
Our Second Quarter Performance

The energy, food, and transportation industries are critical 
building blocks of the global economy. All three, and the 
supply chain structure that supports them, are systems in 
various stages of transition to more sustainable models. 
Driving these transitions is demand around the world for 
new solutions to the challenges of climate change, food 
security, and energy security. We believe the efficient, safe, 
reliable, cost-effective, and secure transitioning of these 
foundational global systems presents an opportunity to 
create distinct advantages that can unlock tremendous 
value.

A common element in each of these mission-critical 
industries is that a hard switch from the old legacy system 
to a new more sustainable one would bring the global 
economy to a halt. Instead, transitioning requires running 
parallel systems for an extended period of time. How long 
the transition lasts is determined by a number of factors 
unique to each industry such as complexity of operations, 
availability of resources, and incumbent companies with 
a vested interest in slowing down or accelerating the 
change. The result is that no one can be certain when the 
transitions will be complete.

We try to minimize that uncertainty by better 
understanding how systems work, what’s driving them, and 
how new technologies or bottlenecks will impact them, 
and we want to understand each company’s role in the 
system in which they operate. We believe an approach that 
seeks to understand the entire system in all its layers and 
complexity, rather than one or two companies within it, 
allows us to see the connections between disparate parts, 
enables us to unblock the strategic bottlenecks, create 
enduring opportunities to generate alpha, and realize far 
greater value than a simple thematic approach. 

Investors focused just on a single industry or sector can’t 
possibly see the whole picture. Others, driven by how they 
wish the world would work rather than how it actually does 
work, will place their bets on hoped-for outcomes rather 
than the processes needed to produce those outcomes. 
We believe in a more sustainable world, but we’re not 
dogmatic. We’re investing in each step along what could be 
a multigenerational journey with the goal to make outsized 
profits year after year. By taking a systems approach, we 
get a clearer sense of where those profits will come from.
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We have been focused on the methane issue because we 
believe addressing methane emissions through transparent 
reporting that enables reductions is a central component 
in what good looks like for oil and gas producers. Part and 
parcel, cutting methane is the fastest way for oil and gas 
producers to contribute to immediate decarbonization 
goals. Methane released this year will cause more 
warming over the next 10 years than all of this year’s 
carbon emissions from fossil fuels as methane has 80x the 
warming potential versus carbon.1 

Much of the methane released through oil and gas 
comes in the form of simple leaks during production, 
transportation and storage. These leaks often go 
undetected today and the Environmental Defense Fund 
has estimated that methane emissions could be up to 60% 
higher than being reported per EPA standards.2  Joining 
OGMP will catapult these companies forward in their use 
of advanced methane technology detection and will bring 
a level of transparency in the form of outside third-party 
verification of reported methane emissions that does not 
exist today. 

This is a prime example of why constructive engagement 
is necessary and Engine No. 1 is uniquely positioned to 
help drive towards tangible results. We do not believe 
that certain groups that have moved down the path of 
divestment can drive these types of outcomes. But as 
engaged investors in these companies who understand 
both systems and industries, we can find practical solutions 
for complex problems and drive value simultaneously.  

A sustainable food system will need to develop new 
ways to sustain billions more people that doesn’t involve 
cultivating more Brazilian farmland. A sustainable energy 
system will mean abundant baseload power with negligible 
carbon emissions. And a sustainable transportation system 
will require affordable and reliable electric vehicles in order 
to decarbonize. 

We define sustainability as systems, industries, and 
companies that are able to cover their cost of capital while 
internalizing all of the externalities associated with their 
operations. Our focus on systems in transition led us to 
develop a framework to better evaluate these externalities 
that we call the Total Value Framework.

Engagement Update

In our engagements with companies, we strive to find 
practical and economic solutions to create value in an 
increasingly sustainable world. Engine No. 1 spent the past 
year leading outreach to stakeholders across oil and gas 
companies and environmental NGOs that culminated 
in three industry leading companies – ConocoPhillips, 
Pioneer Natural Resources and Devon Energy – joining 
the Oil and Gas Methane Partnership (“OGMP”) 2.0, a 
voluntary, public-private partnership aimed at enhancing 
transparency and minimizing methane emissions from 
global oil and gas operations.

