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Where it began...

FINAL REPORT of
the EXPERT PANEL
on SUSTAINABLE
FINANCE

Mobilizing Finance for
Sustainable Growth

June 2019
Chair: Tiff Macklem (Current
Governor of the Bank of Canada)
Members: Andy Chisholm, Barb
Zvan, Kim Thomassin

Recommendation3

Establish a standing
Canadian Sustainable
Finance Action Council
(SFAC)

Federal government
established SFAC in May
2021 to help lead the
Canadian financial sector
towards integrating
sustainable finance into

standard industry practice.

Responsible Ministers:

Recommendation 9.1
...todevelop Canadian
green and fransition-
orient fixed income
faxonomies

Taxonomy Roadmap Report

Mobilizing Finance for Sustainable Growth by
Defining Green and Transition Investments

i Finance Action Council
September 2022

Deputy Prime Minister &
Minister of Finance
Minister of Environment
and Climate Change

, /] Institute for
Our core knowledge partners: CLIMATE@ CLIMATIQUE S Sustainable
1 WY Finance

Released March 2, 2023
Lays out an approach:
\/For the development of the
taxonomy (i.e. high level criteria)
\/How to structure governance
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Members of SFAC — Significant Portion of Canada’s Financial Industry

and Regulators

Financial Industry Members:

k. D d
N 2] BMO@®  ® swibenk  CIBCO O Desjordins
canadam

CPP|vestments

P/P

Investissements
Investments

NATIONAL
‘ BANK
OF CANADA

Sun Life 2 co-operators

BCi UPPasn HOoF®
OMERS /Il Manuife @ CDPQ

Vancity fvetment sank

—
AIMCo
e

[intact] WAVIVA

o) ONTARIO
(. TEACHERS'
PENSION PLAN

" Institute for CANADIAN LINSTITUT
Key qutners: Sustainable CLIMATE ) CLIMATIQUE

Finance INSTITUTE DU CANADA

oge CSA INITIATIVE
Additional (GES Climate Bonds
research from: (Standards

Association)

Official Sector Coordinating Group:

N

NN BANK OF CANADA
&1 .t BANQUE DU CANADA

Provincial Securities
Commissions, and Provincial
Prudential Supervisors.

Chair
Kathy Bardswick
former CEO of Co-operators
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Growing Canada’s transition finance market

Growth challenges

* The transition bond market is non-existent in Canada and represents a very
small share of the global sustainable bond market

 Early transition bondissuances were criticized for greenwashing and no
globally-accepted taxonomies dealing with ‘transition” have emerged

* Transition capital-raising shifted from transition bonds to ‘sustainability-linked’
bonds/loans, which have grown significantly, but are now facing greenwashing
criticisms

Green bond market in. Canada
and globally has grown

Growth opportunities

L \ * Ascience-based taxonomy dealing with transition would help to promote
significantlyin recent years, investor confidence in the transition label and reduce greenwashing risks

supported by green taxonomies associated with sustainability-linked products

that have created investor * Critical for Canada to develop a transition finance market that can provide a
confidencein the green label reliable source of capital over time for Canadian companies (a natural
resource based economy) with credible transition plans — including
interoperability with other taxonomies

TIONNOJ NOILIV FDNVNI4 ITaVNIVLSNS
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Itis also crucial the taxonomy is constructed to support multiple use cases in
addition to labelling financial products: climate disclosure (incl. enhanced disclosure
on aligned capex and opex), net-zero transition planning, stewardship, bank and
insurance capital requirements and central bank activities




The work effort is organized by advancing the following key areas:

