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‘Climate change’
. . SUS trillion assets
is big enough to
be an asset class
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‘Climate change’ is bigger than a
single asset class — it impacts all

Think of it like monetary policy — just like inflation, the
planet is “running too hot”, and we have to “tighten”
policy to return to equilibrium.

Global net-energy related CO, emissions,' CO; per annum
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Climate risk & making the transition
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Despite many of the world'’s
largest companies committing
to net zero targets by 2050.

Projected CAPEX in the energy
sector is not aligned to net zero
targets.*

*https://www.iea.org/reports/net-zero-by-2050

To reach net zero emissions by
2050, annual clean energy
investment worldwide will need

to more than triple by 2030 to
around $4 trillion pa.*

Not all green is good and not all
ethical companies are
financially viable.

Advisers and investors will need
to navigate greenwashing,
mispricing risks and valuation
bubbles.
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[Impact of climate change on capital market assumptions

The breadth of outcomes changes the extremes of the distributions — the toughest parts to work with as an investor.

Negative scenarios

Climate change, significant resource scarcity and recurring pandemic - 10%

Labour force challenges - tailwind of demographic trends that pose significant
hurdles for growth - 10%

Central Bank policy failure — the uncertain consequences of central bank
policies in the last decade - 10%

Elevated conflict — possibilities of both internal (ie within a country) and
geopolitical conflict have been increasing and require attention — 10%

Positive scenarios

Maintaining humanity’s progress in modernity — that of the last 150 years,
encapsulating progress of industrial revolution, the scientific age, the
development of systems and institutions, globalisation and the digital age. -
50%

Maintaining humanity’s success in recent decades - above, but specifically the
exceptional progress in humanity in the last 60 years, showing excellent
aptitude for adaptation and improvement. In particular, optimal outcomes for
energy transition which lead to high availability and low friction supply of
energy, much like with the ‘information age’. — 10%

Source: Australian Ethical, March 2023
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Historical framework

Benign economic environment a pre-condition for tech
sector success.

Global event

Opening up of China and EM Asia to World Economy. New supply of
labour, steadily moving up the value chain. Increasing capacity,
productivity and exporting disinflation.

Economic event

Positive for Global GDP, low inflation, positive impact on DM consumer
real incomes.

v

Commercial event

Strong consumer drives revenues for products (iphones, smart devices)
and services (Amazon, Google, Facebook etc).

v

Market outcome

Positive performance of tech stocks vs. market.

Future framework

Green tech success a pre-condition for a benign
economic environment?

Commercial event

Green technology is widely adopted, substantially reducing emissions
of greenhouse gases

v

Market outcome Global event
Positive performance of tech Reduced emissions limit impact of
stocks vs. market. climate change, minimal impact on

population and environment, fewer
extreme weather events,
productive capacity intact.

Economic event

Status quo undisturbed. Continue
to have positive GDP growth,
productive capacity maintained
leading to relatively benign
inflation outcomes.
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‘Climate change’ touches all asset classes & ranges of sectors

A full spectrum of risks exposures are investable
for ‘net-zero’.

All the way from VC funding for new types of battery chemistry,
alternatives proteins and sequestering carbon

Through to small cap companies in emerging technologies like
hydrogen.

And on to a range of industrial companies including EV, wind power
and solar equities.

All the way to corporate bonds of debt for largescale wind and solar
projects.

Across emerging and developed markets.

Over S2 trillion (AUD) of Revenue in listed markets is
directed at activates to address climate change.

Climate Revenue (Listed Markets) - SUSm

Photovoltaic and Solar Cells and...
Heating, Ventilation and Air...
Alternative Energy Car...
Lithium Compounds Manufacturing
Electric Vehicle Batteries.

Wind Energy Equipment
Metal Recycling Providers
Mixed Heavy-Duty and High-End..
Power Transmission and Distributio...
Alternative Energy Infrastructure...
China Hydroelectric Wholesale..
Asia/Pacific Water Utilities
Backup, Emergency and Standby

Smart Grid Technology and Smart

-
MefCLII‘;(%) CATL i@ :E:gg:gls @ ¥HGEARMAL Energy Efficient Lighting and LED
&l et Alternative Energy Transit Vehicles
China Wind Wholesale Power
@ Europe Wind Wholesale Power
VEStﬂS evergen T W/ Lithium Ore Mining
TEEES ENPHASE China Biomass Wholesale Power
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Closer to home:
Conviction in the
NZ Energy sector

Growth in market value (Sm)

$25,000

$20,000

Significant levels of renewable generation in the form of hydro,
geothermal, wind: Y3 Meridian.

» ~850% for NZ vs. 35% for Australia $15.000

* Meridian: 100% Mercur§®
* Mercury: 100% $10,000

+ Contact: 85-90% y .
Strong business fundamentals: $5.000

+ High-quality assets, long-life

+ Strong balance sheets

« Strong cash generation $0

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Long pipeline of growth projects as the NZ economy decarbonises. Meridian

Contact Mercury
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[nvesting in ‘carbon’ is
still in its infancy

Global carbon-dioxide emissions, gigatons (GtCO,} per year
Alternatives assets include emerging areas | - I Mickinsey GEP' 2021 Reference Case
SUCh aS Carbon Business-as-usual emissions i : S ity
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Carbon assets: Not yet a commodity
Negatives: 3
o Disparate Regulatory regimeS ) IIIIlIIII Net-zero emissions by 2050

* Opaque Pricing
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« Difficult to custody 2020 2030 2040 2050

* Links to CO2 reduction not always clear 0 Bl el AV Earban behe!

Positives:

» Offers opportunity for diversification

* Reasons to believe some carbon assets don't reflect intrinsic value
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Disclaimer

This presentation by Australian Ethical Investment Ltd (ABN 47 003 188 930, AFSL 229949) ("Australian Ethical") provides general information only and does not take account of your individual
investment objectives, financial situation or needs. Before acting on the information visit australianethical.com.au for our Financial Services Guide, Product Disclosure Statements (PDS) and
Target Market Determination (TMD) to consider its appropriateness to your circumstances.

Australian Ethical does not give any representation, assurance or guarantee that the events expressed or implied in any
forward-looking statements in this update will actually occur and you are cautioned not to place undue reliance on such statements.
Past performance is not a reliable indicator of future performance.

This presentation contains material provided by third parties and Australian Ethical accepts no responsibility or liability for the accuracy or completeness of such material.

Australian
Ethical

A




Get in touch

John Woods
Deputy CIO & Head of Multi-Asset
jwoods@australianethical.com.au

australianethical.com.au




