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Net-Zero Asset Owner Alliance (NZAOA)

Methodological Principles: Consolidated feedback received via the ‘Call for
Comment’ in April 2020

November 2020

On November 6™ 2020, the Net Zero Asset Owner Alliance (Alliance) shared the second
iteration of the Methodological Principles (Principles) - Live Version 2.0 of Methodological

Principles.

These Principles build on the combined insights of the Alliance and aim to illustrate what is
required to advance the state-of-play with respect to Net-Zero (Paris-aligned) Portfolio Target
Setting; increase methodology and data robustness, strength and transparency; and drive
related efforts to measure members portfolio interactions with emissions.

A key element in the development of these Principles included a public ‘Call for Comment’ in
April, which allowed interested parties including data and service providers, non-governmental
organizations, academics, and the general public, to review the first draft of the Principles.

In addition to publication on the UNEP Fl webpage the ‘Call for Comment’ was shared directly
with all data/service providers and NGOs we believed may be interested in commenting. See
Annex | for those who received a direct invite to comment, if your organization wishes to be
included in future communication please submit your organization name, webpage link, and a
contact email to Jesica.Andrews@un.org.

The feedback received was comprehensively reviewed by the working group overseeing the
development of the Principles and incorporated into this second iteration — both version 1 and
version 2 are available here. The feedback received is summarised below.

We would like to extend our appreciation to all of those who took the time to provide
feedback and help the Alliance enhance these Methodological Principles.
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Context — A collective carbon neutrality target

The Net-Zero Asset Owner Alliance is an international group of institutional investors with a
commitment to “transitioning our investment portfolios to net-zero GHG emissions by 2050
consistent with a maximum temperature rise of 1.5°C above pre-industrial temperatures,
taking into account the best available scientific knowledge including the findings of the IPCC,
and regularly reporting on progress, including establishing intermediate targets every five
years in line with Paris Agreement Article 4.9.

Members will seek to reach this commitment, especially through advocating for, and engaging
on, corporate and industry action, as well as public policies, for a low-carbon transition of
economic sectors in line with science and under consideration of associated social impacts.

This commitment is made in the expectation that governments will follow through on their
own commitments to ensure the objectives of the Paris Agreement are met.”

Download the Collective Commitment Document

The Task Force on Climate-related Financial Disclosures (TCFD) is considering how asset
owners and managers could disclose information on the position of their portfolios relative to
the transition to a net zero carbon economy. As a result of this and other climate related
movements, major asset owners (within or independently of the NZAOA) have started to use
metrics that describe where their investment portfolios are positioned relative to the goals of
the Paris Agreement. The TCFD believes that such information is likely to be informative for
investors as countries increasingly commit to furthering the goals of the Paris Agreement. To
take this topic further, the TCFD has created an “Implied Temperature Rise Associated with
Investments” working group, which coordinates closely with the NZAOA.
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Call for comment from climate data providers, NGOs, academia or public — Responders

Responses by Organisation Type

A total of 34 institutions and individuals responded to this ‘Call for Comment’ in April 2020
(accounting for 2 duplicated responses). The full list of responders is included in Annex |l.

These responses were submitted by a range of organisations and other stakeholders with a
majority coming from data/service providers and academics/researchers. A complete
summary of the respondents is illustrated in figure 1 below.

Organisation types represented

= Data or Service Provider

= Academia or Research

1
1 N \
1 Non-Governmental Organization
1 \ Asset Manager
1
= Asset Owner
) AN

= Consultant to NGOs and charitable
foundations

= Consultant, staff of PCAF Secretariat

= General Public

= No response given

= Professional advisory / consulting

services
7 = Software and Model Provider

N.B. The 34 responses included 2 that only responded to question 1 and did not provide any other constructive feedback.
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Responses by Representative

The responses received were provided by a range of representatives with various degrees of
seniority, expertise, and opinions. It was encouraging to see that almost 50% of responses were
submitted by representatives at the Director level and above. The full list of respondent’s
positions is illustrated in figure 2. (N.B. an unrefined list of titles provided is included in Annex
I,

Responsibities of individual responders

= Partner/ CEO/ Exec. Director/ Managing
Director

1
1 1
1 = COO/ Director/ Associate Director/ VP
1
= Head of Business Unit
2
Independent
= Senior/ Principal Consultant

= Protest Group Spokesperson

= Assistant Professor

= Science Coordinator
= Senior Advisor

= Business Development
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The methodologies we need to achieve this goal should be based on the following principles.

Core principles - Feedback

1. Impact.
Feedback summary:

Impact [(a) Quantifies impact of users' Impact [(b) Quantifies the alignment of a
investments on climate change] company's activities against 1.5°C pathways]
1,3% 1,3%

2, 6% Agree/Provided

. i = Agree/Provided

2,6%
. = Should/Could Develop
= Disagree/Not Provided i

Should/Could Develop
Agree/Provided,

Should/Could Develop

Agree/Provided,
Should/Could Develop

= Disagree/Not Provided

* No response given = No response given

e Agree/Provided — 76% of the responses received agreed that the Principles encourage appropriate
guantification of the impact of user’s investments on climate change. There was marginally less
agreement regarding the quantification of company’s activities against 1.5 degrees pathways, with 73%
agreeing to some extent.

e Should/Could Develop — 12% (4) and 18% (6) of the responders indicated that the criteria outlined in
section 1a and 1b respectively could be developed. Of these, 2 responders provided additional written
feedback for section 1a and 4 for section 1b.

e Disagree/Not Provided — Only 9% (3) and 6% (2) of the responders disagreed with the criteria outlined
in sections 1a and 1b respectively, of which one provided additional comments for each section.

All the additional comments provided were reviewed and discussed by the members of the
working group responsible for the Methodological Principles. These were then factored into
the second iteration of the Principles which was linked in page 1.
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A consolidated, anonymised list of comments has been compiled for each of the 16 Principles.
Those relating to Principle 1 are summarised below:

Would it be more impactful for AOs to report on the % of their portfolio that is

o Net-Zero aligned

o Transition aligned

o lIrrelevant

o Unaligned
Methodologies should aim to align to/support the TCFD wherever possible and explicitly
outline areas where this is not the case.
Quantification of alignment poses a significant challenge, and so, tracking targets and emissions
reductions of investees should be sufficient.
The current language does not adequately define the difference between the scope of section
laand 1bi.e. between “investor impact” and “company impact”
The criteria outlined in section 1a needs to clearly distinguish between primary and secondary
markets as the inside-out approach is “almost meaningless in secondary markets”
Provision of transition enabling products should be another consideration beyond measuring
GHGs
Request to clarify the definition of "impact on climate change" as [a] reduction of GHG
emissions in the real economy to which the investor contributed, in line with the definition
provided by Kélbel et al. 2019
The criteria outlined should consider the availability of scenarios that do not create a trade-off
between sector-specific analysis (SDA style) and IPCC SR15 pathways

These comments were carefully considered and incorporated into the second version of the Principles
and will continue to be considered in future iterations. For this reason, the Alliance will not respond to
the comments line by line. The resulting changes are implicitly illustrated in the table below.

