
500 § ” 50.0
20.0 40.0
[ ]
30.0 ° 30.0
[ ] . =
200 L ¥ o 200
10.0 10.0
0.0 0.0

0.0 1.0 2.0 3.0 4.0 5.0 6.0 7.0 8.0 9.0

® EOAS @ ETS50

Constituent weight on x-axis, volatility on y-axis. Figures in per cent.

Figure 2.3 shows the distribution of 3-year volatility over market capitalization (panel a) and

weight (panel b) within the EOAS universe. Smaller companies tend to have a higher
volatility than larger ones, and that the constituents in the ET50 Index tend to have a lower

market capitalization than those in the EOAS (panel a). Furthermore, we find that the higher

volatility of the ET50 Index is related to the relatively lower number of constituents and the
fact that these constituents generally have higher individual volatility (panel B).

The EOAS universe covers a wide range of environmental related activities. We study the

properties of the different sub-indices/segments in more detail in Table 2.4. The segment
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Renewable & Alternative Energy stands out as the one with highest absolute volatility and

tracking error.

Table 2.4: Risk measurements by FTSE environmental sector for the EOAS

Volatility {per cent) Tracking Error (basis points)

Current/max

FTSE Environmental Sector 10-year  3-year 3-yearmax  3-yearmin Current/max 10-year 3-year 3-yearmax 3-yearmin (percent)

EOAS Market-cap weighted 16.57 14.91 21.73 12.48 68.6 451 386 602 341 64.0
Energy Efficiency 18.78 16.86 25.27 13.80 66.7 693 621 915 524 67.8
Environmental Support Services 15.33 14.21 18.98 12.86 74.8 722 550 972 554 56.6
Food, Agriculture & Forestry 16.22 13.68 21.38 13.20 64.0 806 629 1,092 626 57.6
Pollution Control 17.31 14.98 23.34 13.21 64.2 793 630 1,073 625 58.8
Renewable & Alternative Energy 18.48 19.46 23.52 12.29 82.7 1,075 1,199 1,299 643 923
Waste Management & Technologies 16.78 14.97 21.73 13.80 68.9 845 725 1,122 711 64.6
Water Infrastructure & Technologies 15.48 13.96 20.13 12.71 69.4 636 594 826 492 72.0

NOK as base currency
Weights based on figures as per June 30" 2014

In Table 2.5 we examine the composition of the EQO Renewable sub-index in more detail.
We find a wide dispersion in both average market cap and volatility. The biggest segment,
both in terms of market cap and number of companies, are companies classified as
Renewable Energy Developers and IPP%s. These tend to be both bigger and less volatile
than most of the other constituents in the sector. The second biggest segment, in terms of
number of companies and market value, is the Solar Energy Generation Equipment with 30
companies. These companies generally tend to be smaller and more volatile measured in

terms of both absolute and relative volatility.

Table 2.5: Risk measurements for the FTSE environmental subsectors within the Renewable & Alternative

Energy-segment of the EOAS

Weight Number of Average 3-year volatility 3-year tracking error
FTSE Environmental (Sub-)Sector (per cent) constituents Mcap (per cent) (basis points)
EOAS Renewable & Alternative Energy 100.00 92 2,175 19.46 1,199
Biofuels 3.18 7 1,074 29.78 2,395
Diversified Renewable and Alternative Energy 0.25 1 584 46.94 4,246
Other Renewables Equipment 1.78 1 4,207 29.21 2,488
Renewable Energy Developer and IPPs 71.16 45 3,735 17.91 1,236
Solar Energy Generation Equipment 16.27 30 1,281 36.40 3,027
Wind Power Generation Equipment 7.35 8 2,170 45.77 4,051

NOK as base currency, market cap in USD million
Weights based on figures as per June 30" 2014

In Table 2.6 we move from the EO universe to the ET universe, and examine the risk
characteristics of the different segments of the ET50 Index. The Renewable and Alternative
Energy segment once again stands out as the most volatile, measured both in terms of
absolute and relative volatility. The scatter plot in Figure 2.4 confirms that volatility varies

significantly across the index.

3 |PP: Independent Power Producer
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Table 2.6: Risk measurements by FTSE environmental sector for ET50

Volatility (per cent) Tracking Error (basis points)

Current/max
FTSE Environmental Sector 3-year 3-yearmax 3-yearmin Current/max 10-year 3-year 3-yearmax 3-yearmin (per cent)
ET 50 Index 17.81 18.50 22.22 12.19 833 814 934 986 517 94.6
Energy Efficiency 20.38 23.10 26.32 11.87 87.8 1,417 1,599 1,940 705 82.4
Food, Agriculture & Forestry 22.43 17.66 30.70 17.22 57.5 1,563 1,220 2,055 1,201 59.4
Pollution Control 23.99 18.51 35.19 16.93 52.6 1,441 912 2,180 926 41.8
Renewable & Alternative Energy 26.84 31.80 32.62 15.87 97.5 2,046 2,520 2,632 1,163 95.7
Woaste Management & Technologies 21.62 17.92 27.94 17.93 64.1 1,730 1,255 2,342 1,262 53.6
Water Infrastructure & Technologies 18.51 17.12 22.31 16.17 76.8 1,344 1,087 1,624 1,024 67.5

NOK as base currency
Weights based on figures as per June 30" 2014

Figure 2.4: Distribution of 3-year volatility over market capitalization for constituents in the ET50, by

environmental sector
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FIXED INCOME - Green Bonds

Market size and composition

There is no agreed universal definition for “green” bonds. Bloomberg tracks bonds issued
with a green bond label and estimates the market for green bonds to USD 43 billion as per
the end of September 2014.