1. Advancing technical
2. Governance 4. Common

specifications Definition

TIONNOJ NOILIV FDNVNI4 ITaVNIVLSNS
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| | . |
Advancing technical specifications Detailed governance Laying the groundwork for Promoting a common Building education and
to enable the application of the model and funding connecting to bank and global definition of awareness with key
high-level criteria proposal insurance capital transition stakeholdersin
requirements Canada
Working Canadian Climate Working with ‘AJ Lead by the CBI, ASEAN, ASFI Institute for
Institute Canadian Climate . regulator, (Australia) Sustainable
Next paper “Operationalizing Oil Law Inifiative BSIF OSFI Finance, SFAC
and Gas Actfivities in the SFAC members
Green & Transition Taxonomy” “We look forward to the Sustainable Finance Action Council’s work on behalf of the Ministers PA Institute for
CANADIAN [ — of Finance and Environment and Climate Change Canada; particularly the taxonomy E}‘:;gg‘:b'e
CHE’JQE‘EO CLIMATIQUE framework which we intend to leverage in our continuing work to ensure our capital rules fully
capture the opportunities as well as the risks of climate change.” - Peter Routledge, OSFI
Superintendent (RBC Capital Markets Bank CEO conference, Jan 9, 2023)




Deep dive on the
Transition
Taxonomy
Framework

Jonathan Arnold
Clean Growth Research Lead,

Canadian Climate Institute

Sustainable Finance Action Council e June 2023



What is (is not) a green and transition finance taxonomy?

Two Categories of Activities

Transition activities Green activities
A green and transition finance Decarbonizing emission-intensive Low or zero-emitting activities (e.g.,
taxonomy establishes screening activities that are critical for sectoral solarand wind) or those that enable
criteria about which economic transformation and consistent with a them (e.g., hydrogen pipelines.)
activities (assets, projects or revenue net-zero, 1.5 °C transition pathway

segments) have a higher or lower
transitionrisk.

TIONNOJ NOILIV FDNVNI4 ITaVNIVLSNS
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The taxonomy’s principal objective be to support the achievement of Canada’s emissions reduction targets, consistent with
keeping global temperature rise to below 1.5 °C (based on pre-industrial levels) across all emissions categories. Grounding the
taxonomy with this ambitious climate objective can build and maintain international credibility and also help drive progress on

otherimportant economic, financialand social objectives.




What is (is not) a green and transition finance taxonomy?

Activities ineligible under Activities eligible in the
the taxonomy taxonomy

Transition Activities Green Activities

o ; e
< : 7
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High Risk e Low Risk

(Stranded assets’ carbon ThrEShOId moves I‘Ight over t’me as Criteria (IOW- or ZerO'emiSSionS
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lock-in, incompatible with are reviewed and made more stringent or enablers of these
1.5 °C pathway) activities)




Taxonomy-compliant issuances must meet three requirements

Taxonomy-
compliant

S

General
requirements

Company-level net-zero
target setting,
transition planning and
effective climate
disclosure

Information found in
the Appendix

°
Ve

Specific
requirements

Evaluation of project
against framework
criteria to determine
whether it is ‘green’ or
‘transition’

Today’s Focus

0

“Do no significant
harm” requirements

Assessment of project
against “do no
significant harm”
criteria

Information found in
the Appendix
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Categorization framework for specific requirements

Material demand-side risk 1

Y  Doesthe projectsellintoordepend on markets thatare expected
: to declineinrepresentative 1.5 °C pathways? (i.e., doesit have :
I material scope 3 emissions?) I
1 1
1 1

N

Timing of demand-side risk 2 N Y
Doesthisdemand-side risk materializeinthe === ===

° shorttermina 1.5°C pathway? (i.e., doesit
require immediate phase out? Isnew

Material supply-side risk
Does the project face significant carbon

IZ

378VH¥NA IONVNIH 3d FHIILVIN NI NOILIV.d T113SNOD

(0}
C
k|
=
2
>
- r =
I I - -
- : : costsin a 1.5 °C pathway? (i.e., doesit have i =
I I I 2 >
'g productioninconsistent witha 1.5C | I material scoz:a ! Tn_:é:rrir;l;;;ons andface I o %
5 pathway? Isit a dead-end pathway?) | ! PRl ' : - m
< I I I wQ, Q
K Lifespan of project e = mmm————— > Path dependency 6 1 (=2 5
2 Doesthe project have a lifespan _Y ________ Does the project’s supply- side risk create ' Q =2
éb 4—0— proportionate to demand-side risk : negative path dependency and carbon lock- ° ! & 8
"-'_-" materializingina 1.5 °C pathway (i.e., doesit : N in?(i.e.,doesitcreateinertiain 1.5°C I o S
<ZD avoid carbon lock-in?) I e pathways?Isita dead-endtechnology?) : E_ (@)
1 e

i | 8

.. . 4 11 -
Emissions reductions Em—————— - : Demand-side opportunity P «—
Does the project significantly reduce supply- €=== === === - PP

Doesthe projectsellinto (or benefit from)

markets thatare expectedtogrowina
1.5 °C pathway? 'm—’

side risk by 20357 (i.e., does it make
significant reductions, without reliance on
offsets?)

