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Key Takeaways From the IPCC Report @ SASED
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IPPC Sixth Assessment Report Published in April 2022 DRIVING AMBITIOUS CORPORATE CLIMATE ACTION
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Climate Change 2022
Mitigation of Climate Change

O Global GHG emissions have continued to rise, but GHG emissions must peak in
the next three years to preserve our chances of meeting the Paris Agreement's
1.5 C goal.

O There's no room for building new fossil fuel infrastructure, with CO, emissions
from existing and planned fossil fuel infrastructure alone exceeding global 1.5C
budgets.

O Carbon removal will need to play an important role as all pathways that limit
warming to 1.5 degrees C (with no or limited overshoot) depend on carbon
removal.

O Climate finance for mitigation must be 3 to 6 times higher by 2030 to limit
warming to below 2C.

O For the corporate sector, this means transitioning towards business models that
are compatible with a net-zero economy within the next three to five decades

O For the finance sector, this means aligning global capital with what is needed to
mitigate and adapt to climate change, with applications across all regions and
sectors.



Cumulative SBTs

SBTI Is experiencing exponential growth
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- 2,810

companies and financial
institutions committed to
setting SBTs

140

Committed Fls

1,290

Companies & Fls
with SBTs


https://sciencebasedtargets.org/companies-taking-action/
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There Is a lack of clarity on what it means for FIs to be

SBTI Net-Zero Standard
Net-zero foundations paper
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Definition

Net-zero definition in the
financial sector in line
with guiding principles

Guiding principles

Overarching principles to
inform net-zero definition
and the development of
net-zero guidance and
criteria

Criteria

Criteria to inform the
formulation and
assessment of financial
net-zero targets

Net-zero guidance

Practitioner 6s
inform the formulation

and implementation of
net-zero targets in the
financial sector
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SBTi Finance Net-Zero Standard Development Process @ SASED

_________ 1. Net-Zero for Financial Institutions
Foundations Draft for Public
Consultation

(Q4 2021)

2. Final Net-Zero for Financial
Institutions Foundations paper

(April 2022)

3. Final Financial Net-Zero Standard
Including recommendations and qualitative and quantitative criteria

to assess financial net-zero targets

(Q1 2023)
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THE NET-ZERO STANDARD
DEVELOPMENT PROCESS



Financial-Sector Equivalent to Corporate Net-Zero Standard

FINZ Foundations is a first step

SBTi Corporate Net-Zero Standard
Defined criteria and guidance for
credible science-based net-zero
target setting in the corporate sector.

-

FOUNDATIONS FOR SCIENCE-BASED
NET-ZERO TARGET SETTING IN
THE CORPORATE SECTOR
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SBTi Finance Net-Zero Standard

Will leverage and build on the learnings,
credibility, and success of the Corporate Net-
Zero Standard to establish an equivalent
resource for the financial sector.

Foundations for Science-

Based Net-Zero Target Setting

in the Financial Sector:
Draft for Public Comment

Version 0

November 2021

Goal: define target-setting
principles that enable Fls to best
use their influence to achieve
economy-wide net-zero emissions
by 2050.

Provide clarity on key concepts,
such as what it means to reach net-
zero for a financial institution,
transition metrics, and the
components of credible science-

based net-zero targets.
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The Corporate Net-Zero Standard Development Process @ SASED
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Thorough, transparent, and inclusive; has engaged over 800 stakeholders
2020 2021
Sep_ et Jan. Feb-Mar Jul-Aug Sep-Oct Oct:Nov
Publication Setupof \ \ N\ \ \
of the net- | Expert | nitial draft | 1st public Road- ond public |
Zero | Advisor -| iteri IOlt ti testing 'l consultation @ Launch |
foundations G y of criteria | consuttation | process
paper f__.-". ro u p _.----':ll ,-"I;- ,-;J; .f;l .-"';j .f";j
A balanced and Nearly 400 84 companies 167 stakeholders SN
diverse group of participants from participatedto participatedin cnpzs
42 experts from 37 different trial the target the pre-launch
civil society, countries and a setting tool, consultation
academia, & variety of sectors review the
business has participatedin criteriaand
guided the the first public guidance, and
development of consultation provide feedback

the standard

Source: htips: 13



https://sciencebasedtargets.org/developing-the-net-zero-standard
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Overview

L 4
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5-10 year emission reduction targets in line with 1.5AC

By 2050 at the latest Q To set near-term science-based targets:
pathways

51010 years
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To setlong-term science-based targets:
e Target to reduce emissions to a residual level in line with
1.5AC scenarios by no later than 2050

Emissions (tCO.e)

A
v

Beyond value chain mitigation:
o In the transition to net-zero, companies should take action to
1.5/AC-aligned

- e . mitigate emissions beyond their value chains. For example,
emlr?smns purchasing high-quality, jurisdictional REDD+ credits or
° pathway investing in direct air capture (DAC) and geologic storage