Impact: version 1 -

Impact: version 2 -

a)

The methodology must provide investors / users
with a quantified view of the impact of their
investments on climate change. This is generally
described as an “inside-out / impact” approach,
which differs from more traditional “outside-in /
VaR / risk” approaches. However, NZAOA
members, as long-term institutional investors, act
in the belief that ultimately those two approaches

a) The quantification of the alignment of a company’s
activities against the pathway commensurate with
net-zero emissions by 2050 or a 1.5°C temperature rise
is key for asset owners' beneficiaries and asset
managers’ clients in understanding climate-related
risks associated with individual funds, products, and
investment strategies.
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necessarily converge: investment strategies that
degrade ecosystems will harm long-term
investment returns.

b) The quantification of the alignment of a
company’s activities against the pathway
commensurate with a 1.5°C temperature rise is
key for asset owners' beneficiaries and asset
managers’ clients in understanding climate-
related risks associated with individual funds,
products, and investment strategies.

b) The methodology must provide investors / users
with a quantified view of the impact of their
investments on climate change.
i. This is generally described as an “inside-out
/impact” approach, which differs from
more traditional “outside-in / VaR / risk”
approaches. However, NZAOA members, as
long-term institutional investors, act in the
belief that ultimately those two approaches
necessarily converge: investment strategies
that degrade ecosystems will harm longterm
investment returns.
c) The quantified view will ideally take the form of a
given temperature or may provide the
degree of alignment with a given temperature
outcome.
d) It should also clarify the extent to which the
assessment relies on modeled emissions
projections for the underlying company versus stated
policies from the company.

2. Forward-looking.
Feedback summary:

Forward-looking [(a) Includes forward-looking
metric]

= Agree/Provided
= Disagree/Not Provided
= Should/Could Develop

= No response given

Forward-looking [(b) Allows for integration of forward-looking
data, e.g. sectorial and geographical GHG reduction
requirements, CAPEX, public corporate commitments]

1,3%

= Agree/Provided

= Should/Could Develop
Agree/Provided,
Should/Could Develop

= No response given

= Disagree/Not Provided
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e Agree/Provided — 70% of the responses received agreed that methodologies need to include forward
looking metrics with 82% agreeing that methodologies should allow for the integration of forward-
looking data.

e Should/Could Develop — 12% (4) and 9% (3) of the responders indicated that the criteria outlined in
section 2a and 2b respectively could be developed. Of these, one responder provided an additional
comment relating to section 2a, but none expanded on this view for section 2b.

e Disagree/Not Provided — 12% (4) and 3% (1) of the responders disagreed with the criteria outlined in
section 2a and 2b respectively could be developed. Of these, 2 [D36; D38] responders provided further
comment relating to section 2a and 2 expanded on their views for section 2b [D35; D36].

The comments summarised below relate to Principle 2 — Forward Looking:

e The Principles need to distinguish between forward looking assessments of ‘what companies
say’ vs ‘what companies do’ and the timeframes for which these are assessed
e Methodologies should define basic scenarios e.g. SDS to facilitate data comparison
e |t is important that methodologies can incorporate all target types (not only SBT) and robust
asset-level data
e Specifically relating to section 2b, methodologies should consider corporate lobbying both
directly and indirectly via trade associations
e Methodologies need to be designed to facilitate comparison between company commitments
and emission trajectories to that of the sectoral and geographical GHG reduction requirements
e Methodologies need to consider appropriate timeframes AND projection horizons should be
considered depending on the type of metric being considered. Examples given:
o 5-yearsis too short to capture required transition of investee companies.
o Astrict 5-yearinterval requirement would make the inclusion of self-reported forward-
looking corporate data more difficult as corporate disclosures are not standardised in
this regard yet.

Forward looking: version 1 - Forward looking: version 2 -

a) The methodology must provide investors /users | a) The methodology must provide investors /
with a forward-looking metric, at 5-year users with a forward-looking metric, at a
intervals through to 2050. minimum of 5-year intervals (and on a rolling

b) As a result, the nature of the metric is expected basis) through to 2050. A
to require integrating forward-looking data | b) Asaresult, the nature of the metric is expected
such as sectorial and geographical GHG to require integrating forward-looking data
reduction requirements, Capex, green revenues, such as sectorial and geographical GHG
green share / brown share as well as public reduction  requirements, CAPEX, green
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c)

corporate  commitments to “decarbonize” revenues, green share / brown share as well as
business mix in the “real economy”, for example public corporate commitments to
in line with technology shifts derived from the “decarbonize” business mix in the “real

EU Taxonomy, per sector.

Methodologies that are unable to factor such
strategic reorientation commitments, especially
those with a shorter timeframe, will not be
considered compatible with the methodological
principles.

c)

economy”, for example in line with technology
shifts derived from the EU Taxonomy, per
sector.

Methodologies that are unable to factor such
Strategic reorientation commitments,
especially those with a shorter timeframe, will
not be considered compatible with the
methodological principles.

3. GHG footprinting.

Feedback summary:

GHG footprinting items (a) to (f)

22

21

-I

3a) Core principle: GHG 3b) Core pr|nC|pIe GHG 3c) Core pr|n<:|ple GHG
footprinting [(a) Includes GHG footprinting [(b) Covers scope 3 footprlntlng [(c) Explains and
Protocol scope 1 and 2] emissions at least for sectors  justifies how potential double-
where these are material (>40% counting of emissions is
of total emissions) (>40% of identified and treated]
total emissions]

III | Ill olII

3d) Core principle: GHG 3e) Core principle: GHG 3f) Core principle: GHG
footprlntlng [(d) Identifies the footprinting [(e) Prefers footprint footprinting [(f) Explains
source and validates the intensity normalization rules assumptions around translation
completeness and accuracy of  based on Enterprise Value]  of forward-looking metrics into
all GHG emissions data used)] future carbon footprint
implications]
m Agree/Provided u No response given m Should/Could Develop

Agree/Provided, Should/Could Develop m Disagree/Not Provided
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e Agree/Provided — The Principles outlined 6 areas of consideration relating to GHG footprinting and these
received various levels of agreement. Sections 3a, 3d, and 3f were largely accepted with agreement
ranging between 62% and 76%. Sections 3b, 3¢, and 3d, which cover topics including scope 3 emissions,
double counting and intensity normalisation using EV, proved to be more contentious with agreement
levels between 44% and 62%.

e Should/Could Develop —

o 15% (5) of responders suggested section 3a could be developed, this received additional
comments from 4/5 of these responders.

o 26% (9) of responders suggested section 3b could be developed, this received additional
comments from 7/9 of these responders.

o 29% (10) of responders suggested section 3c could be developed, this received additional
comments from 8/10 of these responders.

o 18% (6) of responders suggested section 3d could be developed, this received additional
comments from all these responders.

o 15% (5) of responders suggested section 3e could be developed, this received additional
comments from 3/5 of these responders.

o Finally, 18% (6) of responders suggested section 3f could be developed of which 4 left further
comments.

e Disagree/Not Provided —

o 3% (1) of responders indicated a general disagreement with section 3a but did not provide any
further context for response.

o 6% (2) of responders disagreed with section 3b, which received additional comments from 1/2
of the respondents.

o 3cproved to be one of the more contentious elements related to GHG measurements with 21%
(7) of responders disagreeing with this section. Additional comments were provided by 6/7 of
the respondents.

o 6% (2) of responders disagreed with section 3d, which received additional comments from 1/2
of these respondents.

o Useof EVvalue, outlined in section 3e, proved to be another element that provoked more input
than others with 29% (10) of responders indicating they disagreed with this section. Of those
with concerns relating to the use of EV 7/10 provided further comment.

o Finally, 6% (2) of responders disagreed with section 3f but neither of the
organisations/individuals in disagreement with section 3f expanded on their reasoning.