Transition Label Green Label



2. Categorization framework for specific requirements (Green Label)

Material Demand-Side Risk L
Doesthe projectsellinto ordepend on markets that are expected
to declinein representative 1.5 °C pathways? (i.e., doesit have
material scope 3 emissions?)

Material supply-side risk
Does the project face significant carbon
costsin a 1.5 °C pathway? (i.e., doesit have
material scope 1 and 2 emissions and face Example: Green
supply-siderisk?) hydrogen with low
or zero scope 1and
2 emissions

TIONNOJ NOILIV FDNVNI4 ITaVNIVLSNS
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Demand-side opportunity
Example: Green Doesthe projectsellinto (or benefitfrom)

hydrogen market markets thatare expectedtogrowina

expected to grow \ 1.5 °C pathway?

significantly in
transition

Green Label




Categorization framework for specific requirements (Transition Label)

Material Demand-Side Risk L
Y | Doesthe projectsellintoordepend on markets thatare expected N
to declinein representative 1.5° C pathways? (i.e., doesit have

material scope 3 emissions?)
v
Timing of demand-side risk 2
Does this demand-side risk materialize in the N
shorttermina 1.5° C pathway? (i.e., doesit J.ceeessusnnaannns .

require immediate phase out? Isnew :
prOdUCtiOninconsistentwitha1.5 OC E Example:existing natur‘al
pathway?Isit a dead-end pathway?) B cas production

Lifespan of project <
Does the project have a lifespan
proportionate to demand-side risk
materializingina 1.5 °C pathway (i.e., doesit
avoid carbon lock-in?

Example: existing natural gas
production with ashort
lifespan

TIONNOJ NOILIV FDNVNI4 ITaVNIVLSNS
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Emissions reductions
Doesthe projectsignificantly reduce supply-
side risk by 2035? (i.e., doesit make
significant reductions, without reliance on
offsets?) Example: existing natural gas production with a
shortlifespan that makesinvestment toinstall
aggressive methane leak/detection

Transition Label




2. Categorization framework for specific requirements (Transition Label)

Additional
Examplesin
Appendix

Material Demand-Side Risk L

Doesthe projectsellinto ordepend on markets that are expected N ____________
to declinein representative 1.5° C pathways? (i.e., doesit have

material scope 3 emissions?)

Material supply-side risk

Y Does the project face significant carbon
grrnTammmmmm costsin a 1.5° C pathway? (i.e., doesit have
Example: steel material scope 1and 2 emissions and face
manufacturerwith high [ supply-siderisk?)
scope 1 and 2 emissions :
e N Path dependency 6

Doesthe project’s supply- side risk create
negative path dependency and carbon lock-
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N in?(i.e.,doesitcreateinertiain 1.5°C
Sressnsssssassaae pathways?Isita dead-endtechnology?)
4 Hl Example:steelindustry hasclear pathways to
Emissions reductions Hll decarbonize, strongmarketdemandin

Does the projectsignificantly reduce supply- Hll transition, and no clear market substitutes
side risk by 2035? (i.e., doesit make
significant reductions, without reliance on

offsets?) Example: steel manufacturerthatinvestsin

electricarc furnace to significantly reduce
emissions




Governance — A Critical Element for success

SR EC IR TS Governance that is transparent Well d, with stable and
financial sector leadership, with N B e edtrfskc))lurfce (;_W'tf St:h elan
A e e e e ekl safeguards scientific integrity PSR T e O IE S

participation, to maximize Ui

credibility and usability

All national taxonomies have government participation; OECD and World Bank note this is critical

[ X X ] . H
i Taxonomy development involves many stakeholders and much consultation

TIONNOJ NOILIV FDNVNI4 ITaVNIVLSNS
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@ All taxonomies have significant involvement from the financial sector — key to deployment (practical & usable)