Bloomberg’s definition of green bonds covers a wide range of issues and issuers. It is
however possible to distinguish between four broad types of bonds marketed under a green

label?:

e Green Use of Proceeds Bonds: This is a standard recourse-to-the-issuer structure
where the issuer specifically dedicates the financing obtained to green projects. In
2013, bonds amounting to USD 7.1 billion were issued by supranational bodies, to
fund renewables and transmission projects, while USD 0.9 billion worth of bonds
were issued by government agencies and municipalities. For 70 per cent of these
issues, bond proceeds were “ring-fenced”, in the sense that they were kept in
segregated accounts. Details on green investments were disclosed in regular
reports for 78 per cent of these issues, and 56 per cent of these issues were subject

to a third-party green verification®.

* Green Use of Proceeds Revenue Bonds: This is a non-recourse structure where
the repayment is tied to the pledged cash flows from specific revenue streams that
go to related or unrelated green projects. The market for these instruments is small,

with only a few early issues by supranational entities.

o Green Asset-Backed Security: This is a debt obligation where the repayment is
tied to the cash flow of an underlying green receivable. Since 2013, USD 2.2 billion
of these bonds has been issued where of USD 2.1 billion was issued in 2014%. The
market is concentrated on the U.S., with a focus on consumer solar photovoltaic

systems and energy efficiency assets.

e Green Project Bonds: This is a debt obligation tied specifically to the cash flow

4 Ceres: Green Bond Principles, January 2014
% Bloomberg Finance L.P.: Green Bonds Market Outlook 2014, June 2014

5 Ibid.
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from an underlying single-asset green project (primarily energy-related). A green
project bond provides the investor with a direct exposure to the project. In 2013,
USD 3.1 billion was issued within this segment’. Project bonds have generally been
issued to fund longer dated projects in the higher end of the risk spectre, and
investors in these bonds tend to be insurance companies with prior experience from

project bonds investments.

The bulk of the green bonds currently issued have been so-called use of proceeds bonds.
As illustrated in Figure 3.1 this market was until end 2012 dominated by issues from
Sovereigns, Supranational and Agencies (SSA). This appears to have changed in 2013,
when corporates and Financial Institutions Groups entered the market as issuers. Issuance

of green use of proceeds bonds is expected to reach USD 30-35 billion by the end of 2014.

Figure 3.1 Annual and cumulative Green Use of Proceeds Bond issuance
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The strong growth in issuance of green bonds over the past few years has surprised a
number of market participants. An ongoing debate pertains to whether these new
instruments are unlocking capital for environmental purposes, or whether they are merely a
means for issuers to diversify their investor base and potentially gain access to cheaper
funding. A highly relevant question is whether green bonds are more than a re-branding of a

traditional bond that would have been issued anyway. This discussion is still unresolved.

Initial demand for green bonds came, according to the World Bank, from Swedish

7 Bloomberg Finance L.P.: Green Bonds Market Outlook 2014, June 2014
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institutional investors such as AP2, AP3, Gamla Livsforsakringsbolaget and SEB Trygg Liv.
The fair and simple explanation for this was that the green bond concept was “invented” by a
Swedish commercial bank. Over the past years, green bonds have started attracting a wider

group of investors.

Risk assessment

Investing in green bonds expose the investors to different types of risks, which again will
vary with the type of green bond you chose to invest in. If you are investing in a use of
proceeds bond, you are exposed to the same issuer risk as you would have been if you had
invested in a regular bond issued by the same issuer. An investment in more specialized
bonds, such as green project bonds or non-recourse bonds, expose the investors to different
types of risk. It is also worth noting that due to smaller issuer sizes and an investor base
consisting primarily of Hold-to-Maturity investors, green bonds tend to have lower liquidity

than their non-green peers.

Table 3.1 Financial risks associated with different bond categories

Categories Issuerrisk  Asset Credit risk Market/Liquidity Risk

Use of Proceeds Yes Senior unsecured bond Issuer default risk HTM investors and smaller issuer size
Use of Proceeds Revenue No Revenue streams Source of revenue -

Securitized Bonds (ABS)  No Financial receivables Receivables Non-matured market, lower liquidity
Project Bonds No Single-purpose industrial assets Single specific project  Valuation issues, not priced in Bloomberg

When examining otherwise identical bonds, we find no significant differences in the pricing of
green use of proceeds bonds and regular bonds. Figure 3.2 displays an example of a use of
proceeds green bond issued by Electricité de France (denoted by the purple marker). The
graph suggests that the pricing of this bond is similar to that of regular bonds from the same
issuer, when taking into account spread and maturity.
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Figure 3.2: Regression plot of spread versus maturity for bonds issued by Electricité de France
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Green Bond Indices

Below we examine two of currently available green bond indices in more detail.

