B Credit Benchmark

Renewable Energy:
Credit Tide Turning?

Renewable energy is at the centre of efforts to tackle climate change, but there have been setbacks. Deloitte summarise:

“In 2022, US renewable energy growth slackened its pace due to rising costs and project delays driven by supply chain
disruption, trade policy uncertainty, inflation, increasing interest rates, and interconnection delays. Many of these
challenges will likely carry over into 2023, creating strong headwinds.”

According to the UN, their Renewables 2022 Global Status Report shows that “..global energy transition the world had
hoped for is simply not happening.”

But Deloitte add a positive outlook: “Growth will likely accelerate, powered by robust demand and the record-breaking raft
of clean energy incentives in the Inflation Reduction Act (IRA).”

Fossil fuel companies have reported record profits as global energy prices have spiked. An investment surge — for all
energy sources and technologies — seems likely. Current energy investment runs at $2trn pa, with an increasing skew
towards renewables:
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Emerging market and developing economies, other than China, account for two-thirds of
the global population, but their share of clean energy investment is both low and declining

Note: EMDE = emerging market and developing economies; MER = market exchange rate; 2015-19 indicates
average annual figure; 2022e = estimated values for 2022.

Source: |EA

But 80%+ of energy demand is still met by fossil fuels, a stubbornly high proportion: post-Covid energy demand growth was
largely met by non-renewables. European shortfalls due to the Ukraine war have brought more coal and oil back on stream,
plus bonanzas for US and Norwegian gas suppliers. Projected peak dates for oil and gas demand keep getting pushed out.

But even without pandemics and wars, renewables face economic challenges. In a recent paper, Benthem et al. discuss
limits on physical transition rates and risks of aggressive divestment.

Some considerations quoted in the paper are strictly commercial: “...we’ve concluded that our company can’t create value
for shareholders by going into wind and solar” (Mike Wirth, Chevron CEO).
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And practical obstacles also distort the commercial picture: “We cannot start enough new green companies to get to net
zero. It’s simply not possible...The incumbents matter, they must transition, they must be rewarded”. (Bernard Looney, BP
CEO)

Low interest rates have driven down the cost of capital for new investment projects — so rising rates might help the
commercials. Effective carbon capture might buy more time for transition, although more radical steps are likely to have a
growing political and social following.

If renewables businesses are unattractive investments, are they also bad credits?

The credit distributions below suggest not; Renewables companies are on average better credit risks than the traditional
Oil & Gas sector:
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Renewables are clustered in the centre of the scale, with bbb firms as the largest category (bb for Oil & Gas). But the b
category has increased in recent months, while the Oil & Gas distribution shows a modest move in the opposite direction.

These changes reflect a dramatic change in average PDs for the two groups (44 Renewables firms, 105 Oil & Gas firms):

-60%
-50%

-40% =2
K] _ £
X -30% S3
= © 5
=] . o2
o -20% 5 £
(@] £
c -10% X o
o & £
2 0% w=p—s g — i - ©
— = ©
@ "\ B S
5 10% e 58
—, ey ®
20% N S |
Na—a l
30%
40%
O ™ ™ ™ ™ ™ ™ T T T v v — N AN AN NN ANANNANNNANOM
AYPPAQPPAAPAFAPPAFYPAQPAFAQFAQYAA
c 5 >c 5 O T 2 c L5 >c 5 O T 2 c
@ o8 o 3 o R o} o8 S = o o 3
ASP=s<2352H02388P=<235250248S8
-e-0il & Gas -#-Renewable Energy
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In the past two years, renewable credit risk has deteriorated by close to 30% and traditional energy has improved by
nearly 50%.

Fossil fuel is booming because supplies are reliable, adjustable and easily available; renewables like solar, wind, hydro

and even bio are at the mercy of the weather. This volatility discount on renewables has made transition difficult, but the
cost of solar and wind has dropped enormously in recent years and should continue to do so.

creditbenchmark.com
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But as the below upgrades vs. downgrades’ charts illustrate, there are some signs that the credit tide may be turning:
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The most recent balance between upgrades and downgrades is turning positive for renewables, but heading towards
negative for traditional firms.

This is encouraging — energy shocks bring higher prices, but they also propel the search for new supplies and new
technologies. Fossil fuels are a luxury with increasingly unaffordable costs for the environment; but while the short term
effect of the energy shock may be more fossil extraction, it may also accelerate the transition to more sustainable sources.
Higher prices are a major political and social issue, but they also rebuild balance sheets and fund further investments.

1 The upgrades vs. downgrades graph looks at the percentage of entities upgraded and downgraded in each month; the rating changes are
defined using CB21 credit category scale. It also plots the balance between upgrades and downgrades, highlighting any bias in rating changes.
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Credit Consensus Ratlng
and Analytics

Credit Benchmark provides Credit Consensus Ratings and Analytics
based on contributed risk views from 40+ of the world’s leading financial
institutions, including 19 GSIBs, domiciled in the US, Continental Europe,
Switzerland, UK, Japan, Canada, Australia and South Africa.

For regulatory and business reasons, these financial institutions have
each created their own regulated internal credit rating agency to assess
the creditworthiness of tens of thousands of obligors. Credit Benchmark
collects, aggregates and anonymises this information to provide an
independent, real-world perspective of risk, delivered twice monthly to our
partners.

Credit Benchmark fills an information gap left open by traditional credit

risk content providers by offering a timely, comprehensive view of credit

risk which proves complementary to issuer-paid rating agencies and third
party model vendors. The first of its kind “credit consensus” data reflects the
expertise of more than 20,000 credit analysts across the contributing group
- a powerful example of the wisdom of crowds.

Credit Consensus Ratings and Analytics are available on over 70,000
corporate, financial, fund and sovereign entities globally, most of which are
unrated by credit rating agencies.

Data that works for you

Credit Benchmark data is available via our Web App, Excel add-in, API, flat-
file download, and third-party channels including Bloomberg.
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Point-in-Time (PIT) Impairments
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Supply Chain Risk
Trade Credit Insurance
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Accounts Payable & Receivable

10 Million
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Estimates Per Year

44 Million+ Estimates
Collected Since Launch

70,000+

Entities Covered

2X

Twice Monthly
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