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FINANCED EMISSIONS THIRD EDITION

The first edition of this Financed Emissions Standard (November
IUMIMEOINM 2020) has been reviewed by the GHG Protocol and is in conformance
with the requirements set forth in the Corporate Value Chain (Scope
G H G 3) Accounting and Reporting Standard, for Category 15 investment
PROTOCOL activities. The Built on GHG Protocol mark was subsequently granted
to the following six asset classesisted Equity andCorporate Bonds,
BusinessLoans andUnlisted Equity, Project Finance, Commercial Real Estate, Mortgages, andVotor
Vehicle Loans. As the GHG Protocol has since closed its Built on GHG Protocol review service, the
additions to the second edition of the Financed Emissions Standard (December 2023), as well as all new

methodologies and guidance introduced in the December 2025 ealitj have not yet been reviewed by the
GHG Protocol.
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® Please cite this document as:
PCAF (2025). The Global GHG Accounting and Reporting
Standard Part A: Financed Emissions. Third Edition.
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Executive Summary

The Partnership for Carbon Accounting Financials (PCAF) is an inddsthynitiative created in 2015 to
harmonize greenhouse gas (GHG) accounting and reporting across the financial sector. PCAF enables
financial institutionsto measure and disclose the greenhouse gas emissions associated with their financial
activities through GHG accounting.

[ RUcURDT WWAGRH T RYUY W UG Wt W0qWaéIWae!l NIt quwt 6¢1 WWYnWwWnRU
emissions is the foundation for effective risk management, disclosure, and informed decision making. By

¢ GGO! RUNDWA9 [ k1t W& I q GuiidngcanyirfipRoikt trankparBnoy; dorrpBrabilitit) Ridatag R

quality, supporting robust risk assessment and alignment with leading disclosure frameworks.

Responding to industry demand for a standardized GHG accounting approach, PCAF developed the Global
GHG Accounting and Reporting Standard for the Finantmalustryin 2020, covering six asset classes. This
third edition builds on previous versions and introduces updates, including:

Four new methodologies for use of proceeds structures, securitizations and structured products,
sub-sovereign debt, and an optional IFRS reporting of undrawn loans.

Updates and improvements to the second version of the Standard

Two new reporting recommendationsa fluctuation analysis and inflation adjustmentdeveloped in
response to feedback on the Inventory Fluctuation discussion paper (2024).

With these additions, this latest version of the Financed Emissions Standard assists in the measurement

and disclosure of GHG emissions associated witbn asset classes:
s o)
[ |

Z] -

Listed equity and Business loans and Project finance Commercial real Mortgages

corporate honds unlisted equity estate

a2y T 9 A &

Motor vehicle Use of proceeds Securitizations and

loans structures structured products Sovereign debt Sub-sovereign debt

This third edition of the Financed Emissions Standard equips financial institutions with robust,
standardized methodologies to measure and disclose financed emissions across an expanded set of asset
classes. By applying these methods, institutions can assetheir exposure to emissionselated financial

risks in alignment with leading disclosure frameworks, establish measurable baselines to inform internal
targets and risk management practices, report consistently to stakeholders using transparent and
comparable data, and integrate emissions insights into portfolio analysis and strategic decisitaking.
Together, these capabilities strengthen transparency, comparability, and accountability across the
financial sector, supporting informed action toward managy climaterelated risks and opportunities.
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1. Introduction

The financial sector plays a critical role in strengthening transparency and accountability in how
greenhouse gas (GHG) emissions are measured and reported across portfolios. Reliable emissions data
helps financial institutions better understand their exposure to emissiomslated risks and dependencies
within their lending, investment, underwriting, and re/insurance activities.

The GHG emissions of financial activitiescppe 3 category 15) are the largest portion of financial
RUt qRage qRYUt k WY211 ¢daWIAGRE Y RYUt OW~WJ¢t el RUNWa6 I WIERY
disclosure, and performance tracking. Through standardized methodologies, financial institutices
identify highest emitters in their portfolios, improve reporting accuracy, and integrate these insights into
decision-making and portfolio management. This approach fosters informed dialogue between financial
institutions, regulators, and stakeholders, strengthens market confidence, and promotes consistent, data
driven strategies for managing emissions across the financial industry.

Prior to the establishment of the Partnership for Carbon Accounting Financials (PCAF), financial

institutions relied on varied approaches and accounting methodologies to measure financed emissions

and used different reporting metrics, which led to inconsjigdJ Uq ¢ + + 13t + G WUqt WY n W6 JWRUT 2t
impact. This lack of standardization hampered transparency, comparability, and accountability across the

financial sector.

PCAF was established to harmonize greenhouse gas (GHG) accounting and disclosure across the financial
sector. It provides standardized methodologies that enable financial institutions to assess the GHG
emissions associated with their loans, investmentsgjinsurance underwriting, and other financial

products and services. Founded in 2015 by Dutch financial institutions, PCAF expanded to North America
in 2018 and scaled globally in 2019Today, this industnjed initiative has grown to include more tharv@
financial institutions worldwide (as oNovember2025).? all committed to measuring and disclosing the

GHG emissions of their portfolios. PCAF fosters collaboration among financial institutions to improve GHG
methodologies for the financial sector, building a community focused on shared knowledge and action.

PCAF is led by the Board of Directors which consists of Justine Bolton (FirstRand Limited), Dinesh Dulal
(NMB Bank), Ivan Frishberg (Amalgamated Bank), Pr&hanna (Naspes-Prosus Group), Tjeerd
Krumpelman former ABN AMRO), James Niven (Global Alliance for Banking on Values), Peter Sandahl
(Nordea Group), and Alison Vipond (former Lloyds Banking Group).

Responding to industry demand for a global, standardized GHG accounting and reporting approach, PCAF
developed the Global GHG Accounting and Reporting Standard for the Financial Industry in November

2More information about PCAF is found at: https://carbonaccountingfinancials.com/
3A full list of PCAF participants is found at: https://carbonaccountingfinancials.com/finaneiastitutions-taking-action#overviewof-institutions
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2020. This first edition provided detailed methodological guidance to measure and disclose GHG
emissions associated with six asset classes: listed equity and corporate bonds, business loans and
unlisted equity, project finance, commercial real estate, mgages, and motor vehicle loans.

Since then, financial institutions called for additional methods to cover other financial activities. In

response, PCAF began work on three parts under the umbrella of the Global GHG Accounting and

Reporting Standard for the Financial Industry:
Part A: development of a standard fareasuring and reporting the GHG emissions associated to
GYeUt WeUT WRU21t q WUt Wel mwirsk,$ecdhs, 1and hEAIR tRqRY WtblHE g ¢ OT ¢ 1 1
Part B: development of a standard for measuring and reporting the GHG emissions associated to the
HEGRaceclOWacl t UgWnée HROIRgec qRYUWE HaqR2RQRIJt Weim] ¢cHRIRGE qld
Part C: development of a standard for measuring and reporting the GHG emissions associated to
| JoRUt 21 ¢ URWWe UT AssoclatRdi Rissionsl Stastladd fiestr, and setbndeditionts b

The i85 Standard

Facilitated Emissions
The 2% Standard . B

This document updates the second Financed Emissions Standard published in 2023, and includes:

New methodologies fouse of proceeds structures, securitization and structured products, sub
sovereign debt, and an optional IFRS reporting of undrawn loans.

Updates and improvements to the second version of the Standard.

Two new reporting recommendationysa fluctuation analysis and inflation adjustmestin response
to feedback on the Inventory Fluctuation discussion paper.

The first edition of this Financed Emissions Standard (November 2020) has been reviewed by the GHG
Protocol and is in conformance with the requirements set forth in the Corporate Value Chain (Scope 3)
Accounting and Reporting Standard, for Category 15 istveent activities. As the GHG Protocol has closed
its Built on GHG Protocol review service, the additions to the second edition of the Financed Emissions
Standard (December 2023), as well as all new methodologies and guidance introduced in the December
2025 version, have not been reviewed by the GHG Protocol.
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Measuring financed emissions is essential for financial institutions seeking to enhance the accuracy and
consistency of their emissions reporting. Transparent measurement and disclosures provide valuable
insights into the emissions associated with lendiraind investment activities, enabling institutions and
stakeholders to better understand portfolio exposure and improve datdven decisionmaking.

Financed emissions data provide valuable insights for identifying and managing emissielaed financial
risks and opportunities. For example, this data can be used to assess the resilience of portfolios under
various policy or market scenarios that canfluence the financial performance of certain sectors or
activities. This understanding supports the development of robust risk management strategies and helps
institutions identify areas for innovation and operational improvement. Financial institutiose this data

to evaluate progress toward internal objectives and to strengthen transparency in reporting to
stakeholders.

This document is the third edition of the Global GHG Accounting and Reporting Standard for the Financial

fUl 2t ql! Weiq6WWw[ RUCURDT WEGRY t RYUWEqcUT ¢1 T wb lOWf gt WGal G
transparent, harmonized methodologies to measure amelport the emissions they finance through loans

and investments, in conformance with the requirements of the GHG Protocol Corporate Value Chain

(Scope 3) Accounting and Reporting Standard.

The PCAF Standard is governed by the PCAF Global Core Team, whose goal is to harmonize GHG
accounting and reporting. The Core Team comprises a diverse group representing all regions and types of
A9 [ W RNUcqVY!I RIJY AWl WnaWAqRUNWAY9 [ kit WNGYHeOW 3¢ HE HOW

The first PCAF Global Core Team began its work in October 2019 by selecting a set of asset classes typical
for financial institutions globally, including listed equity and corporate bonds, business loans and unlisted
equity, project finance, mortgages, anchotor vehicle loans. These asset classes formed the basis of the

first edition of the Standard. In 2021, the second Core Team expanded the asset classes covered by the
Standard to include sovereign debt and guidance on emission removals. In 2024, theentiCore Team
continued by developing additional asset class methods and guidance, now included in this Standard. As
the Financed Emissions Standard and PCAF evolve, additional asset classes will be added. The third
version of the Financed Emissions Stanahcovers the following asset classes:

Z] - " -

Listed equity and Business loans and Project finance Commercial real Mortgages

corporate bonds unlisted equity estate

a2y T 9 & &

Motor vehicle Use of proceeds Securitizations and
loans structures structured products

Sovereign debt Sub-sovereign debt
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Asset class definitions are provided in Chapterfigure 51 illustrates how to select the appropriate
methodology.

PCAF developed these new methods through robust stakeholder engagement and feedback. From
February 2024 through November 2025, PCAF engaged with multiple stakeholders to consider their ideas,
discuss PCAF methodological approaches, and gather input. A palgonsultation on the new methods

was held from December 2024 through February 2025 with financial institutions, policymakers, data
providers, consultants, and norgovernmental organizations (NGOSs).

All methodologies build on the GHG Protoc8tandards for corporate reporting such as the GHG Protocol
Corporate Accounting and Reporting Standdtdhe Corporate Value Chain (Scope®3ccounting and
Reporting Standard, and the supplemental Technical Guidance for Calculating Scope 3 Emissions
Specifically, this Financed Emissions Standard supplements the GHG Protocol Corporate Value Chain
(Scope 3) Accounting and Reporting Standahy providing additional detailed guidance for each asset
class.

The first edition of this Financed Emissions Standard (November 2020) has been reviewed by the GHG
Protocol and is in conformance with the requirements set forth in the Corporate Value Chain (Scope 3)
Accounting and Reporting Standard, for Category 15 istveent activities. As the GHG Protocol has closed
its Built on GHG Protocol review service, the additions to the second edition of the Financed Emissions
Standard (December 2023), as well as all new methodologies and guidance introduced in the December
2025 version, have not been reviewed by the GHG Protocol.

Beyond reporting the scope 3 category 15 emissions covered by this Financed Emissions Standard,
financial institutions abiding by this Financed Emissions Standard shall also measure and report their
scope 1 and 2 emissions, as well as any other relevanbge 3 emissions categories in line with the GHG
Al YaqY#HYOK WEqecUT ¢l T+ Wet WaWUqRYUWUT WeAHY 210

This Financed Emissions Standard is written primarily for financial institutions that wish to measure and
disclose the GHG emissions associated with their loans and investments, including but not limited to:

Commercialbanks

Investment banks

Development banks

Asset owners/managers (mutual funds, pension funds, closed funds, investment trusts)

Insurance companies

*+(WRI and WBCSD, 2011)
5 (WRI and WBCSD, 2011) and (WRI and WBCSD, 2013)
s (WRI and WBCSD, 2011)
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HOW TO READ THIS FINANCED EMISSIONS STANDARD

The Global GHG Accounting and Reporting Standard uses precise language to indicate which provisions
are requirements, which are recommendations, and which are allowable options that financial institutions
may choose to follow. The following terms are ustt@oughout this Financed Emissions Standard:

7 rShallw WYequitbea WWRUT RHEC q 1t Ws 6 ¢ qWRY W Whe RI JT Wn VYl We W] ¢] WRU:
Emissions Standard

¢ sShouldwa WRUT RAC qI3t We Wl WEYAGAWUT ¢ qRYU WAz qWUY qWé W e R 1JI
1 mMaywa WRUT RAC qUt WeUWecaaYs Wl WYGqRYUW
1 rdleedsA mHIC i H ¢ U Unag be used to provide guidance on implementing a requirement or

to indicate when an action is or is not possible

Figure 1-1. Overview of the Financed Emissions Standard and steps for disclosing financed
emissions

N/ PCAF & 5
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2. The importance of GHG accounting

GHG accounting refers to the processes required to consistently measure the amount of GHGs generated,
avoided, or removed by an entity, allowing it to track and report these emissions over time. The emissions
measured are the seven gases mandated under tkgoto Protocol and are to be included in national
inventories under the United Nations Framework Convention on Climate Change (UNFCCC): carbon
dioxide (CQ), methane (CH), nitrous oxide (MO), hydrofluorocarbons (HFCs), perfluorocarbons (PFCs),
sulfur hexafluoride (SE) and nitrogen trifluoride (Ngy. For ease of accounting, these gases are usually
converted to and expressed as carbon dioxide equivalents ¢€JO

GHG accounting is commonly used by governments, corporations, and other entities to measure the direct
and indirect emissions that occur throughout their value chains due to organizational and business
activities. According to the GHG Protocol Corporate dauinting and Reporting Standartidirect emissions

are generated by sources owned or controlled by the reporting company. Indirect emissions occur as a
consequence of the operations of the reporting company, but are generated by sources owned or
controlled by another company.

Direct and indirect emissions are further categorized by scope and distinguished according to the source

YnWagdé WWIaGRt + RYUt WwWe U7 WagéWWeHqR2Rq! WRUWeUWY!I Ne¢URAcqRYUK -
scopes defined by the GHG Protogplscope 1,scope 2, and scope § are briefly described below and

illustrated in Figure 21.

Scope 1. Direct GHG emissions that occur from sources owned or controlled by the reporting
company, i.e., emissions from combustion in owned or controlled boilers, furnaces, vehicles, etc.

Scope 2 Indirect GHG emissions from the generation of purchased or acquired electricity, steam,
heating, or cooling consumed by the reporting company. Scope 2 emissions physically occur at the
facility where the electricity, steam, heating, or cooling is genemet

Scope 3. All other indirect GHG emissions (not included snope 2) that occur in the value chain of

the reporting company. Scope 3 can be broken down into upstream emissions and downstream
emissions.Upstream emissions include all emissions that occur in the life cycle of a

material/product/service up to the point of sale by the producer, such as from the production or

extraction of purchased materialsDownstream emissions include all emissions that occur as a

consequence of the distribution, storage, us@nd endof-ii Rn W Wal B¢ qad WUqWyYn W6 WY1 Ne
products or services.

The GHG Protocol Corporate Value Chain (Scope 3) Accounting and Reporting Stahcktehorizes
scope 3 emissions into 15 categories, listed in Figurel 2As the figure shows, the emissions resulting from

¢ (WRI and WBCSD, 2004)
¢ (WRI and WBCSD, 2011)
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cW BGYI qrUNWAYGGe U! kt WaYe Ut WeUOT WRU21t qd WUqt Wneddwe Ul 1
scope 3 category 15 (investments).

GHG accounting of financial portfolios is the annual accounting and disclosure of scope 3 category 15
emissions at a fixed point in time in line with financial accounting periods.

Figure 21. Overview of GHG Protocol scopes and emissions across the value chain

Scope 2 Scope 1
INDIRECT DIRECT

s Scope 3 Scope 3
INDIRECT INDIRECT
J s
purchased S
goods and == e,

services

transportation
and distribution

d: purchased electricity, —
steam, heating & cooling leased assets rr— 6
hd for own use facilities
capital mn
goods . "
rrererTTrTTY " franchises
) employee processing of -
fuel and commuting sold products " =
energy related x ____I= < i | o
activities [T} ( 0 u s
business company leased assets
- travel vehicles use of sald
transportation roducts ”
anddistribution  waste P end-of-life
generated in treatment of
sold products

operations

Upstream activities Reporting company Downstream activities

Source: (WRI and WBCSD, 2011)

For the financial sector, GHG emissions associated with their financial activities represent, by far, the

GEl N qWt 6¢1 WY NnWa6 IR WY2W1 ¢daWIaRt RYUt WRU21U0q Y1 ! OW[
(scope 3,category 15) associated with their loans and investments are the most relevant emission

source. Therefore, understanding these emissions is essential to accurately assess, manage and

disclosure climate impacts and exposure to emission®lated risks and opportunities.

The PCAF Global GHG Accounting and Reporting Standard offers a harmonized approach to accounting
and disclosure that enables financial institutions to calculate financed emissions in a way that is
transparent, consistent, and comparable across time and asisclasses. Measuring financed emissions
provides critical insights for evaluating portfolio exposure, identifying emissidamtgnsive sectors, and
supporting risk management and disclosure efforts. This information can be integrated into broader

»
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analytical tools, such as scenario analysis or stress testing, to help financial institutions assess how
changingmarkets, policy, or operational conditions may affect their portfolios.

Publicly disclosing this category of emissions helps demonstrate accountability and transparency to
stakeholders. Ultimately, consistent GHG accounting enables financial institutions to make informed,
data-driven decisions, track performance over time, astirengthen their capacity to respond to evolving
market and regulatory expectations.

GHG accounting for financed emissions is the annual corporate accounting and disclosure of GHG
emissions financed by loans and investments in the portfolio of a financial institution at a fixed point in
time, in line with financial accounting periods. Finaed emissions can be measured as amounts of GHGs
generated, avoided, or removed by an institution. The volume of GHG emissions emitted and financed by
an institution is commonly referred to as igenerated emissions™®.

Not all loans and investments result in GHG emissioosly. Some may result in mitigating activities. For
instance, projectspecific loans and investments in the forestry and land use sector, direct air carbon
capture and storage, or bioenergy with carbon capture and storage can result in 6&ihg sequestered or
removed from the atmosphere and stored in solid or liquid form. Investments in afforestation projects can
directly result in newly planted trees absorbing G@om the air. The volume of Cbsorbed is

considered anemission removal that can also be quatified and reported.

Similarly, projectspecific loans and investments in renewable energy projects can result in emissions
AVRUNWE2YRT UT Wet Wagd ! W R GUEHNDWqS WWIGRY T RYUY Wa6¢ qlls Ye
implementation. These emissions are referred to agoided emissions. Forthe financial sector, which

finances projects that lead to avoided emissions, quantifying this effect is relevant.

Methods for calculating financed avoided emissions are excluded from this standard. Howedireancial
RUt qRage qRYUt WRUqWUI Wt qUT WROWI WGEGY!I qRUNWNRU¢CURDT We2YRT T
supplemental guidance on FinancedvoidedEmissions andForward-lookingMetrics.tt

Reporting on emission removals and avoided emissicsisall always be done separately from that of the

NnRUCUARCOWRUY qRage qRYUkt W HYGUWNAW=AWe U7 WowWw] ¢c] WRU213U0qY

Measuring financed emissions in absolute terms provides financial institutions with a consistent baseline
for analysis and disclosure. In addition to absolute figures, normalized data are often valuable for

The GHG Protocol often refers to generated emissions as absolute emissions. In this Financed Emissions Standard, whete théltes¢ At Y @ 2 q 1J LW

WORtt RYUt wmlWRE Wet BT AWRgWRY W WInl | RONDWqYWNRUOWI ¢ qUT umdvaRt + RY Ut We OT wOYquWzcdaeldt W 1
Uy 3¢ UWa Y1 we AY 2 duvbided EmjissionsAhdRodhard-iedRihgMetrics supplemental guidance

https://carbonaccountingfinancials.com/standard
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comparing performance across portfolios, sectors, or asset classes. Normalizing the data involves
converting absolute financed emissions into an emission intensity metric (emissions per defined unit of
activity or financial exposure). Different intensityatrics can be applied depending on the analytical
purpose, as each offers distinct insights into portfolio composition and emissions exposure. Takle 2
outlines several of the most commonly used emission intensity metrics within the financial sector.

All the intensity metrics shown in Table2can be useful for steering. As the table shows, economic

emission intensity is the absolute emissions of a loan or investment divided by the loan and investment

volume in EUR or USD, expressed as tCIb k ~ LU Yel$MlImané&d or invested. This metric is valuable for

comparing portfolios or portfolio segments. Physical emission intensity is the absolute emissions of a loan

or investment divided by a value of physical activity or output, expressed as, e.g..a@@Vhgenerated or

consumed, or tCQe/tonne product produced. It can be used to compare emissions efficiency across

companies or sectors using comparable operational metrics. The weighted average carbon intensity

(WACI) is expressed astGO o kK ~ WY | W3 ~WHAYGGe U! W 2102 0WwWe UOT wee UWAL We + 131
exposure to higkemitting sectors or companies.

Table 2-1. Financed emissions metrics 12
Metric ‘ Purpose ’ Description ‘

Absolute emissions To measure the emissions associated = The total GHG emissions of an asset
with financial activities and establish a | class or portfolio
baseline for disclosure and
performance tracking

Economic emission To understand how the emission Absolute emissions divided by the loan

intensity intensities of different portfolios (or or investment volume in EUR or USD,
parts of portfolios) compare to each expressed as tCQJ o K ~ LUYel$Miq 9
other per monetary unit loanedorinvested

Physical emission To understand the efficiency of a Absolute emissions divided by a value ¢

intensity portfolio (or parts of a portfolio) in terms physical activity or output, expressed
of total GHG emissions per unit of a as, e.g., tCQe/MWh, tCQe/tonne
common output product produced

WACH3 To understand exposure to emissien |AY|l qn YO RYkt WGVt 2
intensive companies intensive companies, expressed as

tCOxJ 0 Kk ~ WY | W3 “rdierive G¢

2 Adapted from (CRO Forum, 2020)
3(TCFD, 2017)
YNGIUWs YITWHYGGe Ul W Wndlt WagYWagsWWnRUcURRE T WRUY qRage qRYUKT WAYI T Ys 131 WYl WRU2 13t qldid
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3. Supporting goals through GHG
accou nting

This Financed Emissions Standard aims to equip financial institutions with standardized, robust methods
to measure and disclose financed emissions. Building on this foundation, financial institutions can apply
greenhouse gas (GHG) accounting to supportamnge of business objectives, including improving data
transparency, enhancing risk management, strengthening stakeholder confidence, and informing strategic
planning (Figure 3l). Financial institutions highlight these business goals as key reasons foessisg
financed emissions, but this list is by no means exhaustive. This chapter will elaborate on these goals.