0 Industries are involved in sector-specific working groups




Recommena

Recommendation
basedon
learnings froman
Institute for
Sustainable
Finance landscape
review of
taxonomy
governance
structures =>
https://smith.que
ensu.ca/centres/is
f/resources/taxon
omies-
resources.php

ed robust governance model

Taxonomy Council (Accountable for Initiative)

* Governance, strategic direction and performance, approves the Custodian’s taxonomy
proposals

* Cannot alter technical criteria or override the integrity of the science as determined by
the Custodian

* Federal government and financial sector led with strong provincial participation (OSFI,
Bank of Canada, Indigenous Rights Holder, Community, Financial Sector, others)

Net-Zero Advisory Body

*To be consulted
periodically as an input
to the Council’s
priorities and planning
activities

Taxonomy Custodian (Taxonomy Developer)

* Develops taxonomy proposals (framework/criteria) for Council approval

* Develops and executes critical path/work plans; convenes right expertise

* Housed within arms-length (research) organization —enables scientific integrity
* Extensive climate/environment expertise

* Accountable to perform broad outreach as they develop their recommendations

Other important

stakeholders:

~« Data Providers

~»  Second Opinion
Providers

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
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Technical Working Groups Stakeholder Advisory Forums

* Groupings of the right mix of experts (industry, academics and
subject matter experts) to advance detailed, sector-based technical
taxonomy work

* Provincial, Territorial, Indigenous Rights Holder
* Community (e.g. Environmental Non-Government Organizations)
* Financial Sector



https://smith.queensu.ca/centres/isf/resources/taxonomies-resources.php
https://smith.queensu.ca/centres/isf/resources/taxonomies-resources.php
https://smith.queensu.ca/centres/isf/resources/taxonomies-resources.php
https://smith.queensu.ca/centres/isf/resources/taxonomies-resources.php
https://smith.queensu.ca/centres/isf/resources/taxonomies-resources.php

Operationalizing oil and gas activities in the taxonomy

CCl was asked by SFAC to conduct early-stage research on how to
operationalize parts of its Climate Investment Taxonomy

Specifically, CCl was tasked with researching ways to operationalize the
components of the taxonomy framework that are relevant to oil and gas
sector activities

The Roadmap Report prioritized O&G activities, recognizing that they will be
among the hardest and most complex to operationalize

Ultimately, the goalis to develop preliminary criteria and metrics for how—
and under what conditions—oil and gas activities might be eligible for
taxonomy financing

“ANADIAM

C s LUINSTITUT
CLIMATE‘ : CLIMATIQUE
INSTITUTE O DU -::n'\-,-*..::fE



Three major research questions

When are downstream Scope 3
emissions from a particular project
considered material?

What is the definition
of ‘new’ vs. ‘existing’ oil
and gas projects?

How can the taxonomy
determine whether
project lifespans and
emissions reductions

align with 1.5C degree

pathways?




Operationalizing O&G

Question #1: When are downstream Scope 3 emissions
from a particular project considered material?

Proposed approach:

« Any project with over 50% of its total emissions generated downstream
would be considered to have material downstream Scope 3 emissions

« Allows Taxonomy Gustodian to create pre-certified categories of activities
- E.g. fossil fuel projects answer ‘yes’ to having material downstream emissions

. Issuers that believe the pre-approved categories do not apply to the specific
characteristics of its project would need to demonstrate through disclosure

- E.g. blue hydrogen



Operationalizing O&G

Question #2: What is the definition of ‘new’ and
‘existing’ oil and gas assets?

Proposed approach:

Existing Oilsands Projects Existing Conventional Oil and Gas Projects
o Afield where extraction and production are already o Afield where extraction and production are
taking place; AND, already taking place; AND,
o Where capital funds have already been committed and o Where any new pads and wells do not require new
implementation of the development project or mining major infrastructure (e.g., gathering lines,
operation is underway (where a final investment decision processing facilities, upgraders, etc.)

was made before a specified date); AND,

o Where any project expansions (if relevant) do not require
new major infrastructure (e.g., gathering lines, processing
facilities, upgraders, etc.)