S&P Green Bonds Index
The S&P Green Bonds Index (GBI) was launched on 315 July 2014.

A bond is eligible to the index ift:

It is flagged “green” by Thomson Reuters and Climate Bonds Initiative (CBI)
The issuer indicate the bond’s “green” label during its placement
3. The issuer publicly disclose the intended use of proceeds through credible,

open sources

The index from S&P includes non-recourse structures, and does not require third party
verification. As of September 1% 2014, the S&P Green Bond Index had a market value of
USD 35 billion, and included 163 issuers. Close to 20 billion or more than 50 per cent in
terms of value of the bonds included in this index had been issued with AAA-rating, see
Figure 3.3.

8S&P Green Bond Index Methodology, July 2014
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Figure 3.3: Credit Rating Distribution of the S&P Green Bond Index
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The currency composition of S&P’s Green Bond Index is shown in Figure 3.4. Bonds issued

in USD and SEK make up most of the index’ market value.

Figure 3.4: S&P Green Bond Index Composition by currency
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Source: S&P Dow Jones Indices — McGraw Hill Financial.
Figures based on market value as of Sept 1% 2014.
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Barclays Green Bonds Index
Barclays appears to have chosen a different approach than S&P and only include bonds in
their recently launched green bond index after an independent evaluation undertaken by

MSCI ESG Research. In this evaluation, particular attention will be given to;

1. Stated use of proceeds;

2. Process for green project evaluation and selection;

3. Process for management of proceeds; and

4. Commitment to ongoing reporting of the environmental performance of the use of

proceeds

The Barclays Green Bond Index includes only investment-grade bonds with a credit quality
rating of Baa3/BBB- or higher, using the middle rating of Moody’s, Fitch and S&P. As of
September 2014, the market value of Barclays Green Bond Index was USD 32 billion, and
included bonds from 41 issuers.® AAA-rated bonds made up 45 per cent of the index, see
Figure 3.5.

Figure 3.5: Credit Rating Distribution of Barclays Green Bond Index
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Source: Barclays
Figures in per cent based on market value in USD as of Sept 29" 2014

The Barclays Green Bond Index is a multi-currency benchmark that in principle could include
local currency debt markets tracked by the Barclays Global Aggregate Index. The currency
composition of the Barclays Green Bond Index as of September 2014 is illustrated in Figure

2 Barclays MSCI Green Bond Indices: Bringing clarity to the green bond market through benchmark indices, September 2014
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3.6. Itis worth noting that the index currently comprises fewer currencies than S&P’s Green

Bond Index, and that the concentration in EUR and USD is also considerably higher.

Figure 3.6: Barclays Green Bond Index Composition by currency
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Source: Barclays
Figures based on market value in USD as of Sept 1% 2014
Brief comparison of the available Green Bond Indices
When considering the two different green bond indices, the most notable differences

between the two index providers include:

* Defining Green Bonds: Barclays requires annual reporting on the use of proceed
and an independent evaluation following the Green principles for a bond to be
labelled as green. Barclays does not require the bond to be labelled green by the
issuer. S&P, on the other hand, seems to rely more on self-labelling, as they do not
have an independent evaluation process similar to the one in place with Barclays.

e Inclusion of “historic” bonds: Unlike S&P, Barclays has adapted the rules of
eligibility allowing them include older bonds not labelled “green” by the issuer at the
time of issuance as long as these bonds are found to be eligible after an
independent evaluation.

¢ Inclusion of Green Project Bonds: While S&P separates project bonds into a
separate index, Barclays seems open to include them in the index for Green Bonds
in general as long as they fulfil the general eligibility criteria. The number of project
bonds in the Barclays index is, however, likely to be limited as most of these bonds

are sub-investment grade issues.
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APPENDIX -

A closer examination of the FTSE and MSCI indices

FTSE EOAS

Geographic composition

Table A.1 provides an overview of the regional and country-level composition of the EOAS

and compares it to the GEISAC, a free-float adjusted global equity index. The table

indicates that the EOAS has a lower weight in American companies and a higher weight in

Asian and European companies compared to the global equity index.