Figure 3-1. GHG accounting can help financial institutions meet multiple business goals

Business Goal 3

Track progress towards
institutional goals

Create transparency Manage emissions-
for stakeholders related financial risks

MEASUREMENT OF EMISSIONS ASSOCIATED WITH FINANCIAL ACTIVITIES

The level of detail in financed emissions calculations determines how effectively financial institutions can
use the results to support their business goals. For example, if a financial institution wishes to use the
inventory to manage risk, it may consideneasuring and recording sectdevel emissions from its

borrowers or investees to identify emissieintensive industry investments in its portfolios. Other financial
institutions may want to structure their inventory in a way that helps them set andkrheir yearly

financed emissions goals. In the end, what is captured in the GHG inventory should serve the business
goals of the financial institution.

Financial institutions increasingly recognize the importance of transparency and accountability in reporting
emissions associated with their financial activities. GHG accounting enables financial institutions to
produce consistent, verifiable data that cabhe shared with investors, regulators, and other stakeholders.

The International Sustainability Standards Board (ISSB) provides the global baseline for cliraktied
disclosures through its International Financial Reporting Standards (IFRS) S2 Standard, which builds upon
the former Task Force on Climatelated Finaicial Disclosures (TCFD) recommendations. These

standards emphasize consistency, comparability, and integration of sustainability information into

financial reporting. CDP has aligned its financial sector disclosure questionnaires with the ISSB framework
by incorporating financed emissionss¢ope 3,category 15), improving the completeness and reliability of
data reported by financial institutions. It has also updated its Financial Services questionnaire to reflect the
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enhance data quality and consistency.

Within an organization, financed emissions data provides leadership and management teams with
valuable insight into portfolio exposure and trends. This information can guide decisi@king related to
business strategy, product innovation, and lortgrm planning. Externally, transparent disclosure
reinforces trust among clients, investors, and regulators by demonstrating a commitment to credible
measurement and responsible reporting.

The Global GHG Accounting and Reporting Standard directly supports financial institutions in responding
to CDP disclosure requests by providing clear methodologies and calculation guidance. CDP cites PCAF
as a key reference standard for measuring and refog financed emissions, ensuring consistency and
comparability across institutions. This collaboration between PCAF and CDP strengthens the quality and
transparency of emissions data, supporting improved reporting practices and greater confidence among
market participants.

Financial institutions increasingly recognize the importance of understanding how emissimiated
policies, regulaions, and market developments affect their portfolios. GHG accounting provides a
consistent and quantitative way to identify lending and investment exposures associated with higher
emitting assets or sectors.

Such exposures can be sensitive to evolving regulations, shifts in market preferences, or changes in
operational costsy for example, those arising from emissions pricing or enegfficiency standards. By
quantifying financed emissions, institutions gaim clearer picture of where potential financial risks may
arise and can integrate this information into their broader risk management and portfolio analysis
frameworks.

The International Sustainability Standards Board (ISSB), through its IFRS S2 Standard, emphasizes the
importance of disclosing exposure to emissioalated risks as part of transparent financial reporting.
Applying the methodologies outlined in the Glob@HG Accounting and Reporting Standard supports this
expectation by producing standardized, comparable data thexthancesthe quality of disclosures. In
addition to improving external reporting, measuring and managing emissitogiated exposure helps
institutions strengthen internal governance, prepare for potential regulatory developments, and align with
market expectations for transparency and accountability.

Emissions accounting can also support the development of innovative financial products and services that
respond to emerging client and market needs. By integrating financed emissions data into product design,
institutions can better understand emissions)@osure across sectors and create offerings that reflect
evolving regulatory, operational, and rigkanagement expectations. For example, emissiomslated data

and intensity metrics, such as those described in Tablel2can help identify sectors or compaes with
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significant potential for operational efficiency improvements or technology modernization. This insight
DUOcAHO Ut WRUt qRage qRYUt WY Wl Wt RDPUWNRUcUHRG G WG YT 2Hat Wab e
resilience, and longterm value creation.

As the market for disclosure and reporting matures, financial products such as sustainahitityed
instruments, performancebased loans, and thematic bonds are evolving to incorporate more measurable
indicators. Financed emissions data provide the fountian for setting transparent, verifiable criteria within
such products, ensuring consistency and comparability across financial institutions.

Ultimately, GHG accounting supports innovation by equipping financial institutions with reliable data to
inform product development, improve risk assessment, and enhance the overall quality and credibility of
financial decisionmaking.

Financial institutions use GHG accounting to establish consistent baselines, track progress over time, and
evaluate performance against objectives. By measuring financed emissions across asset classes and
sectors, institutions gain a clear understanding tife absolute and relative emissions associated with their
lending and investment portfolios. This data can be used to support portfolio analysis, develop measurable
performance indicators, and monitor changes in emissions exposure year over year. A stdimal

accounting approach ensures that results are transparent, comparable, and reliable across reporting
periods and institutions.

The Global GHG Accounting and Reporting Standard provides the foundation for this process by offering
harmonized methods that can be applied consistently across financial products and asset classes. This
enables financial institutions to integrate emissi@data into portfolio management, disclosure, and
internal targetsetting frameworks, in alignment with broader reporting standards such as the International
Sustainability Standards Board (ISSB) IFRS*®quirements.

Measuring and disclosing financed emissions also supports more informed engagement with clients and
stakeholders, as it provides quantitative insights that can guide portfolio strategy, product design, and
performance evaluation. Over time, consistent us# GHG accounting methodologies enhances an

RUt qRage qRYUkt WEARGR! WaVYLWet t 13t WG YNNI Uttt WqYsel T WRat Wt
results transparently.

In addition to measuring generated (or financed) emissions, comprehensive GHG accounting also
considers how financial activities may contribute to the reduction or removal of greenhouse gases from the
atmosphere. Including information on avoided emissioasd emission removals helps financial

institutions present a more complete picture of the emissions associated with their portfolios. This

15 (InternationalSustainability Standards Board (ISSB), IFRS S2 Clintatated Disclosures, 2023
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approach strengthens data integrity, enhances comparability across asset classes, and supports
transparent disclosure of both positive and negative emissions impacts.

Understanding the difference between avoided emissions and emission removals is essential to this
process. Both represent valuable accounting categories that complement finanesmissions data and
allow financial institutions to better evaluate their expoge, opportunities, and performance over time.

The distinction between avoided emissions and emission removals is important from an accounting
perspective. The differences are illustrated in the figure below:

Figure 3-2: Avoided emissions and emission removals

Carbon offsets

Avoided emissions Carbon removal
[ |
Is carbon stored? Is carbon stored?

|

| | |

No Yes Yes
| |
How is carbon stored? How is carbon stored?

Avoided emi or emissi i with Avoided emissions with Carbon removal with
reduction without storage short-lived storage long-lived storage short-lived storage

Carbon removal with

long-lived storage

F looking, Clear + Avoided damage to 's'i:'&".“(g;:;‘;': e + Afforestation & ;::l;::' SA:; :::ﬁum with
data: ecosystems
faciliti * Bioenergy with Carbon

baseline: * N,0 abatement * Change to agricultural 5 :.,b:: Capture and *Soil carbon Capture l‘v‘\’d Storage

* Renewable energy  * Methane practices that retain St CCS) on fossil enhancement « Mineralisati

S already-stored carbon forege (COS)iontosally *Ecocystem restoration eral saton

Cleaner cookstoves abatement fuel power plant * Enhanced weathering
Less permanent More permanent Less permanent More permanent
Higher risk of reversal Lower risk of reversal Higher risk of reversal Lower risk of reversal
Avoided emissions Emission removals

Figure adapted from the Oxford Offsetting Principle&’

For transparency and consistency, avoided emissions and emission remowgalall be measured and
I DGY! qT W WGel ¢ qlld! Wrsdoped RcatiBREHE ibvErRodes. IQRadtifymdRiopseq R Y Uk + LW
categories allows for a clearer understanding of financed activities that reduce or remove emissions within
the broader economy.
Financial institutions can finance emission removals via three ways:

16 Oxford offsetting principles, accessed at https://www.smithschool.ox.ac.uk/research/oxfecdfsetting-principles
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- Credit purchases: Fls can buy and retire carbon removal creditdased in the voluntary
carbon market. Because these purchases are not part of their lending or investment portfolio,
these credits are not incorporated into the PCAF Financed Emissions Standard. For more
information, Fls should refer to the GHG Protocal dow to include carbon credits in their
accounting®

- Business Loans and Unlisted Equity. FIs can lend to or invest in companies such as forestry
companies that have emission removals within their organizational boundaries. They can also
lend to or invest in companies that purchase and retire carbon removal credits. For more
information on the financed emissions accounting of these lending and investment activities,
see the methodology chapter on Listed Equity & Corporate Bonds and the methodology
chapter on Business Loans & Unlisted Equity.

- Project Finance: FlIs can lend to or invest in natuteased or technological projects that
remove emissions from the atmosphere. They can also lenddpinvest in projects that
purchase and retire carbon removal credits. For more information on the financed emissions
accounting of these lending and investment activities, see the methodology chapter on
Project Finance.

PCAF guidance on carbon removals is limited to attribution areghorting guidance for financial
institutions. Forspecific accountingguidance on calculating and reporting emissions removalRCAF
refers to the forthcomind.and Sector and Removal&uidance from the GHG Protocdf.

Adnll WagYWA9 [kt W eGGuWGNWUqedWNe RT ¢ UHIIKING tattiesdl ¢ UH 1T We 2 Y
detailed information on estimatindginanced avoided emissions. This optional guidance supplements Part

A, offering financial institutions a structured approach to estimate and disclose potential future climate

benefits.

" Reporting around the use of carbon credits may need to evolve because it does not yet consistently distinguish betweennaeoéal removal
credits.

8 Note thatGHG Protocol'sLand Sector and Removalsi@dance' is currently being developed through a muktakeholder development process. The
draft guidance igpublishedfor both pilot testing and review in June 20Znal publication is expected irQ4 2025 https://ghgprotocol.org/land sector-
and-removals-guidance
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4. Principles and requirements for GHG
accounting for financials

To develop this Financed Emissions Standard, PCAF drew on the GHG accounting principles outlined in
the GHG Protocol Corporate Accounting and Reporting Stand&aed the GHG Protocol Corporate Value
Chain (Scope 3) Accounting and Reporting StandaPdased on these principles, PCAF developed an
additional set of five overarching rules to guide accounting and reporting for financial institutions.

4.1 GHG accounting requirements derived from the GHG

Al YaqYHYOKkt WGl RUARGT 134

Like financial accounting and reporting, GHG accounting and reporting follows generally accepted

Gl RUBRGO Ut WaqYWWIUt 2l JWagdécaqe UWY! NeURAcqRYUkt W Rt HOGYLt 2|
its GHG emissions. The core principles of GHG acmting are set out in the GHG Protocol Corporate

Accounting and Reporting Standaftiand the GHG Protocol Corporate Value Chain (Scope 3) Accounting

and Reporting Standard®N 6 IJW] ¢ ] WAl YqYHRYGKkt WnR2JWHY! JWGI RUARRGO It We |
relevance, accuracy, and transparency. The Global GHG Accounting and Reporting Standard for the

Financial Industry follows these five core principles and provides additional requiretaem the

application of these principles that are directly relevant for financial institutions wishing to assess their

financed emissions (Figure4).

9 (WRI and WBCSD, 2004)
2 (WRI and WBCSD, 2011)
2 (WRI and WBCSD, 2004)
22 (WRI and WBCSD, 2011)
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Figure 41. Additional PCAF requirements for financed emissions accounting and reporting are
TWIR2UT Wn!l YaWgéWW] ¢] WAI YaqYHYOKkt WnR2VWGI RUARRGH It

GHG Protocol principles for

Additional PCAF requirements

scope 3 inventories

Completeness Recognition

Account for and report on all GHG emission Financial institutionsshall account for all financed
sources and activities within the inventory emissions underscope 3 category 15 (Investment
boundary. Disclose and justify any specific emissions, as defined by the GHG Protocol

exclusions. Corporate Value Chain (Scope 3) Accounting and
Reporting Standard. Any exclusiorshall be

Consistency disclosed and justified.
Use consistent methodologies to allow for

meaningful performance tracking of emissions Measurement

over time. Transparently document any changes BEIEEEIRTEETo]g S g EUNg L E I =R=Tals Ni=T o]0l g

the data, inventory boundary, methods, or any  RiglEI@ilaElplel=le R lo]g ER{o] A=F-Tol g =TT Mol o 0)

other relevant factors in the time series. mpnYUidYs ROUNDWaSE WG YUD! w
methodologies. As a minimum, absolute

Relevance emissions shall be measured. However, avoided

Ensure the GHG inventory appropriately reflects Nt RE o=t RIS N E VA SR UL S MR e
the GHG emissions of the company and serves tiEEWEIET R K= e (el =R Lo 102

decision-making needs of usery both internal

and external to the company. Attribution

N6 WWnRUcUHAHRE G WRUt qRshallq
Accuracy be proportional to the share of its exposure
Ensure that the quantification of GHG emissions e V=R R ) -Rie1e IR (So 1] SN UL M SR AR T

systematically neither over nor under actual of the borrower or investee.
emissions, as far as can be judged, and that
uncertainties are reduced as far as practicable. WbEIENe (V11

Achieve sufficient accuracy to enable users to Financial institutionsshall use the highest quality
make decisions witlreasonable confidence as to BeEIEREVETE o] CR{oIHCE o R RS A R Tl Mg g o] (o))
the integrity of the reported information. the quality of the data over time.

Transparency Disclosure

Address all relevant issues in a factual and Public disclosure of the results of PCAF
coherent manner, based on a clear audit trail. assessments is crucial for external stakeholders
Disclose any relevant assumptions and make and financial institutions using the methodology tq
appropriate references to the accounting and have a clear, comparable view of the GHG
calculation methodologies and data sources emissions associated with the loans and

used. investments of financial institubns.
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4.2 Additional requirements for accounting and reporting

financed emissions

This subchapter describes the additional requirements for GHG accounting for financials and how these
requirements guide the accounting and reporting of financed emissions regardless of the type of loan and
investment. Chapter 6 includes additional detailsn reporting requirements and recommendations.

According to the GHG Protocol Corporate Accounting and Reporting Standdatganizations can choose
from three approaches when defining their organizational boundaries and consolidating the GHG
emissions measured and reported in their inventories:

Equity share approach
Financial control approach
Operational control approach

Nguw BauergqRYUWYnWYUUWYnWg6 1t DIWE GGl YEHO6WE WennlIHqt Ws 6 RA
categorized as direct emissions (i.e., scope 1 emissions) and indirect emissions (i.e., scope 2 and scope 3
emissions)?*

For consistency in reporting across organizations and reporting periods, this Financed Emissions Standard

requires financial institutions to measure and report their GHG emissions using either the operational or

financial control approach. As explained iBox 4N A lWa 6 Rt WG 3¢ Ut Waé ¢ qWIIa Rt + RYUt Wn ! Y
loans and investments (without operational or financial contfd) will be reported under their scope 3

category 15 (investments) emissions, as defined by the GHG Protocol Value Chain (Scope 3) Accounting

and Reporting Standard® This requirement eliminates inconsistencies in accounting that could arise from

using the equity share approach, which would require scope 1 and 2 emissions from all equity investments
qYWAIW IGY!I qT We UT 1 Wa6 UWn R U ¢ N8 taécordirig B g stpRe @fequiyYnU k + W B#Y G
the operation).

As a result, the Financed Emissions Standard provides a harmonized approach that can be used by
financial institutions wishing to account for and disclose their scope 3 category 15 (investments) emissions
(otherwise known as their financed emissions), atiiese are the sole focus of this Financed Emissions
Standard. Financial institutions following the Financed Emissions Standard are required to report all
financed emissions under scope 3 category 15 and disclose and justify any exclusions.

2 (WRI and WBCSD, 2004)

2 (WRI and WBCSD, 2004)

0nly in cases that a financial institution has control (operational or financial, depending on the approach chosen) ovep#rations of the borrower,

or investee will 100% of their emissions be included within the organizational boundaries of the fiahimstitution. As a result, these emissions will be

included under the scope 1 and 2 emissions of the financial institution. This can occur when a financial institution haldeteolling equity share in the

investee. In general, however, most of th&)fe URR¢ G W DHq VY1 Kt WaYe Ut Wwe OT WRU21t qa U@t Wel JWOYqWé ol WaVYWNeR
%(WRI and WBCSD, 2004)
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Beyond reporting the scope 3 category 15 emissions covered by this Financed Emissions Standard,
financial institutions shall also measure and report their own scope 1 and 2 emissions and any other
relevant scope 3 emissions categories in line withthe GAG YqYHY Gkt Wt q¢c¢ UT ¢1 T+ 1O

Box 41 details consolidation approaches as applied to the financial sector.

Box 41. Why the Global GHG Accounting and Reporting Standard requires financial institutions to

measure and report financed emissions using the operational or financial control approach

The GHG Protocol Corporate Accounting and Reporting Standapdesents three consolidation

approaches when preparing GHG emission inventories: the equity share approach, the financial control

approach, and the operational control approach. These consolidation approaches are intended to define

the organizational boudaries of the company for the purposes of accounting and reporting GHG

DGRt RYUt tOoWN6 W PaWHqRYUWYnWYUWWYnWad6 3t WWe GGl Ye HG It We
are categorized as direct emissions (i.e., scope 1 emissions) and indirect sioiss (i.e., scope 2 and

scope 3 emissions).

Under theequity share approach, an organization accounts for GHG emissions from operations
according to its share of equity or ownershigy in the operation. So, holding a 15% equity share in another
organization would require including 15% of its emissions across all its emission scopespe 1, 2, and

3.

Alternatively, an organization can report using tbentrol approach , whereby the company reports 100%

of the GHG emissions over which it has control as if these emissions were its own (i.e., 100% of direct
emissions are reported under scope 1 and 100% of indirect emissions are reported under scope 2 or 3,
respectively). Were the company owns an interest but does not have control, it does not account for GHG
emissions from operations as part of its scope 1 and 2 emissions. However, emissions from such
operations will be reported under scope 3 emissions according to itsatele share of ownershig®

A control approach can be subclassified as either financial control or operational control, and companies
using the control approach must pick between these two options for reporting. Usindfithencial control
approach, the organization shall report 100% of emissions for all activities in the company where it can
directly influence financial and operational policies and has the potential to benefit economically from the
AYGGe U! k1t WE H q REeRtmpialtbn@lEppréath) ab @réyddidation shall account for 100% of
emissions from operations over which it or one of its subsidiaries has control and the authority to introduce
and implement operational policies. In most cases, whether an operation is controlled by the company o
not does not differ between the financial control or operational control approach.

The consolidation approach used by a financial institution has a significant impact on how it accounts for
its financed emissions. Choosing the equity share approach would require scope 1 and 2 emissions from

27(WRI and WBCSD, 2004)
% In practice, using a control approach means that when a company has control over an operation 100% of the scope 1 and oesisfthis operation
cluwedat YW UGEY!I quil we U7 VI W WWRYAGEURDY kW AYGUWNWe UT W=WnYYqGl RUqtO
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cidWlheRq! WRU2Jt qa BU0qt WqYWARIW WGEY!I qT wWe UT U1 WgéW3WnRUe¢ U
to its share of equity in the operation), whereas financed emissions from other asset classes would end up
in scope 3.

However, when choosing a control approach, only emissions from those operations where the financial

institution, through its investments, holds a controlling interest would end up in its scope 1 and 2

emissions. In all other cases financed emissions end BoU Lt #Y G WOLWHE qINY ! ! WNPOW t WnRU
investments in equity or debt are typically not intended to hold a controlling interest, this Financed

Emissions Standard requires financial institutions to measure and report their GHG emissions usthgrei

the operational or financial control approach. This requirement allows for consistent reporting of financed

emissions in scope 3 emission category 15.

m YUOUYs WagsJWdYU! wlWRY We Wt 3! WagWUWaqWnyY!l W c] wWerHAY2UqRUNDLW
be followed as far as possible to understand and account for the emission impact in the real economy, i.e.,
emissions caused by the financial institutid K + W4 Y¢ Ut We UT WRU2 13t qa 3 Uqt oW

Financial institutions shall measure and report their financed emissions for each asset class using the
methodologies set out in this Financed Emissions Standard and covering the seven GHGs required under
the Kyoto Protocol. As a minimum, financial instttans shall measure the absolute GHG emissions

resulting from loans and investments (scope 3 category 15 emissions) in the reporting year. When relevant,
emission removals should be measured and reported separately.

As a basis for reporting emissions, financial institutions shall choose a fixed point in time to determine their
lending and investment positions, such as the last day of its fiscal year (e.g., June 30 or December 31), to
calculate an attribution factor. ie GHG accounting period shall align with the financial accounting period.

According to the GHG Protocol Corporate Value Chain (Scope 3) Accounting and Reporting Standard, GHG
emissions from loans and investments should be allocated to the reporting financial institutions based on
the proportional share of lending or investment the borrower or investeé’ Attribution is based on the
annual emissions of the borrower and investee; as a result, GHG emissions are reported on at least an
annual basis.
The methodologies in the Financed Emissions Standard apply the same general attribution principles
across all asset classes (Figure-2):

Financed emissions are always calculated by multiplying an attribution factor (specific to that

asset class) by the emissions of the borrower or investee.

The attribution factor is defined as the share of total annual GHG emissions of the borrower or
investee that is allocated to the loan(s) or investment(s).

2 (WRI and WBCSD, 2011)
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The attribution factor is calculated by determining the share of the outstanding amount of loans
and investments of a financial institution over the total value of the company, project, or asset to
which the financial institution has lent money or in whid@hhas invested capital. The value of the
investee can be the total equity and debt or EVIC of the company, project, etc. to which the
financial institution has lent money or in which it has invested capital.

Including both equity and debt funding in the denominator when attributing emissions associated with
corporate finance®, is important for three reasons:
It ensures the use of one common denominator across all asset classes, which is in line with
leading practices in the financial sector.
It does not differentiate between equity and debt. Both contribute to the total financing of the
borrower or investee (and indirectly their emissions) and are therefore deemed equally important.
It ensures 100% attribution of emissions over equity and debt providers and avoids double
counting of emissions between equity and debt providers as much as possible. This is specifically
important for financial institutions that hold both equity and depbsitions within the same
companies or projects.

Figure 4-2. The general approach to calculate financed emissions from corporate financed
= Z . Attribution factor, X Emissions;
ol
Outstanding amount,
Total equity + debt,

(with i = borrower or investee)

Double counting, which occurs when GHG emissions are counted more than once in the financed
emissions calculation of one or more institutions, should be minimized as much as possible. Double
counting occurs between the different scopes of emissions fromalts and investments when a financial
institution lends to or invests in companies or projects in the same value chifihis form of double
counting cannot be avoided, but it can be made more transparent by reporting the scope 1 and 2,
emissions of loans and investments separately from their scope 3 emissions (see requirements on this in
Chapter 6 of this Financed EmissianStandard).

Double counting can take place at five levels:
Between financial institutions
In co-financing the same entity or activity
Between transactions within the same financial institutions

Across different asset classes

30When calculating the attribution factor for consumer vehicle and public finance (i.e. Sovereign debt), equity may not ameler exist based on
investment type. For those asset classes, the best alternative approach has been propaséue relevant chapter.

