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THE CLIENT: The average global temperature on earth has been rising
significantly and scientists attribute this to greenhouse
gases (GHGs), calling for the world to transition to a low-
carbon economy. While banks emit little GHGs to run their
operations, they finance the emissions of other companies
USERS: through loans and investments. These “financed
emissions” need to be understood if a bank is to effectively
assess its GHG footprint and take action.

A North American retail
and investment bank

The environmental team

The environmental team at this North American bank is
part of the corporate sustainability group. It is responsible
for aggregating information from across the bank’s
divisions to include in a report for the Task Force on
Climate-related Financial Disclosures (TCFD). The team
was also recently charged with helping quantify the bank’s
financed emissions and setting reduction targets. This has
become strategically important as customers and other
stakeholders continue to ask for more transparency and
new regulations regarding disclosure begin to take hold.
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Pain Points

The environmental team wanted to be able to quantify
financed emissions in a way that was both meaningful
and actionable. This would require highly-granular
data on thousands of companies and asset classes in
the bank’s loan and investment portfolios. To support
the initiative, the team wanted to find a third-party
firm that could:

e Conduct a desk study of best practices and
climate risk scenarios.

e Collect data and do analysis across numerous
divisions within the bank.

e Coverreal estate and business loans, as well as
investments in listed equity, corporate debt,
and sovereign bonds.

e Analyze carbon pricing and policy alignment
risk.

e Assist with setting targets for the reduction of
GHG emissions in the portfolios.

Importantly, team members wanted the provider to
deliver an analytical framework and toolset that would
enable them to conduct the assessments internally in
future years. They reached out to S&P Global Market
Intelligence (“Market Intelligence”) to discuss the
firm’s offering.
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The bank needed to
better understand the
potential risks and
opportunities it faced
by financing GHG
emissions through its
loan and investment
portfolios. The
environmental team
was tasked with
quantifying these
emissions for
thousands of
companies and
portfolio assets, and
establishing
appropriate reduction
targets.
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The Solution

Market Intelligence discussed a consultative solution that would deliver actionable insights for
divisions across the bank, along with an analytical framework and toolset that the environmental
team could use on its own in the future. Market Intelligence would undertake a desk study,
followed by an analysis of the bank’s financed emissions, the energy sector, and climate
scenarios. It would then work with the bank to set targets for GHG emissions in its portfolios. All
the results would be summarized by Market Intelligence in short reports and presented to the
bank. In addition, the delivery of an Excel file would enable critical data elements to be stored in
the bank’s internal repository. The assignment involved leveraging many Market Intelligence
datasets, including climate analytics by Trucost, part of S&P Global.

a Incorporate Trucost Environmental Register is a database
C oc :ﬂ natural capital containing information on the direct and supply chain

environmental impacts for a universe of over 15,000

considerations in companies, representing 98% of global market

portfolio analysis capitalization. Information about each company’s
environmental impact is updated annually using a mix of
disclosed and, where gaps are present, modeled data.
The data covers hundreds of environmental issues
encompassing carbon and other pollutants, water
dependency, natural resource efficiency, and waste
disposal.

" Data as of October 2020.
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’Data as of September 2020.

Trucost Sovereign Carbon Exposure Database provides
an understanding of carbon exposure linked to
investments in sovereign bonds, and enables users to
compare performance against a benchmark and report
in line with voluntary and mandatory reporting
requirements. The dataset covers the territorial and
import-export GHG emissions of 170 countries across all
GHG Protocol gases, plus country-level socio-economic
and energy data.

Trucost Carbon Earnings at Risk Dataset can be used to
stress test a company’s current ability to absorb future
carbon prices and understand potential earnings at risk
from carbon pricing at a portfolio level. Integral to this
analysis is the calculation of the Unpriced Carbon Cost,
which is defined as the difference between what a
company pays for carbon today and what it may pay at a
given future date based on its sector, operations, and a
given policy price scenario.

Trucost Paris Alignment Dataset assesses company-
level alignment with the Paris Agreement goal to limit
global warming to well below 2°C from pre-industrial
levels. This dataset enables investors to track their
portfolios and benchmarks against the goal of limiting
global warming to 1.5°C and 2°C climate change
scenarios.

S&P Capital IQ Fundamentals provides standardized
data for over 5,0002 financial, supplemental, and
industry-specific data items for over 150,000 companies
globally, including more than 95,000 active and inactive
companies across multiple industries. Data is available
at numerous frequencies.
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Cross Reference Service enables the linking of over 63
million instruments to a range of identifiers, such as
ISINs and CUSIPs, 28 million entities to the S&P Capital
IQ Company ID, and industry sectors to GICS and other
industry classifications schemes.®

Customized reports prepared by the S&P team outline
key findings and targets across financial instruments
and asset classes.

Capacity-building capabilities include templates,
worksheets, and other toolsets to enable the users to
conduct the analysis on their own.

3 ISIN=International Securities Identification Number; GICS=Global Industry Classification Standard. Data as of September 2020.
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Key Benefits

The environmental team felt that Market Intelligence could provide the actionable insights they
needed. The results would also help other groups in the bank make specific decisions about
which companies and countries to include in loans and investments. In particular, the team saw
value in having access to:

e Acomprehensive approach — from identifying industry best practices to setting targets.
e Granular-level data covering both the environmental and financial sides of the equation.

e Extensive climate risk data intelligence by Trucost.

Click here to explore some of the datasets and solutions used in this case study.
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Asia-Pacific
+852-2533-3565

Europe, Middle East & Africa
+44-207-176-1234

The Americas
+1 877 863 1306

Copyright © 2020 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved.

These materials have been prepared solely for information purposes based upon information generally available to the
public and from sources believed to be reliable. No content (including index data, ratings, credit-related analyses and
data, research, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system,
without the prior written permission of S&P Global Market Intelligence or its affiliates (collectively, S&P Global). The
Content shall not be used for any unlawful or unauthorized purposes. S&P Global and any third-party providers,
(collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content.
S&P Global Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained
from the use of the Content. THE CONTENT IS PROVIDED ON “AS IS” BASIS. S&P GLOBAL PARTIES DISCLAIM ANY AND
ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY
OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE
OR HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

S&P Global Market Intelligence’s opinions, quotes and credit-related and other analyses are statements of opinion as of
the date they are expressed and not statements of fact or recommendations to purchase, hold, or sell any securities or
to make any investment decisions, and do not address the suitability of any security. S&P Global Market Intelligence
may provide index data. Direct investment in an index is not possible. Exposure to an asset class represented by an
index is available through investable instruments based on that index. S&P Global Market Intelligence assumes no
obligation to update the Content following publication in any form or format. The Content should not be relied on and is
not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients
when making investment and other business decisions. S&P Global keeps certain activities of its divisions separate
from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain
divisions of S&P Global may have information that is not available to other S&P Global divisions. S&P Global has
established policies and procedures to maintain the confidentiality of certain non-public information received in
connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of
securities or from obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public
ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and
www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P Global

CASE STUDY: Managing Exposure to Climate Risk in Bank Portfolios 7


http://www.standardandpoors.com/
http://www.ratingsdirect.com/

S&P Global
Market Intelligence

publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
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