1 Environmental Defense Fund (EDF). “Methane: A crucial opportunity in the climate 
fight,” 2022. https://www.edf.org/climate/methane-crucial-opportunity-climate-fight

2 Environmental Defense Fund (EDF). “Major studies reveal 60% more methane 
emissions,” 2022. https://www.edf.org/climate/methane-studies

© 2022 ENGINE NO. 1 LP 2



Performance Breakdown Top 5 Contributors

Furthermore, our engagements enable us to see where 
companies are heading over the long term and allow us 
to skate toward where the puck is going, not chase where 
it has been. This unique perspective provides us with the 
necessary confidence to allocate incremental capital to 
companies like Deere (NYSE: DE), General Motors Co 
(NYSE: GM), and Ford Motor Co (NYSE: F), which, despite 
some short-term volatility in 2Q22, are now among the 
largest positions in our portfolio. Our research indicates 
that they offer to most upside as a direct result of the 
changing paradigms discussed above, and we continue to 
engage with each of them to help their transitions come to 
fruition. 

SQM was NETZ’s top contributor in 2Q22. They are the 
world’s largest producer of lithium and a significant 
producer of fertilizer from their mining operations in 
Chile. SQM’s share price rallied 65% during 1H22 driven 
by strong lithium prices, a positive outlook for regulation 
of lithium mining in Chile, and high expectations for 
future production growth at SQM. Over the first 6 months 
of the year, prices for SQM’s principal product (lithium 
carbonate) increased 147%3 supported by very strong 
battery electric vehicle demand globally.

Albemarle is a global mining and chemical company 
producing lithium and bromine-based products and 
catalysts for the petrochemical industry. ALB is globally 
diversified and vertically integrated with mining assets 
in South America, Australia, and the USA, and refining 
and processing facilities in Asia, North America, and 
Europe. As a major player in the midstream refining and 
processing of lithium chemicals (unlike SQM), ALB holds 
a strategic position in the lithium industry. Like SQM and 
LTHM, ALB has benefited from surging lithium prices 
this year driven by strong demand from the roll out of 
battery electric vehicles. We believe that ALB is an ESG 
leader in the lithium industry with ambitious targets to 
reduce their water consumption, carbon emissions, and to 
increase representation within their workforce and senior 
management.

Q2 2022 NETZ Top Contributors and Top Detractors†

Sociedad Quimica y Minera de Chile (NYSE: SQM)

Albemarle (NYSE: ALB)

Top Contributors

% Contribution % Exposure
2Q22 6/30/22

Sociedad Quimica y Minera de Chile 
(NYSE: SQM) 0.55% 0.00%

Albemarle (NYSE: ALB) 0.52% 0.00%

Wolfspeed Inc (NYSE: WOLF) 0.10% 4.22%

Solaredge Technologies Inc 
(NYSE: SEDG) 0.00% 7.24%

Livent Corp (NYSE: LTHM) -0.01% 1.89%

Top Detractors

% Contribution % Exposure
2Q22 6/30/22

Rockwell Automation 
(NYSE: ROK) -1.32% 5.20%

Tesla Inc (NASDAQ: TSLA) -1.33% 1.22%

Deere & Company  
(NYSE: DE) -2.04% 9.97%

General Motors Company
(NYSE: GM) -2.04% 7.51%

Ford Motor Company  
(NYSE: F) -2.55% 9.59%

† Gross performance is unaudited. Gross performance attribution is calculated before 
management fees and expenses. The Top Contributors and Top Detractors in the 
above table represent attribution to the Fund’s gross return for the period from 4/1/22 
to 6/30/22. The amount of the profit or loss includes market fluctuations for each 
position. Return figures shown here use the Carino algorithm, which is an industry 
standard smoothing algorithm. Carino Smoothing calculates a factor that scales each 
month’s return and uses compound scaled factor to arrive at the total period return. 
The calculation of gross performance attribution does not correspond to the calculation 
of net performance for the Fund or any investor for the same period because of the 
difference in calculation methodology. The holdings identified do not represent all of the 
securities in the Fund’s portfolio. Additional information with respect to the calculation 
methodology and/or a list showing each portfolio holding’s contribution to the gross 
performance during the period is available for review upon request.