%1 The scope 1 emissions of one company can be the upstream scope 2 or 3 emissions of its customer. For example, scope 1 esnissio a utility
providing energy to a company would end up in the scope 2 inventory of that company. If both companies aremgdeivding from the same financial
institution, these emissions would be double counted within its inventory.
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Within the same asset class

Double counting between cdinancing institutions and between transactions within the same asset class
of a financial institution can be avoided by using the appropriate attribution rules consistently. PCAF
defines attribution rules for each method descrdd in this Financed Emissions Standard. By using the
correct attribution method, double counting of emissions between financial institutions can be minimized.
Additional asset classspecific information on attribution can be found in Chapter 5.

Financial institutions shall ensure that their GHG accounting appropriately reflects the GHG emissions of
their loans and investments and serves the decisiomaking needs of internal and external stakeholders.
To safeguard these outcomes, financial insttions should use the highest quality data available for each
asset class for calculations and, where relevant, improve the quality of the data over time. PCAF
recognizes that higkquality data can be difficult to come by when calculating financed emissions
particularly for certain asset classes. However, data limitations should not deter financial institutions from
taking the first steps toward preparing their inventories. Even estimated or proxy data can help them
identify emissionintensive hotspots inheir portfolios, which can inform their climate strategies. Where
data quality is low, financial institutions can develop approaches to improve it over time.

For measuring financed emissions in each asset class, various data inputs are needed to calculate the
NnRUCUHARCOWRUt qRage qRYUkt Weaqaql RAzqRYUWNneHqY!I WeUT W6 JWHY
to calculate an attribution factor can typicly come from the financial institution itself and its borrower or

investee. However, the data required to calculate the emissions of the borrower or investee might not be

readily available and must be sought out by the financial institution. The qualitthis data can vary

depending on assumptions relating to its assuredness, specificity, and other variables.

High-quality data is often not available to the financial institution for all asset classes. In these instances,
the institution should use the best available data per the data hierarchy shown in FigtBellata quality
scorecards specific to each assetlass are presented in Chapter 5 and Annex 10.1.
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Figure 43. General data quality scorecard
Data quality scoring from 1 to 5... ...enables financial institutions to develop a

strategy to improve data over time
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PCAF recognizes that there is often a lag between financial reporting and the reporting of required

emissionsrelated data for the borrower or investee. In these instances, financial institutions should use

the most recent data available even if it is reggentative of different years, with the intention of aligning as

GeHOWEt WGYHt RAGIOW] YI WY+ ¢ GUVUAWRqWs Ye ol WHNWI+FGUHRGIT We
in 2020 for its 2019 financial year would be used in 2019 financial data along2®@E8 (or other most

recent) emissions data.

Data quality scoring is specific to each asset class. More information on issues related to data quality and
how to employ the hierarchy for each asset class can be found in Chapter 5 and Annex 10.1.

DISCLOSURE

The public disclosure of absolute financed emissions is crucial for external stakeholders and financial
institutions using the methodology to have an analogous view of émeissionimpact of financial

institutions. To this end, financial institutions shall disclose absolute financed emissions. To support their
disclosures, financial institutions shall follow the requirements and recommendations listed in Chapter 6
on how to reportmformation relating to methodology, calculations, timeframes, and data qugl{as

scored using the hierarchies provided in Chapter 5).
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FINANCED EMISSIONS THIRD EDITION

5. Methodology to measure financed
emissions

This chapter describes the methods to calculate financed emissions for ten asset classes.

Listed equity and Business loans and Commercial real

Project finance Mortgages

corporate bonds unlisted equity estate
E z m i
=1 o B e KN L@ |
Motor vehicle Use of proceeds Securitizations and
loans structures structured products

Sovereign debt Sub-sovereign debt

Each asset class has its own section covering methodological guidance on the following elem@nts:
Asset class definition
Emission scopes covered
Attribution of emissions
Equations to calculate financed emissions
Data required
Other considerations

Limitations

Guidance for calculating absolute emissions is covered in each asset class method. Methods for

calculating emission removals are provided in three asset classes: listed equity and corporate bonds,

business loans and unlisted equity, and project finané&@Methods for calculating financed avoided

emissions are excluded from this standard. However, for financial institutions interested in reporting

NnRUCUHADT We2YRT T WJGRY H RYUY WaVY!l JWRUNY!I G¢cqRYULWRY WGI Y2RI
avoided emssions and forwaredlooking metrics*.

The asset classes covered by this PCAF Standard represent a majority of the portfolio of most financial
institutions. PCAF recognizes that some financial products may not be covered. PCAF intends to continue
to complement its Standard in the future, basezh guidance from PCAF signatories, users and other
standards and frameworks. Developing an accurate, comparable, feasible, and brbaded standard
covering numerous asset classes will be an iterative process.

%2 These are the core elements in each asset class method. Some chapters include additional information, where relevant anificsfethe asset class.
3 Definitions of absolute emissions avoided emissions, and emission removals can be found in Chapter 2 and in the glossaptCha

Bx 3¢ OWa vyl wwe AYe qA9 [ kt W[ RU¢ Uddking tetresYsRpplehientdlguiRandeR Y Ut We U7 Wn Y1 s ¢l 1
https://carbonaccountingfinancials.com/standard
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HOW TO CHOOSE THE RIGHT ASSET CLASS METHOD?

How financed emissions are measured depends on the type of financing provided to the borrower and
investee and what is known about the flow of the money. Financial institutions should use Figdrarid
the accompanying guidance to determine the appropréassset class method.

Figure 51. Guidance for choosing an approach to calculate financed emissions

Step 1: s the exposure in the form of
debt and/or equity?

‘No’ “Yes®
Out of Scope for Step 2: Are the proceeds allocated to
PartA specific assets?
No ‘Yes

Step 3a: Classify based Step 3b: Is the structure
on customer segment. securitized?

N ‘No* “Yes”

Sovereign Debt

Sub-sovereign Debt Step 4a: Does the use of proceeds structure have Step 4b: Is the collateral real assets,

controlover the underlying companies/projects? corporate debt or receivables?

Listed Equity & L
Corporate Bonds No Yes ‘No Yes’

Unlisted Equity &

Business Loans - -
Step 5a: Is the use of proceeds structure Step 5b: Classify based on Out of Scope Securitization &
debt-based with one fully allocated asset? customer segment. for PartA Structured Products
‘No” ‘Yes’ Listed Equity &
Corporate Bonds
Unlisted Equity &
Use of Proceeds Step 6: Classify i Equity
- Business Loans
Structures based on asset type.
Commercial Real Project Finance
Estate
Motor Vehicle
Loans
Residential
Mortgages

Project Finance

Figure 51 is structured as a stefby-step decision tree, where each step poses a Yes/No question.
Financial institutions should work through it from top to bottom to arrive at the appropriate asset class
method.

tWYeqaRUOWT WRUW9GEC G WNAWmBNYGTdYs W6 JWaYUD! wlWRY We WHYI
Financial institutions should trace financial flows as far as possible to understand and account for the
GHG emissions of lending and investments. Thaidance below supports interpretation of each question
in Figure 5.1 and helps identify the applicable PCAF methodology.
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Step 1: Is the exposure debt and/or equity35?

To answer YesThe exposure represents a financial relationship where the institution provides capital
through debt or equity instruments.

To answer Na The exposure does not qualify as a financed asset under Part #or example, derivatives,
underwriting activities, or advisory services that do not create debt or equity exposure. These are out of
scope for Part A and may be addressed in Part B (FatddeEmissions) oPartC (InsuranceAssociated
Emissions) where applicable.

Step 2: Are the proceeds allocated to specific assets?

To answer Yes There is clear evidence that proceeds are allocated to one or more specific underlying
assets, such as an investment fund, labeled bond, mortgage or project. Proceed to Question 3b.

To answer No:The financing is provided directly to the borrower or investee, with an unknown use of
proceeds. Proceed to Step 3a.

Step 3a: Classify based on customer segment.

If the financing is provided directly to a borrower or investee, the financial institution should select the
appropriate asset class method based on the customer segment (sovereign debt-soereign debt,
listed equity/corporate bonds, or unlisted equitigusiness loans).

General consumer finance not linked to a specific use of proceeds (e.g., credit cards or personal loans) is
out of scope for Part A.

Step 3b: Is the structure securitized?

To answer Yes The structure is legally distinct from the issuing entity and issues securities backed by
identifiable loans, leases, or receivables (e.g., RMBS, CMBS, CLO, Auto ABS). Move to Question 4b to
determine whether the structure is in scope for the Securitizats & Structured Products method.

To answer Na The structure is not a securitization. Proceed to Step 4a,

Step 4a: Does the use of proceeds structure have control over the underlying companies/projects?

To answer Yes Only use of proceeds structures that provide equity can have control over the underlying

assets 3 In this case the underlying assets are generally consolidated on the balance sheet of the use of

Gl YHIUUT + W ql erAqgqel DWW YI WGYI W YqecRIWT WRUNYI GecqRYUSALW 1J
Proceeds Structures method (subchapter 5.7) Proceed to Question 5b.

3 Equity is defined as ownership in the company or project. Debt is defined as a financing instrument that requires repayyntiet lorrower.
3% Control is used as a combined term here to refer to both the financial control and operational control approaches underHi@&Rotocol Corporate
Accounting and Reporting Standard.
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To answer Na The use of proceeds structure does not control underlying assets (e.g. provides only debt).
Proceed to Step 5a.

Step 4b: Is the collateral real assets, corporate debt or receivables?

To answer Yes The securitization is backed by identifiable real assets (e.g. property), corporate debt (e.qg.

business loan or corporate bonds), or receivables (e.g. auto loans). Such structures are in scope for the
Securitizations & Structured Products method, whick fii G Y 5 + j& W/¥E NG tslWa Y Waq 6 I We UT 1J1 G! R
Move tosubchapter 5.8 for a detailed description of what is in scope and the accompanying decision tree

for securitizations and structured products.

To answer Na The securitization is not backed by real assets, corporate debt, or specified receivables, but
for example, it is backed by credit card or student loan receivables, or home equity loans, or it is a public
sector covered bond. A more detailed list is awahle insubchapter 5.8. Such structures are currently out

of scope for Part A.

Step 5a: Is the use of proceeds structure debtbased with one fully allocated asset?

To answer Yes The structure is debbased and the financing is tied to a single, clearly identifiable
underlying asset (e.g., a specific building, project, or vehicle). In this case, the exposure should be treated
under the corresponding asset class methodology rathi@an as ause ofproceeds structure. Proceed to
Step 6.

To answer Na The structure is not debbased or the proceeds are allocated across multiple assets or
projects without direct control. The exposure qualifies asiae ofproceedsstructure, which should be
accounted for using the methodology described subchapter 5.7.

Step 5b: Classify based on customer segment.

If the use of proceeds structure has control over the underlying companies or projects, it should be treated
as a corporatetype investment. In this case, the financial institution should apply the appropriate asset
class methodology based on the customeegment (listed equity/corporate bonds, unlisted

equity/business loans, project finance).

Step 6: Classify based on asset type.

If the financing is linked to a single identifiable underlying asset, the financial institution should select the
corresponding asset class method based on the type of asset financed (commercial real estate, residential
mortgages, motor vehicle loans, orrpjects)

Additional guidance on coverage

Each asset class method currently only covers financial products that are on the balance sheet of the
financial institution (i.e. the asset owner) at the fiscal yeand, but may also be applied by asset managers
GecUecnRUNWEY + Dat WY U Warisheans thdd fapabdes ehissions fldiA prdilécts such as
revolving credit facilities, bridge loans, and letters of credit are only considered if there is outstanding
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finance on the balance sheet of the financial institution at financial yeard. In a similar fashion, assets
held for short durations or designated as held for sale are not included in the Financed Emissions
Standard. PCAF may cover if and how to treathuinancing in future editions of the Standard.

The Financed Emissions Standard only provides guidance ontémeasset classes mentioned above. Table
5-1 defines these asset classes, including information on the financial products being covered by the
respective asset class and the location in the document where specific guidance can be found.

The Financed Emissions Standard does not provide explicit guidance on methods to calculate financed
emissions for every financial product including the following: exchange traded funds, derivatives (e.g.,
futures, options, swaps), and more. More detailediigance on such financial products will be considered
and potentially published in later editions of the Financed Emissions Standard.

Table 51. List of asset classes

Asset class Definition Definition \
Listed Equity and | This asset class includes all ebalance sheet listed and unlisted corporate | Subchapter
Corporate Bonds | bonds and all onbalance sheet listed equit¥ that are traded on a market 5.1

and are for general corporate purposes, i.e., unknown use of proceeds as
defined by the GHG Protocol.

Business Loans This asset class comprises business loans and equity investments in privaj Subchapter
and Unlisted companies, also referred to as unlisted equity. 5.2

Equity Business loans include all ofbbalance sheet loans and lines of credit to listec
and unlisted businesses, nonprofits, and any other structure of
organizatiori®and are for general corporate purposes, i.e., with unknown us
of proceeds as defined by the GHG Protocol. Unlisted equity includes all ol
balance sheet equity investments to businesses, nonprofits, and any other
structure of organization that are not tradl on a market and are for general
corporate purposes, i.e., with unknown use of proceeds as defined by the
GHG Protocol.

Project Finance This asset class includes all ebalance sheet loans or equities to projects ol Subchapter
activities that are designated for specific purposes, i.e., with known use of | 5.3
proceeds as defined by the GHG Protocol and is setitained (i.e. the
project has its own budggt The financing is designated for a defined activit)
or set of activities, such as the construction and operation of a gasd
power plant, a wind or solar project, or energy efficiency projects.
Commercial Real | This asset class includes oialance sheet loans for specific corporate Subchapter
Estate purposes, namely the purchase and refinance of commercial real estate | 5.4

(CRE), and ofbalance sheet investments in CRE when the financial
institution has no operational control over thgroperty. This definition
implies that the property is used for commercial purposes, such as retail,
hotels, office space, industrial, or large multifamily rentals. In all cases, the
owner of the building uses the property to conduct incorgenerating

activities.
Mortgages This asset class includes oibalance sheet loans for specific consumer Subchapter
purposes- namely the purchase and refinance of residential property, 5.5

including individual homes and mukfamily housing with a small number of
units. This definition implies that thproperty is used only for residential
purposes and not for commercial activities.

37 Listed equity refers to equity that is traded on a stock exchange or another securities exchange
% This also includes governmentadwned enterprises (e.g., stat®ewned companies such as municipal energy or public transport providers), while loans
to governments themselves are excluded. Loans to governmestsovered under Sovereign Debt asset class.
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municipalitiesy in either domestic or foreign currency.

Motor Vehicle This asset class refers to ehalance sheet loans and lines of credit to Subchapter
Loans businesses and consumers for specific (corporate or consumer) purposes | 5.6

namely the finance one or severdimotor vehicles.
Use of Proceeds | This method includes all otbalance sheet debt and equity to use of Subchapter
Structures proceeds structures. Use of proceeds structures contain a pool of one or | 5.7

multiple underlying assets, which may belong to any asset class. This

subchapter introduces guidance to allow finanial institutions to account for

the specific assets being financed.
Securitizations This method covers securitized and structured products which are backed | Subchapter
and Structured identifiable loans, leases, or other incomgenerating assets. Typically, the | 5.8
Products collateral pool is sold to a bankrupteyemote speciatpurpose vehicle (SPV)

or similar entity, or refeenced and the vehicle issues bonds to investors

secured on the collateral. It encompasses both public and private asset

backed structures. The underlying collateral may include various asset typt

and an evaluation of these assets must be performed taelenine the

applicable financed emissions methodology.
Sovereign Debt This asset class includes sovereign bonds and sovereign loans of all Subchapter

maturities issued in domestic or foreign currencies. Both sovereign loans 8 5.9

bonds lead to the transfer of funds to the country, which in turn creates a

debt obligation to be repaid byhe borrowing country.
Sub-sovereign This asset class includes bonds and loans issued by public authorities bel¢ Subchapter
Debt the national levely such as states, provinces, regions, cities, or 5.10

3 A single loan might cover the purchase of several vehicles or fleets. In any case, the methodology presented in this chapierbe used.
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FINANCED EMISSIONS THIRD EDITION

5.1 Listed equity and corporate bonds

This asset class includes all ebalance sheet listed and unlisted corporate bonds and all-tralance
sheet listed equity° that are traded on a market and are for general corporate purposes (i.e., unknown use
of proceeds as defined by the GHG Protocol).

These include:
All types of corporate bonds for general corporate purposes
Common stock

Preferred stock

For indirect investments (e.g., investments in funds) that incorporate listed equity and bonds, the
methodological approach is the same provided the information on the individual holdings is available.

Derivative financial products (e.g., futures, options, swaps) are not covered by this asset class. The same
holds for short and long positions or special cases of underwriting such as IPO underwriting. Guidance on
such financial products may be publishedhilater editions of the Financed Emissions Standard.

Assets held for short durations and designated as held for sale are not in scope. These assets may include,
but not be limited to, trading account assets and debt securities carried at fair value.

Equity investments in private companies are not covered by this asset class because that is finance not
traded on a market. For more information on equity investments in private companies, please refer to the
business loans and unlisted equity asset class.

Financial institutionsshall report the absolute scope 1, scope 2 and scope 3 emissiasfshorrowers and
investees across all sectors. Financial institutiorshall separately disclose absolute scope 3 emissions
from scope 1 and 2 emissions of borrowers and investees.

Box 5.:NIOWA 9 [ kt LWnilapprédthlioGéopet3 Bmissions reporting for financial institutions

In previous versions of the Global GHG Accounting and Reporting Standard, for reporting the scope 3
emissions of borrowers and investees, PCAF followed a phas@pproach which required scope 3
reporting for lending to and making investments in companiepending on the sector in which they are
active, i.e., where they earn revenues. This phaseapproach has been completed, meaning that for
reports published in 2025 onwardsscope 3 emissions reporting is required for all sectors.

“0Listed equity refers to equity that is traded on a stock exchange or another securities exchange
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PCAF acknowledges that, to date, the comparability, coverage, transparency, and reliability of scope 3
data still varies greatly per sector and data source. By requiring scope 3 reporting for all sectors over time,
PCAF seeks to make scope 3 emissions repog more common by improving data availability and quality
over time. Financial institutionshall explain if they are not able to report the required scope 3 emissions
because of data availability or uncertainty.

Table 5.1-1. Previous PCAF phasein approach for scope 3 emissions inclusion

Phase-in period NACE Level 2 (L2) sectors considered

For reports published in 2021 onwards At least energy (oil & gas) and mining (i.e., NACE L209519, 20)
For reports published in 2023 onwards At least transportation, construction, buildings, materials, and
industrial activities (i.e., NACE L2: 108, 21-33, 41-43, 49-53, 81)

For reports published in 2025 onwards  Every sector

Since, starting with reports published in 2025, scope 3 emissions reporting is required for all sectors, this

also holds for scope 3 emissions related to loans and investments into the financial sector. PCAF

recognizes this may lead to double counting, silar to other types of double counting in scope 3. For that

reason, separate reporting of financed emissions to the financial sector is recommended. In the case of

two financial institutions provide mutual loans/investments, financial institutiomsay account for the

Yqo6 I WnRU¢cUHRcOWRUYt qRage qRYUt k WIGRY T RYUt WsRaqéVYeqllget RU
calculation loops.

As a basic attribution principle, the financial institution accounts for a portion of the annual emissions of
qé6WWnRUcURDT WHYGGeU! W WqWl GRUWVT WH! Wqdé W ¢qRYWHWIqs 13130 W
and the value of the financed company (dendnator). This ratio is called the attribution factdt.

Outstanding amount (numerator): This is the actual outstanding amount in listed equity or
corporate bonds. It should be defined in line with the denominator. Therefore, the value of
outstanding listed equity is defined based on its market value (i.e., market price times number of
shares), and the value of outstanding corporate bonds is defined based on the book value of the
debt that the borrower owes to the lender. Financial institutions should either use the calendar or
financial yearend outstanding amout, provided the approach is communicated clearly and used
consistently.

Company value (denominator): For all listed companies, this is the enterprise value including

cash (EVIC) of the respective company. Only for traded bonds to private companies this is the sum

“IThe attribution factor calculation is, in principle, only possible for listed equity and corporate bonds where financialspateific to the borrower or
investee is available. For listed equity and corporate bonds where such data is unavailable, thbwttm factor cannot be calculated, but rough
estimations on attribution can still be made based on regiceind sectorspecific average financial data and the outstanding amount. This is explained in
more detail in the Equations to calculate financed emissis and Data required sections below (see Option 3b and Option 3c).
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of total company equit§? and debt®*s 6 RH 6 WH¢ UWANWNn Y2 UT WY UWagq6 JWHGRIIUqkK
market value for equity is availabl&.

For listed companies:

o N

0601 0 WO QO
£ 0 QI POHRVOYO I 66TE Q
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For bonds to private companies:

ool 0we&e &0

0001 QOBRSAEG e
“YE O@PO QRO DO

(with ¢ = borrower or investee company)

EVIC is defined as The sum of the market capitalization of ordinary shares at fiscal yewadl, the market

capitalization of preferred shares at fiscal yeand, and the book values of total detitc UT WG RUY | Rq RIJt k LW
interests. No deductions of cash or cash equivalents are made to avoid the possibility of negative

enterprise values’®

PCAF chose to align the definition of EVIC with the definition provided by the:

EU TEG in its Handbook of Climate Transition Benchmarks, PAligned Benchmark and
700HG6GC] tF K WB'E] W? Rt AOGYH 21 17

Commission Delegated Regulation (EU) 2020/1818 of 17 July 2020 Supplementing Regulation (EU)
2016/1011 of the European Parliament and of the Council as regards minimum standards for EU
Climate Transition Benchmarks and EU Paatigned Benchmarks, which sg EVIC should be

used to determine the GHG intensities for the benchmarks.

2f JWaEet Ut Ws 6101 WWgé WWagYqeaWwWrYaGe U! Whe Ra! W2 ¢ e lJWe HEY I shatl Gedtbital qliity @ Gthig i R1IUaqk + WHE O
means that all emissions are attributed to debt only, while no emissions are attributed to gguitestments. Such cases can happen when the retained

earnings are negative while at the same time being higher than the other equity components on the balance sheet of the elgenthis often holds for

startups that have high negative profits duritigeir first years of operation. By this approach, for those companies that are doing well (i.e., they have high

retained earnings), financial institutions attribute more emissions to equity providers; for those companies doing poerlytfiey have highetained

losses), financial institutions attribute more emissions to debt providers. This is in line with the attribution factomalcfor listed companies, where

the equity part of EVIC (i.e., market capitalization) also implicitly reflects retainachengs and losses (e.g., if retained earnings increase, the share price

and market capitalization generally also increase).

“Total debt includes both current and longerm debt on the balance sheet.