The comments summarised below relate to Principle 3 — GHG Footprinting:

e One response expressed that sections 3a and 3b should clarify how hybrid methodologies should
be considered.
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The use of EV, outlined in section 3e, garnered a mixed response. Some reviewers outlined that is
makes sense from an “impact” approach but indicated that cash should be considered as
recommended by TEG to avoid negative EVs or Market Cap used where EV is negative

More commonly, responders stated that portfolios should be normalized against a range of metrics
not just EV.

One response outlined that EV is an acceptable metric depending on the use. When assessing
temperature alignment, EV would require translating the benchmark in a manner comparable to
intensities normalized by EV. However, using EV to aggregate at portfolio level may be more
acceptable.

Certain responses held a more polarised view for the use of EV, citing it could systematically mislead
investors. For context, the suggested metric over the past 4 months during the COVID crisis would
have seen an increase of carbon intensity of upwards of 20-30% for the market, and upwards of
70% for certain companies.

Several responses expressed concerns regarding the use of intensity metrics for hard to abate
sectors without complementing this with absolute emissions reductions metrics.

Relating to the outline provided in 3b - Given the difficulty to assess Scope 3 emissions care should
be taken to balance effort of data collection against value of outputs.

There was a clear support for the exclusion of section 3c, which related to double-counting of
emissions, with 7 comments expressing this view. These responses indicated that 3c should be
excluded as double counting is not an important consideration to guide investment decisions
(companies should be incentivised to reduce all emissions that are within its “ambit”. Alternatively,
if double counting is considered it should be clearly explained.

Validation of emissions data will be a substantial burden when considering the universe of
investible assets.

GHG Footprinting: version 1 - GHG Footprinting: version 2 -

a)

GHG emissions footprinting must form the basis | a) GHG emissions foot printing must form the basis

of this methodology;, GHG Protocol Scopes 1 and
2 must be included.

b) Scope 3 emissions (eg “upstream” and
“downstream” / product-related emissions)
should be covered at least for sectors where these
are material (>40% of total emissions).

c) With respect to Scope 2 and 3 emissions, how
potential double-counting of emissions s

of this methodology;, GHG Protocol Scopes 1 and
2 must be included.

b) Scope 3 emissions (e.g. “upstream” and
“downstream” / product-related emissions)
should be covered at least for sectors where these
are material.

i. It should give clarity on how sectors are
identified, how materiality is defined,
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d)

e)

1)

identified and treated should be clearly explained and for the material sectors how Scope
and justified. 3isincluded.
With respect to all GHG emissions data used, the | ¢c) With respect to Scope 2 and 3 emissions,
sources of that data should be identified as well providers should clearly explain and justify how
as how the completeness and accuracy of the potential double-counting of emissions is
underlying data is validated. identified and treated. 1
The NZAOA expresses a preference for footprint | d) With respect to all GHG emissions data used, the
intensity normalization rules based on Enterprise sources of that data should be identified as well
Value. This is also the approach pursued by the EU as how the completeness and accuracy of the
within taxonomy-related developments. underlying data is validated.
Principles 2 and 3, in combination, require that | e) The NZAOA expresses a preference for intensity
forward-looking metrics are translated into future normalized against Enterprise  Value (EV)/
carbon footprint implications. Assumptions Enterprise Value Including Cash (EVIC). This is also
aground this translation should be clearly the approach pursued by the EU within
explained. taxonomy-related developments as well as by the
Principles for Carbon Accounting Financials.
Additional, alternative approaches welcomed
with explanation for use.

f)  Principles 2 and 3, in combination, require that
forward-looking metrics are translated into future
carbon footprint implications. Assumptions
around this translation should be clearly
explained.
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4. Portfolio alignment / investment “temperature”.
Feedback summary:

Portfolio alignment / investment “temperature” [(a) Delivers
a “core” metric expressed in terms of forward-looking
carbon intensity KPls and temperature KPIs]

= Agree/Provided

= Should/Could Develop
Agree/Provided, Should/Could
Develop

= Disagree/Not Provided

= No response given

e Agree/Provided — The need for all methodologies to produce a “core” metric expressed in terms of
a forward-looking carbon KPIs (both relative to production and absolute) as well as a temperature
KPI was supported by 62% (21) of the responding organisations.

e Should/Could Develop — 20% (7) expressed that this Principle needed to be developed of which 6/7
of these responders provided additional comments for this element.

o Disagree/Not Provided — 9% (3) disagreed with this Principle, of which 1 responder provided
additional feedback.

The comments summarised below relate to Principle 4 — Portfolio Alignment:

e Temperature alignment metrics will be helpful for the investment industry, but it needs to be
explicitly clear how the reporting entity ensures metrics are robust, consistent, and comparable
with other entities disclosures.

e A couple of those in agreement with this Principle stressed that these metrics should be used in
conjunction to provide more context e.g. absolute CO2 gap compared to budget.

In partnership with:
PART OF THE

CAMPAIGN




Several responses suggested that a “Temperature KPI”

Ir‘«\ \

Y
"V

~ FINANCE
UNEP INITIATIVE

=PRI

would lack scientific integrity and may

mislead users, consumers, and reporters. In addition, it suggests that it can model the real warming
that would take place if all portfolios reflected this composition, which in practice is not the case.
The current wording lacks clarity regarding the application at security level

Tracking multiple metrics (carbon intensity KPIs and temperature KPIs) could be complex and
confusing to understand and communicate the real progress. Emission and emissions reductions
seems to be the right core metric.

Portfolio Alignment: version 1 -

Portfolio Alignment: version 2 -

a)

b)

The methodology may produce several KPIs and
qualitative insights, but it must deliver a “core”
metric expressed in terms of a forward looking
carbon KPIs (both relative to production and
absolute) as well as temperature KPI, for users
to assess considerations around “portfolio
alignment” with the Paris Agreement.

See also “Coverage” section below for asset
class aggregation concerns.

a)

b)

The methodology may produce several KPIs
and qualitative insights, but it must deliver a
“core” metric expressed in terms of a forward

looking carbon KPIs (both relative to
production and absolute) as well as
temperature KPl, for users to assess

considerations around “portfolio alignment”
with the Paris Agreement (to one digit
precision e.g. 1.5°C).

See also “Coverage” section below for asset
class aggregation concerns.
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5. Science-based decarbonization.
Feedback summary:

Science-based decarbonization [(a) Is based on
adequate IPCC scenarios and seeks to promote “real
world impact”]

= Agree/Provided
Agree/Provided, Should/Could
Develop

= Disagree/Not Provided

= No response given

= Should/Could Develop

e Agree/Provided — The need for all methodologies to be underpinned by IPCC 1.5-degree scenarios
and to promote “real world impact” was supported by 82% (28) of the responding organisations.

e Should/Could Develop — 6% (2) indicated a need for development regarding Principle 5a, of which
1/2 expanded on their thoughts.

o Disagree/Not Provided — Only 3% (1) responder disagreed with the criteria detailed in Principle 5a
but they did not give any additional reasoning.

