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The information contained in the report is meant for informational purposes only
and is subjcct to changt without notice. The content of the reportis providcd with
the uiidcrstanding that the authors and publishcrs are not herein cngagcd to render

advice on icgai, cconomic, or other profcssionai issues and services.

Subscqucntiy, UNEP FI is also not rcsponsibic for the content of websites and
information resources that may be referenced in the report. The access providcd
to these sites does not constitute an endorsement by UNEP FI of the sponsors of
the sites or the information contained therein. Unless cxprcssiy stated otherwise,
the opinions, findings, interpretations and conclusions cxprcsscd in the report are
those of the various contributors to the report and do not ncccssariiy represent the
views of UNEP FI or the member institutions of the UNEP FI partnership, UNEP,

the United Nations or its Member States.

While we have made every attempt to ensure that the information contained in
the report has been obrained from reliable and up—to~datc sources, the changing
nature of statistics, laws, rules and rcguiations may result in dciays, omissions or

inaccuracies in the information contained in this report.

As such, UNEP FI makes no representations as to the accuracy or any other aspect
of information contained in this report. UNEP Fl is not responsible for any errors
or omissions, or for any decision made or action taken based on information
contained in this report or for any conscqucntiai, spcciai or similar Liamagcs, even

it advised of the possibility of such damagc&

All information in this reportis providcd ‘asis’, with no guarantee Oi:COI]lpiC[CnCSS,
accuracy, timeliness or of the results obtained from the use of this information, and
without warranty of any kind, cxprcsscd or impiicd, inciuding, but not limited to
warranties of pcrformancc, mcrchantabiiity and fitness for a particuiar purpose.
The information and opinions contained in the report are providcd without any

warranty ofany kind, cither cxprcsscd or impiicd
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COPYRIGHT NOTICE

The report and the content of the report remain the sole property of UNEP FL.
None of the informartion contained and provided in the report may be modified,
reproduced, distributed, disseminated, sold, published, broadcasted or circulated,
in whole orin part, in any form or by any means, clectronic or mechanical, including
photocopying, or the use of any information storage and retrieval syscem, wichout
the express written permission from the UNEP FI Secretariat based in Geneva,

Switzerland, or the appropriate affiliace or partner.

The content of the repore, including but not limited to the text, photographs,
graphics, illuscrations and arcwork, names, logos, trademarks and service marks,
remain the property of UNEP Fl or ics affiliates or contributors or partners and are

protected by copyright, trademark and other laws.

UNEP promotes
environmentally sound practices
globally and in its own activities. This
publication is printed on 100% recycled paper,

using vegetable - based inks and other eco-
friendly practices. Our distribution policy aims to
reduce UNEP’s carbon footprint.
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The new reality that the concentration of carbon dioxide (CO2) in the Earth’s atmosphere has
surpasscd 400 parts per million for the first time in several million years underscores the urgency
of a transition to a low-carbon cconomy. This transition will require the participation of the global
tinancial sector and will also have tremendous implications for the sector itself. It is in the self-
interest of financial intermediaries to start prcparing to take action now, racher than later, to prepare

for this transition.

Investor action to support the global effort to pcak and gradually reduce grccnhousc gas (GHG)

emissions is needed on several fronts.

Institutional investment needs to be mobilised on a largc scale to close the ‘Funding gap’ for
sustainable energy infrastructure, particularly in dcvcloping and Cmcrging economies. Mobilising
this investment is currcntly the primary objcctive of the international agcnda as rcgards institutional
investment and climate change, anditisindeed a crucial step on the patli toward a sustainable future.
The potcntial role that institutional investors can play in addrcssing climate changc, however, gocs
far bcyond the issue of ‘infrastructure finance’. Institutional investors are more than infrastructure

financicrs: thCy arc owners and creclitors oflarge segmcnts Oftl’lC global cconomy.

With this in mind, we need to ask ourselves whether the owners and creditors of the global economy
can and should play a driving role in dccarbonising it, across all industry sectors, all rcgions, and all
asset classes? And iftlicy can and should, then how? One of the answers to this question is, in our
view, to systematically measure, disclose and over time reduce the grccnliousc gas (GHG) emissions
embedded in global institutional investment portfolios. Ultimatcly, a decarbonised ‘financial
Cconomy’ will make the decarbonisation of the ‘real cconomy' much more likcly and casier to

achieve.

