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PACTA methodology
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PACTA Use Cases

t* : ..
€O > Climate decision 5{«6}6

C“lllate riSk assessment
1 “ “
Q Illaklllg alld Strategy A

% Engagement Ié Climate disclosure and

reporting

For more information, visit www.ukpact.co.uk


http://www.ukpact.co.uk/

Climate Risk Assessment Use Case
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Climate risk assessment

“Climate risks could affect the economy and financial system through a range of different transmission channels.” NGFS, 2022.

Transition risks
« Policy and regulation
- Technology
development
- Consumer preferences

Physical risks

« Chronic (e.g.
temperature,
precipitation,
agricultural
productivity, sea
levels)

« Acute (e.g. heatwaves,
floods, cyclones and
wildfires)

Climate and economy feedback effects

For more information, visit www.ukpact.co.uk

Transmission channels

Climate risks to financial risks

Micro
Affecting individual businesses and households

Businesses Households

« Property damage and business « Loss of income (from weather
disruption from severe weather disruption and health impacts,

« Stranded assets and new capital labour market frictions)
expenditure due to transition « Property damage (from severe

» Changing demand and costs weather) or restrictions (from

« Legal liability (from failure to low-carbon policies) increasing
mitigate or adapt) costs and affecting valuations

Macro
Aggregate impacts on the macroeconomy

+ Capital depreciation and increased investment

« Shifts in prices (from structural changes, supply shocks)

- Productivity changes (from severe heat, diversion of investment to
mitigation and adaptation, higher risk aversion)

- Labour market frictions (from physical and transition risks)

» Socioeconomic changes (from changing consumption patterns,
migration, conflict)

«+ Other impacts on international trade, government revenues, fiscal
space, output, interest rates and exchange rates.

Economy and financial system feedback effects

j S )

Financial system contagion
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Some examples of climate risk assessment approaches

Portfolio alignment:

* Used for measuring the gap between existing portfolios and a portfolio consistent with a specific climate target or
scenario.
* According to the TCFD Portfolio Alignment Team report of October 2021:

* portfolio alignment is “...the action of assessing the net-zero transition progress of the individual counterparties
that make up a given financial portfolio, and determining whether or not, at an aggregate level, that group of
counterparties are collectively Paris-aligned.”

e Portfolio alignment looks to answer the following question:
*  How does a portfolio compare with a climate goal and what needs to happen to ensure they align in the future?
* This can be used as a tool to help inform an understanding of exposure to climate transition risk:
e alignment to climate goal negates the exposure to future transition risks
* misalignment to climate goals implies exposure to future transition risks

For more information, visit www.ukpact.co.uk Source: Climate-related financial risks — measurement methodologies. BIS, April 2021.
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Some examples of climate risk assessment approaches

Scenario analysis: Looks at what might happen should a given scenario or set of scenarios unfold?

Typically conducted in four steps:
1. Identify physical and transition risk scenarios
2. Link the impacts of scenarios to financial risks (e.g., solvency, liquidity)
3. Assess counterparty and/or sector sensitivities to those risks
4. Extrapolate the impacts of those sensitivities to calculate an aggregate measure of exposure and potential losses.

Whereas Stress testing and Sensitivity analysis look at what potential financial losses would a given portfolio be exposed to in
the future and how might this vary under differing assumptions?

Stress testing:

* A specific subset of scenario analysis, typically used to evaluate a financial institution’s near-term resiliency to economic
shocks, often through a capital adequacy target. Two main types: 1) Macroprudential, and 2) Microprudential

Sensitivity analysis:

e Also a specific subset of scenario analysis that is used to evaluate the effect of a specific variable on economic outcomes. In

these analyses, one parameter is altered across multiple scenario runs to observe the range of scenario outputs that result
from changes in that parameter.

For more information, visit www.ukpact.co.uk Source: Climate-related financial risks — measurement methodologies. BIS, April 2021.
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The relevance of (climate) scenarios in climate risk assessments

Scenario:
Year = 2022 Year = 2050

A plausible description of how the future may Temp =+1°C (above , Temp=2°C (above
develop based on a coherent and internally preindustrial rev) preindustrial rev)
consistent set of assumptions about hey driving

forces (e.qg., rate of technological change, prices) T

and relationships. (IPCC, 2022) ~ zzamma!