The comments summarised below relate to Principle 5 — Science-Based:

e There is a strong need for direct engagement with I1SO (and others) to ensure guidance being
developed recognises requirement of AOs

e The current methodology lacks any consideration of climate adaptation measures, which should
be included.

e The NZAOA should expand Principle to include engagement activities.

e "Adequate" is too vague, elsewhere the document is specific it needs to be focused on IPCC low
overshoot scenarios
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Science-Based Decarbonisation: version 1 -

Science-Based Decarbonisation & Climate Scenario*:
version 2 -

a)

The methodology must be based on adequate
IPCC scenarios and seek to promote “real world
impact” by encouraging investment decisions
that lead a decarbonization of the economy.
While the sharing of emissions responsibilities
and emissions reductions must be explicit and
explained, it is however understood that “real
world” impact requirements are currently
challenging.

a) The methodology must be based on IPCC 1.5°C
scenarios and seek to promote “real world
impact” by encouraging investment decisions
that lead a decarbonization of the economy.
While the sharing of emissions responsibilities
and emissions reductions must be explicit and
explained, it is however understood that “real
world” impact requirements are currently
challenging.

b) The use of specific climate scenarios (either
individual scenarios or combinations of scenarios
representing a given consensus), as well as
deviations or exclusion of others, must be explicit
regarding socio-economic and technological
developments as well as climate policies,
especially the underlying energy mix and
sensitivity to specific technologies such as CCS.

c) The approach should accommodate not only a
single scenario but a set/corridor of scenarios to
reduce dependency on individual providers’and
scenarios’ data, assumptions and narratives. In
any case, if multiple scenarios are used, their
coherence and consistency must be made
explicit.

d) A special attention is given to 1.5 °C IPCC
scenarios with limited/no overshoot and no or
limited use of CCS/BECCS: the methodology
should notably align with IPCC P1 and P2
scenario carbon reduction suggestions.

e) Toimprove comparability, scenarios can for
example be based on and if possible connected
to regulatory stress-testing initiatives, where
appropriate.

f)  The underlying scenarios should be regularly
reviewed and where new evidence becomes
available should be updated to reflect this.
Unrealistic or obsolete scenarios must be
discarded. The approach should be sufficiently
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flexible to enable sensitivity analysis to be
performed by users with respect to key
assumptions and data choices. This flexibility
should include accommodating not only a single
scenario but a set of scenarios to take account of
the uncertainty associated with future
developments and to reduce dependency on
individual models or data providers.

* Principles 5 & 9 have been merged in version 2

6. Portfolio management.
Feedback summary:

Portfolio Managment (a) to (c)

28
27
24
3 3 3 3
2 2 2 2
1 1 1
] : I B e
Portfolio management [(a) Allows for comparison between companies in  Portfolio management [(b) Expresses metric at individual issuer and Portfolio management [(c) Produces KPIs per sector ]
a given sector] portfolio levels (including multi-asset class portfolios)]
mAgree/Provided Agree/Provided, Should/Could Develop m Disagree/Not Provided mNo response given m Should/Could Develop

e Agree/Provided — The three criteria addressing the application of methodologies in portfolio
management were widely agreed with support ranging from 79% (27) to 85% (29).
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o There were no responses to suggest section 6a needed development.
o 6% (2) of responders suggested section 6b could be developed with both responders

expanding on their thoughts.

o 3% (1) of responders suggested section 6¢ could be developed but no additional comments

were provided.

e Disagree/Not Provided — 6% (2) responders disagreed with each element, 6a, 6b, and 6¢ but no
additional comments were provided for any of the portfolio management elements.

The comments summarised below relate to Principle 6 — Portfolio Management:

Given their nature multi-asset portfolio metrics are not necessarily intuitive or appropriate and

would not be recommended

Some asset classes will be much harder or less relevant to include so focus / priority should be on

corporates (FI/Equities) and sovereigns.

The lack of transparency in certain asset classes should be considered

Ability to comply with Criteria A may be limited to some climate-intensive sectors or more generally
that data quality differs across sectors. We would suggest setting a threshold in terms of emissions
(e.g. min. 80% of emissions of a portfolio) for which these criteria should be met to avoid resorting
to methodologies that cover more sectors but represent lower overall data quality / granularity.

Portfolio Management version 1 -

Portfolio Management: version 2 -

a) The methodology must allow to compare single
companies in a given sector and decide which
company is better aligned towards net-zero by
2050 or an implied temperature rise of 1.5°C, as a
basis of all investment decisions. This requirement
effectively rules out methodologies which are
based on estimations per sector alone.

b) While initiatives such as SBTi are preferably
expressed at sector or asset class level, this metric
must be able to be expressed at individual issuer
and portfolio levels (including multi-asset class
portfolios) and may also be extended at an asset
class level. The metric must make sense at both
individual security and portfolio levels, to guide
both investments and Asset and Liability
Management (ALM) decisions.

a) The methodology must allow for comparison of
single companies in a given sector and decision
making with regards to which company is better
aligned towards net-zero by 2050 or an implied
temperature rise of 1.5°C, as a basis of all
investment decisions. This requirement effectively
rules out methodologies which are based on
estimations per sector alone.

b) Inclusion and reference to temperature alignment
plans and policies from companies/assets is
critical, and where available should be identified,
and referenced.

c) While initiatives such as SBTi are preferably
expressed at sector or asset class level, this metric
should be able to be expressed at individual issuer
and portfolio levels (including multi-asset class

In partnership with:

PART OF THE

2020

CAMPAIGN




I«‘«\ \

Y
"V

Fl NANCE Principles for
UNEP INITIATIVE ---PRl st

c)

This metric must also be able to produce KPIs per
sector, comparing these to a sector average or
range, notably to guide engagement and ALM
decisions, in coordination with the NZAOA’s
Engagement Track, as well as other relevant
organisations such as Climate Action 100+.

d)

portfolios2 ) and may also be extended at an asset
class level. The metric should make sense at both
individual security and portfolio levels, to guide
both investments and Asset and Liability
Management (ALM) decisions.

This metric must also be able to produce KPIs per
sector, comparing these to a sector average or
range, notably to guide engagement and ALM
decisions, in coordination with the NZAOA’s
Engagement Track, as well as other relevant
organisations such as Climate Action 100+.
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Technical assumptions
7. Data sources.
Feedback Summary:

Data Sources (a) to (c)
30

27
26

25

20

5 4

3
2
;
0 0 0
0 |

Data sources [(a) Favours reported data over inferred Data sources [(b) Uses robust, transparent, and dynamic Data sources [(c) Allows companies / emitters to view
(proxy-based) data] proxies to cover lack of data if these are] their own data and approve or correct if necessary.
Identifies such corrections. ]

4

3

m Agree/Provided Agree/Provided, Should/Could Develop m Disagree/Not Provided = No response given m Should/Could Develop

e Agree/Provided — The three criteria addressing acceptable sources of data to be included in
methodologies were widely agreed with support ranging from 56% (19) to 85% (29).

e Should/Could Develop — No responders indicated a need to develop sections 7a and 7b. Section 7c
on the other hand appeared to be more contentious with 24% (8) responders suggesting there is a
need for development.

o Disagree/Not Provided — 3% (1) and 9% (3) responders disagreed with sections 3a and 3c,
respectively but did not give any additional reasoning for these opinions.

