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About [IGCC

The Institutional Investors Group on Climate Change
(IIGCC) is the European membership body for investor
collaboration on climate change and the voice
of investors taking action for a prosperous, low-
carbon future. IGCC has more than 300 members,
mainly pension funds and asset managers, across
22 countries, with over €37 trillion in assets under
management. Our mission is to mobilise capital for the
low-carbon transition and to ensure resilience to the
impacts of a changing climate by collaborating with
business, policy makers and fellow investors. IGCC
works to support and help define the public policies,
investment practices and corporate behaviours
that address the long-term risks and opportunities
associated with climate change. For more information
visit wwwi.iigcc.org and @iigccnews.
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Introduction — why banks should be

Paris-aligned"

This document sets out investor expectations for banks
to manage climate-related risks and opportunities
by aligning their activities with the goals of the Paris
Climate Agreement?. It seeks to build upon other initia-
tives, such as PACTA and PCAF, by clarifying investors’
positions and requests.

A core objective of the 2015 Paris Agreement is to
make “finance flows consistent with a pathway towards
low greenhouse gas emissions and climate-resilient
development™. In 2018, the Intergovernmental Panel
on Climate Change (IPCC) published a special report*
showing the urgency of keeping warming below 1.5°C
to avoid harmful — and often devastating — societal
consequences, and of reaching net zero CO, emis-
sions by 2050° in order to do so.

The warming of the world’s climate and policy
responses to drive decarbonisation in line with the
Paris Agreement creates an unprecedented challenge
for banks. The Financial Stability Board has pointed to
the multiple transitional, liability and physical risks that
the sector faces across all its activities, and the vital
importance that these are properly managed®. While
a great deal of the focus has been on the lending
activities of banks, other activities such as asset
management’, investment banking and underwriting
should not be overlooked. This will require a shift in
the strategy of each organisation.

At a high level, banks need to reduce financing of
fossil fuel and other activities that generate significant
levels of CO,, and increase funding of low carbon
solutions to facilitate the transition towards net zero
emissions by 2050. According to the IPCC, estimates
of the investment required to keep warming below
1.5°C range from USD 1.6 trillion to USD 3.8 trillion
annually between 2016 and 2050 for supply-side
energy system investments alone. Most discussions of
climate action focus on energy, industry and transport.
A special report from the Intergovernmental Panel on
Climate Change (IPCC) states unequivocally that land
is critically important as well—both as a source of
greenhouse gas emissions and as a climate change
solution. There is also a need to invest in adaptation
to build resilience, such as in urban infrastructure. The
Global Commission on Adaptation finds that investing
$1.8 trillion globally from 2020 to 2030 could gener-
ate $71 trillion in total net benefits®. These enormous
shifts in capital away from fossil fuel-based activities
towards the clean economy present both risks and
opportunities for banks. Investors and the public need
both a clear commitment that banks are shifting their
strategies to align with achieving net zero emissions
by 2050, and also better disclosure about how this is
to be achieved.

This paper is broken down into three sections®:
Alignment with the goals of the Paris
Agreement; Governance of Climate
Risk; and Disclosure. The expectations
outlined are offered from the perspective of
international equity and fixed income investors
and, thus, are pertinent to both listed and private
banks located in all geographies.




1 Alignment with the Paris goals

Investors request that banks align their provision
of finance with the delivery of the goals of the Paris
Agreement and the achievement of global net zero
carbon emissions by 2050. This means that banks
should steadily eliminate their financing of fossil fuel
and other misaligned activities not consistent with
a 2050 emissions target, while increasing finance
to zero and low-carbon solutions that are vital to its
achievement.

Net zero Commitment by 2050 and
interim targets

- Investors request banks commit to becoming
net zero by 2050. Banks should address the
emissions associated with their operations (Scope
1 and 2 emissions). However, because the bulk of
their emissions are associated with their financial
services, including commercial, project and retail
lending, investment banking, securities trading,
etc (Scope 3), the primary effort should be towards
ensuring these indirect emissions are brought down
to net zero by 2050.

- A clear timeline with milestones and interim
targets for getting to net zero emissions by 2050.
Investors ask that this is supported by steadily
tightening conditions tied to financing activities
(see below under Engagement and Collaboration).