Table A.1 Geographic composition in the EOAS compared to the GEISAC

Country/FTSE Region
Americas
United States
Canada

Asia Pacific

Japan

Australia

China

South Korea, Rep. of Korea

Thailand
Indonesia

Philippines

New Zealand
Pakistan

Figures in per cent, as per 30" June, 2014

GEISAC

EOAS

Relative weight

Sector distribution

Country/FTSE Region
Europe
United Kingdom
France
Germany
Switzerland
Spain
Sweden
Netherlands
Italy
Denmark
Russia
Belgium
Finland
Norway
Turkey
Poland
Austria

Czech Republic
Hungary

Middle East and Africa

GEISAC

EOQAS

Relative weight

8.89

-4.54
3.24
3.95
2,04
0.67
146
0.55
1.01
0.40

-0.49

-0.23
0.84

-0.25

-0.18

-0.16
0.17
0.01
0.48

-0.03

-0.02

-0.02

-1.09

-0.79
-0.21
-0.06
-0.03

Figure A.1 provides an overview of the sector composition of the EOAS index using FTSE'’s

environmental sector classification. The chart indicates that the environmental sector

Energy Efficiency is the biggest, in terms of market value.
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Figure A.1 FTSE environmental sector composition of the EOAS
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Survivorship and turnover
On constituent level about 3 per cent of the index constituents on average are changed

every second quarter. Our analysis suggests that turnover in the index has come down
over the recent quarters.

The transition matrix in Table A.2 shows how the composition of the index has changed
over time. 66.0 per cent of the constituents that were in the index at the end of 2008 were
still in the index at the end of June 2014. Conversely, 62.0 per cent of the constituents that
were in the index at the end of June 2014 had been part of the index since 2008.

Table A.2 EOAS survivorship, number of constituents — semi-annual snapshots

Q2-09 Q4-09 Q2-10 QA4-10 3 % Q4-13 Q2-14

Figures in per cent

Table A.3 shows the weight of the constituents that are no longer in the index. As shown in
the table below, changes from one period to another can be substantial. 9 per cent of the
index was replaced between December 2010 and June 2011, half of which can be
explained by the removal of United Technologies from the universe at the semi-annual
review in June 2011.
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Table A.3 EOAS turnover, weights - semi-annual snapshots

Q2-09 Q4-09 0Q2-10 0Q4-10 Q2-11 Q4-12 Q2-13 Q4-13

0.0 3.1 57 6.8 12.0 22.0 24.6 25.4 28.9 29.5 29.9 30.4
1.4 0.0 2.7 3.9 9.0 18.4 21.0 22.1 25.6 26.7 27.1 27.7
2.2 0.6 0.0 1.4 5.9 15.3 17.9 19.2 22.9 24.4 24.8 25.5
2.9 1.0 0.5 0.0 5.1 14.3 16.9 18.0 21.8 233 23.7 24.3

45 24 20 14 oo 90 118 132 171 185 189 195

8.4 6.1 5.7 5.1 3.7 0.0 3.2 4.7 9.2 10.5 10.9 121

9.9 7.2 6.8 6.3 4.9 1:1 0.0 1.7 6.3 7.7 8.1 9.4
10.4 7.4 7.1 6.6 5.1 1.3 0.5 0.0 5.3 6.4 6.8 8.0
12.0 8.9 8.7 8.2 6.6 2.6 1.9 1.3 0.0 11 1.4 2.9
20.5 18.0 18.5 18.1 16.7 13.1 12.5 11.7 10.6 0.0 0.3 1.6
225 20.3 20.7 20.2 15.0 15.6 15.0 14.2 13.0 33 0.0 1.4
23.4 21.0 21.4 20.9 19.4 16.6 16.0 14.9 13.7 4.5 1.7 0.0

Figures in per cent

There are several factors that could contribute to higher turnover in the EOAS Index when
compared to a global equity index. A key explanation for this is likely to be the eligibility
criteria and thresholds defined by the index provider in order for companies to remain
qualified as “environmental”. A closer examination of the constituents that left the index
between year-end 2008 and June 2014, shows that about 70 per cent were removed from
the index because they no longer met FTSE's requirement that constituents cannot fall
below 18 per cent in any of the following parameters:

o EO revenues/Total revenues

e EO invested capital/Total invested capital

« EO EBITDA/Total EBITDA

In addition to the aforementioned eligibility criteria that must be met in order to be part of
the index, other factors explaining the turnover could be the underlying dynamics and
relatively high risk levels that characterize the industries where environmental companies
typically operate. A greater degree of entries and exits, as well as a more frequent
restructuring of incumbent firms, will impact the turnover levels of an environmental index

when compared to a global equity benchmark index.

Concentration analysis
FTSE apply a capping rule to all of their EO and ET indices to limit concentration. The

criteria for capping are:
e Maximum weight for any constituent is 10 per cent
¢ Constituents with individual weight above 5 per cent cannot make up more than 40

per cent in aggregate
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FTSE have not had to cap the weight of any of the constituents in these indices during the
period we have examined. Siemens AG is by far the biggest company (in terms of market
weight) included in EOAS. Siemens’ weight in the EOAS Index is shown in Figure A.2 (dark
blue bar). Siemens was also the only company with a weight above 5 per cent, and

henceforth the only contributor to the light blue in Figure A.2.

Figure A.2 Concentration in the EOAS index
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Figure A.3 shows the historical performance of the EOAS compared to the GEISAC.