“fnWagYaqeédW WAqWY! WaYagedWdhe Ra! WARecUUYqWARWYAqE RONT Whn leYiffidlle tolidb@aiRtdeden k + WAHE 0 ¢ ORIIWYE 6 |
values), financial institutions are allowed to fall back to the total balance sheet value (i.e., tha siitotal equity and liabilities, which is equal to the

HIRNWUqkt WagYgqecaWet t Uagt bWsRq6WqS WWRUqUUqRYUWYNWRAEGI Y2RUNWag6RY W ¢q¢WhecidRa! WRULW
% In its EVIC definition, the ENIJH 6 URHE G WE+ Gl qW] | Ye GWuINE] b W In It WaYWeq6 WWAYYE W2eteldJt WYNnLWaYaqci
balance sheet. This interpretation encompasses both interdse¢aring and norinterest-bearing liabilities. Some accounting definitions maxclude

non-interest-bearing items such as accounts payable and accrued liabilities, focusing instead on intetesdring financial obligations. In cases where

no information noninterest-bearing debt is available PCAF recommends to follow its precautignprinciple (see next footnote), exclude this element

from the total debt calculation.

“This is the standard definition of EVIC as provided by the EU TEG. For consistency reasons, PCAF decided to align weitinitios tb ensure

maximum alignment on metrics in the market, which also enables data providers to collect data in a consistayt b reality, specific elements of EVIC

might not be readily available because data providers are still working on aligning their data with this definition. Ferwheee data is missing, the EU

TEG (pg. 16 in its handbook of climatelated benchmarks Wl IAY G G WUT 1 WHYUT e HqRUNDWAY I GYIl ¢ qlW] c] W ¢q¢ WIt qRG¢ qR®
Gl UA¢aqRYU¢!I ! WGI RUARGONaWmf nWRUWI Ye AqAWIIl | WY UWaé6 13 W rirdphidddhiiolEYECII WG G ¢ U aq WU Y q Wa 6 1
calculations, financial instititions can decide to exclude elements of tHeVIC (e.g., minority interests or certain elements of the book value of debt) as

this would lead to a slightly lower EVIC and higher attribution of financed emissions to their own outstanding amount. Jiigigedeviations from the

standard EVIC definitin are allowed as long as: (1) they are in line with this precautionary principle, and (2) the basis of the EVIC defiifiifiociiedes

the market value of equity (market capitalization) plus the total book value of debt of any given company.

47 (EU Technical Expert Group on Sustainable Finance, 2019)
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Box 5.%2 further clarifies the rationale for using EVIC in the attribution factor of listed equity and corporate
bonds.

Box 5.1-2. Rationale for EVIC as denominator in the attribution factor

As described irSubchapter 4.2 of the Standard, PCAF applies the same general attribution principles
across all asset classes even though the actual equations and underlying (financial) data sources might
differ per asset class. This principle defines that the attributifactor for all asset classes is calculated by
determining the attribution factor of the outstanding amount of a financial institution over the total equity
and debt of the company, project, property, etc. in which the financial institution is invested. Igipg this
principle means that, for the attribution of listed companies, a metric needed to be defined that includes
both the equity and debt of a listed company.

EVIC was selected as the attribution metric for listed equity and corporate bonds because it

Includes both equity and debt in line with PCAF attribution principles and other asset classes,
ensuring alignment with similar asset classes (e.g., business loans).
ftWewarYaaYUWaWgl REWRUWq6 WWnRU¢c UHRcOW WHqVYI
dominance because of its adoption by the EU TEG and the benchmark regulation.
Is based on company data (market value of equity and total book value of debt), which is gener
available to financial institutions and data providers. The availability of this data is expected to |
further improved due to the EU climate benchmarksgation, which will stimulate data providers
to collect EVIC data.
Includes market valuation of equity, which is the most common approach in the financial sector
determine company ownership.
Avoids issues with negative enterprise values due to the inclusion of cash (not deducting cash
the regular enterprise value definition) as well as issues with attributing more than 100% of a
HYOGGecU! kt WIAGRt + RYUt WagYWnRUcUARRCOWRUY qRage qR
The simplified example below highlights how EVIC ensures 100% attribution of company emissions by not
deducting cash.

Example Company: Equity = 50, Debt=50, Cash=20

Approaches Enterprise value Attribution to equity Attribution to debt Total
EV excl. cash 50 + 50- 20 = 80 50 /80 = 63% 50/ 80 = 63% > 100%
(standard)

EV incl. cash 50 + 50 =100 50/ 100 = 50% 50/ 100 = 50% 100%

For loans and investments into other financial institutions, the book value of debt (which is part of total
equity + debt for private companies and part of EVIC for listed companies) includes customer deposits as
these form a substantial part of the fundinbase and facilitate the economic activities of financial
institutions similar to debt and equity.
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The financed emissions of a loan or investment in a company are calculated by multiplying the attribution
factor by the emissions of the respective borrower or investee company. The total financed emissions of a
listed equity and corporate bonds portfoliare calculated as follow4®:

"0QE OEQHAM | Q€ £8I 0 0 1 "QABCDGOEREE ¢ N EASQI | Q¢ & i

(with ¢ = borrower or investee company)

The attribution factor represents the proportional share of a given compgripat is, the ratio of the
outstanding amount to EVIC for listed companies and the total equity and debt for bonds to private
companies:

For listed companies:

008 ¢ EQHOM | Qf b 00T OWBBRWEEO it (e e
0t 0 01 PLRBDRGd oaxwe g 4N

For bonds to private companies:
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The financed emissions from listed equity and corporate bonds can be calculated in different ways
depending on the availability of financial and emissions data specific to the borrower and investee. Overall,
PCAF distinguishes three different options tolcalate the financed emissions from listed equity and
corporate bonds depending on the emissions data used:

Option 1: reported emissions, where verified® or unverified® emissions are collected from the
borrower or investee company directly (e.g., company sustainability report) or indirectly via verified
third-party data providers (e.g., CDP) and then allocated to the reporting financial institutions using
the attributionfactor.

Option 2: physical activity -based emissions, where emissions are estimated by the reporting
financial institution based on primary physical activity data collected from the borrower or investee
company (e.g., megawathours of natural gas consumed or tons of steel produced) and then
allocated to the reporting financial institution using the attribution factor. The emissions data should

“®Wherein a financial institution is lending to or investing in a subsidiary of a larger entity, the attribution should barstecbat the subsidiary level

cHAYI TRUNWqY WS WWmpn YOG Ys Was Wi YUU! wWGl RUAREYIOAMB tdd &) tle RO QU RR ¢ 0 HORID in dIf @ 2 4R € G i
sheet is unavailable, the financial institution should calculate the attribution factor based on the total balance shedteotntity to whom the financial

institution has recourse for repayment of thedn

“This refers to reported emissions being calculated in line with the GHG Protocol and verified by gptnitg auditor.

%0 This refers to reported emissions being calculated in line with the GHG Protocol without verification by aghitg auditor. Unverified reported

emissions can be calculated by either an external party or by the borrower or investee company itself.
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be estimated using an appropriate calculation methodology or tool with verified emission factors
expressed per physical activity (e.g., tG&/MWh or tCQ e/t of steel) issued or approved by a
credible independent body.

Option 3: economic activity -based emissions, where emissions are estimated by the reporting
financial institution based on economic activity data collected from the borrower or investee
company (e.g., euro/dollar of revenue or euro/dollar of sectoral assets) and then allocated to the
reporting financial institution using the attribution factor. The emissions data should be estimated
using official statistical data or acknowledged environmentally extended impuitput (EEIO) tables
providing regionor sector-specific average emission factors expressed per economic activity (e.g.,
tCO1J 0 K WY | W3 WY nillolg AU dUBWNWINLLEH Q8 q Y1 ¢ G Wet + Wqt b 1O

PCAF distinguishes three options to calculate the financed emissions from listed equity and corporate
bonds depending on the emissions data used:

Option 1: reported emissions
Option 2: physical activitypased emissions

Option 3: economic activitybased emissions

While Options 1 and 2 are based on compaspecific reported emissions or primary physical activity data
provided by the borrower or investee or thighrty data providers, Option 3 is based on regiar sector
specific average emissions or financial datébtained from public data sources such as statistics or data
from other thirdparty providers>?

Options 1 and 2 are preferred over Option 3 from a data quality perspective because they provide more
accurate emissions results to a financial institution. Due to data limitations, financial institutions might use
Option 1 or 2 for certain companies andg@ion 3 for others. The data quality mix shall be reflected in the
average data quality score, as Chapter 6 illustrates.

Table 5.12 provides data quality scores for each of the described options and -sgiions (if applicable)
that can be used to calculate the financed emissions for listed equity and corporate bonds.

1 Sampling tests based on actual data on the company level extrapolated to the portfolio level can help to test the accurealgofations based on this

data from statistics or EEIO tables. This may also be used to refine the data for specific sectoegions if the reporting financial institution has a strong

presence in and specific knowledge of the respective sector or region. National agencies and regional data providers siicstiatiffices in individual

regions may assist reporting financial infiitions and investee companies in various regions in finding regional and more relevant financial or emissions

data information.

2§ GqRYUWNWeE OT WE GqRYUW=ZWs Il DWHEGGUT W GGl YEHGWNa WHY G Ge U! UbveBaget Rn RALWE GGl Yé HE mllc
¢GGlI Y¥RG¢qRYUmWRUWg6 IW WGYI qWGI YT.2 HIIT WAH! Waq6WIWA9 [ W2z qHSWqNEdallblA9 [ AW=ZMN®b
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Table 5.1-2. General description of the data quality score table for listed equity and corporate bonds

(score 1 = highest data quality; score 5 = lowest data quality)

Data Quality Options to estimate When to use each option

the financed emissions

Score 1 Option 1: Reported la Outstanding amount in the company and EVIC or Total
emissions debt and equity are knowrVerified emissions of the
company are available.

Score 2 1b Outstanding amount in the company and EVIC or Total
debt and equity are knownUnverified emissions
calculated by the company are available.

Option 2: Physical 2a*> | Outstanding amount in the company and EVIC or Total
activity -based debt and equity are known. Reported company emission
emissions are not known. Emissions are calculated using primary

physical activity data of th&t Y G Ge¢ U! k + W01
consumption and emission factor§* specific to that
primary data. Relevant process emissions are added.

Score 3 2b Outstanding amount in the company and EVIC or Total
debt and equity are known. Reported company emission
are not known. Emissions are calculated using primary
physical activity data of thét Y 0 G¢ U! k + WEWdY T
emission factors specific to that primary data.

Score 4 Option 3: Economic 3a Outstanding amount in the company, EVIC or Total debt
activity -based and equity, and thét Y 0 G¢ U! Kk t SHarelkownl 2 1
emissions Emission factors for the sector per unit of revenue are

known (e.g., tCQe per euro or dollar of revenue earned i
a sector).
Score 5 3b Outstanding amount in the company is known. Emission

factors for the sector per unit of asset (e.g., tc® per
euro or dollar of asset in a sector) are known.

3c Outstanding amount in the company is known. Emission
factors for the sector per unit of revenue (e.g., te®per
euro or dollar of revenue earned in a sector) amsket
turnover ratios for the sector are known.

A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table @)1 Data for all three options in Table 52L.can
be derived from different data sources.

% The quality scoring for the Option 2a is only possible for/applicable to scope 1 and scope 2 emissions as scope 3 emisaiurs be estimated by

this option. Other options can be used to estimate the scope 3 emissions, however.

% Supplierspecific emission factors or markebased emission factors (e.g., from electricity provider) for the respective primary activity data are always
preferred over norsupplier-specific emission factors.

*If revenue is not deemed a suitable financial indicator for estimating the emissions of a company in a certain sector, areppdy other suitable
financial indicators as a proxy. If an alternative indicator is used, the reasoning for the selectionsodltilirnative indicator should be made transparent.
The data quality score will not be affected.
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Official company filings

Where available, PCAF recommends using emissions data reported by companies, given the data fully
AY2 11t We WHY O GadhératihgladivitiBst disdbded in official filings and environmental reports.
The most recent available data should be used witiference to the data source, reporting period, or
publication date. Using this data is in line with Option 1.

Data providers (Option 1)

For Option 1 (reported emissions), PCAF recommends either collecting emissions from the borrower or
investee company directly (e.g., company sustainability report) or thirarty data providers, such as CDP,
Bloomberg, MSCI, Sustainalytics, S&P/Trucost,dal§S ESG. Data providers typically make scope 1 and 2
emissions data available. PCAF encourages using the most recent available data and to mention the data
source, reporting period, or publication date.

Data providers collect emissions data as reported by the companies themselves, either through a

FaqeUOT ¢l TRADT Wn! ¢als VY1t W eHSWEt W9?2AWYI Wadél YeNSWE WRYGGe
environmental reports. They often have their own methodologie¥ LWIJt qROG ¢ qloHcC OHa ¢ qUWHY GG
emissions, especially if this data is not reported. In this case, the calculation would be in line with Options

2 or 3, assuming the methodology used is in line with the GHG Protocol. Financial institutions should ask

data providers to be transparent, disclose the calculation method they use, and confirm alignment with the

GHG Protocol. This will enable financial institutions to apply the proper score to the data. PCAF also

encourages data providers to apply the PCAF scgrimethod to their own data, which would allow them to

share the data quality scores directly with their clients.

PCAF does not recommend a preferred data vendor. PCAF recommends using data providers that use the
standardized CDP framework and suggests data providers disclose the data quality score according to the
scoring hierarchy in Table 5:2.5° When using data providers, PCAF recommends using the same provider
for all equity and bonds due to the variability of scope 1 and 2 emissions observed by providers.

Estimation models (Option 2 and 3)

Not all companies disclose their emissions data in official filings or through data providers. Reporting in
emerging markets often lags that of developed markets. To maximize the coverage of emissions data, the
remaining gaps are often filled with estimade

If no data is available, estimation models consistent with the emissions from the primary business activity
may be used. Emission factors from productiebased models (i.e., emission intensity per physical

activity) are preferred over emission factors framvenuebased models (i.e., emission intensity per
revenue) because the former are less sensitive to fluctuations in exchange rates or commodity prices.
Emission factors from productiorbased models in line with Option 2 are especially useful for emission
intensive industries like utilities, materials, energy, and industrials. Emission factors from reverased
models in line with Option 3 (e.g., intensiyased or environmental inpubutput models) have the
advantage of requiring less detailed data frattme financial institution.

% More information about CDP can be found at: https://www.cdp.net/en
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For Option 2 (physical activithased emissions), PCAF recommends using actual energy consumption
(e.g., megawatthours of natural gas consumed) or production (e.g., tons of steel produced) data reported
by companies, given the data fully covers the comga + LIJ (-Beindralny Bctivities. The emission
factors expressed per physical activity used should be based on appropriate and verified calculation
methodologies or tools issued or approved by a credible, independent institution. Example data sources
for retrieving emission factors are ecoinveftDefra® Intergovernmental Panel on Climate Change
(IPCC)%° GEMIS (Global Emissions Model for integrated Systefig)nd Food and Agriculture Organization
of the United Nations (FAGY. The most recent available data should be used, including a mention of the
data source, reporting period, or publication date.

For Option 3 (economic activitpased emissions), PCAF recommends using official statistical data or
acknowledged EEIO tables providing regimr sectorspecific average emission factors expressed per
economic activity (e.g., tC@IJ o k WY | W3 WY nillolg AUY D dUBWNW It Q& q Y| ¢ aWect + Jat b OU
should use emission factors that are as consistent as possible with the primary business activity financed.
For example, for a business loan to a paddy rice farmer the financial institution shouékge find and use

a sectorspecific average emission factor for the paddy rice sector and not an emission factor for the
agricultural sector in general. Also, for loans to other financial institutions (if P@#gned reported

numbers are not available)te financed scope 3 category 15 emissions can be estimated based on a data
quality score 5 approach. This may involve assessing the sectoral distribution of the financial institution,
receiving the loan and applying appropriate emission factors from EE#fabases. If sectoral breakdowns
are unavailable, the financed scope 3 category 15 emissions can be estimated by applying an ecenomy
wide average emission factor to the total portfolio value.

Example EEIO databases that can be used to obtain such emission factors are EXIOBAFNAS

GTAP**or WIOD®A 9 [ k tbdsed&hission factor database provides a large set of emission factors

for Options 2 and 3. The database, which is currently available only to PCAF signatories, can help financial
institutions get started by estimating the financed emissionstbgir investments.

PCAF expects that the financed emissions for most listed equity and corporate bonds can be derived
through either reported emissions (Option 1), physical activity data (Option 2), or economic activity data
(Option 3). If none of the specified options argplicable, PCAF allows the use of alternative options to
calculate emissions. Any deviation from the specified options shall be accompanied by an explanation
from the reporting financial institution.

5”More information can be found at: https://www.ecoinvent.org/

% More information can be found at: https://www.gov.uk/government/publications/greenhougas-reporting-conedition-factors-2019
% More information can be found at: https://www.ipcoiggip.iges.or.jp/EFDB/find_ef.php

% More information can be found at: http://iinas.org/gemidownload.html

% More information can be found at: http://www.fao.org/partnerships/leap/database/giegops/en

%2 More information can be found at: https://www.exiobase.eu

% More information can be found at: https://watershed.com/solutions/ceda

5 More information can be found at: https://www.gtap.agecon.purdue.edu

% More information can be found at: http://www.wiod.org
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9YGGe URINY WRUWec UW[ fkt WGY!I qnYOGRY W 6 Y e-lodtdthndlogy | o WY OWIG R 1
based 5 as part of their GHG reporting. Reporting should follow existing GHG Protocol guidance, and

emission removals shall be reported separately from both absolute emissions and any carbon credits

retired and generated.

Carbon credits generated by companies should be reported, and carbon credits retired may be reported.
These figures can provide transparency and context for the financed emissions and removals. Ultimately,
the goal of the PCAF Financed Emissions Standartbi transparently report the total emissions impacts of
lending and investments, not diluted by credits retired or generated.

[ ft WHecUWRcOHzOGEcqUWeEqaql RAz qRYUWYNWHYAGGe URIIY k WI WGY! qT W
F JgWwWYe qWRUWGSRY WHGE ¢ Gl Weit DIWnY!I Geldc¢WANOYsbL6WaqéRE W ¢
reported credits retired or generated.
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(with ¢ = borrower or investee company)

Example accounting T a portfolio of different companies
An Fl invests into multiple companies with different emissions profiles as illustrated in the following table.
All numbers are in tC@e for the reporting year 2020 and are dummy data for the purpose of this example.

Table 5.1-3: Example of data input for calculating a portfolio of different companies

Scope 1 Scope 2 Scope 3 Emission Carbon Carbon Attribution
removals credits credits factor
retired generated
Forestry 1,000 100 5,000 20,000 0 5,000 10%
company
Industrial 20,000 5,000 30,000 0 25,000 0 25%
company
Energy 5,000 0 10,000 1,000 5,000 500 20%
company

The portfolio contains a forestry company that sells carbon credits based on its forestry activities, an
industrial company that buys carbon credits based on forestry activities, and a green energy company that
builds renewable energy plants combined witkfforestation activities. The FI would report aggregated
numbers for this portfolio per the table below. This table sums the attributed emissions and credits of the

% Note that new GHG Protocol guidance is being developed on accounting for land sector activities ande@@vals in corporate GHG inventories,
building on the Corporate Standard and Scope 3 Standard. Draft guidance for this is expected in 2022. Where necessaryAth&RBal Standard will
be updated in line with the final version of the new GHG Protoadtignce
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forestry, industrial, and energy companies from the table above. Note that reporting carbon credits retired
by clients is optional.

Table 5.1-4: Calculation example portfolio of different companies

Based on companies in above table |Calculation Total portfolio number

Scope 171 Absolute emissions 1,000 x 10% + 20,000 x 25% + 5,000 x 20% 6,100
Scope 2T Absolute emissions 100 x 10% + 5,000 x 25% 1,260
Scope 3T Absolute emissions 5,000 x 10% + 30,000 x 25% + 10,000 x 20% {10,000
Emission removals 20,000 x 10% + 1,000 x 20% 2,200
Carbon credits retired 25,000 x 25% + 5,000 x 20% 7,250
Carbon credits generated 5,000 x 10% + 500 x 20% 600

Fls may further subdivide these overall reporting categories into subcategories. For example, carbon

HI OT Rt W DRI U7 Wac¢! WANWnz !l q6 131 W IGY!I qT W WGel ¢qlda! WH!
2131+ 2t WS otkladsified Baseas on the credit standard (e.g., Verified Carbon Standard (VCS) or

] YGT WEqc¢UT ¢ T o FOWNGS W[ f Wac¢c! WHEYYH DWqY W WGl ¢cqlid! W WGyl
emissions minus total emission removals, for example. Nonetheless, for theposes of this Financed

Emissions Standard, the fundamental requirement is that reporting should at a minimum include separate

U2 GANI + WnY!l We At YieqUWUaRtt RYUt WeUT WWaRtt RYUWI DavYzedat 4

Example tool to calculate emission removals Tthe FORESt Carbon Sequestration (FRESCOS) Tool

FMO has been working with three other European development finance institutions (CDC, Finnfund, and
Swedfund) and Finnish forestry expert Simosol to build an online tool to estimate the amount of carbon
sequestered through plantation and agroforestry opei@ns, called the FRESCOS Tool. The tool is built

upon the IPCC Guidelines for National GHG Inventories and can be found at https://www.frescos.earth.
While PCAF does not endorse the use of this tool specifically, the FRESCOS Tool is an example of a tool
that can be used by Fls as a basis for calculating financed emission removals. The FRESCOS tool is open
for other Fls and interested parties to use.

Market value fluctuations

When using EVIC as the denominator, calculated financed emissions might change as a result of
fluctuating market prices. Applying corrections to EVIC could address this issue; however, the application
of inconsistent approaches can influence and reduce tle®emparability of results between different

financial institutions. In addition, corrections could theoretically be applied to many other variables, like
exchange rates, inflation, and emerging versus developed markets, further reducing comparabilitgh&or
reason, all financial institutions shall report their unadjusted, absolute financed emissions in accordance

5 Reporting around the use of carbon offsets may need to evolve because it does not yet consistently distinguish betweennaeoéhe removal
offsets.
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with the calculations required by the PCAF standard. However, financial institutions may optionally report
their adjusted absolute financed emissions with the requirement that such amounts must be disclosed
separately along with a description of the methotbgy, inputs and models utilized to calculate the
corrections to EVIC. Both unadjusted and adjusted absolute finance emissions will be required for all
periods disclosed in the financial reports being presented.

When asset owners and asset managers convert absolute financed emissions into economic emissions
intensity by assets under management, market price fluctuations also influence the denominator.
Correcting this fluctuation can be approached as illustrated tine example below. This approach was
tested by asset owners and asset managers. Further research is needed to evaluate whether this
adjustment factor is also applicable for banks when using an economic emissions intensities over total
loan exposure.

Box 5.1-:3. An approach for asset owners and managers to correct economic emissions intensity?®

For asset owners and managers, the economic emission intensity is a commonly used metric for
reporting and target setting purposes. The economic emission intensity is shown in the equation bels
and reflects absolute emissions associated with investment®malized for the total size of the
portfolio or assets under management.