The comments summarised below relate to Principle 7 — Technical Assumption — Data Sources:

e One responder suggested that “audited” data is not always superior to “non-audited” and that
“robustness” should be the function of completeness, focussing on completeness, granularity, and
transparency rather than reporting channel
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Regarding section 7a specifically - to ensure biases are not introduced by inconsistent data
reporting issuers there needs to be a provision on how the data is reported

Need to ensure methodologies incentivise the development of increasingly accurate methods of
collecting data with respect to both the quality of offsets, and more generally the calculation of a
portfolio company’s carbon emissions

Data Sources: version 1 - Data Sources: version 2 -

a) Reported data must be favored over | a) Reported data must be favored over
inferred (proxy-based) data, in particular inferred (proxy-based) data, in particular
where it is robust (eg audited, publicly where it is robust (e.g. audited, publicly
reported), even though it is understood reported), even though it is understood
that a significant amount of GHG that a significant amount of GHG
emissions measurement are estimates. emissions measurement are estimates.

b) Proxies may be used to cover lack of data | b) Proxies may be used to cover lack of data
provided these are transparent, and provided these are transparent and
based on robust and dynamic (revised based on robust and dynamic (revised
regularly) extrapolation rules. regularly) extrapolation rules.

c) Companies / emitters should be able to | ¢) Companies / emitters should be able to
view their own data (GHG emissions, view their own data (GHG emissions,
Capex, etc) and approve or correct it if Capex, etc.) and approve or correct it if
necessary. When such corrections are necessary. When such corrections are
made, they must be identifiable by data made, they must be identifiable by data
users. users.
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8. Sector biases.
Feedback summary:

Sector Biases (a) to (d)

27

25

22

4

4
3 3 3 3
2 2
1 1 1 1
H 0 Bl = 0
Sector biases [(a) Looks at companies based on sector Sector biases [(b) Provides sector-specific analysis ] Sector biases [(c) Provides aggregate emissions analysis] Sector biases [(d) Does not assume outright divestment]

specific analysis or by comparing companies globally
based on aggregate emission levels]

u Agree/Provided Agree/Provided, Should/Could Develop m Disagree/Not Provided uNoresponse given m Should/Could Develop u Should/Could Develop, Disagree/Not Provided

e Agree/Provided — The four criteria addressing acceptable sources of data to be included in
methodologies were widely agreed with, support ranged from 65% (22) to 85% (29).
e Should/Could Develop —
o 9% (3) of responders suggested section 8a could be developed but no specific comments
were provided.
o 3% (1) of responders suggested section 8b could be developed but no comments were
provided.
o 12% (4) of responders suggested section 8c could be developed with additional feedback
provided by 3/4 of these.
o 9% (3) of responders suggested section 8d could be developed but no comments were
provided.
e Disagree/Not Provided —
o 6% (2) of responders disagreed with section 8a but no specific comments were provided.
o 3% (1) of responders disagreed with section 8b but no comments were provided.
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o 12% (4) of responders disagreed with section 8c with additional feedback provided by 2/4
of these.

o 9% (3) of responders disagreed with section 8d with 1 responder providing additional
feedback.

The comments summarised below relate to Principle 8 — Sector Biases:

e Regarding 8c - Market cap weighted indices do not represent the global economy, let alone all the
sources and ways of mitigating carbon. Using these indices as a starting point is not a science-
based approach and should not be permissible. NB it is probably also a breach of fiduciary duty.
Asset owners do not need to invest in all asset classes and sectors to gather many of the benefits
of diversification. Pursuing perfect diversification at the expense of managing climate risk
appropriately is reckless.

e Regarding 8d — Concerns were raised over the wording particularly around divestment as it is
standard investment practice. Recommended wording — “Universal asset owners have a fiduciary
and moral responsibility to use divestment (ie, stock selection & asset allocation) and engagement
and the methodology needs to accommodate this.”

e Aggregate emissions data are not important for incentivising CEOs, here intra-sector ranking and
cross-sector comparability is more important.

e Need to define boundaries that clarify where the criteria relate to the data, methodology, or the
rules around how the methodology is applied.

e Sector agnostics may pose a challenge due to differing decarbonisation pathways per sector

Sector Biases: version 1 - Sector Applicability: version 2 -

a) The methodology may look at companies based | a) The methodology may look at companies based
on sector specific analysis (using market-based on sector specific analysis (using market-based
sector classifications) or by comparing companies sector classifications) or by comparing companies
globally based on aggregate emission levels. globally based on aggregate emission levels. 2

b) Sector specific analysis could help investors select Noting that certain single-asset class approaches
best-in-class ~ companies  while  aggregate may provide exceptional insights and should not
emissions analysis could inform wider investment be excluded.
strategies, promoting a deviation away from | b) Sector specific analysis could help investors select
certain “high temperature” sectors altogether. best-in-class  companies  while  aggregate

c) The methodology may also offer a technology- emissions analysis could inform wider investment
agnostic/sector-agnostic transition pathway. strategies, promoting a deviation away from

d) Outright divestment assumptions per se are not certain “high temperature” sectors altogether.
favoured, but may be justified for “outdated” | c) The methodology may also offer a technology-

agnostic/sector-agnostic transition pathway.
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technologies, such as thermal coal, that present | d) Outright divestment assumptions per se are not
no clear value-add towards carbon neutrality. favored, but may be justified for “outdated”
technologies, such as thermal coal, that present
no clear value-add towards carbon neutrality.

9. Climate scenarios.
Feedback summary:

Climate Scenarios (a) to (g)

20

26
25
19
18
17
7 7
6 6
5 5
4 4 4 4
3 3 3 3 3 3
2 2 2 2 2 2 2
11 1 1 1
1 - L L] ] B

Climate scenarios [(a) Explicits ~ Climate scenarios [(b) Accomodates a Climate scenarios [(c) Favours 1.5°C  Climate scenarios [(d) Does not  Climate scenarios [(e) Uses scenarios Climate scenarios [(f) Reviews Climate scenarios [(g) Is sufficiently

reasons for using specific climate set/ corridor of coherent and IPCC scenarios with limited/no assume outright divestment] based on / connected to regulatory underlying scenarios regularly] fiexible to enable sensitivity analysis
scenarios and excluding others] consistent scenarios] overshoot and no or limited use of stress-testing initiatives where by users with respect to key
CCS/BEC - aligns with IPCC P1 and appropriate] assumptions and data choices]
P2 scenario carbon reduction
suggestions]
u Agree/Provided Agree/Provided, ShouldCould Develop W Disagree/Not Provided ~ @Noresponse given  Should/Could Develop

e Agree/Provided — Principle 9 (subsequently merged with Principle 5) covered a wide range (7) of climate
scenario elements. Overall, the seven criteria addressing acceptable uses of climate scenarios in
methodologies were widely agreed with, support ranged from 62% (21) to 79% (27).

e Should/Could Develop —

o 6% (2) of responders suggested section 9a could be developed but no specific comments were
provided.

o 9% (3) of responders suggested section 9b with 2/3 responders elaborating on their thought.

o 21% (7) of responders suggested section 9c could be developed with 4/7 responders providing
additional feedback.
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o 9% (3) of responders suggested section 9d could be developed but no comments were provided.
o 21% (7) of responders suggested section 9e could be developed with 4/7 responders providing
additional feedback.
o 6% (2) of responders suggested section 9f could be developed and both responders left additional
comments, but these were both tool summaries.
o 15% (5) of responders suggested section 9g could be developed with 3/5 leaving additional
comments.
e Disagree/Not Provided — Disagreement ranged between 3% (1) and 9% (3) across all sections for Principle 9.
For each of 93, 9b, 9c, 9e, 9f, and 9g no additional comments were left. 9d was the only element to receive
2 additional comments.