Figure A.3 Historical performance of the EOAS compared to the global index
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FTSE EORE
A number of investors have expressed an explicit interest to invest in renewables and
alternative energy companies. Below we examine in more detail an index compromised of
companies in the EOAS universe classified as renewable and alternative energy
companies by the index provider. This subset of the EOAS is denoted using the index code
‘EORE" and had 231 constituents as per the end of June 2014.

Geographic composition

Table A.4 provides an overview of the regional and country-level composition of the
GEISAC index and the EORE index, and the differences between the two indices. The
table indicates that the EORE has higher weight in European constituents, and lower

weight in American constituents, when compared to the global equity index.

Table A.4: Geographic composition in the EORE compared to GEISAC

Country/FTSE Region GEISAC EORE Relative weight Country/FTSE Region GEISAC EORE Relative weight
Americas 54,98 2377 [ | -31.20| Europe [
United States i s . United Kingdom -7.77

France -3.03

Germany | -1.60

Switzerland -2.28

Spain . ho.17

Colombia Sweden -1.11

Peru Netherlands -0.99

Italy 16.96

Asia Pacific Denmark 4.19

Japan Russia 0.49

Australia Belgium -0.45

China Finland 5.38

South Korea, Rep. of Korea Norway 0.22

Taiwan Turkey 0.18

Hong Kong Poland 0.16

India Austria 2.20

Singapore Ireland 0.10

Malaysia Portugal 5.93

ALENEDT: Greece 0.08

Indonesia Czech Republic 0.02

Philippines Hungary 0.02
New Zealand

Pakistan Middle East and Africa -1.11

-0.79

-0.05

-0.06

-0.03

Figures in per cent, as per 30" June, 2014

Sector distribution

Figure A.4 provides an overview of the sub-sector composition within the Renewable &
Alternative Energy sub-sector using FTSE's classification for environmental sub-sectors.
The majority of the EORE-companies are renewable energy developers and independent
power producers (IPPs). These companies are generally involved in the production of

electricity.
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Figure A.4 FTSE environmental sub-sector composition of the EORE

700 4

Biofuels Diversitied Renevable and Other Renevvables
Alternative Energy Equipment

Figures in per cent, as per 30" June, 2014

Survivorship and turnover

At month-end June 2014, more than 50 per cent of constituents had been in the sub-index
since December 2008 (Table A.5). The constituents that had been removed from the index
over this period represented slightly less than one fourth of the sub-index’ adjusted market
cap weight as per December 2008 (Table A.6). This indicates that the companies leaving
the sub-index were on average smaller. At the latest review, semi-annual turnover was 3.1
per cent, which is higher than for the broader EOAS Index.

Table A.5: EORE survivorship, number of constituents - semi-annual snapshots

Q2-09 Q4-09 Q2-10 Q4-10 Q2-11 Q4-11 Q2-12 Q4-12 Q2-13 Q4-13 Q2-14
100.0 100.0 100.0 100.0 98.7 90.9 818 779 727 727 6838
100.0 100.0 100.0 100.0 988 915 829 78.0 73.2 732 695
94.3 100.0 100.0 100.0 98.9 92.0 828 782 724 724 69.0
89.1 94.6 100.0 100.0 989 913 826 783 728 728 707
83.7 888 939 100.0 99.0 90.8 827 786 735 735 714
786 835 883 942 1000 92.2 845 786 73.8 738 718
76.5 816 857 90.8 96.9 100.0 91.8 857 80.6 806 77.6
73.1 774 817 87.1 935 96.8 100.0 925 87.1 87.1 839
719 764 809 865 91.0 944 96.6 100.0 94.4 944 89.9
69.8 733 779 837 884 919 0942 97.7 100.0 100.0 94.2
659 692 736 79.1 835 86.8 89.0 92.3 945 100.0 94.5
606 63.8 69.1 745 787 809 830 851 862 915 100.0

Figures in per cent
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Table A.6 EORE turnover, weights - semi-annual snapshots

Q4-08 Q2-09 Q4-09 Q2-10 Q4-10 Q2-11 Q4-11 Q2-12 Q4-12 Q2-13 Q4-13 Q2-14
0.0 0.0 0.0 0.0 0.5 4.0 6.2 6.8 8.2 8.2 8.6
0.0 0.0 0.0 0.0 0.6 3.6 6.5 7.3 88 88 9.2
2.8 0.0 0.0 0.0 0.5 3.0 6.2 7.3 86 86 9.0
4.1 1.5 0.0 0.0 0.4 2.8 5.9 6.8 7.9 7.9 8.1
5.6 3.6 1.5 0.0 0.4 2.7 5.0 5.9 6.7 6.7 6.9
6.5 4.4 1.9 0.8 0.0 2.2 4.0 4.7 56 5.6 5.8
9.5 7.1 5.5 4.5 3.9 0.0 1.0 1.5 2.1 2.1 2.4
9.5 7.8 6.2 5.1 4.4 04 00 06 1.1 1.1 1.5