- Such policies should integrate the concept of
a Just Transition in all regions, by considering
the negative economic and social consequences
on particular workers and communities that are
dependent on today’s emissions intensive economy,
keeping in mind that this must not call into question
the importance of addressing climate change, which
threatens humanity more broadly.

Engagement, Collaboration and
Withdrawal of Finance

- Investors request banks set explicit conditions
when providing financing tied to net zero com-
mitments, with clear timelines and milestones for
reducing emissions. We ask that banks develop
short- and medium-term greenhouse gas emission
targets by sector/ geography to guide the condi-
tions applied, and reduce financing of misaligned
activities while scaling up green financing. These
targets should cover scope 1to 3 emissions and
we ask that engagement activities and progress
towards targets be reviewed and reported annually.

- Establish transparent sector/industry emission
pathways to guide financing policies™. Prioritise
sectors and industries more likely to be financially
impacted by the energy transition, such as those
identified by the Task Force on Climate-related

Financial Disclosures (TCFD): Energy; Transportation;
Materials and Buildings; and Agriculture, Food, and
Forest Products. Investors expect that activities
already generally incompatible with the goals of the
Paris Agreement are prioritised for curtailed financ-
ing. This includes coal mining, coal-fired power
generation and oil sands extraction, but also those
activities causing emissions through unsustainable
deforestation and land use change, in both devel-
oped and emerging countries. Investors also ask
banks to encourage TCFD disclosure from clients
across all sectors, and require it at least from clients
operating in critical sector groups, as defined above.

- Avoid facilitating ‘leakage’ and over-reliance on
unproven or un-costed negative emissions tech-
nologies / offsets. Rather than carbon-intensive
assets being sold on for continued use elsewhere,
clients should be encouraged to either retire assets
at end of life or before major capex decisions, or to
retrofit with green technologies.

- Collaboration with peers and industry actors will
ensure a common framework is used to assess
and facilitate the decarbonisation of a sector. The
Poseidon Principles illustrate such collaboration
in shipping. We recognise the existence of other
banking sector related climate initiatives and guide-
lines and will coordinate with them.

- Investors also request banks set explicit criteria
for withdrawal of financing to misaligned activities
that are benchmarked against sector/industry net
zero pathways.

Scaling up Green Finance

- Banks are asked to articulate strategies for scal-
ing-up green finance with clear goals™. We also
request this is supported by ensuring the cost of
capital properly reflects falling risks as the world
ratchets up support of the Paris goals. Investors
believe scaling-up green finance should be addi-
tional to — not instead of — achieving absolute
emissions reduction targets'™. For the avoidance of
doubt, avoided emissions arising from green finance
should not be used as an offset when calculating
the bank’s Scope 3 emissions.

- Investors request special consideration is made of
the need to support developing countries in the
transition where relevant. Banks should support
low-carbon growth™ where it is most needed and
develop innovative financial instruments, such as
public-private blended finance initiatives, to drive
innovation and fund climate solutions, whilst being
mindful of the broader societal impact in the context
of the shift to green finance.



2 Governance of Climate Risks and

Opportunities

The whole board of directors is accountable for
ensuring a bank’s strategy is aligned with the
net zero commitment. Investors would like to
see a sub-committee to the board, either a new
or existing committee such as the Risk Committee,
tasked with overseeing the strategy in more detail
—including ensuring climate risks and opportunities
are embedded into financial planning, enterprise
risk management as well as ongoing monitoring of
progress against targets — and engaging with inter-
nal and external stakeholders. The incorporation of
Net Zero commitments into Articles of Association
or related governing documents would also be
supported.

Boards and senior executives should have the
requisite skill sets and knowledge to oversee
the bank’s climate strategy. Directors require
full access to internal and external research and
advice to support them in their role of overseeing
the climate strategy. Investors request educational
programs be developed for staff to better under-
stand how physical and transitional climate risks
impact the bank, and the growth in green finance
opportunities. A cultural shiftis needed at all levels
of the company to truly embed a successful net
zero strategy. Banks should also set out where
responsibility for climate-related risks and opportu-
nities lies within the organisation below board level
and the processes for managing them, including
where accountability lies at the executive and senior
leadership level’.

