Road-testing process – Corporate bonds
The following describes the road-testing process for corporate bonds portfolios. The goal is for the financial institution to try to simulate the process of setting science-based targets that contribute to reducing GHG emissions in the real economy, in line with the mission of the initiative. In this context, the road-test represents one element of the target-setting process. In order to facilitate the road-test, the application will be limited to three sectors – oil & gas, power, and coal. If you have any questions about this process, please email kelley@2degrees-investing.org. 
The road-test involves two key objectives. First, the road-test is meant to provide technical feedback on the target-setting methodology itself in terms of the tool, calculation rules
The following describes the technical steps for the road-testing process:

1. Identify the current portfolio exposure. This can be done by uploading the portfolio to the PACTA tool found on www.transitionmonitor.com or partnering with a consultant to derive key data points. The image below documents the steps you should take if you use the transitionmonitor.com tool. 
[image: ]
2. Calculate the required target. The portfolio exposure can be inputted into the PACTA road-testing spreadsheet provided together with the road-testing material. In this spreadsheet, you can find the technology / sector tab and fill in the results measured in Step 6 above or the results calculated independently. Column 20 represents the required ‘target change’ as expressed in the sector-specific units that would constitute the required level of ambition for a science-based target. 
[bookmark: _GoBack]NB: This mechanism assumes that the all companies in your corporate bonds portfolio align in aggregate with the target as derived from the climate scenario. The final criteria and recommendations may define materiality thresholds in the presence of large portfolio where influence across all investees may not be realistic. For example, the ultimate target in Column 20 of the excel tool may only focus on those companies representing 80% of the sector exposure, which is likely to be a limited set of companies in most cases. 
3. Reviewing the technical documentation. Road-testers should review the technical documentation for corporate instruments to understand the methodological approaches and choices underpinning the online tool / consultant data and the excel tool itself. 
4. 
Define the scope and target of actions. Based on the analysis developed in Step 1 and Step 2, the next step is to define a universe of companies that you would like to focus on to deliver the target that you have set yourself. This process will basically allow you to understand and plan how to deliver on the GHG emissions reduction targeted in Step 2.  This exercise involves:

a. Defining the action you plan to take (engagement or portfolio allocation);
b. Defining the scope of companies you plan to target (NB: Some company information can be found on the online tool at www.transitionmonitor.com. Alternatively, you can also contact your consultancy partner or 2° Investing Initiative for more information.);
c. Creating a ‘science-based targets portfolio’ with the companies that are the focus of your actions by filtering the companies that are not being targeted;
d. Re-running Step 1 and Step 2 to calculate the specific changes required and the appropriate target for this universe of companies (NB: This can also be done for each individual company). 
e. Testing what percentage the science-based targets portfolio represents in terms of installed capacity / GHG emissions / climate-relevant production unit in the sector for which you are setting the target. As outlined above, the appropriate materiality threshold may be 100%, but a reasonable approach is being tested for in this road-test exercise.  
f. Documenting the starting point trajectory in order to track changes;

5. Register for a 30 minute interview on the process. Once this process is completed, road-testers should register for a 30 minute interview to discuss the process, challenges, questions, feedback with the 2° Investing Initiative. The interview process will involve a structured conversation about the exercise and the ability to discuss challenges that may not be reflected in the response survey. Road-testers should sign up for an interview by emailing kelley@2degrees-investing.org.

6. Fill out the response survey. In addition to the oral interview, road-testers should fill out the response survey at XXX.
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You can find your current portfolio exposure to different technologies using the

PACTA online tool at http://www.transitionmonitor.com.

Once you've accessed the website, follow these steps to find your portfolio's
exposure values:

1. Participate and upload your portfolio.

2. Select Explore All Data to access the tool shown in this image.

3. Select Equity or Bonds depending on which you want to analyze.

4. Select 5 Year Growth Trend.

5. Select the Sector and Technology of your choice to view the relevant 5-year
trajectory chart. You can also adjust the scenario geography and accounting
principle.

6. Find your portfolio's exposure to the chosen technology by taking the
Weighted Production at the trajectory's starting point. In this image, for
example, the relevant production is about 313 MW of hydro capacity.
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5 Year Growth Trend of Hydro Capacity in the Power sector
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