sparkchange

The new standard in carbon investing y

Proactive Webinar, 24/03/2022

For professional clients only. Capital at Risk. The content of this document does not
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Disclaimers

Local Laws

The distribution of the information in this commmunication may be restricted by law in certain countries. None of the information is directed at, or is intended
for distribution to, or use by, any person or entity in any jurisdiction (by virtue of nationality, place of residence, domicile or registered office) where publication,
distribution or use of such information would be contrary to local law or regulation, or would subject SparkChange or any of its affiliates to any registration or
licensing requirements in such jurisdiction. You must inform yourself about, and observe any such restrictions in your jurisdiction and by accessing this
communication you represent that you have done so.

United States Persons

In accordance with applicable restrictions under US federal and state securities and investment advisory laws, this communication and all information
contained on it is not intended and should not be distributed to or viewed by persons who are US citizens or residents, or by persons who are otherwise
considered “United States Persons” as defined in Regulation S under the US Securities Act of 1933.

Communication

This coommunication has been provided to you for informational purposes only.

This communication is not intended to constitute, and should not be construed as, investment advice, investment recommendations or investment research.
This commmunication is not intended as and is not to be taken as an offer or solicitation with respect to the purchase or sale of any security or interest, nor does
it constitute an offer or solicitation in any jurisdiction, including those in which such an offer or solicitation is not authorised or to any person to whom it is
unlawful to make such a solicitation or offer. Distribution of information contained in this communication may be restricted by law. Persons receiving this
communication should inform themselves about and observe any such restrictions. Any dissemination or other unauthorised use of this information or
documents by any person or entity is strictly prohibited.

This coommunication is directed only at professional clients or eligible counterparties as defined by the Financial Conduct Authority in the United Kingdom
(“FCA").

Investors should be aware that their capital is at risk. There can be no guarantee or assurance that the investment strategy will achieve a return on the amount
investment.

Data Analysis and Performance

SparkChange believes the information in this communication to be correct at the date of issue. However, no representation or warranty is given as to the
accuracy of any of the information provided. Some information in this coommunication is based on information given/obtained from independent research
providers that SparkChange considers to be reliable. Analysis provided in this communication may be based on subjective assessments and assumptions and
can use one among several alternative methodologies that produce diverse results. Hence, analysis and projections should not be seen as factual and should
not be relied upon as accurate predictions of future events, performance, results or otherwise.

Spark Change Group Limited (FRN 944451) is an Appointed Representative of Kroll Securities Limited (FRN 466588) which is authorised and regulated by the
Financial Conduct Authority.
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COMPANY PURPOSE

SparkChange provides data & investment

solutions that help the global finance industry
leverage the most pivotal market

of our time: carbon

LOCATIONS: UK, US, Germany TEAM MEMBERS: 22 SECTOR: ESG Data Analytics
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companies to impact the lives of billions London ® University
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PROBLEM

As the world responds to the climate T I
emergency, the finance industry \
struggles to adapt.

> The largest transition of funds in history is taking place;
investment industry at tipping point as $43tn in funds publicly

commit to net zero! Fyoi
> It'sachallenging combination for investors to: n
Achieve y Generate Hedge ,"‘
@ $ e . t

ESG goals investment returns z~ carbon risks

committed to net zero

> Current ESG data is insufficient to solve climate goals

> Hence investors rely on nascent (or as yet unknown) ESG
investment strategies and technologies

> Increases uncertainty/risk of meeting publicly pledged targets

= 4
Vil g’
BT

1The Financial Times (2021), Investment industry at ‘tipping point’ as $43tn in funds
publicly commit to net zero carbon emissions



¢4 sparkchange

The new standard in carbon investing

SOLUTION: AN INTEGRATED CARBON ECOSYSTEM

SparkChange provides data and tools to integrate the
global finance industry with carbon markets.