Pl11Q )il wsdta\;

In the realm of climate change...

Climate change mitigation and transition
scenarios (decarbonization scenarios) provide one
possible pathway for the technology deployment
and Jor carbon emission that one or multiple
sectors and the economy as a whole may follow to
reach a targeted goal.

For more information, visit www.ukpact.co.uk
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PACTA selected scenarios

Energy

i@ 1he International Energy Agency (IEA):

2020

The Institute for Sustainable Futures

* WEO (ISF):

e ETP * NZAOA
S The European Commission’s Joint e)im The Inevitable Policy
Research Centre (JRC): i —— Response (IPR)
 GECO .

Forecast Policy

‘/'7 - Scenario (FPS)

For more information, visit www.ukpact.co.uk
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IPR FPS

The IPR provides a forecast acceleration of policy responses to climate change, under the premise that governments will
be forced to act more decisively than they have thus far, leaving financial portfolios exposed to significant transition risk.

The FPS is the scenario that lays out the major climate policies that are likely to be implemented in the 2020’s and
qguantifies the impact of this response on the real economy and various sectors.

The growing odds of a late and disorderly transition The top 3 Global Risks by Severity
_@)/‘ é 1 st Climate action failure
TH NP
Egg @ @ : : 2nd Extreme weather

Opportunity to
accelerate the

@Q transition =q 3rd
=3, =

Biodiversity loss

Source: World Economic Forum Global Risks Perception Survey 2021-2022
Global circumstances Regulation and commitment

Source: Not too late — Confronting the growing odds of a late and disorderly transition, NGFS September 2022

For more information, visit www.ukpact.co.uk
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PACTA Transition Disruption Metric

|
Unmanaged or high disruption (over 1.5): Increased unmanaged
or high disruption, where the portfolio significantly lags in the

Managed disruption (1 to 1.5): mitigation of the FPS transition disruption by 2030. The

The portfolio has not fully acceleration of the pace of the capital stock evolution must be

mitigated the FPS transition much higher than in the first five years.

disruption by 2030, but the |

residual disruption can be \

‘managed’.

Managed mitigation (from 0 to
1): The portfolio is ahead or on
track (when the value is 1) to
fully mitigate the FPS transition
disruption by 2030.

Full mitigation (0): The
portfolio has fully mitigated the

FPS transition disruption by :
2030, Portfolio
Sectors

For more information, visit www.ukpact.co.uk

The TDM helps investors prepare for
potential portfolio disruption
stemming from risks associated with
a disorderly transition to a low-
carbon economy.

It indicates the degree of potential
portfolio disruption under the
Inevitable Policy Response’s (IPR)
new Forecast Policy Scenario (FPS),
going out to 2030.
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Examples

The European Central Bank (ECB) cites the use of PACTA amongst other methodologies in it “non-exhaustive list of
examples of tasks performed by the risk management function” in the “Walking the talk” report — here.

Table 6
Non-exhaustive list of examples of tasks performed by the risk management function
Task type Description of task

Expert opinion on client To analyse and provide expert judgement on exposures to clients from high-risk industries.
transactions
Recommendations for risk To provide recommendations for actions to mitigate risk for transactions assessed as high risk.
mitigation
Veto right To veto transactions that are assessed as high risk.
Methodology development: To prepare and maintain the institution’s climate-related risk management policies (e.g. exclusion
risk management policies policies).
Methodology development: To develop and roll out the institution's methodology for portfolio alignment assessments (e.g. using
portfolio alignment PACTA).
Methodology development: To develop and roll out the institution's methodology for measuring financed emissions (e.g. using
financed emissions PCAF).
Methodology development: To develop and roli out the institution’s climate-related client questionnaires for due diligence and
client questionnaires data collection purposes.

Source: ECB, “Good practices on climate-related and environmental risks”, November 2022.