The comments summarised below relate to Principle 9 — Climate Scenarios:

e Regarding 9b - Using multiple scenarios OR facilitating comparable results is challenging due to the
differing underlying assumptions thus emissions corridors may lead to less clear KPIs and reduced
comparability.

e Regarding 9d - Stress testing focuses on assessing financial risk and are different from methods to
align to net-zero

e Need to ensure models reflect realities accurately e.g. often there is a ‘business as usual’ scenario
that seems to imply no climatic impact. If methodologies include a ‘do nothing’ scenario then it
should clearly reflect the long-term costs of inaction.

e Recommendation that the Alliance stipulates the scenarios to be used with methodologies
adapting to align to this OR investors produce pro-forma assumptions using a range of scenarios

e |t is important to maintain flexibility and divergence in scenarios to recognise the breadth of
potential transition outcomes, whilst maintaining the ability to compare and reconcile between
them.

Climate Scenarios: version 1 - Science-Based
Decarbonisation & Climate
Scenario: version 2 -

a) The use of specific climate scenarios (either individual scenarios or | See version 2 Principle 5
combinations of scenarios representing a given consensus), as well as
deviations or exclusion of others, must be explicit regarding socio-
economic and technological developments as well as climate policies,
especially the underlying energy mix and sensitivity to specific
technologies such as CCS. The approach should accommodate not only a
single scenario but a set/corridor of scenarios to reduce dependency on
individual providers’ and scenarios’ data, assumptions and narratives. In

In partnership with:

PART OF THE

2020

CAMPAIGN




Ir‘«\ )
S mance  sppys
UNEPINITIATIVE mmm

Investment

b)

c)

d)

any case, if multiple scenarios are used, their coherence and consistency
must be made explicit.

A special attention is given to 1.5 °C IPCC scenarios with limited/no
overshoot and no or limited use of CCS/BECCS: the methodology should
notably align with IPCC P1 and P2 scenario carbon reduction suggestions.
To improve comparability, scenarios can for example be based on and if
possible connected to regulatory stress-testing initiatives, where
appropriate.

To improve comparability, scenarios can for example be based on and if
possible connected to regulatory stress-testing initiatives, where
appropriate.

The underlying scenarios should be regularly reviewed and where new
evidence becomes available should be updated to reflect this. Unrealistic
or obsolete scenarios must be discarded. The approach should be
sufficiently flexible to enable sensitivity analysis to be performed by users
with respect to key assumptions and data choices. This flexibility should
include accommodating not only a single scenario but a set of scenarios
to take account of the uncertainty associated with future developments
and to reduce dependency on individual models or data providers.
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10. Back-testing.
Feedback summary:
Back-testing [(a) Provides at least 5 years of Back-testing [(b) Is “neutral” regarding corporate
back-testing capability] ownership structures (e.g. mergers) and

consolidation across asset classes]

1, 3%

= Agree/Provided = Agree/Provided

= Should/Could Develop = No response given

= No response given = Should/Could Develop

Agree/Provided,

Should/Could Develop = Disagree/Not Provided

= Disagree/Not Provided Agree/Provided

Should/Could Develop

e Agree/Provided — Principle 10a received 50% (17) responses in general agreement and 10b received 65%
(22). A significant number of responders abstained from this section too 15% (5) and 17% (6) for 10a and 10b
respectively.

e Should/Could Develop — 26% (9) responders indicated a need to develop the criteria outlined in Principle 10a
with 6/9 providing additional context. Section 10b was less contentious with 12% (4) responders indicating a
need for development here, though none expanded on this view point.

e Disagree/Not Provided — 9% (3) and 6% (2) disagreed with sections 10a and 10b respectively with 3/3
providing further context.

The comments summarised below relate to Principle 10 — Back-testing:

e The time horizon for back testing should be reconsidered — 3 years is achievable; 5 years is not
e Both the logic, what is being back tested, and the use case for implementation is unclear, further
clarification needed on this element.

e This has the potential to create bias against new, high quality datasets. Other techniques may be
more suitable e.g. validation tools
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It is extremely difficult to account for corporate actions and so this should not be included.
Certain corporate actions will pose challenges for back testing e.g. spin-offs and demergers

|II

10b It is unclear what is meant by “neutra

Back-testing: version 1 -

Back-testing & Neutrality: version 2 -

a) The methodology should provide at least 5 years
of back-testing capability, although it is
understood that its forward-looking nature
(Principle 1) can make back-testing challenging.

b) The methodology should be “neutral” regarding
corporate ownership structures (eg mergers) and
consolidation across asset classes.

a) The methodology should provide 3-5 years of
back-testing capability, although it is understood
that its forward-looking nature (Principle 1) can
make back-testing challenging. If back-testing is
not available the provider should explain why
back-testing cannot be provided.

b) The methodology should be “neutral” regarding
corporate ownership structures (e.g. mergers)
and consolidation across asset classes.
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11. Coverage.
Feedback summary:

Coverage (a)to (e)

26

4

2 2 2

Coverage [(a) Covers corporate debt and equity] Coverage [(b) Includes at least the main listed equity Coverage [(c) Pursues further coverage, in particular Coverage [(d) Sets out clearly how the temperature Coverage [(e) Covers most carbon intensive sectors]

indices] sovereign debt (integrating both the 2015 COP21
NDCs and revised 2020 COP26 NDCs), real estate

and infrastructure]

m Agree/Provided Agree/Provided, Should/Could Develop = Disagree/Not Provided

=PRI

KPI can be aggregated across investments in
different asset classes, sectors and companies]

= No response given = Should/Could Develop

25

Principles for
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3 3

e Agree/Provided — Principle 11 covered 5 elements relating to the required coverage of methodologies.

Overall, these five criteria were widely agreed with. Support ranged from 58% (19) to 82% (28).

e Should/Could Develop —

o 6% (2) of responders indicated that section 11a could be developed further with % providing

additional comments.

o 26% (9) of responders indicated that section 11c needs to be developed with 7/9 providing more

context for these views.

o 21% (7) of responders indicated that section 11d needs to be developed with 6/7 providing

additional feedback.

o 3% (1) of responders indicated that section 11e needs to be developed.
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e Disagree/Not Provided — Disagreement ranged between 6% (2) and 15% (5) across all sections for Principle
11. For each of 11a and 11b no additional comments were left. Sections 11c, 11d, and 11e received 1/3, 3/5,
and 2/3 additional comments, respectively.