Operationalizing O&G

Question #3: How to determine whether project
lifespans and GHG reductions align with 1.5°C pathways?

Proposed approach for Scope 1 and 2 emissions & lifespan:

« Use sectoral emissions-intensity curves in 1.5C degree scenarios as the
benchmark

o Sectoral emissions-intensity curves developed by the Transition Pathways Initiative can provide a starting
point for developing these dynamic thresholds

Proposed approach for upstream Scope 3 emissions:

« Use sectoral emissions-intensity curves in 1.5C degree scenarios as benchmark

for upstream suppliers
e



Expert analysis

Caelan Welch
Research Associate,

Smart Prosperity Institute

Sustainable Finance Action Council e June 2023




Sector and Activity Prioritization

A prioritization
framework will guide
decision-making and
ensure systematic
assessment of
sectors and activities
for priority inclusion.

Prioritization is a
practical solution to
balance timely
taxonomy
development with
effectiveness &
scientific credibility

Technical development ~ Target: A short list of activities identified for priority development within the
can begin O ", Taxonomy, to be defined as either green, transition, or enabling.

' Additional criteria (e.g., growth potential, public policy
Priority priorities) are applied to distill priority activities from within the
Vel < -C | identified sectors and sub-sectors.

Prioritization \
Process " Primary criteria (GHG emissions) and secondary criteria
Priority Sectors ‘\ (economic significance) are applied to identify high-

(and sub-sectors) ‘\emitting, economically significant sectors and sub-sectors.

0]
=
T
(7]
Q.
[
9
o
=
e
("]
£
i
o
L
3
=
b7
=

An existing industry classification provides a
full picture of economic activity and is the starting
point for prioritization.

Universe of
Economic Activities

peri

Fmanmal sector survey. Financial institutions are primary users of taxonomies. A survey to gather the perspectwes
of the financial sector on priority sectors and activities will serve as a critical input to the prioritization process.
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EU and Canada: How the Taxonomies Compare

Taxonomy European Union Canada
Rl A Impact-based (top-down) Risk-based (bottom-up)
approach
Climate change mitigation; climate change adaptation;
Covered sustamablc.a use g_nd protec_:tlonof water a”‘?' marnne Climate change mitigation (additional objectives
Objectives resources; transition to a cwculgr economy; po_IIutlon TBD)
prevention and control; protection and restoration of
biodiversity and ecosystems
Sector Statistical Classification of Economic Activities in the TBD

Classification
Eligibility
Approach
DNSH?

Social
Safeguards?

European Community (NACE)

Quantitative thresholds and criteria. Alignment with 1.5°C Paris goal informs ambition level of activity criteria for
climate change mitigation objective.

Ye_s. Comblnayon of act|V|ty-_speC|f|c DNSH_ provisions and Yes. Approach TBD.
universal requirements applicable to all activities.

Yes. Roadmap identifies EU minimum social
safeguards approachfor consideration +
additional DNSH requirements relating to
UNDRIP.

Yes. Activities aligned with OECD Guidelines for Multinational
Enterprises and the UN Guiding Principles on Business and
Human Rights.
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Comparison Continued

Taxonomy European Union Canada
Scope Green w/ limited inclusion of transitional Green and transition (as separate
elements categories)
Activity Types Covered
Near Zero Yes (Green) Yes (Green)

Pathway to Zero
No Pathway to Zero

Dead-end technology

Enabling

Yes (Green)
No

No

Yes

Yes (Green/Transition)
Yes (Transition)*

No

Yes
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Applying the
taxonomy

Andrea Moffat

Senior Director, Investment Stewardship
Addenda Capital

(Part of Co-operators group of companies)

Sustainable Finance Action Council e June 2023



< co-operators’

CLIMATE TRANSITION EQUITIES

Addenda Climate Transition Strategy

Generating Compelling Financial Returns With a Net Zero Aligned Portfolio

(’\‘\e(\‘- 4(@06’(7
19
@ Pragmatic approach consistent @*“ 06} Carbon Emissions Reduction
with the real econom S % i i
y S o Target aligned with the
o g\( latest IPCC' recommendations
N Climate 3
2 Transition 9
s Equity S
® Enhancedclimate transition % Strategies Align the pace and criteria with
reporting ©°

® A Corporate Climate Maturity
Levels approach to track the
progression

"IPCC: IntergovernmentalPanelon Climate Change
ZNZAM: Net Zero Asset Manager
NZAOA: Net Zero Asset Owner Alliance

NZAM and NZAOA expectations?