3 Based on Benchmark Mineral Intelligence’s published prices for Lithium Carbonate (Free 
On Board Chile).

Transform Climate ETF (Ticker: NETZ) Q2 2022  

© 2022 ENGINE NO. 1 LP 3



Wolfspeed is the global leader Silicon Carbide technology 
for power and radio frequency semiconductors. Silicon 
Carbide is significantly more efficient than incumbent 
Silicon semiconductors and offers electric vehicles 
with a compelling solution to extend battery life. EV 
manufacturers are lining up to purchase WOLF’s chips and 
WOLF has been ramping up capacity to support the large 
incremental demand. The 1H22 growth selloff temporarily 
pushed WOLF’s stock down below pre-COVID levels, at a 
time when visibility into the company’s earnings inflection 
is as strong as it has ever been. We took advantage of 
this fortuitous discount and purchased shares. The stock 
has bounced back over 40% since bottoming in mid-June 
(through the end of July).

Wolfspeed Inc (NYSE: WOLF)

SolarEdge continues to see strong demand for its 
solar inverter and power optimizer products across its 
geographies and end segments. The company has also 
been ramping up its energy storage battery product 
through 2Q22, and in May of 2022 they announced the 
opening of their new Sella 2 battery cell factory in South 
Korea. SEDG also continues to optimize its operations, as 
it plans to open up a contract manufacturing facility in 
Mexico to serve its US customers, which will significantly 
increase its gross margin and is planned to be fully online 
by year-end 2022.

Livent is a lithium mining company operating in Argentina 
with downstream processing facilities in the US and 
China. We believe that LTHM is interesting not only for 
their exposure to current lithium prices but also because 
they are currently developing exciting expansion projects 
in Argentina, Canada, and Chile to meet the world’s 
growing requirements for battery materials. LTHM is the 
only lithium producer in the world who has successfully 
deployed innovative Direct Lithium Extraction (DLE) 
technology at their operations which has the potential to 
significantly reduce the environmental impact of lithium 
extraction in the future. LTHM is also targeting a 30% 
reduction in greenhouse gas emissions (GHG emissions) 
by 2030 and zero GHG emissions by 2040 along with a 
30% reduction in water usage at their Argentine extraction 
facilities.4

Solaredge Technologies Inc (NYSE: SEDG)

Livent Corp (NYSE: LTHM)

Top 5 Detractors

Rockwell Automation is a global leader in industrial 
automation and digital transformation. Their products 
improve productivity, enable advanced monitoring, 
and help companies identify opportunities to adopt 
better practices. They are specifically designed to help 
customers meet their sustainability needs pertaining 
to energy efficiency, environmental, and safety goals. 
ROK had a challenging 2Q22 (Sept FYE), during which 
supply chain issues led to component shortages (namely 
semiconductors) that prevented ROK from shipping 
finished products to customers. Order growth remained 
robust, and their backlog ballooned higher, albeit with 
minimal cancellations. The stock fell -12% on the day of 
the earnings report (5/3/22), however, ROK reported much 
better results in their 3Q22 report in July, and the stock has 
started to claw back Q2 losses.

Tesla and Elon Musk continued to make almost daily 
headlines in 2Q22, while the stock was especially volatile, 
trading between a high of $1,145 and a low of $628. 
Musk’s acquisition of TWTR has been in the spotlight 
and the story really picked up steam in April. The drama 
overshadowed what we found to be a very strong 1Q22 
earnings report in which TSLA reaffirmed its guidance 
for over 1.5mm deliveries in 2022, despite COVID-related 
disruptions at their Shanghai facility. Margins were very 
strong too. We remain convinced that TSLA will continue 
to be a leader in EV technology and production and could 
eventually even be the largest auto OEM in the world, 
potentially by the end of this decade. 