Neutralization of residual emissions:
Abatement within the GHGs released into the atmosphere when the company has
value chain ° achieved their long-term SBT must be counterbalanced

through the permanent removal and storage of carbon from
Removals the atmosphere

Reductions or removals beyond a
companyds value <chain

© Net-zero emissions ‘ Required Recommended



SBTi Corporate Net-Zero Standard

Contrast with long-term SBTs for Fls

Corporate Net-Zero
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Questions to Address for Financial Institutions

. Achieving a scale of value chain emissions reductions

A How should net-zero be defined for the financial sector to ensure

Net-Zero consistent the point of reaching global or sector net-zero in FiIs can use their influence to achieve real world emission
Definition and 1.5eC pathways and reductions?
Claim . Neutralizing the impact of any residual emissions by AWhen can Flobés -xrdraddn? to be fAnet
permanently removing an equivalent volume of CO2
Role of cl::)c;)rr?s ;rigzp;gﬁ.:mISS'on reductions toward the progress of A What role should carbon credits play in Fis net zero targets and

Carbon Credits

an option for neutralizing residual emissions or to finance
additional climate mitigation beyond SBTs

how can Fls support the investment in needed CDR
technologies?

Neutralization

Companies shall remove carbon from the atmosphere and
permanently store it to counterbalance the impact of any
unabated emissions that remain once companies have
achieved their long-term SBT, and thereafter

A What role do Fls play in supporting companies to achieve net-
zero through neutralization of residual emissions?

Fossil Fuels

The SBTi has paused commitments and validation of
companies in this sector, whilst methodologies are subject to
external review. Read more here.

A Should fossil fuels be specifically addressed in net-zero target
formulations?

17


https://sciencebasedtargets.org/sectors/oil-and-gas

SBTi Net-Zero Project Overview

Standard Development

A Net-zero target setting criteria
A Net-zero FI manual
A Net-zero how-to-guide

Target Validation
A Developmentof target-validation

resources (e.g. submissionform, etc.)
A Pilot validation of road test companies

A Official validation of first adopters

Communications

A Media presence
A Social mediadrumbeat

A Blogs
A Case studies
A Newsletters

. SCIENCE
BASED
TARGETS

LAl kG ARG TIOLE COAPCAT SLMITT AGT N

Technical Development

To o To I

Methods

Net-zero target-setting tool
Portfolio neutralization

Validation and integration of IEA NZ
2050 scenario

Engagement

Too To Too T o I

Road testing process
Webinars

1:1 support

Recruitment of first movers
Public consultation

EAG management

18
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Net-Zero Foundations SRoeD

TARGETS
Net-zero foundations covers five key topics relevant for setting the basis of a net-zero

target-setting standard

1. Landscape Analysis

Deconstructing Fl net-zero targets and identifying relevant net-zero strategies that can be used

2. Guiding Principles

FOUNDATIONS FOR
SCIENCE-BASED NET-ZERO Four principles to guide formulation of net-zero definitions
TARGET SETTING IN THE
FINANCIAL SECTOR

VERSION 10 3. Definitions

April 2022

Determine the meaning of net-zero goals for Fls

A 4

4. Net-Zero Strategies and Metrics

3 key strategies and relevant metrics to track progress

A 4

5. Target Formulation and Tracking

Address the role of offsets, fossil fuels, climate solutions, and nearterm targets

20



The Net-Zero Landscape @ SASED
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Fls, covering over US$130 trillion in assets have made net-zero commitments but there is
no standardization to evaluate and validate forthcoming targets

A closer look into financial sector net-zero targets shows that targets often differ across three key
dimensions:

Mitigation Strategy

A Engagement
A Investmentin Climate

Boundary
A All GHGs vs. CO2

A Financing activities

Solutions
A Sectorreallocation
A Divestment

A Portfolio companies S1+2
or S1+2+3

These variations make it difficult to compare goals, assess progress, and evaluate the credibility
of F | &fférts to achieve net-zero.

21



Mitigation Tactics SASED

_ o _ TARGETS
How do financial institutions intend to neutralise the impact of their activities on the climate  swwsusmos oo e s
and support global net-zero goals?

FI mitigation strategies usually consist of various combinations of tactics that can lead to different outcomes
for Fls, but also for society and the climate

Mitigation Outcomes

Mitigation Tactics

Reduce emissions exposure

Divestment + Exclusions Sector Reallocation
Engagement Reallocation Within Sectors Reduce portfolio companies emissions
Climate Solution Financing e.g. Climate Solution Financing e.g. Reduce emissions of other companies by
Renewable Energy Infrastructure financing necessary climate solutions

Carbon Removal Removal of CO, from the atmosphere

22



Guilding Principles
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How do we design a standard for setting and assessing long-term net-zero targets that is

informed by science?

Principle 1: All relevant operational and
financing activities, and scope 1, scope 2,

and scope 3 GHG emissions (which should
cover portfolio compan
3 emissions) should be aligned with global
net-zero goals

Compieieness

Principle 4: The mitigation strategy used
by an FI should promote the financing of o
decarbonization efforts along appropriate Decarbonisation and
sector pathways while also financing the Climate Solutions
climate solutions necessary for a net-zero
economy.