-

o

-

O1. Proprietary Data ,,»\’);;o\‘\
C

Discover unique insights
between carbon and
financial markets

02. Analytics Platform

= 03. Investment Solutions
COMTIEES SEtenEEE Our analytics platform
strategies to meet specific prescribes ready-to-execute

SEEEfenlsEtion; Msk er e . investment solutions
returns objectives -




ENVIRONMENTAL IMPACT

Why (and how) should we accelerate decarbonisation
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Finance industry agrees carbon is
THE thing to tackle

MSCI calls Climate “first among equals
in their ESG trends to watch!
“Decarbonise or die”, world’s biggest
investor warns business chiefs?

”

* K x @
* *

* *
* *
* %k
European
Commission

Carbon market is the EU’s primary
decarbonisation tool

The EU Emissions Trading System is

a large, reformed market with positive
outlook

1MCSI, 2022 ESG Trends to Watch ? The Sydney Morning Herald

2030 2050

Politicians have created an unrealistic
decarbonisation pathway

Meeting our climate goals requires a
drastic cut to emissions in the future -
double the reductions seen during
Covid

-
| (R

How it works:

1allowance = 1tonne CO,
Industrial firms that emit CO, must
obtain Carbon Emission Allowances

from regulators — each allowance
permits them to emit 1tonne of CO,

Introduction to carbon markets

6

2030 2050

Acting sooner creates environmental
and economic benefits

v More attainable pathway

Vv Less environmental damage

v More realistic 2050 emissions

v/ Faster adoption of new solutions

I
Investing in allowances creates direct
environmental impact
Buying, holding and selling allowances
creates dual benefits by i) preventing
emissions and ii) delaying emissions

How does this work?


https://www.msci.com/documents/10199/9d2eeece-c2db-3d86-873f-faaac8cd62ef
https://www.smh.com.au/business/banking-and-finance/decarbonise-or-die-world-s-biggest-investor-warns-business-chiefs-20220118-p59p83.html

ENVIRONMENTAL IMPACT

How does investing in physical carbon
allowances create impact?

'I By preventing
emissions

Withholding allowances triggers
an EU law that results in
additional allowances being
cancelled in future years, with
irreversible effect.

How does this law work?

2

AN

By delaying
emissions

Buying and withholding carbon
allowances stops polluters from
being able to use them during
that period.

3
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By accelerating
technological adoption

Increasing scarcity and investor
demand results in higher carbon
prices, which incentivises the
switch from dirty fossil fuels to
cleaner energy.
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ENVIRONMENTAL IMPACT

How can EU law trigger the cancellation
of future allowances?

The Market Stability Reserve: Brief history How the Market Stability Reserve works
v During the financial crisis, the EU had no -I I European Emissions Trading System
way of adjusting supply surplus is greater than 833m

allowances in circulation!

v This created an overhang of supply that

suppressed prices for years afterwards 2 | 24% of surplus EUAs are withheld

from future auctions and transferred

Vv In response, the MSR was introduced to 1 Mt T i o) 107 RESERE (M)

automatically adjust supply whenever .
N yad PRy Amount of allowances in MSR above
emissions levels change . ) .
3 | previous year's auction volume are
cancelled (as of 2023)

v Effectiveness demonstrated by price history

O Ai.ded by.the MSR cancellation effect, Research paper available T
withholding 1 EUA for 10 years prevents Quantifies effect of MSR |_SE or ECONOMICS ano
0.82 - 1.48 tonnes of emissions onemission reductions oA aee

11f number of allowances in circulation falls below 400m, EUAs from MSR get returned to the market



ENVIRONMENTAL IMPACT

enefits of a physically-backed

EUA product approach

Physically-backed
EUA products

Futures-based
EUA products

Guaranteed Impact v Yes X No
Avoids Contango v VYes X No
EUAs Offsets
Alignment with Paris Agreement v VYes X No
Regulated and standardised v Yes X No
Create net emission reductions v Yes X No
Impact and returns achievable together v Yes X No
Valid net zero instrument v Yes X No
12 https://www.parisalignedinvestment.org/media/2021/03/PAll-Net-Zero-Investment-
Framework_Implementation-Guide.pdf, page 25
-9.-
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physically withholding
1allowance prevents 1tonne CO,

cancellation of
future allowances,
as part of EU law

~~ and may trigger

“ Only by taking physical
delivery of EUAs do investors
prevent their use by polluters. "

For illustrative purposes only

© SparkChange 2022



Why add Physical Carbon Allowances
to your portfolio?