® A Targeted Stewardship
approach aiming to learn
from the climate leaders
and support the climate laggards

ADDENDA CAPITAL | Aligning with Net-Zero — Climate Transition Inter national Equity

27


https://www.ipcc.ch/
https://www.netzeroassetmanagers.org/
https://www.unepfi.org/net-zero-alliance/

< co-operators’

Investible Universe Comparison

Canadian
Eligibility of Companies in
the S&P TSX Composite Index

Level 3 -
Aligning
12%

Level 0 -
Mot Eligible
Level 2 - 48%
Committed v
19%

Level 1 - /

Aware
22%

As at March 17, 2023
Sour ces: S&P Dow Jones, Bloomberg, MSCI, Addenda Capital Inc.

INVESTIBLE UNIVERSE & PORTFOLIO CHARACTERISTICS

International

Eligibility of Companies in

Level 3 -
Aligning
8%

Level 2 -
Committed
61%

the MSCI EAFE Index

Level 0 -
Not Eligible
13%

Level 1 -
Aware
17%

ADDENDA CAPITAL | Aligning with Net-Zero — Climate Transition Canadian Equity

28



Thank you for your participation.

If you have any additional feedback, or wish to further
discuss, please contact NZAOA members involved with
SFAC:

Chad Park
Vice-President, Sustainability & Citizenship, Co-
operators
chad park@cooperators.ca

<% co-operators’

Brian Minns
Senior Managing Director, Responsible Investing
University Pension Plan Ontario
brian.minns@universitypensionplan.ca

UNIVERSITY
PENSION PLAN
QONTARIO

Climate Bonds

0O
O
=2
wn
T n
o G
S -
8 =
==
O
z 2
m m
Z2 T
=2
=
3 2
m Q
o m
o3&
O
m -
e
= =2
> 0O
=z O
0O C
m =z
o 0
Cr
o)
>
(on)
=
=

Appendix follows:


mailto:chad_park@cooperators.ca
mailto:brian.minns@universitypensionplan.ca

Where to find key reports or information:

FINAL REPORT of
the EXPERT PANEL
on SUSTAINABLE
FINANCE

Mobilizing Finance for
Sustainable Growth

https://www.c
anada.ca/en/e
nvironment-
climate-
change/service
s/climate-
change/expert-
panel-
sustainable-
finance.html

Rel S e

Canadd

Expert Panel on Sustainable
Finance Report (2019)

https://www.cs
agroup.org/arti
cle/research/gl
obal-financial-

Federal government
established SFACin
May 2021 to help lead
the Canadian financial
sector towards
integrating sustainable
finance into standard
industry practice.

'4 Institute for
S Sustainable
AV Finance

Istcanada.org

https://smith.

ntres/isf/reso

urces/taxono

gueensu.caj/ce

https://www.can
ada.ca/en/depart
ment-
finance/programs

/financial-sector-

olicy/sustainabl

finance/sustainab
le-finance-action-
council.html

Taxonomy Roadmap Report

Mobilizing Finance for Sustainable Growth by
Defining Green and Transition Investments

Sustainable Finance Action Council
September 2022

74 Institute for

YA I
O core bnowledge parmers cuwﬂ(o CUMATIQUE ' Sustainable
\v Finance

Taxonomy Roadmap Report
(2023)

VA Institute for
S Sustainable
AV Finance

https://smith
.queensu.ca/
centres/isf/r
esources/tax

https://www.can
ada.ca/en/depart
ment-
finance/programs

/financial-sector-

olicy/sustainabl

finance/sustainab

le-finance-action-
council/taxonom
y-roadmap-
report.html

D

Transforming Canada’s
economy for a global
-\ low-carbon future

October 2021

Pressrelease &
Quotes:

https://smith.quee
nsu.ca/centres/isf/
news /SFAC-
Taxonomy-
Release-

English.php

https://clima
teinstitute.c
a/reports/si
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