Tlirougli this Investor Bricfing, UNEP FI providcs a clear and compclling case for Why and how
investors and their service providcrs should start mcasuring, disclosing and rcducing the GHG
emissions associated with their investments and investment portfolios. Not only can institutional
investors play a catalytic role in the decarbonisation of the economy; incrcasingly, rcgulators, policy—
makers, investee companies, pension beneficiaries and the public at largc are expecting investors to

tulfil prcciscly that rcsponsibility.
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The Investor Bricfing document is organised as follows. The first two sections present current
political, social and economic trends towards greater scrutiny and regulations of GHG emissions.
The next two sections detail various ways in which investors can bcgin to measure and address the
GHG emissions embedded in their portfolios, inc[uding advantagcs and obstacles associated with
different methods. The document concludes with a short explanation of some of the future work
that UNEP Flwill undertake to assistinvestors and other financial intermediaries (Fls) in addressing
their financed emissions, as well as a number of case studies on how lcading Fls have alrcady bcgun
addrcssing theirs.

While the bricfing is targcted primarily at investors themselves, it will also be of interest to other
stakeholders, including policymakcrs, members of civil society and researchers. UNEP FI hopcs
that the bricfing will serve to inform and to catalysc discussion and innovation on this important

topic at various levels - witchin individual Fls, in the global financial sector and in the broader

sustainable dcvclopment community.

Achim Steiner

Executive Director
United Nations Environment Programme

Leon Kamhi Nick Robins

Executive Director Head of Climate Change Centre

Hermes Equity Ownership Services HSBC

Chair, UNEP FI Investment Commission Co-Chair, UNEP FI Climate Change Advisory Group
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EXECUTIVE SUMMARY

Why are corporate greenhouse gas (GHG)
emissions important to you now more than
ever?

Despite thelack ofa global agreement to price carbon, recent data shows thata global landscape of policies

and regulation to cap and/or reduce GHG emissions continues to emerge at the national and sub-national
levels. These GHG-relevant regulations will increasingly impact the proficability of businesses across various
sectors, even when policy development atthe global level stagnates.

Furthermore, the current lack of policy ambition on climate change will likely lead to more sudden and
radical policy interventions in the future. The public and political prioritisation of GHG emissions is
expected to sharpen as the pl'iysical impacts of climate cl'iange continue to intensify with increasingly

disruptive economic consequences.

"The growing mainstream perception among policymakers, political and economic leaders and civil sociery
is that GHG emissions are among the most important global risk-drivers. Climate change related risks are
accepted to have a high likelihood of materialising in the near future with a high cconomic impact; see, for
example, the World Economic Forum’s Global Risks 2013 report (World Economic Forum 2013). This

conveys the level of priority and political focus thatislikely to be put on reducing GHG emissions in the future.

Why should you start measuring and
disclosing the GHG emissions associated
with your investments?

Mandatory reporting frameworks are emerging for both companies and investors. These include Gre-
nelle 1T in France and mandatory carbon reporting for companies listed on the Main Market of the
London Stock Exchange. Furthermore, these requirements might expand to the European Union as the
European Commission considers requiring retail investment funds to report on their approach to Envi-
ronmental, Social and Corporate Governance (ESG) issues.

Civil socicty organisations are €Xerting more pressure on insticutional investors to be more transparent
about the ways in which they are addressing climate change challenges. For instance, following the suc-
cess of the Carbon Disclosure Project (CDP), the Asset Owners Disclosure Project (AODP) is mo-
bilising pension fund beneficiaries to request turther transparency on how their investment agents are

addressing climate change.

Increasing pressure is also arising from companies that are becoming frustrated because they perceive
their own carbon disclosure under investor-backed initiatives, such as the CDP, as not having the impaet
it should have. This perception stems from the fact that the extent to which investors are systematically
integrating the dara disclosed under such initiatives (to the degree justil'ied by financial materiality) into
their investment decisions remains unknown to disclosing companies.
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Understanding and identifying costs and risks associated with GHG emissions

. Over the past few years, institutional investors have developed a sophisticated understanding of the
implications of climate change and climate change policy for their investments.