Investors ask that Remuneration Committees
ensure variable remuneration is aligned with
delivery of the Net Zero commitment and interim
targets. For example, by implementing a ‘Paris-
underpin’ such that performance-related pay is only
awarded once the Remuneration Committee affirms
that performance is aligned with delivering the
net zero commitment and its associated progress
timeline. Appropriate clawback provisions could
also be considered.

We also ask Audit Committees to ensure the
financial statements consider material climate
risks associated with a move towards net zero
emissions by 2050 and Risk Committees to
ensure climate risk is effectively integrated in all
the key risk categories. Investors request that Audit
Committees be mindful of the guidance provided
by relevant standard setting bodies, for example,
that recent guidance provided by the International
Accounting Standards Board on incorporating
climate risks be adhered to, including testing banks’
loan loss provisioning and fair value accounting for
climate risks™. The Audit Committee should also
ensure the auditor incorporates climate risks into the
audit process, and alerts shareholders where there
are inconsistencies. Where directors choose not
to use Paris-aligned assumptions in their accounts,
investors ask that they undertake sensitivity analysis
to Paris-aligned assumptions.

Investors call for advocacy to be aligned with the
Paris Agreement. Where external policy outreach is
undertaken, banks should proactively support gov-
ernment policies aligned with the Paris Agreement.




3 Disclosure

We request companies disclose their climate
governance, strategy, risk management approach
and metrics and targets to be in line with the rec-
ommendations of the TCFD'™ 6, Where possible,
this should be integrated into the Annual Report and
Accounts to shareholders and be independently
assured. Investors ask that banks conduct robust
scenario analysis. Scenario analysis can be used
to test resiliency of the bank to climate-related
financial risks and the alignment of the activities
to 1.5°C pathway. For example, scenario analysis
can be conducted using the recommendations of
the NGFS taking into account three scenarios: a
smooth transition to 1.5°C which will form the basis
of the net-zero strategy and will be the scenario
of reference, a disorderly transition to 1.5°C and a
higher temperature scenario outcome of +3°C of
warming". Disclosure should include how the bank
will amend its strategy to deliver its commitment
to be Paris-aligned and the associated financial
implications.

Investors ask banks to assess and disclose the
greenhouse gas emissions associated with their
financing activities, including lending, underwrit-
ing, investments, etc™®. Monitoring such emissions
will help achieve emissions reduction targets.

Ratios of ‘green’ and ‘non-green’ finance may be
useful in demonstrating alignment to the Paris
Goals, but should be balanced and understand-
able. To enable standardisation and comparison,
banks should work to provide disclosure according
to a global taxonomy' and explain how such classi-
fication is being applied to their products. Example
metrics could include the amount and proportion of
high carbon assets relative to total assets and the
amount of financing connected to climate-related
opportunities.

We request that published accounts, includ-
ing audited and unaudited interim accounts,
incorporate material climate risks associated

with achieving net zero emissions by 20502°,
Shareholders should have visibility over the expo-
sure of banks’ loan and trading books to climate risks
— both transitional and physical. Where assumptions
used are not Paris-aligned, we encourage directors
to disclose in the notes to the accounts how such
assumptions would impact the reported numbers.

Investors ask that auditors alert shareholders
where accounts are not Paris-aligned. If not
provided by directors, the auditor should offer
supplementary disclosures to indicate the potential
sensitivity of the financial statements to using Paris-
aligned assumptions. The auditor should attest to
the consistency between the narrative disclosures
on climate risks with the assumptions underpinning
the financial statements.
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Disclaimer

Limitations and assumptions:

The IIGCC refers to publicly available information which
it believes in good faith to be reliable. However, the
[IGCC makes no representation or warranty (express or
implied) as to the completeness, accuracy or currency
of such information or data, nor to the completeness,
accuracy or currency of the information in this Report.

The information contained in this report does not nec-
essarily represent the views of all members of IIGCC
or its member investors.

No forecast or prediction:

This Report does not contain or comprise, forecasts or
predictions. IGCC neither makes nor implies any rep-
resentation regarding the likelihood, risk or expectation
of any future matter. To the extent that any statements
made or information contained in this Report might be
considered forward-looking in nature, they are subject
to risks, variables and uncertainties that could cause
actual results to differ materially.

No financial advice:

The information contained in this Report is general
in nature. It does not comprise, constitute or provide
personal, specific or individual recommendations or
advice, of any kind.