For more information, visit www.ukpact.co.uk


http://www.ukpact.co.uk/
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.thematicreviewcerreport112022~2eb322a79c.en.pdf?25fcb44be2443e30f9dd0ab68c0a7d84

Climate Disclosure Use Case
]




Climate disclosure and reporting

There are different reasons as to why an Fl would report and disclosure its climate positioning (some
examples given):

SFDR  Sustainable Finance Disclosure Regulation
* Regulatory reasons:

* X %

EU TAXONOMY :, EU taxonomy RegUIatlon
*****

* Communicating risk and opportunities: Task Force on Climate-related Financial Disclosures

* Transparency and accountability on climate position: Sustainability reports

For more information, visit www.ukpact.co.uk
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How can PACTA help in reporting and disclosing — Regulatory requirements

* Whereas PACTA in itself is never likely to directly meet
regulatory requirements, it can be useful in understanding
and contributing to them.

* Note that the TCFD (see next slide) is now a regulatory
requirement for UK Fis.

e The PACTA approach aligns with elements of the “Swiss
Climate Scores” (currently voluntary).

For more information, visit www.ukpact.co.uk

CURRENT STATE

Greenhouse Gas Emissions

Encompasses all sources of greenhouse gas emissions from Invested
companies (scope 1-3), Induding relevant emissions of thelr suppliers
and products.

HF N

CHF M invested)

Intensity Footprint

oo |
Benchmark

Banchmark: [relevant benchm

Portfolio

TRANSITION TO NET ZERO

Exposure to Fossil Fuel Activities

There Is scientific consensus of the need to phase-out coal and
g g new fossil fuel pr s. Below figures show the
nvesiments into companes that earn more than 5% of
enues from such business activities

ants into companses with activibies in

Global Warming Alignment (cptions)

below 1.5°C

balow 2°C

below 3°C il

Verified Commitments to Net-Zero

Companies are Increasignly committing voluntarily 1o transiioning to
nel-zéro and selting intenm largats. The effectveness of such
comematm depends on whether interim 1argets are credibie, science-

verified commitments
ts: X%

Management to Net-Zero

Financsal insttutions can contribute 10 the transition to net-zero, by

aigning thekr Investment sirategy M 1.5°C

decarbonsation pativway

with & co

investment s
house ga
hrough
targets? NOJY!

verage annual reduction path: X% (incl./excl.

[if YES] A

relevant Scope 3)

This Is the level of giobal wamming that would occur If the global
economy acted wih the same ambiion as the companies in the
portfolio. Some portfolios with climate objectives may Intentionally
include imvestments in companies that are not yet on track to 1.5°C,
¢ to clmale goals by improving the

alignment of Investee companies to bring & larger share of the
ecohomy inte aligament over time.

Credible Climate Stewardship
Financial Inattutions can contribute 10 the transition 1o
engaging with Invested companies on third-party ves
based net-zero aligned transition plans until 2050,

n? NOIYES

2s currently under a.

The combined set of indicators above, their display, and the below
minimum criteria for these indicators are considered by the Swies
goverment as current best practice to establish Uransparency on
the algnment with global chmate goais. The Federal Counci
recommends 1o all financial Institutions such transparency on sl
Investment products and investment management mandstes,
where applicable

Source: State Secretariat for International Finance SIF —Swiss Climate scores — here
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How can PACTA help in reporting and disclosing — TCFD requirements

“Given the importance of forward-looking assessments of climate-related risk the TCFD believes that scenario analysis
is an important and useful tool for an organization to use...”

TCFD, The Use of Scenario Analysis in disclosure of Climate-related Risks and Opportunities

The core elements of disclosures

Governance Strategy Risk Management Metrics & Targets

Disclose the organization’s Disclose the actual and Disclose how the Disclose the metrics and
governance around climate- potential impacts of climate- organization identifies, targets used to assess and
related risks and related risks and assesses, and manages manage relevant climate-
opportunities. opportunities on the climate-related risks. related risks and
organization's businesses, opportunities where such
strategy, and financial information is material.
planning where such
information is material.

Source: Recommendations ¢f the Task Force on Climate-related Financial Disclosures, June 2017 .
PACTA COP Survey: PACTA climate
alignment metrics:
* Volume trajectory

* Engagement
* Climate initiatives
* Commitment PACTA as a portfolio PACTA data inputs for: * Technology mix

alignment and scenario * Climate stress testing
analysis methodology and * Sensitivity analyses
tool

For more information, visit www.ukpact.co.uk
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How can PACTA help in reporting and disclosing — Sustainability reports

Portfolio alignment (PACTA) can be an effective way to communicate on climate positioning via sustainability reports.