11.0 9.2 7.7 6.4 5.8 1.7 1.4 00 04 04 1.1

13.5 10.8 9.2 8.0 6.9 2.8 2.2 1.0 00 00 1.0

19.3 169 149 13.7 12.8 9.2 8.7 7.0 6.2 0. 0.8

0
203 181 157 146 136 109 105 87 82[ 34| 00

Figures in per cent

Concentration analysis

During the period of observation, the number of constituents within the Renewable-segment
of EOAS ranges from 77 (at year-end 2008) to 103 (June 2011). The largest constituent
during the period was the Spanish power producer Iberdrola S.A., which on average made
up 18 per cent of the EORE. Note that the capping rules discussed previously are only
applicable at the EOAS level, not at sub-sector level.

Historical returns

Figure A.6 shows the historical performance of EORE compared to both the broader EOAS
Index and a global equity index (GEISAC).

Figure A.6: Historical performance of the EORE compared to the global index and to the EOAS
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ET100
When comparing the ET and EO indices, the former have a lower share of constituents with

a price history of 10 years or longer.

FTSE maintains a constant number of constituents in the FTSE ET50 and ET100 Index.
New companies may be added to or excluded from the index at the periodical reviews, but
the number of companies will remain at 50 and 100 respectively. FTSE does not publish
an “overall” Environmental Technologies universe from which these eligible constituents are

drawn.

Geographic composition

Table A.7 provides an overview of the regional and country-level composition of the
GEISAC index and the ET100 index, and the differences between the two indices as of end
June 2014. It is worth noting that just like the broader EOAS Index, the ET100 Index has a
lower weight of American companies, and higher weight of European constituents than the

global equity index.

Table A.7 Geographic composition in the ET100 compared to GEISAC

Country/FTSE Region GEISAC ET100 Relative weight Country/FTSE Region GEISAC ET100 Relative weight

LYl 54.98 53.97 I -1.01 (A1) 24.48 29.28 4.80
United States JECRS 53.97 B A7 United Kingdom [IREZEIEY) 3 -1.45
Canada [IEEX:0) - [N -3.80 FENey 321 077 [ -2.44
Brazil [N z 3 -1.15 Germany [EEREREEF W] ] 1.12
Mexico RN - [ -0.50 el 3.03 092 3 211

Chile ok - -0.15 Spain 1.27 2.44 1.17
Colombia K] - -0.09 WL 111 053 [ -0.58
N 0.03 - -0.03 NEGEYERGE 099  1.28 0.29

0.00 lel  0.99 1.30 0.31

Asia Pacific [JFURE] 16.76 -2.67 Denmark JEVET YR} 657
ELEL]  7.73 3.79 | -3.94 GUESEY  0.49 - | -0.49
Australia ] 0.46 -2.33 EELE  0.45 1.51 1.06
China [EEWE] 5.63 I | 384 Finland JEVETIE VK3 0.00

South Korea, Rep. of Korea ] 5.30 ] | 3.67 WLIENM 035 0.75 0.40
IEIVEL]  1.50 1.15 -0.35 Turkey JEEVNE] . -0.18
Hong Kong WY 0.14 -1.06 Poland [T - -0.16
GGIE] 0.96 - -0.96 LUSGE]  0.12 0.43 | 0.31
MLEERLIE  0.56 - -0.56 IEELGE  0.10  0.84 ] 0.74
WEIEISEY  0.47 - -0.47 OLOTE] 0.09 0.44 0.35
LLEIELLE  0.27 - -0.27 (4 0.08 - -0.08
Indonesia JE¥L - -0.25 Czech Republic Xep] - -0.02
GOSN 0.16 0.28 0.12 GOLT-ELY 0.02 - -0.02
New Zealand JEXoE] - -0.09 0
CEINHEDN]  0.02 - -0.02 Middle East and Africa [ k! - -1.11
South Africa e -0.79

Helll  0.22 -0.22

(/.14 0.06 -0.06

34704 0.03 -0.03

Figures in per cent, as per 30" June, 2014
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Sector distribution
Figure A.7 provides an overview of the sector composition of the ET100 Index. Energy
Efficiency is by far the biggest sub-sector followed by Renewable & Alternative Energy.

Figure A.7 FTSE environmental sector distribution of the ET100
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Survivorship and turnover

Our analysis of the composition of the index over time reveals that 77 per cent of the
constituents that were in the index at the end of 2012 remained in the index as of June 30
2014 (Table A.8). The 23 per cent of the June 2012-constituents that had left the index by
June 2014, represented only 7 per cent of the index market value as per June 2012 (Table
A.9). This indicates that the bulk of the companies that have left the index have been

smaller companies.

At the latest semi-annual review, the turnover for the ET100 index was about 5.7 per cent.
This is significantly higher than the turnover for the EO indices. A plausible factor
contributing to explaining the higher turnover could be the index’ explicit focus on the
technology sector, an industry which is typically more dynamic in that it has a higher rate of
company entries and exits in comparison to more stable segments of the economy, such as

utilities or basic materials.