The comments summarised below relate to Principle 11 — Coverage:

e Underdeveloped temperature scoring pose a challenge for Real Estate and Infrastructure

e Need for increased discussion regarding the harmonisation of alignment analysis at corporate and
sovereign levels

e (Call for asset classes to include linked derivatives and stronger language should be employed to
encourage consideration of other assets, “valued and encouraged” is too weak

e The broader the coverage the more relevant the measure will be. Important that sovereigns and
real-estate are covered as well as infra-structure eventually. Even if an asset class or sector is not
covered initially as a result of lack of data for example how it will be incorporated in principle needs
to be understood up-front in order to make sure overall methodology is fit for purpose

e (riteria 11e may lead to certain initiatives/methodologies compromising on the technical integrity
of their research due to being forced to cover a broader environment.

e The "criteria" on data outlined in the previous criteria sections is so ambitious, that even if the
criteria the way they are described allow for different levels of quality across sectors, the "baseline"
guality standard is not realistic across all sectors given the state of the art of data.

Coverage: version 1 - Coverage: version 2 -
a) The asset classes covered must include at least | a) The asset classes covered must include at least
corporate debt and equity. listed equities, publicly-traded corporate debt,
b) The security coverage must include at least the sovereign debt, and real estate.
main listed equity indices. i. Sovereign debt “modules” should
c) Covering other asset classes is valued and integrate both the 2015 COP21 NDCs
encouraged, in particular sovereign debt, Real and revised 2020 COP26 NDCs. Solutions
Estate and Infrastructures. Sovereign debt for other asset classes are encouraged.
“modules” must integrate both the 2015 COP21 | b) The security coverage must include at least the
NDCs and revised 2020 COP26 NDCs. Solutions for main listed equity indices.
other asset classes are encouraged. c) Covering other asset classes is valued and
d) In addition, it must set out clearly how the encouraged. In particular, infrastructure, unlisted
temperature KPl can be aggregated across (private) corporate debt, private equity,
investments in different asset classes, sectors and mortgages, and covered bonds.
companies for users to assess the overall | d) In addition, it must set out clearly how the
“portfolio alignment” with the Paris Agreement. temperature KPl can be aggregated across
e) Methodologies that cover only a small set of investments in different asset classes, sectors and
carbon intensive sectors will not be considered
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compatible with the methodological principles, companies for users to assess the overall
although a variable methodology depth across “portfolio alignment” with the Paris Agreement.
sectors may be acceptable. e) Methodologies that cover only a small set of

carbon intensive sectors will not be considered
compatible with the methodological principles,
although a variable methodology depth across
sectors may be acceptable.

Usability & platform requirements

12. Target-setting & reporting.
Feedback summary:

Target-setting & reporting [(a) Is readily leverageable by investors
to monitor progress against their targets and support annual
public reporting from Alliance members]

= Agree/Provided
Agree/Provided, Should/Could
Develop

= Disagree/Not Provided

= No response given

= Should/Could Develop

e Agree/Provided — The need for all methodologies to readily leverageable by investors to monitor progress

against their targets and support annual public reporting was supported by 79% (27) of the responding
organisations.

e Should/Could Develop — 6% (2) of responders suggested that this Principle could be developed with 1/2
providing reasoning.
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e Disagree/Not Provided — 3% (1) responder disagreed with Principle 12 but no additional comments were
provided.

The comments summarised below relate to Principle 12 — Target Setting & Reporting:

e Any methodologies need to have the capability of being integrated into dashboards and portfolio
audit reports

Target setting & reporting: version 1 - Target setting & reporting: version 2 -

a) Once finalized, the metric must be readily | a) Once finalized, the metric must be readily
leverageable by investors (and link to sectoral leverageable by investors (and link to sectoral
pathways to net-zero by 2050) to monitor pathways to net-zero by 2050) to monitor
progress against their intermediate (TBC) and progress against their intermediate (2025, 2030,
long term NZAQA targets (at a sectoral level or at etc.) and long term NZAOA targets(at a sectoral
least portfolio level) and support annual public level or at least portfolio level) and support
reporting from NZAOA members. annual public reporting from NZAOA members.
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13. Transparency, replicability, stability.
Feedback summary:

Transparency, replicability, stability (a) to (c)

26
25

4 4
3 3 3 3
2
1
] : o m—
Transparency, replicability, stabilty [(a) Principles are documented and transparentso  Transparency, replicability, stability [(b) Documents and analyses methodology changes] transparency, replicability, stability [(c) Allows companies to validate and correct the data or
results can be replicated] results where appropriate]

= Agree/Provided Agree/Provided, Should/Could Develop ~ mDisagree/Not Provided ~ ®Noresponse given @ Should/Could Develop

e Agree/Provided — Principle 13 covered 3 elements relating to need for transparency, replicability, and stability
of methodologies. Overall, these three criteria were widely agreed with, support ranged from 65% (22) to
82% (28).

e Should/Could Develop — 9% (3) responders suggested section 13b could be developed. 18% (6) of responders
suggested section 13c could be developed, of which all 6/6 provided additional reasoning.

e Disagree/Not Provided — Disagreement with Principle 13 ranged from 3% (1) to 95 (3). No additional
comments were provided for 13a or 13b and 13c received comments from 1/3, but this simply outlined
functions of a current tool.
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The comments summarised below relate to Principle 13 —Transparency, replicability, stability:

e Limitations of certain methodologies and tools may inhibit the ability of companies to validate

their footprinting score

e Potential need to make comparability and consistency a separate high-level category of

principles to emphasise this.

Transparency, replicability, stability: version 1 -

Transparency, replicability, stability: version 2 -

a) The methodology principles must be documented
and transparent, meaning the results produced
by calculations can be replicated by other
investors using the same databases.

b) In addition, changes over time to the
methodology should be carried out in a controlled
manner, should be documented and analysis of
change conducted to ensure that period to period
changes can be properly interpreted.

c) The methodology and/or organization promoting
it should make it possible for companies to
validate and where appropriate or correct the
data or results.

a) The methodology principles must be documented
and transparent, meaning the results produced
by calculations can be replicated by other
investors using the same databases.

b) In addition, changes over time to the
methodology should be carried out in a controlled
manner, should be documented and analysis of
change conducted to ensure that period to period
changes can be properly interpreted.

c) The methodology and/or organization promoting
it should make it possible for companies to
validate and where appropriate or correct the
data or results.

d) The NZAOA publicly favors open source platforms,
but nonetheless encourages the development of
methodologies that may be proposed by
commercial  enterprises,  provided  those
commercial solutions are in line with the
methodology  principles  described in  this
document and are documented, transparent and
replicable.

e) More generally it should leverage existing
frameworks where applicable, such as the TCFD,
SBTIi, IIGCC PAIl, TPI, PCAF, PACTA, INVECAT, CDP
/ Tropic, etc. The methodology should be regularly
benchmarked against other methodologies.
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14. Open source.
Feedback summary:
Open Source (a) to (d)

20

5
4
3 3 3 3
2 2 2
: - . . - . - .
- ° I I I - I
Open source [(a) Favours open source platforms] Open source [(b) Discloses how the methodology and its Open source [(c) Discloses potential conflicts of interest] Open source [(d) More generally it should leverage existing

implementation is validated] frameworks where applicable, such as (*). The methodology should
be regularly benchmarked against other methodologies.]

= Agree/Provided Agree/Provided, Should/Could Develop m Disagree/Not Provided = No response given = Should/Could Develop

e Agree/Provided — Principle 14 (subsequently merged with Principle 13) covered 4 elements relating to need
for open-source platforms. Overall, these 4 criteria were widely agreed with, support ranged from 68% (23)
to 88% (30).

e Should/Could Develop — 6% (2) of responders suggested section 14a could be developed with 2/2 providing
additional comments. For the remaining three sections 3% (1) indicated a need for development but no
additional comments were provided.

e Disagree/Not Provided — In Principle 14, section 14a was the most contentious with 15% (5) responders
disagreeing with the initial criteria. Of these 4/5 left additional feedback. 3% (1) and 6% (2) responders
disagreed with the criteria summarised in sections 14c and 14d respectively, all providing further comment.