CIMB ING BNP Paribas
2 FURWARB F CLIMATE A\
e REBOKTE:, |

“ -
Climute REPOI't ACCELERATING ON THE PATHWAY MR-
4 NETTIRO SCONCMY F
> : )
: b‘“' -

FORMARE2Y" RN A ST LY
~ The K
n BNP PARIBAS forath:nglns
worls

For more information, visit www.ukpact.co.uk
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Why is PACTA good for reporting and disclosure?

PACTA’s sectoral approach helps to communicate accurately in a disaggregated way:
* Demonstrating risks and opportunities per sector

e Aggregation at the portfolio level can lead to details being obscured

However, PACTA is limited...

e tothe PACTA sectors and...

e can be harder to communicate to certain audiences

PACTA is forward looking:

e Allowing a FI to communicate what their alignment looks like in the future assuming all remains constant
However, PACTA is limited...

* Inthat it doesn’t show your alighnment today

PACTA is free and open-source methodology and tool:

* with no commitments required. i.e., you are not bound by the results of PACTA in any way
e Itis not a black box — meaning stakeholders can see the methodology

* the scenarios used are provided by international recognized 3™ parties

For more information, visit www.ukpact.co.uk
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Why is PACTA good for reporting and disclosure — Data?

Comparable data points:

* As PACTA is based on production values it does not suffer form inconsistencies in carbon accounting methodologies
* PACTA does not use estimates or proxies to fill in data gaps

Consistent data points:

* As PACTA is based on production values the alignment between yearly assessments will not variety based on market
price fluctuations

PACTA is forward looking helping it to be decision useful:

e As PACTA shows where the alignment will be in 5 years as appose to where it is today. It gives decision useful insight
to stakeholders on what is and what needs to happen from a climate alignment perspective

Science Based Regulated Financially Relevant  gtandardized
Accessible Ambitious Asset Specific
Comprehensive

§ Granular intuitive ctionsble Timely

Quantitative

Compa rag‘!gle

Geopolitical Credible

Just Transition

Source: Centre for Climate-Aligned Finance, RMI 2022
For more information, visit www.ukpact.co.uk
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Case Study: KLP and PACTA




KLP’s approach to Net Zero and how we use PACTA




Nepal

India

Thailand

Country in Europe

Norway is a Scandinavian country
encompassing mountains, glaciers and
deep coastal fjords. Oslo, the capital, is
a city of green spaces and museurn

More info

¢/ Add to project

Points of interest in Norway

1,000 km Camera: 11,357 km 39°05'17°N 27°21'50°E



This 1s KLLP

. Established by the municipalities in 1949 to secure pensions within a strong community

. Norway's largest pension company and expert on public-sector occupational pensions

. Manages USD 91 billion in pension assets for the Norwegian local government and healthcare
sector

. Owned by municipalities, companies affiliated to the public sector and health enterprises



The road to Paris -
KLP’s roadmap to net
Zero

KLP supports the Paris Agreement and the 1,5-degree
target. Now, the board has adopted KLP’s roadmap to
net zero emissions by 2050. The roadmap describes
how KLP will work towards and measure our contribu-
tion to the goals in the Paris Agreement.

www.klp.no/en/climate



IPCC’s global carbon emission pathway is the
foundation for KLP’s Net Zero target

&lp

60.0

50.0

40.0

30.0

20.0

10.0

0.0

2010

2015

2020

2025 2030 2035

=] 5-degrees scenario

2040

2045

2050

But what does this mean?

How to know if an oil company is
aligned with this pathway?

How about an IT company?

Can we use (EU) taxonomy data? But
it’s not here yet...

But what about the investments
which we don’t know so much about
(from a climate perspective) yet?