Rockwell Automation (NYSE: ROK)

Tesla Inc (NASDAQ: TSLA)

4 Livent. “Growing Responsibly: 2021 Sustainability Report.” 2022. https://livent.com/
wp-content/uploads/2022/07/Livent_2021SustainabilityReport-English.pdf
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Top 5 Detractors (continued)

Deere had a surprisingly challenging quarter 2Q22 
following a long stretch of clean prints. At the heart of the 
issue was a lack of parts, similar to ROK, which led to more 
than a $1bn build-up in partially completed machines. 
While parts availability has been a common challenge for 
everyone in the past year, DE navigated the semi-shortage 
without an issue in 2021, which made the result such a 
surprise to investors, leading to a -14% drawdown on the 
news.  Management’s public rhetoric is confident that they 
will finish all of the partially built products in the second 
half of the year and that this issue will prove to be just 
a one quarter push out. Robust agriculture demand and 
rising fertilizer costs are driving increased adoption of DE’s 
precision ag products, and we remain confident in DE’s 
long-term prospects.

Deere & Company (NYSE: DE)

A common theme among our detractors is the inability to 
secure all of the required parts to ship finished products 
to customers that are lined up to buy them. GM is no 
different. The auto shortage is well documented, and 
GM, unfortunately, bore the brunt of this throughout 
2Q22. General Motors lost 27% of its value in 2Q22 as 
they continued to struggle to meet what remains strong 
demand. They pre-announced their 2Q22 results due to 
95,000 unfinished vehicles, sitting on lots at the factories, 
waiting for parts. All the while, auto stock multiples have 
fallen to historically low levels as investors fear the impact 
that an impending recession could have on auto sales. We 
believe that the historical recession playbook for autos will 
not play out this time due to the pent-up demand that has 
surged since the onset of COVID lockdowns.

Ford has traded in lockstep with GM all year, and the 
company fell victim to many of the same headwinds. On 
a more positive note, Ford revealed their F-150 lighting 
electric pickup truck to much critical acclaim. They are 
pushing forward with their EV production and continue to 
see very strong demand. We have been engaged with the 
management teams at both F and GM, and we continue 
to support their efforts to electrify the auto fleet and 
significantly reduce carbon emissions across the globe.

General Motors Company (NYSE: GM)

Ford Motor Company (NYSE: F)

Looking Forward

We continue to live in precarious economic times, but 
NETZ remains firmly grounded in the value that we see 
in the firms that will lead the transition to a net-zero 
economy. Net-zero is our north star, and we remain 
confident that it will lead us out of the present storm.

Since the end of June, our confidence in our engagement 
partners has been rewarded. F, DE, and GM stocks 
increased +32%, +15%, and +14% in July, respectively, helping 
the entire NETZ portfolio gain +15% for the month of July.* 
NETZ is now flat since inception, compared to -10% for 
the S&P 500 over the same period (since 2/2/22)^. It is 
important to remember that these are just short-term 
gains, and we view the opportunity for these companies as 
much larger over the long-term. 

* The performance data quoted represents past performance. Past performance 
does not guarantee future results. The investment return and principal value of an 
investment will fluctuate so that an investor’s shares, when sold or redeemed, may 
be worth more or less than their original cost and current performance may be lower 
or higher than the performance quoted. For the most recent month end performance 
please visit ETF.Engine1.com.

^ Fund performance (since inception) can be found at etf.engine1.com/
netz#performance
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Important Information
© 2022 Engine No. 1 LP. All rights reserved.

Before investing you should carefully consider the fund’s investment 

objectives, risks, charges and expenses. This and other information 

is in the prospectus, a copy of which may be obtained from https://etf.

engine1.com. Please read the prospectus carefully before you invest. 

Investing involves risk, including the possible loss of principal.  

Shares of any exchange-traded fund (ETF) are bought and sold at 
market price (not net asset value (NAV)), may trade at a discount 
or premium to NAV and are not individually redeemed from the 
Fund. Brokerage commissions will reduce returns. 