Table A.8 ET100 survivorship, number of constituents - semi-annual snapshots

Q4-12 Q2-13 Q4-13 Q2-14
elZbd 1000 91.0 83.0
100.0 91.0 85.0
100.0 93.0

100.0

Figures in per cent
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Table A.9 ET100 turnover, weights - semi-annual snapshots

Q4-12 Q2-13 Q4-13 Q2-14

Figures in per cent

Concentration analysis

The ET indices are subject to the same capping rules as the EO indices. None of these
rules have been activated during the time period we have studied. Pentair was the biggest
constituent in the ET100 Index from Q412 to Q4 13. At the Q214 review Tesla Motors
replaced Pentair as the biggest constituent in the ET100. At this point, Tesla Motors’
market cap had increased ten-fold since 2012, following its success with the production of
the first fully electric sports car. In the semi-annual snapshots studied during this period,
Tesla Motors and Pentair have been the only companies with an individual weight above 5
per cent, Pentair up to Q413 and Tesla Motors in Q214.

Figure A.8 Concentration utilization in ET100 index
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Historic returns

Figure A.9 compares the historical returns of the ET50 index to a global equity index
(GEISAC). The ET50 peaked in early 2008 after a four-year rally, before falling sharply
during the financially turbulent autumn of 2008. The index touched new lows in late 2011

before starting what now appears to be a gradual recovery.

Figure A.9: Historic returns of the ET50 compared to the GEISAC
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ET Renewable and Alternative Energy

27 of the 100 constituents in the FTSE ET 100 are classified as renewable and alternative
energy companies, as per 30" June 2014. FTSE do not provide sub-indices of the ET100.
For the purpose of this note we have examined the constituents of the ET100 within the
renewable energy segment, and denoted this subset as ET Renewables in the subsequent
graphs and tables.

Geographic composition

Table A.10 provides an overview of the regional and country-level composition of the ET
Renewables and the GEISAC index. Denmark, China and Spain are all countries where
the relative constituent weight is significantly higher than the global equity benchmark, while
the US has a significantly lower relative weight. It is also worth noting that due to its
concentration in China, the ET Renewables has a slightly higher relative weight in Asia as
opposed to the slightly lower relative weight seen when comparing the ET100 Index as a

whole to the global equity index.

Table A.10 Geographic composition in the ET Renewables compared to GEISAC

Country/FTSE Region GEISAC ET Renewables Relative weight Country/FTSE Region GEISAC ET Renewables Relative weight

Americas - i Europe

22.66

United States L i United Kingdom
Canada -3. France
Brazil - | -1. Germany
Mexico - -0. Switzerland
Chile - -0. Spain
Colombia - -0. Sweden
Peru - -0. Netherlands

Italy

Asia Pacific i Denmark
Japan - : -7. Russia

Australia -2. Belgium

China - R Finland

South Korea, Rep. of Korea - 2 Norway
Taiwan - -1. Turkey

Hong Kong ; g Poland

India - -0. Austria

Singapore - -0. Ireland

Malaysia - -0. Portugal
Thailand - . Greece
Indonesia - B Czech Republic
Philippines i i Hungary
New Zealand

Pakistan

-7.77
391

2.30
-3,03
11.64
-1.11
-0.99

5.87

1696

-0.49
-0.45
-0.36

1.74
-0.18
-0.16
-0.12
-0.10

2.24
-0.08
-0.02
-0.02

-1.11

Figures in per cent, as per 30" June, 2014
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Sector distribution
Figure A.10 provides an overview of the sub-sector composition within the Renewable &
Alternative Energy sector. The chart indicates that the majority of the companies within this

sector are involved in Solar Energy Generation Equipment.

Figure A.10: FTSE environmental sub-sector distribution of the ET100 Renewable & Alternative Energy
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Bioluels Fenzvable Ene gy Sulat Eergy Wind Power
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Figures in per cent, as per 30 June, 2014

Survivorship and turnover

Tables A.11 and A.12 examine survivorship and turnover within the ET Renewable
segment. The tables indicate that turnover is somewhat lower than for the overall ET100
Index. However, it must be noted that the figures are not directly comparable, as the
ET100 Index will always consist of exactly 100 constituents, while the exact number of
constituents within ET100 assigned to renewable segment may vary (in our period of

observation it ranges from 22 to 27 constituents).