Introducing the Paris Alignment Percentage

Moving in the wrong direction or no basis

for evaluation

% X

The investment's or
sector's PAP

N o

Sum of Paris aligned
investment values

&lp

0%

100%

|
|

/v'?:/\
\"*

Investment value

Sum of the investment
portfolio's value

PRY

Value of Paris aligned
investment

@)

KLP's Paris
alignment

Net zero or doing (more than) it’s share
towards net-zero in 2050

An indicator which facilitates different approaches to
measuring different sectors with regards to alignment.

Able to adapt to new and improved methods and data
Sector by sector focus: Should incentivise decarbonising
companies, not divesting from the sectors where

decarbonisation is the most needed

Punishes lack of data, and incentivises more and better
climate data



Aligned investments High emission sectors Remaining investments

] -

Investments that are aligned Emissions intensive sectors Sectors where KLP relies on
with the goals in the Paris where KLP can use scientifically best-in-class approaches to
Agreement — Net zero, or based pathways to measure measure alignment

nearly net zero emissions alignment

(Reduction in carbon intensity
and Implied Temperature Rise
(CDP/WWF)

0-100% Paris aligned
100% Paris aligned 0-100% Paris aligned




KLP’s use of PACTA methodology

Climate risk Climate responsibility

PACTA



Sectoral Decarbonization Approach



Measuring KLP’s PAP using Sectoral Decarbonization Approach

2.5

(€]

PACTA’s data provider (Asset Resolution) has data on
companies’ carbon intensity (Here: Emissions over some
production, e.g. tonnes CO2e/Tonnes steel)

Carbon intensity =
[ ] [ ]

-
o®e 00

0.5

2020 2025 2030 2035 2040 2045 2050

34



Measuring KLP’s PAP using Sectoral Decarbonization Approach

2.5

&
o O ames o

Carbon intensity =

These companies are then weighted by their market value in KLP’s portfolio to find
KLP’s weighted average carbon intensity for that sector

-
o®e 00

0.5

2020 2025 2030 2035 2040 2045 2050

35



Measuring KLP’s PAP using Sectoral Decarbonization Approach

2.5

[ l‘:’ @ O Bl e o

15 °
:
8
& °
(&)
1 [
[ J [ J
° [ J
H o The scenarios provide the pathway which
° o describes where the intensity should be in
s | ® ° , @ given year

2020 2025 2030 2035 2040 2045 2050
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Measuring KLP’s PAP using Sectoral Decarbonization Approach

2.5

(€]

$

Would prefer to incorporate forward
looking data, this is a work in progress

Carbon intensity =

[N

0.5

2020 2025 2030 2035 2040 2045 2050

37



Steel companies — aligned, but not for very long

2.5
2 s, )
8 o ]
- 0 e Scenarioj,; 2,05
B o . PAP = = = 157,57% = 100%
. 0 . KLP;,; 1,33
S ¢ o
g 1 °
[ . .
05 ° ® e
® [
[ PY °
o9 ° o o
0
2015 2020 2025 2030 2035 2040 2045 2050 2055

What does the EU taxonomy say?

i. hot metal = 1,331

ii. sintered ore = 0,163

iii. coke (excluding lignite coke) =0,144

iv. iron casting = 0,299

v. electric Arc Furnace (EAF) high alloy steel = 0,266
vi. electric Arc Furnace (EAF) carbon steel = 0,209



Market Share Approach



Measuring KLLP’s PAP using Market Share Approach

2,400,000,000

2,300,000,000 —

2,200,000,000

Asset Resolution gives us data on companies’
current and planned production of some

2,000,000,000 technology

1,900,000,000 \

1,800,000,000

2,100,000,000

1,700,000,000

1,600,000,000

1,500,000,000
2021 2022 2023 2024 2025 2026



Measuring KLLP’s PAP using Market Share Approach

2,400,000,000

2,300,000,000

2,200,000,000

2,100,000,000

2,000,000,000

1,900,000,000

1,800,000,000

1,700,000,000

1,600,000,000

1,500,000,000

\

Using scenario pathways and current production,
the companies’ future climate aligned production
of the same technologies

2021 2022 2023 2024 2025 2026

41



Measuring KLLP’s PAP using Market Share Approach

2,400,000,000

2,300,000,000 —

2,200,000,000 Versions are created for each
company, and weighted by the

2,100,000,000 companies’ market value in
KLP’s portfolio to create a

2,000,000,000 . .
version representing KLP

1,900,000,000 \

1,800,000,000

1,700,000,000

1,600,000,000

1,500,000,000

2021 2022 2023 2024 2025 2026
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Measuring KLLP’s PAP using Market Share Approach