The Transform Climate ETF (NETZ) is actively managed and may 
be susceptible to an increased risk of loss, including losses due 
to adverse events that affect the Funds’ investments more than 
the market as a whole, to the extent that the Funds’ investments 
are concentrated in the securities of a particular issuer or issuers, 
country, group of countries, region, market, industry, group of 
industries, sector or asset class. Shares are subject to the risks of 
an investment in a portfolio of equity securities in an industry or 
group of industries in which each Fund invests. Investments in 
emerging market countries may be subject to greater risks than 
investments in developed countries. The Funds may purchase and 
write put and call options on futures contracts that are traded on 
an exchange as a hedge against changes in value of its portfolio 
securities, or in anticipation of the purchase of securities, and 
may enter into closing transactions with respect to such options 
to terminate existing positions. There is no guarantee that such 
closing transactions can be effected.  

The description of Engine No. 1’s investment strategy is intended 
to be representative but may be changed from time to time by 
Engine No. 1, and Engine No. 1 may alter the information at its 
discretion. Engine No. 1 intends to be focused and directed in 
the selection of opportunities to actively engage with portfolio 
companies of the Fund. Engine No. 1 intends to measure the 
investment made by companies in their employees, communities, 
customers and the environment, including through the use of 
financial, operational, and environmental, social and governance 
(“ESG”) metrics. While Engine No. 1 may seek an active 
ownership approach, such activities may not be successful or, 
even if successful, the Fund may incur additional costs or its 
investment may still lose value. In addition, while Engine No. 
1 intends to seek opportunities to employ its active ownership 
beliefs, restrictions, corporate policies, regulatory and fiduciary 
concerns may limit the nature and extent of engagement under 
certain circumstances and such activities may not be successful. 

This letter may contain forward-looking statements, which reflect 
Engine No. 1’s current views with respect to, among other things, 
Engine No. 1’s operations and performance. You can identify 
these forward-looking statements by the use of words such as 
“anticipate,” “approximately,” “believe,” “continue,” “estimate,” 
“expect,” “intend,” “may,” “outlook,” “plan,” “potential,” “predict,” 
“seek,” “should,” or “will,” or the negative version of these words or 
other comparable words. Forward-looking statements are subject 
to various risks and uncertainties. Accordingly, there are or will 
be important factors that could cause actual outcomes or results 
to differ materially from those indicated in these statements. 
Engine No. 1 undertakes no obligation to publicly update or 
review any forward-looking statement, whether as a result of new 
information, future developments or otherwise. 

Engine No. 1 may consider any ESG factors as core to its 
investment process but its specific focus for the Fund will be 
on the environmental factors most relevant to climate change. 
Engine No. 1 intends to incorporate ESG insights and analysis to 
ultimately drive financial and operational performance however 
there is no guarantee that this strategy will be achieved, and 
such assessment is at Engine No. 1’s discretion. Engine No. 1 does 
not use ESG ratings or rankings to exclude specific companies, 
but instead uses its own proprietary analysis to attempt to make 
better informed decisions. The Fund may forgo certain investment 
opportunities that do not meet Engine No. 1’s criteria and results 
may be lower than other funds that use different or no ESG 
criteria to screen out certain companies or industries. 

Alpha is a term used in investing to describe an investment 
strategy’s ability to beat the market.

Net zero means achieving a balance between the greenhouse 
gases emitted into the atmosphere and those that are removed 
from it. We believe that solving climate change requires 
investment in capital that gives investors the opportunity to play 
a meaningful role in transforming companies while also greening 
the planet.

SPX refers to the Standard and Poor’s 500, a stock market index 
tracking the stock performance of 500 large companies listed on 
exchanges in the United States.

Engine No. 1 Transform Climate ETF (Ticker: NETZ) Top 10 
Holdings: etf.engine1.com/netz#portfolio

The Fund is advised by Fund Management at Engine No. 1 LLC. 
Distributed by Foreside Financial Services, LLC. 
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