Exclusion of liability:

To the extent permitted by law, we will not be liable to
any user (whether an individual or an organization) for
any direct, indirect or consequential loss or damage,
whether in contract, tort (including negligence), breach
of statutory duty or otherwise, even if foreseeable,
relating to any information, data, content or opinions
stated in this Report, or arising under or in connection
with the use of, or reliance on, the this Report.
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This investor expectations document is part of IGCC’s

Paris Aligned Investment Initiative which is working toward
developing a comprehensive approach for aligning
investment portfolios with the Paris Goals and is intended

as a first step for determining how banks can be considered
‘Paris aligned’ as part of the recently launched Net Zero
Investment Framework.

Other actors of the financial system such as stock exchanges,
insurers and ratings agencies also play a critical role in the
delivery of the goals of the Paris Agreement. This paper
focuses on banks in the first instance.

Article 2.1c — see: https://unfccc.int/sites/default/files/
english_paris_agreement.pdf

https://www.ipcc.ch/sr15/

Specific timelines for reaching net-zero may vary by region,
for example in developing markets.
https://www.fsb.org/work-of-the-fsb/policy-development/
additional-policy-areas/climate-related-financial-
disclosures/

The IIGCC Paris Aligned Investment Initiative seeks to help
institutional investors implement their ambitions to reduce
carbon emissions and increase investments in climate
solutions in line with the Paris goals.

GCA 2019 https://gca.org/global-commission-on-
adaptation/report

This framework is aligned with that used by Climate Action
100+.

There are several initiatives underway to establish sector/
industry net zero pathways, notably the Science-based Target
Initiative.

Emerging frameworks, such as the EU taxonomy, will
increasingly be used to classify what constitutes ‘green’ or
‘sustainable’ finance.

Green bonds are one tool for achieving this, voluntary
guidelines are provided by the Green Bond Principles (GBP)
from the International Capital Market Association (ICMA)
Low carbon growth should not be interpreted as a free-
pass to include enhanced gas infrastructure investment

as this would also amount to lock-in of carbon-intensive
infrastructure.
https://www.ifrs.org/news-and-events/2019/11/nick-
anderson-ifrs-standards-and-climate-related-disclosures/
Bank-specific guidance is provided in the TCFD Annex:
https://www.fsb-tcfd.org/wp-content/uploads/2017/12/
FINAL-TCFD-Annex-Amended-121517.pdf

Additional disclosure requirements will also need to be
adhered to, such as EU Guidelines on Climate-related
Disclosures (part of the NFRD) for EU banks.

These scenarios are in line with the recommendations of the
Network for Greening the Financial System https://www.
ndfs.net/sites/default/files/medias/documents/ngfs_guide_
scenario_analysis_final.pdf

The Partnership for Carbon Accounting Financials (PCAF) — a
finance industry collaboration — is developing one potential
framework for measuring carbon emissions embedded within
banks underlying loans and other financing activities.

The EU taxonomy for example is aimed at providing a
classification system to identify economic activities that
support the transition to a low-carbon economy.

20 Please refer to IGCC, “Paris-aligned audited accounts:

investor expectations”, 2020 for more detail.

These Investor Expectations are
supported by the following investors
and their representatives, representing
the interests of both shareholders and
bondholders:

Amundi Asset Management
AP2

Aviva Investors

Brunel Pension Partnership Ltd

Caisse de prévoyance de I'Etat de Geneve

Candriam

Church Commissioners for England
DWS Investment UK Limited
EdenTree Investment Management

EOS at Federated Hermes (on behalf of
its stewardship clients)

Fidelity International

GAM Investments

Handelsbanken Fonder

Jupiter Asset Management Limited
KBI Global Investors

Legal and General Investment
Management

Local Pensions Partnership Investments
Lombard Odier Asset Management
M&G Investments

Merseyside Pension Fund

Nest Corporation

Nordea Asset Management

Northern Trust Asset Management
OFI Asset Management

Ohman

PIMCO

P+, Pensionskassen for Akademikere
Rathbones Investment Management
Robeco Asset Management

Royal London Asset Management
RPMI Railpen

Sarasin & Partners LLP

SEB Investment Management
Storebrand Asset Management AS
The Cornwall Pension Fund
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