2,400,000,000

2,300,000,000 —

2,200,000,000 \

2,100,000,000 The production should be above the scenario for
green technologies, and below the scenario for fossil
2,000,000,000 based technologies

1,800,000,000 \ /

1,800,000,000

=

1,700,000,000

1,600,000,000

1,500,000,000
2021 2022 2023 2024 2025 2026
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Oil and gas — Too much planned oil production, just about

2,400,000,000

2,300,000,000

2,200,000,000

2,100,000,000

2,000,000,000

()
1,900,000,000

1,800,000,000

1,700,000,000

1,600,000,000

1,500,000,000

right with regards to gas

Scen,;

PAP,; = —2L
otl PrOdOil

 =76,3%

T PAPyu5 = 101,7%

2021 2022 2023 2024 2025 2026
e il production ~ ems=(Qjl scenario === Gas production ~— e=m=Gas scenario

PAPyg = Share,y * PAP,y + Sharegqs * PAP,qs = 55,5% * 76,3% + 44,5% * 101,7% = 87,6%

44



Summary of alignment calculations

Paris Alignment
Percentage

Steel SDA 100,0 %

Cement SDA 100,0 %

Energy production MSA 77,9 %




Food for thought and consideration



Being 100% green isn’t enough for the Market Share Approach

1400000
1200000

1000000 \

800000 This is the scenario production of green cars for a
fully electric car manufacturer. Note the incline.

Cars produced

600000

400000

200000

2021 2022 2023 2024 2025 2026



There isn’t just one path to net zero, and that is
an issue

Several developers of scenarios Demand of gas
- International Energy Agency (IEA) 400 %

- One Earth Climate Model (OECM)

- Network for Greening the Financial

20.0 %

System (NGFS) 00%
- To name a few... -20.0 %
-40.0 % -56.1%

Variations over
- Technology optimism 0% o

- Carbon capture and sequestration 80.0%

- Differentiated responsibilities oon

- Carbon pricing 2021 2026 2031 2036 2041 2046 92.2%

- Intention (risk or alignment) ——OECM ——IEA
- To name a few...

48



KLP uses the IEA Net Zero 2050 scenario for
alignment consierations

Important elements for this choice

e Consistency across the sector
* The European Banking Authority demands use o
the IEA NZ 2050
* Is updated yearly

* Covers the most important sectors .
International
Energy Agency

* Has a good scientifically based foundation

But in the end, the general direction is the most
important one, and all arrows point in the same
direction: We need decarbonisation

49



kg@Kklp.no
www.linkedin.com/in/pkgilles

Per Kristian Gilleshammer

ESG Analyst

Comments?
Please reach out:

Input?
Ideas?

&lp
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Closing remarks




Closing remarks

* PACTA, is an approach to measuring climate portfolio alignment

* PACTA is predicated on decision useful data points
* with the intention of supporting financial institutions in better understand climate change risk and opportunities...

* toinform their decision making and strategy processes...
* Insuch a way to steer investments towards decarbonization in the real economy.

* ltis afree and open-source methodology and supporting tool
* The case studies presented in this webinar series are only two examples of how PACTA results can be turned into practical actions
* PACTA is constantly iterating, improving and expanding its scope

e This webinar series is publicly available, via the SIP website here, covering:
1.  The PACTA methodology,
2. PACTA practical implementation — the online tool,
3. PACTA and the use case of “design investment strategies and inform investor engagements” SURA and CA100+ Case Studies
4, PACTA and the use case of “climate risk assessment and climate disclosure and reporting” KLP Case Study

For more information, visit www.ukpact.co.uk


http://www.ukpact.co.uk/
https://www.sip-my.com/category/events/

Q&A




UIEPACT

THAN K Stay in touch:

® | https://platform.transitionmonitor.com/

YO U @ PACTA4Investors@rmi.org



http://www.ukpact.co.uk/
mailto:PACTA4Investors@rmi.org