. GHG emissions are relevant to investors particularly because they can be a source of two types of financial
risk: i) regulatory risk, and ii) reputational risk. When analysed together, these two risk categorices can be
jointly referred to as ‘carbon risk’.

. To account for carbon risk, institutional investors need to understand their overall risk exposure through
ownership of investee companies and be able to assess changing conditions (for instance: regulatory,
physical, demand patterns, etc.) in order to identify sources of risk for companies, sectors and geographies.

Measuring carbon risk exposure and performance

o The carbonrisk exposure ofa company isa function of two sets of factors: internal (the relative GHG emissions of

the activities and business model of the company viewed ina dynamic context over time and normalised to the size
of the company and to the sector in which it operates, as well as its marginal carbon abatement costs) and external
(primarily, GHG emissions-related policies, regulations, sanctions and incentives, and, secondarily, client sensitivity).

o Meaningful assessment of carbon risk requires that both internal and external factors be considered using
qualitative and quantitative tools.

. (@litative tools can help understand how external factors can increase liabilicies for companies, as well as to
gain amore comprehensive understanding of the internal characteristics of the company relative to the sector.

o (@ntitative tools are necessary to assess company internal factors, such as carbon intensity relative to
peers and competitors. They also track changes in carbon intensity over time and assess the contribution of
internal factors to carbon risk exposure.

. Carbon footprint analysis is one of the quantitative tools that can be used to better understand how the
internal factors of the company can contribute to carbon risk exposure. In GHG accounting terminology,
the carbon footprint ofa company is referred to as its ‘emissions invcntory’ over any givcn pcriod of time.

o The Greenhouse Gas Protocol, the most widely used international accounting, ool for government and
business leaders to assess GHG emissions, classifics a company’s direct and indirect GHG emissions into
three ‘scopcs’: Scopc 1 (or direct’) GHG emissions occur from sources that are owned or controlled by
the company; Scopc 2 GHG emissions occur from the generation ol:purchased clcctricity, steam, or heat,
consumed hy the company; Scope 3 GHG emissions are a consequence of the activities of the company,
but occur from sources not owned or controlled hy the company.

o For investors and their investment agents, the greatest proportion of GHG emissions by far will be those associated
with their investments ; therefore, an important fraction of investors GHG emissions will likely be Scope 3 emissions.
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Carbon footprint analysis at the company and portfolio levels

Carbon footprint analysis can be undertaken at two different levels: the individual investment

position and the investment portfolio level.

Tl“lC approaches dll:l:CI' Significantly From a COSt/bCﬂCﬂt pCI'SPCCtiVC Llﬂd may scrve Clll:l:Cl'Cﬂt but

complementary purposes.

To determine the carbon footprint of an investment portfolio, itis necessary to aggregate the carbon

footprint of the individual positions.

Asscssing carbon risk exposure ina comprchcnsivc and accurate way rcquircs carbon footprinting
analysis at the investment position level, as both the internal and external factors mentioned above

must be considered in tandem for cach position.

However, calculating the portfolio carbon footprint can serve many complemcntary purposes,
including but not limited to: i) reporting to clients and beneficiaries; ii) monitoring of asset
managers by asset owners (some asset owners are alrcady using portfolio carbon footprint analysis to
monitor fund managcrs’ intcgration of climate changc considerations into portfolio managcmcnt);
iii) tracking carbon cfficicncy gains at portfolio level over time; iv) mandatory and voluntary public
disclosure; v) carbon risk assessment and management (portfolio footprint analysis can be used to
determine differences in risk exposure between similar investment funds).

Barriers to wider adoption of carbon risk assessment and carbon footprint analysis

Lack of‘materiality’ as a result of a lack, to date, of carbon pricing at the international level and

uncertainty about its existence in the future.
[ssues around quality and availability of data, including difficulty in comparing GHG emissions dara.

Portfolio carbon footprint service providcrs seldom offer analysis and intcrprctation of darta that

could inform carbon I‘lSl( assessment éll’l(ll managcmcnt.

The cost associated with lairing a service providcr to undertake the carbon Footprint analysis can be

l)urdcnsomci

How can carbon footprint analysis be employed to understand carbon risk exposure?

Thc carbon risk CXPOSUIC OE& POthOllO can IDC interprcted asa WClgl]tCCl mecean Ol:tllC carbon risl< CXPOSUYCS
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