Science-Based
Ambition

Real Economy Impact

Principle 2: In accordance with the most
recent climate science and best practices,
Fls should transition and align their
financing activities to net-zero inline with
pathways that achieve the goal of the Paris
Agreement to limit warming to 1.5°C with
no or low overshoot, and the Sustainable
Development Goals

Principle 3: FIs should leverage their
abilities to influence and engage other
actors as well as focus their financing
activities to help achieve economy-wide
decarbonization and a just transition, and
not simply reduce portfolio exposure to
GHG emissions

23
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Net-zero definition should clarify whether the goali s f or i ndi vi duaderFolos wiot Mianc hti reevier ncev
portfolios or to contribute to achieving global net-zero goals via its lending and investment activities.

Net-Zero Definition for Fls

For FIs to be consistent with the global goal of reaching net-zero
emissions, and the net-zero principles, two conditions must be met:

Global Net-Zero Goal

anthropogenic emissions of GHGs A align all financing with pathways that limit warming to 1.5°C with
are balanced by anthropogenic no or limited overshoot, and
removals over a specified period A neutralize residual emissions through the financing of activities

that permanently remove an equivalent amount of atmospheric
carbon dioxide.

The conditions for FlIls to makezercdreeachignet-Z e i@ cfalivg mmgentad sama
dependent on the methods and metrics Fls use to track progress towards these goals which will be finalized as part of the
wider net-zero standard development process.

24



Strategies and Metrics

Overview of potential net-zero strategies and metrics currently used by Fls

Net-Zero Strategy

1. Portfolio
Emissions

2. Portfolio
Alignment

3. Portfolio
Contribution

Claims

Net-zero claims are based on measuring and tracking
emissions associated with financing activities i.e. reducing
financed emissions along relevant sector pathways and
financing emission removals to achieve net-zero portfolios

Net-zero claims are based on assessing the relative level of
net-zero alignment of their financing activities i.e. reaching
a state where all portfolio companies achieve net-zero

Net-zero claims are based on shifting financing toward

technologies needed for the real economy to reach net-
zero emissions i.e. reaching a state where all financing

contributes towards achieving a net-zero economy

SCIENCE
BASED
TARGETS

Metric Types

A Absolute Portfolio Emissions
(tCO.e)

A Portfolio-Wide Intensity, e.g., Weighted Average
Carbon Intensity (tCO2e/revenue)

A Sector-Based Physical Intensity
(e.g., tCO2e/MWh)

A Binary Target Measurement
A Implied Temperature Rise

A Capacity-Based Metrics

A Internal Carbon Price

A Green Metrics (e.g., Taxonomy or Revenue
Share)

25
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The Role of Carbon Credits & SASED

A Following the precedent of the corporate net-zero standard, the purchasing of carbon credits should not be
used by Fls to claim net-zero. However, Fls have an important role in the financing of carbon removal
solutions which should be reflected in net-zero targets.

Financial Institutions

- Transitionto Net-Zero: Fls can support
market developmentvia directinvestmentin
carbon removal projects.

Corporate Net-Zero Standard Precedent
- Transitionto Net-Zero: Purchase carbon

credits as optional compensation

- At Net-Zero: Neutralize residual emissions
via permanent removal of equivalent amount
of CO,

- At Net-Zero: How should Fls think about
neutralization: at the company level or the
portfolio level?

A How Fls can approach neutralization of unabated financed emissions across asset classes, sectors, and
portfolio company value chains:
A Portfolio balancing: balance positive and negative financed emissions through financing of carbon
removal activities

A Individual company neutralization: support portfolio companies to neutralize their own residual

emissions and achieve net-zero status
26
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How should fossil-fuel financing be addressed in net-zero targets?

O More than 80% of survey resondents agreed that financial institutions should explicitly include fossil fuel

reduction targets as part of their net-zero targets
O While SBTi works on resolving a detailed oil and gas sector target-setting method, the 'disclose, transition, and

phase-out' approach is intended to guide FIs' net-zero target formulations

Disclosure Phaseout

Fls start by disclosing all fossil-fuel Engage with fossil-fuel companies to A final phaseout of financial support
related financing activities. adopt net-zero targets and action plans, to existing coal assets by 2030 and
Distinguish between status quo and with divestmentfor companies that are to existing oil and gas assets by
transition activities unable or unwilling to transition inline 2040, forall companies that are not

with net-zero pathways on credible transition pathway

27
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ADefinitions: How should the net-zero definition and mitigation strategies apply to different types of Fls?
How can different types of financing activities be captured in the boundary of a net-zero target?

AClimate Solutions: Whatis the role of climate solutionsin net-zero targets, specifically as they relate
to metrics and how the rate of climate-solution financing could be tied to science-based scenarios?

ANet-Zero Claims: Whatare the conditionsthat an Fl needs to meetto claimthat they are aligned with
global net-zero goals?

Alnterim Targets: How should the near-term target setting framework for Fls evolve to ensure that it is
fully consistentwith the net-zero target framework?

28
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The First Step in the Standard Development Process IS A3 OO G AT
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Net-Zero Standard Development Process @ BASED

We are
here
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