‘E-Fg:;r:mvrolj'k' ° m Wrma=t :
T fav<t-Ta-T- v vg ¥k flao w0

When using this metric, especially the denominator is influenced by market value fluctuations. In a b
market where valuation would increase, all else kept equal (GHG emissions and ownership unchanc
the denominator would increase and as a result tieeonomic emission intensity would decrease.
Under the influence of these fluctuations, an objective to reduce the economic emission intensity by
certain percentage becomes a moving target. This undermines the utility of the metric to make
comparisons fran one time period to the next.

dbks o = % dh 5 o
FIr mEsy <g" Vv

To address this limitation regarding the economic emission intensity, the EU TEG and EU regulation
benchmarks suggest that asset owners/managers correct EVIC over time by applying an inflation
correction. Building on the EU inflation correction, PCAFEoenmends that asset owners/managers
adjust the economic emission intensity with the following adjustment factor. The adjustment factor
should be calculated as:

—rd wye TTET

(With b = base year and T = current year ang=\Wenchmarks weights at time T)

% For guidance on disclosing a fluctuation analysis to explain changes in absolute financed emissions between reporting peséedthe Fluctuation
Analysis subsection in Chapter 6: Reporting requirements and recommendations.
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There are two options for adjusting the economic emission intensity (backward or current):

The economic emission intensity can be adjusted in the base year (backward). Benefits of
adjusting the base year are that current reported carbon figures remain unadjusted. Moreover
EVIC inflation correction applied to the baseline can be combined withert adjustments that
may be required, for example for data improvements or a changing universe composition.

To calculate adjusted economic emission intensity in the base year (b):
Owé & £GECD ORDHIE I Qo O0é ¢ E@ECA ORHNE D b Gy

The economic emission intensity can also be adjusted for the current reporting year. Benefit
adjusting the current year are intuitiveness for annual reporting, where the focus is usually o
the metrics associated with the current year. Similarly, whassessing progress against an

objective to reduce the economic emission intensity by a certain percentage, it is intuitive to
keep the base emission intensity consistent.

To calculate adjusted economic emission intensity in current reporting year (T):

O0¢ & £@ACA UROHNE T QO OV0é & £@ACH (URHLEY G }6_8670 ’p,ﬁ

If asset owners/managers decide to apply this adjustment factor, PCAF requires them to report both
unadjusted as adjusted economic emissions intensity separately. For transparency, ideally the
adjustment factor used and an explanation of how this wasrstructed and applied would also be

included.

Calculation example of applying the adjustment factor

Base year T

Company Emissions Market cap | Debt (M$) EVIC (M$), Weight | Emissions/EVIC

(tCOze) (M$) (tCO22/M$)
A 60,000 800 400 1,200 40% 50
B 100,000 600 400 1,000 30% 100
© 120,000 400 400 800 20% 150
D 120,000 200 400 600 10% 200

N /. PCAF

Carbon Accounting
Financials

Company Emissions Market cap | Debt (M$) EVIC (M$), Weight | Emissions/EVIC

(tCOze) (M$) (tCO2e/M$)

A 60,000 960 400 1,360 40% 44

B 100,000 720 400 1,120 30% 89

© 120,000 480 400 880 20% 136

D 120,000 240 400 640 10% 188
® Partnership for 52



Backward/base year adjustment
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Adjustment

0.896

Adjustment

0.896

Plain (tCO2 | Adjusted EVIC b/
eq/M$) (tCO2 /M$) EVIC_T
Carbon 100 89.6 0.88
footprint b
Carbon 920 0.89
footprint T
0.91
0.94
Current year adjustment
Plain (tCO2 | Adjusted EVIC b/
eq/M$) (tCO2 /M$) EVIC_T
Carbon 100 0.88
footprint b
Carbon 90 100.9 0.89
footprint T
0.91
Decarbonization 0.914% 0.94
Adjust T
Decarbonization 0.914%
Adjustb

Organization identifiers
For larger listed equity and corporate bond portfolios, organization identifiers should be in place to

combine information from various sources. Examples of such identifiers include the Stock Exchange Daily

Official List, Legal Entity Identifier (LEI),émational Securities Identification Number (ISIN), and

Committee on Uniform Security Identification Procedures numbers (CUSIP). For large portfolios, matching

external data sources can be a challenge when two companies merge; the organization identifiéise
adjusted immediately while emissions data providers might only update such information on an annual

basis.
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5.2 Business loans and unlisted equity

This PCAF asset class comprises:
Business loans to private and listed companies

Equity investments in private companies, also referred to as unlisted equity

Business loans

Business loans include all ofbalance sheet loans and lines of credit to listed and unlisted businesses,
nonprofits, and any other structure of organizatitthat and are for general corporate purposes, i.e., with
unknown use of proceeds as defined by the GHG PrototbRevolving credit facilities, overdraft facilities,
and business loans secured by real estate such as GREtured lines of credit are also included. Any off
balance sheet loans and lines of credit are excluded.

For financing products such as revolving credit facilities, bridge loans, and letters of credit, which are
commonly provided by financial institutions, only those loans outstanding on the yead balance sheet
of the financial institution are covered byis asset class’*

Methods for financed emissions from business loans for specific corporate purposes (i.e., with known use
of proceeds) are not included in this asset class but are instead covered by the following asset classes: the
Commercial Real estate (see subchapter4), Mortgages (see subchapter 5.5), Motor Vehicle Loans (see
subchapter 5.6),and Use of Proceed Structures (see subchapter 3Metailed guidance on choosing an
appropriate asset class can be found in Figurels

Unlisted equity

Unlisted equity includes all orbalance sheet equity investments to businesses, nonprofits, and any other
structure of organization that are not traded on a market and are for general corporate purposes, i.e., with
unknown use of proceeds as defined by tl&&HG Protocol. Unlisted equity is also referred to as equity
investments in private companies (i.e., the financial institution obtains shares of the company) throughout
the Financed Emissions Standard.

Private equity that refers to investment funds is not included in this asset class; guidance on such private
equity is included in Use of Proceeds Structures (see subchapter 5.7).

% This also includes governmentadwned enterprises (e.g., stat®wned companies such as municipal energy or public transport providers), while loans

to governments themselves are excluded. Loans to governments (i.e., governmental lending)ered in the Sovereign Debt and S&overeign Debt

asset class (see subchapter 5.7).

PRNEWUl GWeHYGGe U! mWRE Wet T Waqél YanNéYeqluaqé Rt W 2 ARG E Gl WHz qurEe UWl In 3l wWagYwe O w
" More detailed guidance on such financing is under development and will be published in later editions of the Standardyittésige will elaborate

further on how to account for the significant interannual fluctuations of such financial products that maybe captured appropriately when only

considering the yeaend balance sheet of a financial institution. For now, financial institutions should be transparent on any major last mincrteases

or decreases at fiscal yeaend because this can increase atecrease the financed emissions from business loans significantly.

"2 Financial institutions can still report their financed emissions from such business loans for specific corporate purposes\iith known use of

Gl YRWUT t bW UOT W1 wWweUWet + WquAG et + WHe GG T WeuAet RO findncidl indlitutien (&, Miopd repmrting + Wa 6 13 W0 ¢ G 1J WH
internally or externally).
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Financialinstitutions shall report the absolute scope 1, scope 2 and scope 3 emissions of borrowers and
investeesacross all sectors. Financial institutionshall separately disclose absolute scope 3 emissions
from scope 1 and 2 emissions of borrowers and investees.

Since, starting with reports published in 2025, scope 3 emissions reporting is required for all sectors, this
also holds for scope 3 emissions related to loans and investments into the financial sector. PCAF
recognizes this may lead to double counting, siliar to other types of double counting in scope 3. For that
reason, separate reporting of financed emissions to the financial sector is recommended. In the case of
two financial institutions provide mutual loans/investments, financial institutiomsay account for the

Yqoé I WnRU¢cUHRcOGWRUYt qRage qRYUt k WWGRtt RYUt WsRaqéVYeqllgcet RU

calculation loops.
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scope 3 emissions of borrowers and investees in previous editions of the PCAF Global GHG Accounting
and Reporting Standard.

As a basic attribution principle, the financial institution accounts for a portion of the annual emissions of
the borrower and investee, as determined by the ratio between the outstanding amount (hnumerator) and
the value of the financed company (denominato This ratio is called the attribution factdF.

Outstanding amount (numerator): This is the actual outstanding loan amount.

a) For business loans, this is defined as the value of the debt that the borrower owes to the
lender (i.e., disbursed debt minus any repayments). It will be adjusted annually to reflect the
correct exposure, resulting in the attribution to decline to 0 at thed of the lifetime of the
loan (i.e., when it is fully repaid).

b) For unlisted equity (i.e., equity investments in private companies), the outstanding amount is
the outstanding value of equity that the financial institution holds in the private company. It is
calculated by multiplying the relative share of the financiattitution in the respective
invested” by the total equity of the respective investee according to its balance sheet.
Financial institutions should either use the calendar or financial yeard outstanding
amount, provided the approach is communicated and used consistently.

® The attribution factor calculation is, in principle, only possible for business loans and unlisted equity where edipetific financial data is available.

For business loans and unlisted equity where such data is unavailable, the attribution factor oaibe calculated but rough estimations on attribution

can still be made based on regierand sectorspecific average financial data and the actual outstanding amount. This is explained in more detail in the
Equations to calculate financed emissions and Datequired sections below (see Option 3b and Option 3c).

"The relative share of the financial institution in the respective investee is calculated by dividing the number of shatéseHimancial institution holds

in the respective investee by the total number of shares of the investee.
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Company value (denominator):
For business loans and equity investments to/in private companies, this is the sum of total
company equity®and debt/®s 6 RH 6 WH¢ UWAWWn Ye UT WY U6 WWHEGRIUqK t LW
For business loans to listed companies, this is the company enterprise value including cash
(EVIC) of the respective client.

For business loans and equity investments to/in private companies:

S |l e B¢ B G A YA X O X011 0e)
0001 QUIOWQESF—F————— .
“Y¢€ O'@PO QRO 0O

For unlisted equity, the outstanding amount is calculated as follows:

NI @IMQE O L@ RWDIQO 0,
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For business loans to listed companies:
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(with c=borrower or investee company)

EVIC is defined as: The sum of the market capitalization of ordinary shares at fiscalgrehrthe market

capitalization of preferred shares at fiscal yeand, and the book values of total defftc UT WG RUY | Rq RIJt k LW
interests. No deductions of cash or cash equivalents are made to avoid the possibility of negative

enterprise values’®

BfOWHEE U Ws 61 DWgé WWaqYqedWrYAGGe U! Wlhe Ra! W2 ¢ de lWe A#EY I shallgedtbia dolity @ O thid G RIJUqk t WHE O
means that all emissions are attributed to debt only, while no emissions are attributed to eqoitgstments. Such cases can happen when the retained

earnings are negative while at the same time being higher than the other equity components on the balance sheet of the elgnthis often holds for

startups that have high negative profits durinigeir first years of operation. By this approach, or those companies that are doing well (i.e., they have high

retained earnings), financial institutions attribute more emissions to equity providers; for those companies doing poerlytiey have high tained

losses), financial institutions attribute more emissions to debt providers. This is in line with the attribution factomalcfor listed companies, where

the equity part of EVIC (i.e., market capitalization) also implicitly reflects retainechegys and losses (e.qg., if retained earnings increase, the share price

and thus the market capitalization generally also increase).

6 Total debt includes both current and lonterm debt on the balance sheet.

TEnWaqYaqedW WAqWY! WqVYagqedWdhe Ra! WRHRecUUYqUWAKRWYAqe RUNT W leWiffidule tolbb@iRtieden k + WAe o ¢ URIIWE 6
values), financial institutions are allowed to fall back to the total balance sheet value (i.e., tha siitotal equity and liabilities, which is equal to the

HIRNWUqkt WaYqedWet t gt bWs R Waqé JWRUqUUqRYUWYNWRAGG!I Y2RUNDWaG6 RY W ¢ q¢ Whe ¢t Rq! WRU L
#f UWRat WEéf 9W WNRURqRYUAWS WWEOWNE] W Wn 1l t WV Wba 6 1J LLAREE shest? This is differsh? 'n Wa Y a ¢ G WT JAq
from some accounting definitions of book value of debt, which exclude some elements like-intgrestbearing debt (also see next footnote on

precautionary principle).

" This is the standard definition of EVIC as provided by the EU TEG. For consistency reasons, PCAF decided to align weifinittos tb ensure

maximum alignment on metrics in the market, which also enables data providers to collect data in a consistayt b reality, specific elements of EVIC

might not be readily available because data providers are still working on aligning their data with this definition. Ferwheee data is missing, the EU

TEG (pg. 16 in its handbook of climatelated benchmarks Wl WHY G G WUT + WARYUOT e #qRUNDWHY I GYI ¢ qUlW] c] W ¢q¢ Wt qRA ¢ qR®
Gl UA¢aqRYUe! ! WGl RUARGHWa Wmnf nWROWI Ye AgqaAwWwdl | wY Ulla 6 1J W rrdppraddhriodByeCtI WG ¢ U q WO Y q a6 1
calculations, financial instititions can decide to exclude elements of the EVIC (e.g., minority interests or certain elements of the book value of debt) as

this would lead to a slightly lower EVIC and higher attribution of financed emissions to their own outstanding amount. difgkseleviations from the

standard EVIC definition are allowed as long as they are: (1) in line with this precautionary principle, and (2) the bhsi€EdC definition still includes

the market value of equity (market capitalization) plus the total bookueaof debt of any given company.
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PCAF chose to align the definition of EVIC with the definition provided by the:
EU TEG in its Handbook of Climate Transition Benchmarks, PAligned Benchmark and
7UU0URGGC!] t 1 K WEE] W? Rt HGYH el 1
Commission Delegated Regulation (EU) 2020/1818 of 17 July 202Bupplementing Regulation
(EVU) 2016/1011 of the European Parliament and of the Council as regards minimum standards for
EU Climate Transition Benchmarks and EU Paaiggned Benchmarks, which says EVIC should be
used to determine the GHG intensities for thmnchmarks.

Further clarification on the rationale for using EVIC for the attribution of listed companies is provided in the
asset class subchapteb.1 on Listed Equity andCorporate Bonds.

For loans and investments into other financial institutions, the book value of debt (which is part of total
equity + debt for private companies and part of EVIC for listed companies) includes customer deposits as
these form a substantial part of the fundinbase and facilitate the economic activities of financial
institutions similar to debt and equity.

The financed emissions from business loans and unlisted equity are calculated by multiplying the
attribution factor by the emissions of the borrower or investee company and then taking the sum of these
emissions®!

"OQE OEAHM | Q¢ DO 01 "QOBDOOEREE o 1) EAQL | Q¢ £ i
(with c=borrower or investee company)

The attribution factor represents the proportional share of a given compatlyat is, the ratio of the
outstanding amount to total equity and debt for private companies and EVIC for listed companies:

For business loans and equity investments to/in private companies:

e 9001 00ORIO TG (L i0i |0 &
°Yeo§dmoQ@(Q & f

"0'QE ¢ EQAHCT |
For business loans to listed companies:

"00E OEXHXM | Q¢ &4 0001 0 0&RKSG &0
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(with c=borrower or investee company)

8 (EU Technical Expert Group on Sustainable Finance, 2019)

8. Wherein a financial institution is lending to or investing in a subsidiary of a larger entity, the attribution should bergtecbat the subsidiary level

CHAYI TRUNWqYWqS WWmpn YEdYs Waé Wi YUU! wWGI RU A R ondie HiRgdlby. 6 thelbubidiarybalanceshd& Ut qRae qRY U LW
is unavailable, the financial institution should calculate the attribution factor based on the total balance sheet of thigyetat whom the financial

institution has recourse for repayment of the loa
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The financed emissions from business loans and unlisted equity can be calculated in different ways
depending on the availability of financial and emissions data specific to the borrower or investee. Overall,
PCAF distinguishes three different options tolcalate the financed emissions from business loans and
unlisted equity depending on the emissions data used.

Option 1: Reported emissions, where verifi&br unverified®emissions are collected from the

borrower or investee company directly (e.g., company sustainability report) or indirectly via verified
third-party data providers (e.g., CDP) and then allocated to the reporting financial institution using the
attribution factor.

Option 2: Physical activighased emissions, where emissions are estimated by the reporting financial
institution based on primary physical activity data collected from the borrower or investee (e.g.,
megawatthours of natural gas consumed or tons of steggloduced) and then allocated to the

reporting financial institution using the attribution factor. The emissions data should be estimated
using an appropriate calculation methodology or tool with verified emission factors expressed per
physical activity (eg., tCO2 e/MWh or tCO2 e/t of steel) issued or approved by a credible independent
body.

Option 3: Economic activityhased emissions, where emissions are estimated by the reporting
financial institution based on economic activity data collected from the borrower or investee

company (e.g., euro/dollar of revenue or euro/dollar of asset) andrttalocated to the reporting

financial institution using the attribution factor. The emissions data should be estimated using official
statistical data or acknowledged EEIO tables providing region or sesjpecific average emission

factors expressed perg Y UY O RALWEC HqR2Rq! WuJONOAWG9 § = WJo k WY W3 WYn LW
assets)®

As described, PCAF distinguishes three options to calculate the financed emissions from business loans
and unlisted equity depending on the emissions data used:

Option 1: reported emissions
Option 2: physical activitybased emissions

Option 3: economic activitybased emissions

While Options 1 and 2 are based on compasypecific reported emissions or primary physical activity data
provided by the borrower or investee company or thpdrty data providers, Option 3 is based on regiar
sector-specific average emissions or finamal data obtained from public data sources such as statistics or
data from other thirdparty providers®®

82 This refers to reported emissions being calculated in line with the GHG Protocol and verified by gptitg auditor.

8 This refers to reported emissions being calculated in line with the GHG Protocol without verification by a thirdaquaditor. Unverified reported

emissions can be calculated by either an external party or by the borrower or investee company itself.

8 Sampling tests based on actual data on the company level extrapolated to the portfolio level can help to test the accurealgcofations based on this

data from statistics or EEIO tables. This may also be used to refine the data for specific sectoegions if the reporting financial institution has a strong

presence in and specific knowledge of the respective sector or region. National agencies and regional data providers siicstiatiffices in individual

regions may assist reporting financial infiitions and investee companies in various regions in finding regional and more relevant financial or emissions

data information.

s§ GqRYUWNWE UT WEGqRYUW=ZWs I DWHEGGUT We GGl YEHG WNa WHAHY G Ge U! Ubveraget Rn RALWE GGl Yé H 6 mllc
¢GGlI Y¥RG¢qRYUmWRUWg6 IW WGYI qWGI YT.2 HIIT WAH! Waq6WIWA9 [ W2z qHSWqNEdallblA9 [ AW=ZMN®b
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Options 1 and 2 are preferred over Option 3 from a data quality perspective because they provide more
accurate emissions results to a financial institution. Due to data limitations, financial institutions might use
Options 1 or 2 for certain companies an@ption 3 for others. The data quality mix shall be reflected in the
average data quality score, as Chapter 6 illustrates. Table-%.@rovides data quality scores for each of the
described options and sukoptions (if applicable) that can be used to calcula the financed emissions for
business loans and unlisted equity.

Table 5.2-1. General description of the data quality score table for business loans and unlisted
equity®®

(score 1 = highest data quality; score 5 = lowest data quality)

Data Quality Options to estimate the When to use each option
financed emissions

Score 1 Option 1: la Outstanding amountin the company and total company equity
Reported plus debt are knownVerified emissions of the company are
emissions available.

Score 2 1b Outstanding amountin the company and total company equity

plus debt are knownUnverified emissions calculated by the
company are available.

Option 2: 2a87 Outstanding amountin the company and total company equity
Physical plus debt are known. Reported company emissions are not
activity - known. Emissions are calculated using primary physical activity
based TecqelWnY!l Waé 1 LWLEdNsingtol and emiskldh1J | N
emissions factors specific to that primary data. Relevant process emission
are added.
Score 3 2b Outstanding amountin the company and total company equity

plus debt are known. Reported company emissions are not
known. Emlssmns are calculated using primary physical activity
dataoftherr Y 0 G¢ U! &k t L@ ¥rhissibhaartiréspecific
to that primary data.

Score 4 Option 3: 3a Outstanding amount in the company, total company equity plus
Economic debt,andther Y G G¢ U! « t ®flrelkreown]Emision factors
activity - for the sector per unit of revenue are known (e.g., tCO2 e per
based euro or dollar of revenue earned in a sector).

Score 5 EMISSIONS | 3y, QOutstanding amount in the company is known. Emission factor

for the sector per unit of asset (e.g., tCO2 e per euro or dollar ¢
asset in a sector) are known.

3c Outstanding amount in the company is known. Emission factor
for the sector per unit of revenue (e.g., tCO2 e per euro or dolle
of revenue earned in a sector) ara$set turnover ratios for the
sector are known.

A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table @)1 Data for all three options in Table 52can
be derived from different data sources.

8 For business loans to listed companies, total company equity and debt is defined as the EVIC of the respective company

5 The quality scoring for the Option 2a is only possible for/applicable to scope 1 and scope 2 emissions as scope 3 emisaiurs be estimated by
this option. Other options can be used to estimate the scope 3 emissions, however

% If revenue is not deemed a suitable financial indicator for estimating the emissions of a company in a certain sector, oreppéy other suitable
financial indicators as a proxy. If an alternative indicator is used, the reasoning for the selectionsodltilirnative indicator should be made transparent.
The data quality score will not be affected.
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Data providers (Option 1)

For Option 1 (reported emissions), PCAF recommends either collecting emissions from the borrower or
investee company directly (e.g., company sustainability report) or thirairty data providers, such as CDP,
Bloomberg, MSCI, Sustainalytics, S&P/Trucost,daf6S ESG. Data providers typically make scope 1 and 2
emissions data available. PCAF encourages using the most recent available data and to mention the data
source, reporting period, or date of publication.

Data providers collect emissions data as reported by the companies themselves, either through a

FaqeUT ¢l TRADT Wn!l ¢aGWls VY1t W eHSWet W9O?2AWYI Wbl YeNSWE WRYAGE
environmental reports. They often have their own methodologie¥ WIJt qRG ¢ qloHc O Ha O c qUWHY GG
emissions, especially if emissions are not reported. In this case, the calculation would be in line with

Options 2 or 3, assuming the methodology used is in line with the GHG Protocol. Financial institutions

should ask dat providers to be transparent, disclose the calculation method they use, and confirm

alignment with the GHG Protocol. This will enable financial institutions to apply the proper score to the

data. PCAF also encourages data providers to apply the PCAF sgariethod to their own data, which

would allow them to share the data quality scores directly with their clients.

PCAF does not recommend a preferred data vendor. PCAF recommends using data providers that use the
standardized CDP framework and suggests data providers disclose the data quality score according to the
scoring hierarchy in Table 5:2.2° When using data providers, PCAF recommends using the same provider
due to the variability of scope 1 and 2 emissions observed by providers.

Estimation models (Option 2 and 3)

Not all companies disclose their emissions data in official filings or through data providers. Reporting in
emerging markets often lags that of developed markets. To maximize the coverage of emissions data, the
remaining gaps are often filled with estimage

For Option 2 (physical activithased emissions), PCAF recommends using actual energy consumption
(e.g., megawatthours of natural gas consumed) or production (e.g., tons of steel produced) data reported
by companies, given the data fully covers the comga + LIJ (-BeindralRnyg Bctivities. The emission
factors expressed per physical activity used should be based on appropriate and verified calculation
methodologies or tools issued or approved by a credible independent institution. Example data sources for
retrieving emission factors are ecoinvefit,Defra > IPCC? GEMIS?® and FAO> The most recent available
data should be used, including a mention of the data source, reporting period, or publication date.