The comments summarised below relate to Principle 14 — Open Source:

e |t should only leverage TCFD, SBTi and the GHG Protocol. Only those 3 are market standards.

e Providing high quality data necessitates a strong quality assurance process and broad data
collection efforts, which results in a clear need for commercialised service offers that ensure quality
as well.
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e Further clarification as to who the principles should be addressed too is required. The implicit
implication of these principles is that they are addressed to public/private tool suppliers rather than
reporting entities.

Open source: version 1 - Transparency, replicability, stability: version 2 -

a) The NZAOA publicly favours open source | See Principle 13
platforms, but nonetheless encourages the
development of methodologies that may be
proposed by commercial enterprises, provided
those commercial solutions are in line with the
methodology principles described in this
document and are documented, transparent
and replicable.

b) Whether the methodology has been developed
by a public or private organization, it should
disclose how the methodology, and where
appropriate its implementation, is validated.
Any potential conflicts of interest should be
clearly disclosed.

c) More generally it should leverage existing
frameworks where applicable, such as the
TCFD, SBTI, lIGCC PAIll, TPI, PCAF, PACTA,
INVECAT, CDP / Tropic, etc. The methodology
should be regularly benchmarked against other
methodologies.
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15. Pluggability.
Feedback summary:

Pluggability [(a) Uses underlying databases and
classification systems that make it “pluggable” into
financial data terminals]

= Agree/Provided
Agree/Provided, Should/Could
Develop

= No response given

= Should/Could Develop

e Agree/Provided — The need for all methodologies to have the ability to be plugged into financial data
terminals was supported by 79% (27) of the responding organisations.

e Should/Could Develop — 6% (2) responders indicated this could be developed, both giving additional
reasoning.

e Disagree/Not Provided — There was no disagreement with this Principle.

The comments summarised below relate to Principle 15 — Pluggability:

e The Principles should not favour specific providers, data sources should be publicly available, and
should be adoptable by asset managers of all sizes

Pluggability: version 1 - Pluggability: version 2 -

a) The methodology should ideally use underlying | a) The methodology should ideally use underlying
databases and classification systems that make it | databases and classification systems that make it
“pluggable” into financial data terminals (notably | “pluggable” into financial data terminals (notably by
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by using standard financial market identifiers | using standard financial market identifiers such as ISIN
such as ISIN and CUSIP codes) to improve usability | and CUSIP codes) to improve usability and enable as
and enable as widespread users as possible, | widespread users as possible, beyond NZAOA
beyond NZAOA members in due course. NZAOA | members in due course. NZAOA members do not
members do not expect, however, such | expect, however, such “pluggability” from the outset.

“pluggability” from the outset.

16. Communications.
Feedback summary:

Communications [(a) Basic principles are simple to explain
to non-specialist audiences]

= Agree/Provided

Agree/Provided, Should/Could
Develop

= No response given

= Should/Could Develop,
Disagree/Not Provided

e Agree/Provided — The need for all methodologies to be simple to explain to non-specialist audiences, while
the full underlying methodology may remain complex.

e was supported by 88% (30) of the responding organisations.

e Should/Could Develop — 3% (1) responders indicated this could be developed but no additional comments
were given.

e Disagree/Not Provided — There was no disagreement with this Principle.
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The comments summarised below relate to Principle 16 — Communications:
e |mperative that methodologies refer to the concept of a carbon budget
Communications: version 1 - Communications: version 2 -
a) The basic principles of this methodology must be | a) The basic principles of this methodology must be
simple to _explain to non-specialist audiences, simple to explain to non-specialist audiences,
while the full underlying methodology may while the full underlying methodology may
remain complex. remain complex.

b) Whether the methodology has been developed
by a public or private organization, it should
disclose how the methodology, and where
appropriate its implementation, is validated. Any
potential conflicts of interest should be clearly
disclosed.

Main contacts:
With any question please contact:

Jesica Andrews (Alliance/UNEP Fl): jesica.andrews@un.org
Sylvain Vanston (AXA Group): sylvain.vanston@axa.com
Udo Riese (Allianz): udo.riese@allianz.de

Claudia Bolli (Swiss Re): Claudia Bolli@swissre.com
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The Alliance attempted to identify all known potentially interested partners. The Alliance will
share this document with the following list. In an effort to be transparent this list is made
available to the public. If you wish your organization to be included in future notifications of a
similar nature please complete the survey and include your organizations contact details.

2dii

427

Acclimatise

Arabesque

Asset Owner Disclosure
Project, ShareAction

6. Baringa

7. Beyond Ratings

8

9

v R

Bloomberg ESG Data
. Carbone 4
10. Carbon Delta (MSCI)
11. Carbon Tracker
12. CDP
13. Climetrics
14. EcoAct
15. Engaged Tracking
16. ERM

17.

18.
19.
20.
21.
22.
23.
24,
25.
26.
27.
28.
29.
30.
31.
32.

Investor Agenda
Founding Partners
ISS

Oliver Wyman
Ortec Finance
OS-Climate

PWC

Quantis

Right.XDC

SBTi FI

SENSES

Southpole
Sustainalytics

TPI

Trucost (S&P)
Vigeo Eiris (Moody’s)
Vivid Economics
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Complete list of responders to the ‘Call for Comment’

2° Investing Initiative
Aviva

Baringa

Carbon Delta (MSCI)
Carbon Tracker Initiative
Carbone 4

CDP

Climate Policy Initiative
Entelligent

Extinction Rebellion UK
Guidehouse,
Independent
Independent

ISS ESG

Mantle314

Moody's - Four Twenty Seven - Vigeo Eiris
Neural Inc.

Annex Il

Unrefined list of responder’s titles

Managing Director

Director

Senior Consultant

Analytics and Capital Modelling Director

Partner & PwC Global Climate Change Leader,

Assistant Director, Manager
Science Coordinator, Researcher
Head of Climate Strategy & Policy

No response given

Ortec Finance

OS-Climate (with Ortec Finance (OF), Entelligent)
PIK

PineBridge Investments

PwC

PwC UK

right. based on science GmbH

S&P Trucost

ShareAction

Social & Environmental Finance

Sylvera

Trucost, part of S&P Global

University of Warwick

University of Zurich, Swiss FinTech Innovation Lab
Urgentem

WWF

Independent

Assistant Professor

Executive Director - Market Access
CEO

Co-Head Climate & ESG Solutions

Business Development
Head of Climetrics
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| am a representative and the coordinator of this response on behalf
of Extinction Rebellion.

Independent
Executive Director
Managing Director

Vice President

Managing Director

Head of Business Development Central Europe
Head of the finance practice

Principal Consultant

Senior Advisor

Principles for
Responsible
Investment

Partner

No response given

Head of Investor Standards

Executive Director, Carbon Tracker, Inc. (N.
America)

(6{0]0)

Director of Business Development

Global Head of Research & Innovation
Director, Head of Lab

CEO

Associate Director
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