Enables investors to achieve both financial returns and positive environmental impact

— As a standalone investment — — Or as part of a portfolio —

Improve impact Hedge price risk

IFse

Create genuine environmental impact by withholding emitters’ Given most portfolios are short the carbon
allowances. EUAs are an asset that produce a positive impact price already, investors can neutralise their
and can be re-sold; unlike offsets, which have no resale value exposure to a rising carbon price

once used and (mostly) do not reduce emissions

Qualify for ESG standards

Combine with equity/fixed income

©

Yy Capture investment returns
structures to qualify for ESG standards

Since the supply of carbon allowances is diminishing,
such as CTB/PAB benchmarks

their scarcity value is increasing, creating potential for

an attractive returns profile
Risks of adding to your portfolio

When you trade ETCs, your capital is at risk

>



DATA ANALYTICS

Complements
investors' existing

screening strategies
Net Zero Goals

% carbon/mpact

Agnostic to data
input

Don’t just measure your problem. Solve it. Supports broad

CarbonImpact is an end-to-end solution to analyse and range of benchmarks
align a portfolio’s carbon exposure. It formulates actionable

decarbonisation strategies to help investors adapt to the

climate crisis. TCFD Paris Alignment
2050

O1. Calculate carbon exposure 03. Analyse gap 23%

Upload a portfolio to analyse how Identify and understand _
its carbon exposure develops over precisely what is required to
achieve alignment. '

time by scope, sector and region.
Target Date

— @ _— T~ 2050

02. Define environmental goal 04. Review executable strategies
Set your desired climate goal from a Understand the financial impact ’ ‘ Cloud-based API
wide range of industry benchmarks, and suitability of each prescribed integration & technical

N’

or balance your entire footprint. decarbonization strategy. assistance available


mailto:data@sparkchange.io?subject=SparkChange%20Data%20Analytics%20|%20Enquiry

DATA ANALYTICS

Bridges carbon &
financial markets

9 carbon/ \| | Ia itivi i —— Enables direct
’ \ EBITDA Sensitivity to Carbon Prices | Acme Inc. Integrat|on of carbon

pricing into a portfolio

10,000

IDeIta Developed by leading
carbon market experts

Discover which companies thrive
in a high carbon price future.

Backed by rigorous

CarbonAlpha allows portfolio managers to 5000 | — e
harness carbon as a source of Alpha
generation, or mitigate exposure to carbon | [ Research Imperial College

collaborators: London

as an increasingly important risk factor.

Scope 1
an N
NewEBITDA
Scope 2
v Forecast company valuations and portfolio Scope 3
exposure for different carbon price scenarios
v Increase returns by identifying winners/losers ‘
per sector at different carbon prices \//\/“\ X * *
Region  » EU *
., . * *
v Hedge a portfolio’'s carbon price exposure per o * g X
regional carbon market
Provides complete @ Multi-region @ Understand cost Tl, Analyse net change
. analysis pass-through (by sector) to EBITDA
picture of th.e .effeCt Covers differences in regional Reveals what % of a company's Shows the positive or negative
of carbon pricing carbon markets and their carbon costs can be passed to effect of higher carbon pricing

regulatory regimes. their customers. on EBITDA.


mailto:data@sparkchange.io?subject=SparkChange%20Data%20Analytics%20|%20Enquiry
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Thank you for listening!

Follow-up:

Please feel free to contact me directly at
Our company website address is
More details regarding our EUA ETC can be seen at

Billal Ismail


mailto:bi@sparkchange.io
http://www.sparkchange.io/
https://www.hanetf.com/product/30/fund/sparkchange-physical-carbon-eua-etc