For Option 3 (economic activitpased emissions), PCAF recommends using official statistical data or
acknowledged EEIO tables providing regimr sectorspecific average emission factors expressed per

8 More information about CDP can found at: https://www.cdp.net/en

% More information can be found at: https://www.ecoinvent.org/

% More information can be found at: https://www.gov.uk/government/publications/greenhougas-reporting-conversionfactors-2021
92 More information can be found at: https://www.ipcaiggip.iges.or.jp/EFDB/find_ef.php

% More information can be found at: http://iinas.org/gemidownload.html

% More information can be found at: http://www.fao.org/partnerships/leap/database/glegops/en
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should use emission factors that are as consistent as possible with the primary business activity

financed.”® For example, for a business loan to a paddy rice farmer, the financial institution should seek to

find and use a sectoispecific average emission factor for the paddy rice sector and not an emission factor

for the agricultural sector in general. Also, flarans to other financial institutions (if PCA&ligned reported

numbers are not available) the financed scope 3 category 15 emissions can be estimated based on a data

quality score 5 approach. This may involve assessing the sectoral distribution of ttanéial institution,

receiving the loan and applying appropriate emission factors from EEIO databases. If sectoral breakdowns

are unavailable, the financed scope 3 category 15 emissions can be estimated by applying an ecenomy

wide average emission factootthe total portfolio value.

Example EEIO databases that can be used to obtain such emission factors are EXIOBAERAY’

GTAP®or WIOD®A 9 [ K tbdsed&hission factor database provides a large set of emission factors
for Option 2 and Option 3 above. The database, which is currently available only to PCAF signatories, can
help financial institutions get started with estimating the finaed emissions of their investments.

PCAF expects that the financed emissions for most listed equity and corporate bonds can be derived

through either reported emissions (Option 1), physical activity data (Option 2), or economic activity data

(Option 3).If none of the specified options are applicable, PCAF allows the use of alternative options to

calculate emissions. For example, if PCAdtigned reported numbers are not available, financed scope 3

category 15 emissions can be estimated based on a data qtyaticore 5 approach. This may invelv

¢ttt RUNDWS WWGY!I gqnYGRYkt W UHEHqY! ¢ W Rt ql RAzqRYUWe UT We
If sectoral breakdowns are unavailable, the financed scope 3 category 15 emissions can be estimated by

applying an economywide average emission fior to the total portfolio value. Any deviation from the

specified options shall be accompanied by an explanation from the reporting financial institution.

Emission removals

9YGGeURINY WRUWe UWI[ fkt WGY!I qnYOGRY W 6 Y e-lodtdthndlogy | q WY OWIG R 1
based 1 as part of their GHG reporting. Reporting should follow existing GHG Protocol guidance, and

emission removals shall be reported separately from both absolute emissions and any carbon credits

retired and generated.

Carbon credits generated by companies should be reported and carbon credits retired may be reported.
These figures can provide transparency and context for the financed emissions and removals. Ultimately,
the goal of the PCAF Financed Emissions Standartbisransparently report the total emissions impacts of
lending and investments, not diluted by credits retired or generated.

% For conglomerates, financed emissions from a mix of activities can be estimated if data (e.g., revenue split) is availaole the primary revenue
generating activity should be chosen

% More information can be found at: https://www.exiobase.eu

9 More information can be found at: https://watershed.com/solutions/ceda

% More information can be found at: https://www.gtap.agecon.purdue.edu

% More information can be found at: http://www.wiod.org

1 Note that new GHG Protocol guidance is being developed on accounting for land sector activities anded@vals in corporate GHG inventories,
building on the Corporate Standard and Scope 3 Standard. Draft guidance for this is expected in 2022. Where necessaryAth&RBal Standard will
be updated in line with the final version of the new GHG Protoadtignce
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reported credits retired or generated.
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(with ¢ = borrower or investee company)

Example accounting T a portfolio of different companies
An Fl invests into multiple companies with different emissions profiles as illustrated in the following table.
All numbers are in tCee e for the reporting year 2020 and are dummy data for the purpose of this example.

Table 5.2-2: Example of data input for calculating a portfolio of different companies

Scope 1 Scope 2 Scope 3| Emission Carbon Carbon Attribution
removals credits credits factor
retired generated

Forestry 1,000 100 5,000 20,000 0 5,000 10%
company

Industrial 20,000 5,000 30,000 0 25,000 0 25%
company

Energy 5,000 0 10,000 1,000 5,000 500 20%
company

The portfolio contains a forestry company that sells carbon credits based on its forestry activities, an
industrial company that buys carbon credits based on forestry activities, and a green energy company that
builds renewable energy plants combined witkfforestation activities. The FI would report aggregated
numbers for this portfolio per the table below. This table sums the attributed emissions and credits of the
forestry, industrial, and energy companies from the table above. Note that reporting cadyedits retired

by clients is optional.

Table 5.2-3: Calculation example portfolio of different companies

Based on companies Calculation Total portfolio
in above table number

Scope 171 Absolute emissions 1,000 x 10% + 20,000 x 25% + 5,000 x 20% 6,100
Scope 271 Absolute emissions 100 x 10% + 5,000 x 25% 1,260
Scope 371 Absolute emissions 5,000 x 10% + 30,000 x 25% + 10,000 x 20% 10,000
Emission removals 20,000 x 10% + 1,000 x 20% 2,200
Carbon credits retired 25,000 x 25% + 5,000 x 20% 7,250
Carbon credits generated 5,000 x 10% + 500 x 20% 600

Fls may further subdivide these overall reporting categories into subcategories. For example, carbon
HI DT Rat W DRI U7 Wac¢! WANWnez !l q6 131 W IGY!I qlT W WGEl ¢qla! WH!
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2131+ 2t WA od dlasfiedibased on the credit standard (e.g., Verified Carbon Standard (VCS) or
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emissions minus total emission removals, for example. Nonetheless, for theposes of this Financed

Emissions Standard, the fundamental requirement is that reporting should at a minimum include separate

U2 GADI + WnY!l WeAt YieqUWUa Rttt RYUt WeUT WWaRYt RYUWI DavYzeat 4

Example tool to calculate emission removals Tthe FORESt Carbon Sequestration (FRESCOS)ol

FMO has been working with three other European development finance institutions (CDC, Finnfund, and
Swedfund) and Finnish forestry expert Simogolbuild an online tool to estimate the amount of carbon
sequestered through plantation and agroforestry operations, called the FRESCOS Tool. The tool is built
upon the IPCC Guidelines for National GHG Inventories and can be found at https://www.freseothe

While PCAF does not endorse the use of this tool specifically, the FRESCOS Tool is an example of a tool
that can be used by Fls as a basis for calculating financed emission removals. The FRESCOS tool is open
for other FlIs and interested parties to as

Generalized nature of Option 3

One limitation of Option 3 is the generalized nature and necessary assumptions made in applying region
or sectorspecific average values (both for emissions and financial data). This makes calculations less
robust and more uncertain than those based on tdaspecific to the borrower or investee, as the data for
this option largely depends on assumptions and approximations derived from region and sector averages.
In addition, statistical data or acknowledged EEIO tables for a given region need to be dsitiroapped to

the sector classification used by the reporting financial institution, as the sectors may not map-tmene

and may cause financed emissions to be overr understated in the end.

Measurement inconsistencies

Inconsistencies can arise from measuring part of the portfolio with borrowarinvesteespecific

emissions data (which may encompass scopes 1, 2, and 3 emissions) and from measuring the other part

with region or sectorspecific average emissions data (vich often encompasses only scope 1 and 2

emissions). One mitigating factor is that using borrower investeespecific emission data could improve

the accuracy of the regionor sector-specific average data if the reporting financial institution had emgu

borrower- or investeespecific data points relative to the size of the portfolio in a given sector. For example,
RnWcWIcTY!I R! WYNWadWWAY I 1 Y5s3I+ WRUOWe WaWUOT W1 &kt Wal+FaqRaJW
data, these averages could bepplied (instead of industrywide sector averages) to the remainder of the

borrowers in the sector that did not provide specific emissions data.

Timing of emissions

Another limitation of the described options stems from the use of yesrd outstanding balances. For a
portfolio that includes loans and equity investments to businesses in industries with high seasonal
variability or temporal volatility, using yeand oustanding balances may not capture the activity

101 Reporting around the use of carbon offsets may need to evolve because it does not yet consistently distinguish betweennaeoéde removal
offsets.
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occurring during seasons that do not overlap with the end of the year. Similarly, reporting financial
institutions using different fiscal calendars may be less comparable with each other. A solution could be
that financial institutions opt to conduct GHG@&ounting using an average monthly balance for the year
instead of a yeatend balance. However, this would put more burden on the reporting financial institutions.
If financial institutions decide to apply such average monthly balances, they should reff@se results
separately and make the method and assumptions transparent.

Market value fluctuations

When using EVIC as the denominator for business loans to listed companies, assets under management
change as a result of fluctuating market prices. Under the influence of this fluctuation, an objective to
reduce relative financed emissions (also referred &s emission intensities) by a certain percentage
becomes a moving target. Using normalized assets under management may help overcome this, as prices
are held constant over the target period. For example, the EU TEG and EU regulation on benchmarks
requirethe application of an inflation correction to changes in EVIC over time.

Applying corrections for market price fluctuations can highly influence the results and heavily reduce the
comparability of results between different financial institutions when applied inconsistently. In addition,
corrections could theoretically be applié to many other variables (like exchange rates, inflation, emerging
versus emerging markets, etc.), further reducing comparability. For that reason, PCAF requires all financial
institutions to report their uncorrected absolute emissions as a minimum. Casted results may

optionally be reported separately. If the financial institution decides to apply such adjustments, they

should be made transparent. In the future, PCAF will also investigate the challenges linked to steering on
financed emissions and desdbe the metrics in use by investors as emerging practices.
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5.3 Project finance

This asset class includes all ebalance sheet loans or equities to projects or activities that are designated
for specific purposes, i.e., with known use of proceeds as defined by the GHG Protocol. The financing is
designated for a defined activity or sef activities, such as the construction and operation of a gésed
power plant, a wind or solar project, or energy efficiency projects.

Financial institutionsshall report the absolute scope 1 and 2 emissions of the project. Scope 3 emissions
should be covered if relevanf? Removed emissionsnay be reported if relevant bushall be reported
separately from absolute emissions.

In previous editions of the Financed Emissions Standard, the Project Financed asset class included

guidance on estimating avoided emissions from specific renewable energy projects. Beginning with this

Third Edition (December 2025), avoided emissions arelooger covered in this Standard. Financial

RUt qRage qRY Ut Wt WUt RUNWNzRT ¢ URDWYUWIIt qRG ¢cAyddddd WE 2 YRT 13T W
Emissions andForward-lookingMetrics guidance. This optional resource expands on previous guidance

and offers astructured approach for estimating and disclosing financed avoided emissions (beyond

renewable energy onhF).

As a basic attribution principle, the financial institution accounts for a portion of the annual emissions of
the financed project. This portion is determined by the attribution factor, which is the ratio between the
RUt qRagea qRY UKkt WY 2 q atay)@tdthi 0tAl Bhuity ¥rel et lbfithe &nériddd project
(denominator) %4
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For equity, the outstanding amount is calculated as follows:

M@ @IMQE O EGR QDI
0 ¢ ol@d Qi

(with p=project)

102 Examples of projects where scope 3 emissions are relevant include but are not limited to nuclear power plants, hydroefemivér plants,

infrastructure projects (airports, highways), and oil and gas exploration.

103 Please note, this supplemental guidance does not include renewable enesggcific calculationguidance Financial institutions can refer to earlier

editions of the Standard for that information.

194 The attribution factor calculation is, in principle, only possible for project finance where projgpecific financial data is available. For project finance

where such data is unavailable, the attribution factor cannot be calculated but rough estimationsttribution can still be made based on regieand

sector-t GUHRNRHWE 211 ¢ PWWnRUecURReG W ¢qé e U7 Waqéwyeaqt gq¢ U1 RUONDJIROE VHD HLIN RR # IRFIOWI4LG G ¢
¢cOT Ww?2c¢qe Wl WhueRI VT wlt WAqRY U WANG Ys Weit JOWSGqRYUWOAWEe UT W8 GqRYUWOHSL 1O
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The outstanding amount in the numerator is the amount of debt or equity provided by the individual
financier. In the case of debt, the outstanding amount is defined as the value of the debt the borrower owes
to the lender (i.e., disbursed debt minus anypayments'®). In the case of equity, the outstanding amount

is the outstanding value of equity the financial institution holds in the project. It is calculated by multiplying
the relative share of the financial institution in the respective proj€éby the total equity of the respective
project according to its balance sheet. Guarantees have no attribution until they are called and turned into
a loan. Financial institutions should either use the calendar or financial yead outstanding amount,

provided the approach is communicated and used consistently.

At the start of the project, the total equity and debt®in the denominator is the total financing available
for the project (total debt plus equity to realize the projeéty.In subsequent years, it is expected that
projects will report annually on their financials, including balance sheet information, i.e., the total equity
and debt within the project. The value of total equity and debt in the denominator can then be used to
calculate the attribution factor.

Figure 5.31 illustrates the attribution rule, where initially most of the emissions from the project are
attributed to debt, but as debt is repaid more and more of the emissions become attributable to the equity
providers.

Figure 5.31. lllustration of changes in equity/debt attribution over time

. attribution to debt attribution to equity

151t should be emphasized that the outstanding of a debt position does not include interest accrued by the borrower. Thisshalulel only represent

the amount disbursed by the financial institution minus any repayments on the principal because this mocerately reflects the impact of the loan in

the real economy

% The relative share of the financial institution in the respective project is calculated by dividing the number of sharéisaheial institution holds in the

respective project by the total number of shares of the investee.

W QWHE I3t Ws 611 NWaé WWaYaqed WGl YTUHqWIe Ra! W2 ¢ de lJWE HHY I shaRdgtidiaiequinord aJtisS | YT U HqK + WHE
means that all emissions are attributed to debt only, while no emissions are attributed to ggmitestments. This can happen when the retained

earnings are negative while at the same time being higher than the other equity components on the balance sheet of the. [pjéts approach, for

those projects that are doing well (i.e., they have higliained earnings), financial institutions attribute more emissions to equity providers; for those

projects doing poorly (i.e., they have high retained losses), financial institutions attribute more emissions to debt previties is in line with the

attribution factor rationale for listed companies, where the equity part of EVIC (i.e., market capitalization) also implifitycts retained earnings and

losses (e.g., if retained earnings increase, the share price and market capitalization generallyralszase).

1% Total debt includes both current and lonterm debt on the balance sheet.

wWf pWqVYaqedW WAqWYI WagYqedWIheRq! WHeUUYqWAWYHAqe RUWT Wn | b¥ diffidalttd@GbtainftHade q k + WHE ¢ U I1J Wt
values), financial institutions are allowed to fall back to the total balance sheet value (i.e., tiva sf total equity and liabilities, which is equal to the

Gl YTUHgK! WagYqcdWett Uagt bWs RS Waq6 WWRUqUUqRYUWYnWRAG!I Y2RUNWa6 R W ¢ q¢ WheecdRa! WRU
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Accounting for projects without a separate balance sheet

The attribution methodology for this asset class presupposes, in principle, that a separate balance sheet is
available for the project, which usually requires that the project needs to be financed via a separate legal
entity (e.g. a special purpose vehidleln this case the legal entity can be considered a separate use of
proceeds structure (UoP) structure with control over the project as the sole underlying asset, which based
on the Use of Proceeds Structures method is accounted in line with the Proj@takce asset class.

However, projects can also be financed without a separate balance sheet. This happens when a project is
financed via a debtased integrated use of proceeds structure and is particularly common for energy
efficiency projects. Some examples are:

Project to replacefluorescent lights with LEDs in buildings.

Project to install a nevboiler to upgrade a production line in a manufacturing plant.

In this case, the total debt in a project might be clear at origination but is difficult or impossible to monitor
afterwards. If no information is available on total debt, the default attribution methodology in this asset
class cannot be applied.

fULMORUNDWs RO W8 DWh nYadYs WadWaYUW! kK We GGl YeHE AW 6 R W 13
projects without a separate balance sheet under the requirement that the emissions of the project can be
defined independently. This means that the projesttivities are independent enough from the overarching
entity for emissions to be allocated to the project. For example:
Project replacesfluorescentlights with LEDs. The electricity use of the LEDs can be estimated.

Project installs a new boiler. The fuel use of the boiler can be measured.

When the emissions can be defined independently and total debt is not available, the following attribution
factor may be used:

0o0i 0weE® &0

0001 QABNBAE S v s us s
“YE Opiaé DQInad i QQQE OO Q¢ ¢

The total project value is frozen at origination, i.e. the moment the investment is made. When the project
value at origination is not feasible to obtain, financial institutions shall use the latest project value available
and fix this value for the folloing years of GHG accounting, i.e., the denominator remains constant.

This accounting methodologghall only be applied if the emissions of the project can be defined
independently. If this no longer applies, emissiosball be calculated and attributed based on the
financing share in the issuer or overarching entity, e.g. the whole manufacturing plant.
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The financed emissions from a single project are calculated by multiplying the attribution factor by the
emissions of the respective project. The total financed emissions from multiple projects are calculated
using the following equation:

00 OEXHI | Q& HiO 01 QBB 1 ¢ WD | Qé & i
(with p=project)

f U6 Rt Wet t DgqWHGet + AWgs W 2 d W WGI 3t WU0qt WeddWGI YTUHRgt W
factor represents the proportional share of a given projedhat is, the ratio of the outstanding amount to
total equity and debt:

OO0 OQENBEED . . .,
=L 1 & AW | Q¢ ¢ i
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(with p=project)

Overall, PCAF distinguishes three different options to calculate project emissions depending on the
availability of projectspecific data:
Option 1:reported emissions, where verifiééP or unverified**emissions are collected from the
project directly or indirectly through independent third parties.

Option 2: physical activitypbased emissions, where emissions are estimated based on primary
physical activity data collected from the project (e.g., fuel consumed or megawadurs of electricity
produced). The emissions data should be estimated using gpeopriate calculation methodology or
tool with verified emission factors expressed per physical activity (e.g., 1#€®IWh) issued or
approved by a credible independent body such as the International Energy Agency (IEA).

Option 3: economic activitypbased emissions, where emissions are estimated based on economic

activity data collected from the project (e.g., revenue or assets). The emissions data should be

estimated using officiaktatistical data or acknowledged EEIO tables providing regionsector

specific average emission factors expressed per economic activity (e.g.,4G0 K WY n Wl 32 302 WY W
tCOdJo k WY NHEICt + Jab KO

Within the due diligence and monitoring of a project finance transaction, the availability and quality of
project-specific data is generally good. Projesipecific reported emissions (Option 1) ranks highest in

112 This refers to reported emissions being calculated in line with the GHG Protocol and verified by gptitg auditor.

1 This refers to reported emissions being calculated in line with the GHG Protocol without verification by aghitg auditor. Unverified reported
emissions can be calculated by either an external party or by the borrower or investee itself.

112 Sampling tests based on actual data on the company level extrapolated to the portfolio level can help to test the accurealgofations based on

this data from statistics or EEIO tables. This may also be used to refine the data for specific sectargions if the reporting financial institution has a
strong presence in and specific knowledge of the respective sector or region. National agencies and regional data providetstical offices in

individual regions may assist reporting financial iitstions and borrower or investee companies in various regions in finding regional and more relevant
financial or emissions data information.
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quality and consistency but will not always be available. Physical actiigsed data (Option 2) such as
megawatthours produced is generally available from a previous year or as an estimate (e.g., P50
estimations for renewable energy projects)® The lowest data quality applies when there is no project
specific physical data and only financial data is available (Option 3).

The data quality scorecard in Table 5Bis recommended for project finance. Financial institutions can
refine or further specify this generic data quality table per project type, as long as these refined data quality
tables are disclosed transparently.

Table 5.3-1. General description of the data quality score table for project finance

(score 1 = highest data quality; score 5 = lowest data quality)

Data Quality | Options to estimate the When to use each option
financed emissions
Score 1 Option 1: la Outstanding amount in the project and total project equity plus
Reported debt are knownVerified emissions of the project are available.
Score 2 emissions 1b Outstanding amount in the project and total project equity plus

debt are knownUnverified emissions reported by the project are

available.
Option 2: 2att4 Outstanding amount in the project and total project equity plus
Physical debt are known. Project emissions are not known but calculated
activity -based 2t RUNDWGI RG¢! ! WUGE! + RAC O WE HaqR2F
emissions consumption and emission factora!® specific to that primary

data. Relevant process emissions are added.

Score 3 2b Outstanding amount in the project and total project equity plus
debt are known. Project emissions are not known. Emissions areg
HcuraOcqUll Wet RUNWGI RAGc¢l ! WIGE!
production ¢ and emission factors specific to that primary data.

Score 4 Option 3: 3a Outstanding amount in the project, total project equity plus debt,
Economic andtheG 1 Y T IJ # q k 47 di¢ KAk, Braisdion factors for the
activity -based sector per unit of revenue or from similar projects is known (e.g.,
emissions tCOze per euro or dollar of revenue earned in a sector).

Score 5 3b Outstanding amount in the project is known. Emission factors fo

the sector per unit of asset or economic activityased emission
factors from similar projects (e.g., tC& per euro or dollar of asse
in a sector) are known.

3c Outstanding amount in the project is known. Emission factors fo
the sector per unit of revenue (e.g., tG®per euro or dollar of
revenue earned in a sector) arabset turnover ratios for the
sector or from similar projects are known.

3 For renewable energy projects it is customary to have experts calculate percentile production predictions based on an araflyéstoric data
resource data (wind, irradiation, hydraulic flow, etc.). The P50 value is the predicted annual production fichwiiere is a 50% probability it will be
exceeded in a given year. The P90 value is the predicted value that has a 90% probability of being exceeded in a gitles Jgaa( P90) or of being
exceeded in an average year over a\t€ar period (the 16/ear P90). PCAF proposes using the P50 predicted production.

4 The quality scoring for the Option 2a is only possible for/applicable to scope 1 and scope 2 emissions as scope 3 emisaiurs be estimated by
this option. Other options can be used to estimate the scope 3 emissions, however

115 Supplierspecific emission factors (e.g., from an electricity provider) for the respective primary activity data are always pretereedonsupplier-
specific emission factors

118 Production can refer to both the production of physical outputs such as steel as well as the production of electricity.

171f revenue is not deemed a suitable financial indicator for estimating the emissions of a project, one can apply otherlstitzdmncial indicators as a
proxy. If an alternative indicator is used, the reasoning for the selection of this alternative itafichould be made transparent. The data quality score
will not be affected.
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A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table 13)1

PCAF expects that the financed emissions for most projects can be derived through either reported
emissions (Option 1), physical activity data (Option 2), or economic activity data (Option 3).

Emission removals can be relevant for project finance. Sequestered emissions (which is one form of

emission removals) account for carbon sinks where carbon is absorbed from the atmosphere. Projects in

cUWI[ f kKt WGY!I qnY G RY W 6 Y e b hethér da@iieloraedhndlogilbasBd Saspertoflll 1Ja Y2 ¢ 0t 4
their GHG reporting. Reporting should follow existing GHG Protocol guidance, and emission removals shall

be reported separately from both absolute emissions and any carbon credits retired and generated.

Carbon credits generated by projects should be reported and carbon credits retired may be reported.
These figures can provide transparency and context for the financed emissions and removals. Ultimately,
the goal of the PCAF Financed Emissions Standartbigransparently report the total emissions impacts of
lending and investments, not diluted by credits retired or generated.