Table A.11: Survivorship within the ET100 Renewable segment, number of constituents - semi-annual snapshots

Q4-12 Q2-13

100.0 95.5 86.4 86.4
91.3 100.0 91.3 91.3
76.0 84.0 100.0 100.0
70.4 77.8 92.6 100.0

Figures in per cent
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Table A.12: Turnover weights within the ET100 Renewable segment - semi-annual snapshots

Figures in per cent

Concentration analysis

Since this is only a sub-sector of the FTSE ET100, the capping rules do not apply. The
largest constituent during the fairly short period we have studied, from Q412 to Q214 is the
Danish biofuels company Novozymes A/S. In Q412 it made up as much as 27.3 per cent of
this sub-index gradually declining to 15.5 per cent at the last observation. During the period
we have studied, the number of constituents with a weight above 5 per cent has declined

from 7 to 4. This may indicate decreasing concentration.
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MSCI GC100
Geographic composition
Table B.1 shows geographical composition of the GC100 compared to the global market
index (MSCI ACWI IMI). We have for the purpose of this analysis used MSCI's regional
classification system. This system deviates from the one used by FTSE's. The most notable
difference is that European, Middle Eastern and African countries are grouped together in
one region.

Compared to the global market index the GC100 has a significantly higher relative weight in
the Americas (notably the United States), a slightly higher weight in Europe, Middle East &
Africa (notably Germany and the U.K) and a notably lower weight in Asia-Pacific.

Table B.1 Geographic composition in the GC100 compared to ACWI IMI

ACWIIMI  GC100 Relative weight ACWIIMI  GC100 Relative weight

Americas 4 K Europe, Middle East & Africa

1.33

United States B 10:: United Kingdom
Canada -2 France
Brazil -1. Germany
Mexico - -0. Switzerland
Chile - -0. Spain
Colombia - -0. Italy
Peru -0. Sweden

Russia

Asia-Pacific i Netherlands
Japan ] 4 South Africa
China : Belgium
Australia S . Denmark
Korea H Norway
India i Turkey
Taiwan i Finland
Hong Kong ; ) Poland
Malaysia A Israel
Singapore b X Qatar
Thailand y United Arab Emirates
Indonesia - B Austria
Philippines ; Greece
New Zealand - 3 Ireland
Portugal

Czech Republic

Figures in per cent, as per 30 June, 2014

Sector distribution

MSCI's indices uses the Global Industry Classification Standard (GICS), an alternative
system to the Industry Classification Benchmark (ICB) applied by FTSE. FTSE has
developed a separate standard for classifying companies that operate in environmental
markets (EMCS - Environmental Market Classification System). MSCI classifies
companies in the GEIB according to five environmental themes (alternative energy, clean

technology, sustainable water, green building and pollution prevention). Figure B.1 shows
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the GICS sector composition of the GC100. The industrial sector is by far the biggest

sector, followed by information technology.

Figure B.1: GICS sector distribution of the GC100
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Historical returns

Figure B.2 indicates the historic returns of the GC100 when compared to the performance

of ACWI IMI, a global equity index. Over this period, the GC100 has underperformed the

broader global index by approximately 14 percentage points.

Figure B.2: Historical performance of the GC100 compared to the ACW! IMI
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Source: Bloomberg

Constituent data for analysis purposes is not readily available prior to the middle of 2013.

Analysis of survivorship and concentration has hence not been undertaken.
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MSCI GEIB

Geographic composition

Table B.2 depicts the geographical composition of the GEIB compared to the global equity

index. The GEIB has a significantly higher relative weight in Europe, Middle East & Africa

(notably France, the UK and Switzerland), and lower relative weight in both Asia-Pacific

and the Americas.

Table B.2 Geographic composition in the GEIB compared to ACW!I IMI

Americas
United States
Canada
Brazil

Mexico

Chile
Colombia
Peru

Asia-Pacific
Japan
China

Australia
Korea
India
Taiwan
Hong Kong
Malaysia
Singapore
Thailand
Indonesia
Philippines
New Zealand

Figures in per cent, as per 30 June, 2014

Europe, Middle East & Africa

United Kingdom
France
Germany
Switzerland
Spain

Italy
Sweden
Russia
Netherlands
South Africa
Belgium
Denmark

Czech Republic

Egypt
Hungary

GEIB Relative weig
_ 17.67

3.80
12.89
-0.55

3.92

0.45
-0.57
-0.09
-1.04
-0.75
-0.89

0.03

1.03
-0.23
-0.38
-0.35
-0.27
-0.19
-0.22
-0.20
-0.03
-0.12

0.18

1.40
-0.06
-0.05
-0.03
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Sector distribution
Figure B.3 illustrates the GICS sector composition of the GEIB. The largest concentration
is within the Industrials sector, followed by Ultilities and Consumer Discretionary.

Figure B.3: GICS sector distribution of the GEIB
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Figure B.4 illustrates the weight of the various environmental themes in the GEIB, as

defined by the MSCI. The largest concentration is within Global Clean Technology.

Figure B.4: Weight of the environmental themes defined in the GEIB
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Historical returns

Figure B.5 illustrates the historical performance of the GEIB Index when compared to the

ACWI IML.

Figure B.5: The historical performance of the GEIB Index compared to the ACW! IMI
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Constituent data for analysis purposes is not readily available prior to the middle of 2013.

Analysis of survivorship and concentration has hence not been undertaken.

41

240
220
200
180
160
140
120
100
80

60



	NB21.pdf
	Environmental Indices (L)(1490377)