[ft WHcUWHcCOGHR2 G qUWEqaql RA2z qRYUWY N WG YTUHEgt k W WGY! qlI3T WY
g6 Rt WHECGqUI Woit DIWnYI Geldc¢cWHNGYs b6 Wag6RE W ¢dWWIYNRAWE GG
retired or generated.

000 0OV aQE o .,
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(with p=project)

Example accounting T a portfolio of different projects
An Fl invests into multiple projects with different emissions profiles as illustrated in the following table. All
numbers are in tCQ@e for the reporting year 2020 and are dummy data for the purpose of this example.

18 Note that new GHG Protocol guidance is being developed on accounting for land sector activities anded@vals in corporate GHG inventories,
building on the Corporate Standard and Scope 3 Standard. Draft guidance for this is expected in 2022. Where necessaryAth&RBal Standard will
be updated in line with the final version of the new GHG Protoadtignce.
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Table 5.3-2: Example of data input for calculating a portfolio of different companies

Scope 1 Scope 2 Scope 3 Emission Carbon Carbon | Attribution
removals credits credits factor
retired generated

Forestry 1,000 100 5,000 20,000 0 5,000 10%

company

Industrial 20,000 5,000 30,000 0 25,000 0 25%

company

Energy 5,000 0 10,000 1,000 5,000 500 20%

company

The portfolio contains a forestry company that sells carbon credits based on its forestry activities, an
industrial company that buys carbon credits based on forestry activities, and a green energy company that
builds renewable energy plants combined witifforestation activities. The FI would report aggregated
numbers for this portfolio per the table below. This table sums the attributed emissions and credits of the
forestry, industrial, and energy companies from the table above. Note that reporting cadvedits retired

by clients is optional.

Table 5.3-4: Calculation example portfolio of different companies

Based on companies Calculation Total portfolio
in above table number

Scope 11 Absolute emissions 1,000 x 10% + 20,000 x 25% + 5,000 x 20% 6,100
Scope 271 Absolute emissions 100 x 10% + 5,000 x 25% 1,260
Scope 3T Absolute emissions 5,000 x 10% + 30,000 x 25% + 10,000 x 20% 10,000
Emission removals 20,000 x 10% + 1,000 x 20% 2,200
Carbon credits retired 25,000 x 25% + 5,000 x 20% 7,250
Carbon credits generated 5,000 x 10% + 500 x 20% 600

Fls may further subdivide these overall reporting categories into subcategories. For example, carbon

HI OT Rt W DRI U7 Wac¢! WANWnz !l q6 131 W IGY!I qT W WGel ¢qlda! WH!
2131+ 2t WiPddda¥sHied based on the credit standard (e.g., Verified Carbon Standard (VCS) or

] YGT WEqc¢UT ¢l T o OWNSG W[ f Wa¢! WHEYYH DWqY W WGel ¢qli! W WGY
emissions minus total emission removals, for example. Nonetheless, for fheposes of this Financed

Emissions Standard, the fundamentakquirement is that reporting should at a minimum include separate

U2 GANI+ WnY!l We At YieqUWUa Rttt RYUt wWe UT WYaRtt RYUWI Davzedat 4

19Reporting around the use of carbon offsets may need to evolve because it does not yet consistently distinguish betweennaeoial removal
offsets.
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Example tool to calculate emission removals Tthe FORESt Carbon Sequestration (FRESCOS) Tool

FMO has been working with three other European development finance institutions (CDC, Finnfund, and
Swedfund) and Finnish forestry expert Simosol to build an online tool to estimate the amount of carbon
sequestered through plantation and agroforestry opéi@ns, called the FRESCOS Tool. The tool is built

upon the IPCC Guidelines for National GHG Inventories and can be found at https://www.frescos.earth.
While PCAF does not endorse the use of this tool specifically, the FRESCOS Tool is an example of a tool
that can be used by Fls as a basis for calculating financed emission removals. The FRESCOS tool is open
for other Fls and interested parties to use.

Portfolio accounting of emissions occurring in the reporting year does not consider lifetime emissions
insofar as these emissions happen before or after the reporting year. For example, emissions related to
future disposal of a wind park are not reported the current reporting year.

Nevertheless, this principle is problematic for construction projects. For example, in the case of afiged
power plant, construction emissions would be accounted during the construction phase and operational
emissions during the operational phase. Hower, if the loan is repaid shortly after operation starts, the
portfolio emissions for that investment would only reflect a small portion of the total emissions impact
created during the lifetime of that gared power plant.

As the power plant is often constructed by a third party (i.e., a construction company) contracted by the
project developer, the emissions of the construction and purchased goods and services are normally
reported under scope 3 of the project developer. &3¢ scope 3 emissions are usually not significant
enough to report or they might be unavailable, in which case no emissions will be reported. When these
scope 3 emissions are relevant, they should be reported.

To address the above, a financial institution should, if they are an initial sponsor or lender, assess the total
projected lifetime scope 1 and 2 emissions for projects that were financed during the reporting year. Those
emissions should be reported sepataly in the year of contracting. If a financial institution would be an

initial lender for the above example of a géised power plant, it should report in the year of contracting the
total projected lifetime scope 1 and 2 emissions based on the installeabacity of the plant, the expected
load factor of the plant, the expected lifetime of the plant, and the expected carbon content of the gas
used.

Various (multilateral) development banks have been working on harmonizing GHG accounting of new
projects under the IFI Framework for a Harmonized Approach to Greenhouse Gas Accouftfiigpese
financial institutions developed a methodology to calculate the expected emissions of newly signed

120 (UNFCCC, 2015). Additional information can be found at: https://unfccc.int/climagetion/sectoral-engagement/ifisharmonizationof-standards-
for-ghg-accounting
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contracts for specific projects in the reporting yea#* In the IFI methodology, avoided emissions are
assessed using emission factors (called combined margin) that incorporate future greening of the
electricity grid. These avoided emissions are annualized and reported in the year of loan/equity origination.

OUGRt W6 WWf [ fWGKaq6YT YGYN! AWA9 [ kKt WGY!I qn YOG RYW] c] WeHAY
GRUt DT WaqVYWagéWWnRUcUBRRcOGWRUt qRage qRYUKt WHe G cUHRDW 6 1310qLWe
based on the existing fossil fuel power planitsa country or region whose operation will be most affected

(reduced) by the project.

PCAF considers portfolio and (annualized) lifetime GHG accounting to be complementary. Portfolio GHG
accounting better lends itself to target setting compared to a global carbon budget, whereas (annualized)
lifetime GHG accounting can be used to reflectdltgenerated emissions or avoided emissions over the
operational lifetime. Portfolio GHG accounting is more suited to guide strategic developments on a
portfolio level, while lifetime GHG accounting can be used to make investmiavel decisions (e.g., to

avoid investments with carbon lochn).

21The emission factors can be found at: https://unfccc.int/climataction/sectoral-engagement/ifisharmonizationof-standards-forghg-accounting/ifi-
twg-list-of-methodologies
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5.4 Commercial real estate

This asset class includes otvalance sheet loans for specific corporate purposes, namely the purchase
and refinance of commercial real estate (CRE), and-balance sheet investments in CRE when the
financial institution has no operational control over thoperty. This definition implies that the property is
used for commercial purposes, such as retail, hotels, office space, industrial, or large multifamily rentals.
In all cases, the owner of the building uses the property to conduct incegenerating actvities.

In case of no operational control, CRE investments by asset owners are also included in this method.

These investments consist of deals where the asset owner partially owns the building in a joint venture,
TYRUqWYGUWI ¢cqRYUAWYI LWRMEVEThe fiRll@wharitystddrigroducé an@implemend WIT Y 13+ Uk
operating policies at the property.

CRE investments listed in the stock market are classified as listed equity. In this case, financial institutions
shall use the method for Listed Equity and Corporate Bonds (subchapter 5.1).

Loans secured by CRE for other purposes than CRE and loans to CRE companies are classified as
business loans if the loans are for general corporate purposes (i.e., with unknown use of proceeds as
defined by the GHG Protocol). In these cases, financial ingions shall use the method foBusiness
Loansand Unlisted Equity(subchapter 5.2).

Loans for construction and renovation of CRE are optional. As the building is often constructed by a third

party (i.e., a construction company) contracted by the project developer, the emissions of the construction

are normally reported under scope 3 of thlUG | YT HRqWI W20 YGWI Wi 21 RUNWaq6 WWH2 RO T
such, it can be impractical for the lender to measure the financed emissions of a construction or

renovation loan unless the project developer reports construction emissions. The followingiea on

emission scopes covered provides further explanation.

For property already built, financial institutions shall cover the absolute scope 1 and 2 emissions related to
the energy use of financed buildings during their operation. Energy use includes the energy consumed by
g6 NWH2RGT RUNKY WYHEs.Ge UqWe UOT Wt 6¢1 UT Wne HROR

Reporting financed emissions from construction or renovation of buildings is optional. When measuring

qé6lt JWJAGRtt RYUt aWnRUcURReOWRUY qRageqRYUL W 6Yeadl W Inidl W
construction emissions!??If the property developer (i.e., the investee) measures and reports construction

DGRttt RYUt aWnRUcURRCOWRUY qRageqRYUt Wt 6 Yedl WeHAY2UqWnYI W
construction phase. These emissions would typically be consideredpe 3, category 15: investments,

122 (ENCORD, 2012)
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nl YW WWnRUecURRcOWRUY qRage qRYUKt WG + GUHqR2 IJOWf n Wad 1JW
scope 3 inventory, these may fall under scope 3, category 11: use of sold products, depending on the
U¢cqel DWYnWag6 Wl W2130YGWI kt WH2t RUIJt t oW

If the property developer does not measure and report construction emissions, financial institutions are
encouraged to engage with them to promote the practice. Encouraging investees to reyoorie 3
emissions, particularly those related to construction, supports broader efforts to improve transparency
and completeness in financed emissions reporting.

While reporting financed construction emissions is not yet required, PCAF acknowledges that construction

DGRt t RYUt AWUOYqecHG! WHe RGT RUNKY WIGAYT RIT W] ¢c] WJaRtt RYUL 4
will continue to monitor guidance development$ on the subject. When robust approaches and data to

measure the embodied emissions of buildings are available, PCAF could expand its coverage to include

these emissions.

i 6R0WRcOH2GcqRUNW6 I WNRUCUADT WG R+ RYUY AWec WHe2 RGT RUNK
between the outstanding amount and the property value at the time of loan or equity origination. This ratio
is called the attribution factor:

. wa 0oo0i 0 weEHRES MO
0001 "QUBOWQE B e s v s
01 &1 DicmdET QQQE Ko Qf ¢

(with b=building)

For loan providers, the numerator is the outstanding loan amodtftwhereas for investors, it is the
outstanding investment amount. In both cases, the outstanding amount is the value of the loan or
RU21t qalU0UquYUOWagsWWnRUcUHRRE 0 WRUY qRage qRYUkt WAcGec URDLWYE 613

When the property value at loan or equity origination is not feasible to obtain, financial institutions shall use
the latest property value available and fix this value for the following years of GHG accounting, i.e., the
denominator remains constant fronthe first year of GHG accounting onward The property value should
include the value of the land, the building, and any building improvements. When a CRE loan is modified
(e.g., loan amount is increased, renewed, refinanced, or extended) and a new property value is obtained as
part of the transation, the property value at origination shall be updated to the property value at the time

of the modification.

2 For example, the World Business Council for Sustainable Development (WBCSD) is working on creating an approach for the echbadbn of
constructions. At this point, they are defining a theoretical approach with a working group consisting of real efgagopers, building material
producers, construction companies, and technical consultants. The key in this approach is to use a life cycle assessmehtdam@verage values of
embedded carbon per square meter of building, which will differ per climatse and building typology.

124 For loan providers, the outstanding amount in the numerator is defined as the value of the debt that the borrower owedéodee (i.e., disbursed
debt minus any repayments). It will be adjusted annually to reflect the correct exposure, resulting iatthibution to decline to 0 at the end of the
lifetime of the loan (i.e., when it is fully repaid).

25 Availability of property value at origination varies by country. In some countries, financial institutions can easily eethieproperty value at
origination from their books and do not typically update it to the current property value. In other casmtrégulators require financial institutions to
update the property value year over year
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When asset owners invest in CRE, they either fully finance the property or partially finance it through joint

ventures, joint operation, or in joint ownership with other asset owners. When CRE is fully financed by an

ctt WaquwyYs Ul we U1 Wa &1&BAX W YIBIWNE sqlRIY O TOYWFH YWkaa YO WY 2 D1 Waqdé JWHe
DGRt + RYUt Wel DWe qaql RA2 qUT WagVYWgsWdWwet + JqwWys Ol kt WnRUec UHID
of asset owners, the attribution is based on the share invested by each asset owne

Financed emissions of a CRE loan or investment are calculated by multiplying the attribution factor by the
emissions of the building. Thus, financed emissions are calculated as follows:
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(with b=building)
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emission factors for each source of energy consumed. The total energy use of the building includes the
energy consumed by the occupants of the building
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(with b=building and e=energy source)

Actual building energy consumption is preferred but may not be widely available. In the absence of
metered data, energy use can be estimated based on building characteristics and publicly available data.

Various sources and commercial databases are available and divide energy consumption by

characteristics like energy label, type of property, and floor area of property. When applying these data on a
large sample of financed properties, it is possible totgereasonable approximation of the emissions.
Similarly, supplierspecific emission factord? for specific energy sources should be used if they are

available. If they are not, average emission factéfagl ¢ ! WA 1J We t 1T Hoaddd @migsiort fatterld A
database provides emission factors by building type, floor area, and number of buildings for a large set of

geographies. In March 2022, PCAF launched a publehailable database of emission factors for
European buildingsas part of its projectFinancing towards netzero buildings

To improve building energy use estimation, financial institutions should collect data on building
characteristics (e.g., size, building use, climate zone, and year constructed). Based on the data available,
the following data hierarchy is proposed in ordef preference:

%8|n the case of electricity, suppliespecific emission factors are the same as markbased emission factors.
27In the case of electricity, average emission factors, which are rapplier-specific emission factors, are the same as locatielmased emission
factors.
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Table 5.41. General description of the data quality score table for CRE

(score 1 = highest data quality; score 5 = lowest data quality)

Data Quality Options to estimate the When to use each option

financed emissions

Score 1 Option 1: Actual la Primary data oractual building energy consumption (i.e.,
building emissions metered data) is available. Emissions are calculated using
actual building energy consumption ansiupplier -specific
emission factors 128 specific to the respective energy source.

Score 2 1b Primary data oractual building energy consumption (i.e.,
metered data) is available. Emissions are calculated using
actual building energy consumption anaverage emission
factors specific to the respective energy source.

Score 3 Option 2: Estimated 2a Estimated building energy consumption per floor area based
building emissions on official building energy labels*?® AND the floor areaare
based on floor area available. Emissions are calculated using estimated building

energy consumption ancverage emission factors specific to
the respective energy source.

Score 4 2b Estimated building energy consumption per floor area based
on building type and locatiorspecific statistical data AND the
floor area are available. Emissions are calculated using
estimated building energy consumption anaverage emission
factors specific to the respective energy source.

Score 5 Option 3: Estimated 3 Estimated building energy consumption per building based
building emissions on building type and location-specific statistical data AND
based on number of the number of buildings are available. Emissions are
buildings calculated using estimated building energy consumption and

average emission factors specific to the respective energy
source

A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table 1@)1

Emission factors specific to energy source

Consumed energy can be converted to tGOusing emission factors. When converting building energy use
to emissions, care should be taken to use emission factors that are appropriate to the energy type used in
the building, e.g., electricity, natural gas, fuel oil, steam, etc. These factors sticag specified according

to the type of energy consumed.

28 Supplierspecific emission factor is an emission rate provided by the energy supplier (e.g., utility) to its customers reflectimgnissions associated
with the energy it provides (e.g., electricity, gas, etc.). Average emission factors represent éragevemissions of the respective energy sources
occurring in a defined boundary (e.g., national or subnational)

1291n jurisdictions where official energy labels are unavailable, financial institutions may rely on alternative labels diazges that they determine to
be equivalent in specificity and quality, for the purpose of achieving a comparable data qualityesc
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Building characteristics

Various building characteristics can be taken into consideration to provide additional resolution to average
energy consumption and emissions when actual data is unavailable. Many countries conduct surveys to
publicly provide building type and locatiespecific statistical data on average energy consumption by
characteristics such as floor spacé® principal building activity, region, number of floors, and year
constructed. Other national surveys might provide tables on emissions and energy sources or end use by
industry and region.

1611 DWGYHt RAGUAWqS6 IWaG Y quaYGaYUW WNRYUcCOWIGWUHG! RARGq! LW
used. If this is unavailable, countrevel electricity grid mix emissions data should be used.

Country -specific assumptions

Many countries lack widespread use of building energy labels, and it may be challenging for financial

RUt qRage qRYUt WagVYWeHAIIL WECWAHY I 1 Ys Il kt Walet el 3T WIUWI N Wk
require financial institutions to estimate buildig energy use. Institutions may find that the data they have

available in the existing portfolio requires using average values. Collecting additional building data at loan

or investment origination may improve future estimations of energy use. Some munigpaernments are

collecting building energy data, and this could prove useful for some financial institutions.

Some countryspecific adjustments will need to be made to make the calculation applicable depending on
the data availability and standards in each country. The variations across countries in their systems of
categorizing the energy efficiency of buildingequire a tailored approach for optimal accuracy in
calculations.

Property value

This Financed Emissions Standard requires financial institutions to use the property values determined at
loan or equity origination in relation to the original value of the property. Thus, using the outstanding
amount to the original value provides a coistent estimate of the proportion of the project attributable to
the loan and investment. Nevertheless, PCAF recognizes that the availability of property value at loan or
equity origination varies globally. In some countries, financial institutions canigasetrieve the property
value at origination from their books and do not typically update it on an annual basis. In other countries,
regulators require financial institutions to update property values annually.

Considering these differences, and to ensure as much consistency as possible in the calculations, when
financial institutions do not have the property value at origination, they shall use the latest property value
available. In addition, they shall fix thivalue for the following years of GHG accounting, i.e., the
denominator remains constant from the first year of GHG accounting onward.

The property value includes the value of the land, the building, and any building improvements.

30When selecting an emission factor based on floor space, financial institutions should make sure that the unit of the emissitom matches the type
of floor area, e.g., net floor area, usable floor, etc.
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5.5 Mortgages

This asset class includes obalance sheet loans for specific consumer purposes, hamely the purchase
and refinance of residential property, including individual homes and multifamily housing with a small
number of units. This definition implies that the gperty is used only for residential purposes and not for
commercial activities.

If the loan is used to refinance a mortgage and this loan is provided by the original mortgage provider, the

new loan supersedes the original mortgage. If the refinancing is done by an institution other than the

original loan provider, the new loan and a§s# R ¢ q T WHea RGT RUNKt WG R + RYUt Wel IWe q
providing the loan for refinancing.

Home equity loans (HELs) and home equity lines of credit (HELOCS) are not required under this
methodology given that these products are generally consumer loans for general consumer purposes, i.e.,
with unknown use of proceeds as defined by the GHG Protiott

Mortgages used to construct or renovate a house are not required at this point, given that the homeowner

does not directly account for construction emissions. As a home is often constructed or renovated by a

third party (i.e., a home builder) contracted lige homeowner, the emissions of the construction would

OYIl Gedd! WHYWeHAY2 UqT WAH! WaéWWaq6RI T IHEC!T q! W 21 RUNLWa6 IJLWHA
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emissions, are important and should not be neglected. PCAF recommends financial institutions to find
opportunities in the due diligence process to influence the mmeowner into making low carbon choices.
PCAF will continue to monitor guidance developmeftdon the subject. When robust approaches and
data to measure the embodied emissions of buildings are available, PCAF could expand its coverage to
include these emissions.

Financial institutions shall cover the absolute scope 1 and 2 emissions related to the energy use of the
property financed through the mortgage. Energy use includes the energy consumed by the building
occupants. If the mortgage is used to purchase a mudtifiily home with shared facilities, scope 1 and 2
emissions of the whole property should be covered. If the mortgage is used to buy a single apartment or
house, emissions related to the apartment or house should be covered.

311f the consumer loan is to purchase motor vehicles, financial institutions shall use the motor vehicle loans asset classodétubchapter 5.6).

132 Theoretically, these emissions would be categorized under scope 3 of the homeowner, but in practice homeowners do noteepssions; thus, it is
impractical for financial institutions to measure financed emissions of a construction or renovation moregag

133 For example, the WBCSD is working on creating an approach for the embedded carbon of constructions. At this point, thefiairegch theoretical
approach with a working group consisting of real estate developers, building material producers, constructampanies, and technical consultants.
The key in this approach is to use a life cycle assessment to obtain average values of embedded carbon per square metkireg,buhich will differ per
climate zone and building typology
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provider using a loarxto-value approach. Thus, the attribution is equal to the ratio of the outstanding
amount at the time of GHG accounting to the propertglve at the time of loan origination.
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(with b=building)

When the property value at loan origination is not feasible to obtain, financial institutions shall use the
latest property value available and fix this value for the following years of GHG accounting, i.e., the
denominator remains constant*

N6 WUWe aqaql RAz qRYUWE GGl YerG6Wet t 2010t W6 wl 3t RT JUqRce G WG YG
emissions.

Financed emissions of mortgages are calculated by multiplying the attribution factor by the emissions of
the building. Thus, financed emissions are calculated as follows:
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emission factors for each source of energy consumed. The total energy use of the building includes the
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(with b=building and e=energy source)

The availability of data on the energy consumption of properties is still limited in many countries; in others,

it has improved considerably due to policy regulations within the built environment, such as the

introduction of energy performance certificateand energy labels. In such countries, the available data is

etecldd! WeUYU! GRAIT WH! We 2131 ¢NRUNWI ¢qe Y211 W Y2101 ¢dWesYe-

34 Availability of property value at loan origination varies by country. In some countries, financial institutions can edsiyeethe property value at loan
origination from their books and do not typically update it to the current property value. lerotountries, regulators require financial institutions to
update the property value year over year.
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energy data is available by energy label, type of household or sector, and type of property. When applying
these data on many financed properties, it is possible to get a reasonable approximation of the emissions.

As more data sources become available, financial institutions are expected to move up the data hierarchy.
Easily accessible data for many countries is currently between score 4 and 5 of the data quality score table
provided below.

Some financial institutions may not collect information on property size, in which case they can use the
average energy consumption by building and geographic region. Financial institutions should use the
highest quality dataset available and evaluate nelata sources on a regular basis.

Supplierspecific emission factor$® for specific energy sources should be used if they are available. If they
are not, average emission factot¥€d ¢ | WH I Wea t 1J7 HoaHed @migsiont fatteriddiabase” provides
emission factors by building type (e.g., singfamily house and multifamily house), floor area, and number
of buildings for a large set of geographies.

The following data hierarchy is proposed in order of preference:

135 |n the case of electricity, suppliespecific emission factors are the same as markbased emission factors.

3 In the case of electricity, average emission factors, which are reupplier-specific emission factors, are the same as locatielmased emission
factors.

137 The PCAF wekbased emission factor database is currently only available to financial institutions that have committed to PCAF.
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Table 5.51. General description of the data quality score table for mortgages

(score 1 = highest data quality; score 5 = lowest data quality)

Data Quality Options to estimate the When to use each option

financed emissions

Score 1 Option 1: Actual la Primary data oractual building energy consumption (i.e.,
building emissions metered data) is available. Emissions are calculated using
actual building energy consumption ansiupplier -specific
emission factors 1% specific to the respective energy source.

Score 2 1b Primary data oractual building energy consumption (i.e.,
metered data) is available. Emissions are calculated using
actual building energy consumption anaverage emission
factors specific to the respective energy source.

Score 3 Option 2: Estimated 2a Estimated building energy consumption per floor area
building emissions based on official building energy labels'*® AND the floor
based on floor area area are available. Emissions are calculated using estimated

building energy consumption and average emission factors
specific to the respective energy source.

Score 4 2b Estimated building energy consumption per floor area
based on building type and location-specific statistical
data AND the floor areaare available. Emissions are

calculated using estimated building energy consumption and
average emission factors specific to the respective energy

source.
Score 5 Option 3: Estimated 3 Estimated building energy consumption per building based
building emissions on building type and location-specific statistical data AND
based on number of the number of buildings are available. Emissions are
buildings calculated using estimated building energy consumption and
average emission factors specific to the respective energy
source

A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table 16)1

Financial institutions should work with actual data on the energy consumption of properties, if available.
The energy consumed at the household level (e.g., gas, electricity, heating oil, wood, etc.) can be
converted to CQe emissions using suppliesspecific emission factors or average emission factors if no
emissions data is provided in the chosen data sources. Some data sources report only energy use whereas
others report CQe emissions.

38 Supplierspecific emission factor is an emission rate provided by the energy supplier (e.g., utility) to its customers reflectimgnissions associated
with the energy it provides (e.g., electricity, gas, etc.). Average emission factors represent éragevemissions of the respective energy sources
occurring in a defined boundary (e.g., national or subnational)

3%1n jurisdictions where official energy labels are unavailable, financial institutions may rely on alternative labels diczete$ that they determine to be
equivalent in specificity and quality, for the purpose of achieving a comparable data qualityesco
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As an intermediate step, financial institutions could start collecting building size data, in addition to
geographic location and building type, and energy labels, where available, to more accurately capture the
financed emissions of their mortgages.

Obtaining data on energy consumption

Actual energy consumption data specific to a certain mortgage portfolio is preferred because this will be
more accurate than working with average energy consumption data. In some markets with clear
government partnerships on climate action, financial ingitions might attempt to work at the policy level
to obtain actual data directly from grid operators or government agencies.

Almost all grids are reducing their emissions over time, resulting in gradually reduced emissions for

QY qRENUWGY! qnYORYY OW 6131 DWGYHt RAGWAWq6 IWEYH quWeEYGGYULW
location should be used; if unavailable, countilevel electricity grid mix emissions data should be used. If

actual consumption data is unavailable, financial institutions should start collecting building size,

geographic location, and building type data to more accurately capture the associated eroiss of their

mortgages.

If actual energy consumption data is used, it may be unclear if all energy consumption is applicable solely
for the house or, for instance, also for an electric vehicle (EV). If possible, the actual energy consumption
data can be further disaggregated tafterentiate the electricity used in the home from the electricity used
for charging the vehicle.

Off-balance mortgages
The scope of this methodology is epalance sheet mortgages. Ofbalance sheet mortgages are not
included. If relevant and substantial, otbalance sheet mortgages can be reported separately.

Distinguishing between private and corporate mortgages
No distinction is made between private or corporate mortgages.

faGl Y2RUDWe W6 YA Wkt WIOWI N! WGl nYl G¢ URILW
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emissions. During the mortgage period, financial institutions may have the opportunity to work with the

property owner to lower the building emissions bjfering additional financial services that are used to

improve the energy performance of the building. Green mortgages, low carbon mortgages, or energy

efficient mortgages are some of the existing products in various markets around the globe.

Results depend on data quality
Many assumptions must be made to calculate the emissions of mortgages as data is often difficult to
retrieve for privacy reasons. Even though the calculation method does not differ greatly, the data sources
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used can yield different resultg for instance, when average consumption data is replaced by actual
consumption data from grid operators.

Country -specific assumptions

Some countryspecific adjustments will need to be made to make the calculation applicable depending on
the data availability and standards in each country. The variations across countries in their systems of
categorizing the energy efficiency of houses e a tailored approach for optimal accuracy in
calculations.
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5.6 Motor vehicle loans

This asset class refers to ehalance sheet loans and lines of credit to businesses and consumers for
specific (corporate or consumer) purposesnamely the finance of one or seveta! motor vehicles.

Financial institutions will finance different vehicle types and will also use different internal definitions and
categories for the motor vehicle types being financed. For example, one financial institution may have a
portfolio mainly of passenger cars anhotorcycles, while another financial institution may have a strong
share of buses and heavguty trucks.

This methodology does not prescribe a specific list of vehicle types falling within this asset class. Instead, it
leaves it open for financial institutions to decide and define what vehicle types to include in their inventory
of financed emissions. It ishte responsibility of each financial institution to define the vehicle types

included in their respective inventories of financed emissions and, in the case of leaving a specific vehicle
type out of the GHG accounting exercise, to provide a transparent argtion of why a vehicle type is
excluded.

The following norexhaustive list provides examples of the vehicle types that may fall under the asset class
of motor vehicle loans:

Passenger car

Motorcycle

Light commercial truck (e.g., vans)
Medium/heavy commercial truck
Recreational vehicles

Bus

Snowmobiles/altterrain vehicles
Boats, including outboard motor&*

Yellow equipment (i.e.earth-moving vehicles for mining and construction)

Financial institutions typically finance motor vehicle loans through consumer lending or business lending.
Consumer lending for motor vehicles includes financing the purchase of a motor vehicle for a private
person, whereas business loans for motor vehisléypically includes financing a fleet of motor vehicles for

a business#?

140 A single loarmight cover the purchase of several vehicles or fleets. In any case, the methodology presented in this chapter should be used

1“1 Depending on the portfolio of some financial institutions, it may be appropriate to differentiate between the vehicle anurdpelsion system of that

vehicle. In this case, it is possible to apply the methodology for the vehicle as a whole but als@ tprtipulsion system on its own. An example of this are

financial institutions that have boats on their portfolio. In this case, it is common to have loans for boats and also foansitboard motors alone.
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Financial institutions shall calculate and report the annual scope 1 and scope 2 emissions of the vehicles
being financed:

Scope 1: Direct emissions from fuel combustion in vehicles

Scope 2: Indirecemissions from electricity generation consumed in EVs (hybrid and fully EVS)

Scope 3 emissions related to the production of vehicles, delivery of vehicles to buyers, or
decommissioning of vehicles after use do not need to be covered because these emissions are difficult to
obtain and can be considered rather marginal. However, ffreancial institution seeks to account for the
production emissions of new vehicles (i.e., embodied emissions), they should report the emissions as
follows:
In the initial financingyear, the financial institution shall report the production emissions of the
respective vehicle as a lump sum under scope 3 emissions, while the operational emissions in the
respective year shall be reported under scope 1 or 2 emissions.

In the following financing years, the financial institution shall not report any production emissions of
the respective vetdle; they shall only report the operational emissions under scope 1 or 2 emissions.

This approach on scope 3 emissions only holds for new vehicles, not used vehicles.

t We WHct RAWE gqql RA2 qRYUWGI RUARGIONAWgS6 JWnRUe URRe G WRUY qR
motor vehicle emissions as determined by the ratio between the outstanding amount (hnumerator) and the
value of the motor vehicle at loan originatiqdenominator). This ratio is called the attribution factor:

Outstanding amount (numerator): This is the actual outstanding motor vehicle loan amount,
defined as the value of the debt that the debtor owes to the creditor. It will be adjusted annually to
reflect the correct exposure, resulting in the attribution to decline to 0 at the end of ifle¢itne of

the loan (i.e., when it is fully repaid). Financial institutions should either use the calendar or
financial yearend outstanding loan, provided the approach is communicated and used
consistently.

Total value at origination (denominator): This is the total value of the motor vehicle at loan
origination, which corresponds to the price of the vehicle at the time of the transaction, i.e., equity
plus debt at origination.
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(with v = vehicle or vehicle fleet)

If the total value of the motor vehicle at origination (i.e., the denominator) is unknown, financial institutions
should take a conservative approach and assume 100% attribution. As soon as the motor vehicle loan is
repaid, the financed emissions associatewith that loan are equal to 0.
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The financed emissions from a motor vehicle loan are calculated by multiplying the attribution factor by the
emissions of the motor vehicle. The total financed emissions from multiple motor vehicle loans are
calculated as follows:

"OQE GEQHAM | Q¢ Hio 01 "QABDEAHE WOOA QI | Q¢ & i

(with v = vehicle or vehicle fleet)

The emissions can, in principle, be calculated by multiplying the distance traveled by the vehicle (e.g., km)
by the fuel efficiency of the vehicle (e.qg., | diesellkm, kWh electricity/km) and an emission factor specific to
the fuel type of the vehicle (e.gkg CQel/l diesel, kg C@e/kWh electricity). The total financed emissions

from multiple motor vehicle loans are calculated as follows:
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(with v = vehicle or vehicle fleet, f=fuel type)

The financed emissions from motor vehicle loans can be calculated in several ways depending on the
availability of data to derive the emissions of the financed vehicle. Overall, PCAF distinguishes three
options to calculate the financed emissions from motosehicle loans depending on the data usétf:

Option 1: actual vehicle-specific emissions ,*** where emissions are calculated based on actual
vehicle fuel consumption or actual vehicle distance traveled for a known vehicle make and model
with data directly collected from the borrower.
- Option 1la: Vehicle emissions are calculated based on primary data actual vehicle fuel
consumption .
- Option 1b: Vehicle emissions are calculated based on vehicle efficiency and fuel type (fossil or
electricity) fromknown vehicle make and model*** and primary data fomctual vehicle
distance traveled.
Option 2: estimated vehicle-specific emissions, where emissions are calculated based on
estimated vehicle distance traveled for a known vehicle make and model with data collected from
official statistics.

143 For all options the attribution factor is calculated in the same way; the only thing changing is the way vehicle emissenalanlated

44 For motor vehicle loans to consumers, this approach seems rather unrealistic as consumers are unlikely to report their fstiabnsumption or
distance traveled to a financial institution. However, for motor vehicle loans to businesses (in particutdirfancing of companyowned staff cars),
companies often collect information on actual fuel consumption or distance traveled and could share such information wiginéiial institutions.

145 Vehicle make and model refers to the name of the company that manufactures the vehicle and the product name of the vebictxafple, Toyota
Prius.
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- Option 2a: Vehicle emissions are calculated based on vehicle efficiency and fuel type (fossil or
electricity) from known vehicle make and model and estimated vehicle distance traveled
derived from local statistical datd®

- Option 2b: Vehicle emissions are calculated based on vehicle efficiency and fuel type (fossil or
electricity) fromknown vehicle make and model and estimated vehicle distance traveled
derived fromregional statistical data .*#

Option 3: estimated vehicle -unspecific emissions , where emissions are calculated based on

estimated vehicle distance traveled for an unspecified vehicle with data collected from official

statistics.

- Option 3a: Vehicle emissions are calculated based on vehicle efficiency and fuel type (fossil or
electricity) fromknown vehicle type*¢(vehicle make and model are unknown) aredtimated
vehicle distance traveled derived fromlocal or regional statistical data.

- Option 3b: Vehicle emissions are calculated based on vehicle efficiency and fuel type (fossil or
electricity) from anaverage vehicle (vehicle make and model and vehicle type are unknowf)
and estimated vehicle distance traveled derived fromlocal or regional statistical data.

PCAF distinguishes three options with six swiptions to calculate the financed emissions from motor

vehicle loans depending on the data used. Although Option 1b, Option 2a, and Option 2b are all based on
known vehicle characteristics of vehicle efficien@and fuel type, the data used for vehicle distance traveled
is of higher quality for Option 1b than it is for Option 2a, and it is of higher quality for Option 2a than it is for
Option 2b. In this sense, while there are several options to calculate finasheenissions, the quality of the
results is not the same for all these options. For this reason, PCAF gives a higher score to results obtained
with higher data quality and a lower score to results obtained with lower data quality (score 1 = highest
data qudity; score 5 = lowest data quality). If a financial institution uses a mix of options to calculate the
emissions of a borrower, the data score for the loweated option should be assumed for this borrower

(i.e., score 4 from Option 3a). Take for instanadine item for which actual distance traveled and vehicle

type are known, while vehicle make and model are unknown. This means that Option 1b and Option 3a are
mixed, and therefore, the highest possible data quality score this line item could receigease 4. This is
because that is the score of the lowesated option in the mix, Option 3a.

Table 5.61 provides data quality scores for each of the described options that can be used to calculate the
financed emissions for motor vehicle loans.

146 ocal statistical data refers to statistical data at the province/state or small country level.

47 Regional statistical data refers to statistical data at the large country or a subcontinental level.

148 Vehicle type refers to an overall vehicle class such as passenger car, bus, or light commercial truck.
“9f it is not possible to know the vehicle type, then an average vehicle can be assumed.
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Table 5.6-1. General description of the data quality score table for motor vehicle loans

(score 1 = highest data quality; score 5 = lowest data quali%y%o,lSl

Data Quality |Options to estimate When to use each option
the financed emissions
Score 1 Option 1: la Outstanding amount and total value at origination of vehicle or vehicl
Actual vehicle - fleet are known. Primary data omctual vehicle fuel consumption is
specific available. Emissions are calculated using actual fuel consumption an
emissions fuel type-specific emission factors.
1b Outstanding amount and total value at origination of vehicle or vehicl

fleet are known. Vehicle efficiency and fuel type (fossil and/or electric
are available fronknown vehicle make and model.*®? Primary data on
actual vehicle distance traveled is available. Emissions are calculate
using estimated fuel consumption and fuel typspecific emission

factors.

Score 2 Option 2: 2a Outstanding amount and total value at origination of vehicle or vehicl
Estimated fleet are known. Vehicle efficiency and fuel type (fossil and/or electric
vehicle- are available fronknown vehicle make and model. Distance traveled
specific is estimated based on local statistical data .15 Emissions are
emissions calculated using estimated fuel consumption and fuel typspecific

emission factors.

Score 3 2b Outstanding amount and total value at origination of vehicle or vehicl
fleet are known. Vehicle efficiency and fuel type (fossil and/or electric
are available fronknown vehicle make and model. Distance traveled
is estimated based on regional statistical data. > Emissions are
calculated using estimated fuel consumption and fuel typspecific
emission factors.

Score 4 Option 3: 3a Outstanding amount and total value at origination of vehicle or vehicl
Estimated fleet are known. Vehicle efficiency and fuel type (fossil and/or electric
vehicle- are estimated fromknown vehicle type (vehicle make and model are
unspecific unknown)1%® Distance traveled is estimated based on local or
emissions regional statistical data . Emissions are calculated using estimated fu

consumption and fuel typespecific emission factors.

Score 5 3b Outstanding amount and total value at origination of vehicle or vehicl
fleet are known. Vehicle efficiency and fuel type (fossil and/or electric
are estimated for araverage vehicle (vehicle make and model and
vehicle type are unknown)>¢ Distance traveled is estimated based on
local or regional statistical data. Emissions are calculated using
estimated fuel consumption and fuel typspecific emission factors.

A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table 16)1

Data for all three options can be derived from different data sources. Data on vehicle efficiency and fuel
q! GUWGUI W2 W6RHGWWG ¢t WWe UT wWa VYT waowre UWARWT 1 R21IT Wnl YaWYy

150 Fuel type in the case of electric or hybrid vehicles can also refer to electricity.

51 For all options shown in the table, suppliespecific emission factors (e.g., from electricity provider) for the respective primary activity data are always
preferred over norsupplier-specific emission factors (i.e., also sometimes referred to as averageission factors).

152 Vehicle make and model refers to the name of the company that manufactures the vehicle and the product name of the vebicéxample, Toyota
Prius.

193 ocal statistical data refers to data at the province/state or small country level.

154 Regional statistical data refers to data at the large country or a subcontinental level.

%5 Vehicle type refers to a passenger car, bus, or light commercial truck.

156 it is not possible to know the vehicle type, an average vehicle can be assumed.
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Federal Test Procedufé’¢ UT Waq6 DWEE &+ Wi YI 4T s RT WWccl GYURAYF Wx RNG qlé
Both data sources provide detailed vehicle efficiency and fuel type information by make and model. Option

1b, Option 2a, and Option 2b require such information. If make and model are unknown to the reporting

financial institution (Option 3), vehicle effiency and fuel type can be estimated on the vehicle type level
IIJIONIAWGEt + BUNWUI WHeEl b Wet RUNDWa6 WWF Uqldl UcqRYUcaOW9 VYe UHRRI
Roadmap'®® or the International Transport Forum at the Organisatifam Economic Ceoperation and

Development (ITF OECDY°

If no actual distance traveled is known to the reporting financial institution, data on vehicle distance
traveled can be estimated based on data sources such as the ICCT Transportation Roadmap or the ITF
OECD. Several local statistical data sources provigeographyspecific vehicle distances traveled. For the
US and Canada, stateor provincelevel distance per year can be retrieved from carinsurance.ctSfand

the Canadian Office of Energy Efficiené$f.

A9 [ Kk tbHsed@rission factor database, which is currently available only to financial institutions that
have committed to PCAF, provides emission factors per vehicle type (e.g., passenger car) and per vehicle
make and model (e.g., VW Polo) for a laiggt of geographies. These motor vehicle emission factors are
widely based on the sources mentioned above.

PCAF expects that the financed emissions for motor vehicle loans can be derived through either actual
vehicle-specific emissions (Option 1), estimated vehiclgpecific emissions (Option 2), or estimated
vehicle-unspecific emissions (Option 3). However, PEAallows the use of alternative approaches to
calculate emissions if none of the specified options can be used or in the case that new approaches are
developed. The reporting financial institution shall always explain the reasons for using an alternative
approach if it deviates from the options defined above.

Data availability
Information regarding actual vehicle distance traveled may not be easily available. If actual data is
unavailable, PCAF proposes using local or regional averages on vehicle distance traveled by state,

NG IUWOEWEA k4t W[ T 1 ¢dwNIt qWAL YHIJT 21 IJWRY WE W 131 RIJE WY n WiphsBeAddribaid. Bedalisila 131 qt Wa Y Wa 3¢
these tests are used to verify that cars sold in the US meet EPA regulatory standards, their results tlefleoad performance of passenger cars in the

US. The results for more than 4,000 makes and models are publicly available on fueleconomy.gov, downloadable in .csv format.

%8 The WLTP is a global, harmonized standard of drive cycle tests to determine the tailpipe emissions and fuel efficiencgeigerscars. It was

developed by the United Nations Economic Commission for Europe to replace the old New European Driving CIHEXC)Nis the European vehicle

homologation procedure. The NEDC was shown to be flawed, enabling manufacturers to meet EU environmental standards dutiestdaiut not on

the road (Dieselgate). The WLTP was conceived to rectify this. The WLTP finahweesgublished in 2015. Hence, even though it will become a truly

international standard in time, it is only used in the EU for now, and its results only reflect the performance of carwitild the EU. These results are

published by the EEA in .csvrfmat and can be downloaded at https://www.eea.europa.eu/dat@nd-maps/data/co2-cars-emission-16

BN IIWF 99 Nkt WNI ¢ Ut GYl q¢ qRYUWAY¢ET ¢ GW6 ¢t WAWUOWE WNGYHACT W 1) modesiertypedn Y1 WIIU2 R YO& 1
and vehicle technologies since 2012. Over the past decade, the ICCT has extended its roadmap model to covethellargest vehicle markets

(Australia, EU, Brazil, Canada, China, India, Japan, Mexico, South Korea, Russia and the US) and five aggregate regmrdt&friAsiaPacific, Other

Europe, Other Latin America, and the Middle East). The most recentltsof the model (2017) are downloadable in .xIsx format on the ICCT website:
https://theicct.org/transportation-roadmap#about.

160 The OECDLibrary maintains a database of transport statistics collected by the ITF on the transport of freight (maritime, air, afade)iand

passengers (car, rail, and air) in its member states

61 More information can be found at: https://www.carinsurance.com/Articles/averagailes-driven-per-yearby-state.aspx

162 More information can be found at: http://oee.nrcan.gc.ca/publications/statistics/cvs08/appendixcfm?graph=6&attr=0
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province, country, or region. PCAF proposes that financial institutions collect the actual vehicle make and
model to determine the exact vehicle efficiency and fuel type. If the financial institution does not track the
vehicle make and model, PCAF propos#sat the financial institution fall back to a generic vehicle type
(e.g., passenger car, motorcycle, light commercial truck, medium/heavy commercial truck, bus) or to an
average vehicle as a last resort. For average vehicles, the vehicle efficiencyésrdigted by the weighted
average vehicle efficiency in the respective geography.

Dual fuel vehicles

For dual fuel vehicles, the percentage of usage per fuel (e.g., gasoline vs. electricity) may be unknown. If
the vehicle make and model is known, PCAF recommends assuming an average usage split for the
respective hybrid vehicle based on information fromti@nal agencies or the vehicle manufacturer. If such
information is not available, PCAF proposes either applying an average geograpégific usage split, or, if
that is also not available, the conservative assumption that the combustion engine (e.g.olyas) is used
100% of the time.

Electricity grid estimates

Ef cHqWUOUHA!I RARq! W Yel AUWI ¢qcecWs ROGWIOYqWARWE OYs UWn Y1 WY
where does the borrower source electricity? Does the borrower source gray or green electricity?). Where

possible, the most common local or regian 0 WIJ G W Hql RARq! WNI RT WG RFWJIG R+ RYULWnN ¢
should be used. If unavailable, the most common local or regional electricity grid mix emission factor for
q6WWnRUcURARRECOWRUt qRage qRYUKkt WHI ¢ U Fidstitlitiah Wieefe thellBaid We + 1317 Wbl RO
was issued). If also unavailable, countigvel electricity grid mix emissions data should be used.
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5.7 Use of proceeds structures

This method includes all orbalance sheet debt and equity tase of proceeds structures (UoP structures).
UoP structures contain a pool of one or multiple underlying assets, which may belong to any asset class.
Examples of such assets include companies, projects, and buildings. In certain cases, an underlying asset
may itself be a UoP structure itself, for instance when an investment fund (a UoP structure) invests into a
green bond (a UoP structure).

N6Rt WaWaqd YT W Rt qRUNaRt 613t WHWqs WUWU0Was YWq! Gt WY nwWOYALW q
caYURNWUUgqRqRIUt AWe UT WhRUqIEINI ¢ qT k WO Arivideplaadd a2 | 13t Wa 6 ¢ q LW
exhaustive overview of UoP structures and whetlieey can be accounted for using this method. More

TWaqcRGUT WNeRT ¢cURVDWHeUWADWNn Y2 UT WRUWq6 WW WRqRYUWR] c] We #H

Table 5.7-1. Overview of UoP structures

UoP structures Inclusion guidance

Equity funds and debt funds Included as separate UoP structure

Holding companies and other types of = Included as separate UoP structure
special purpose vehicles without

control over underlying assets (e.g.

debt or minority equity stakes)

Labeled bonds/loans allocated to Included as integrated UoP structure. If not feasible to account as UoP
specific assets (e.g. most green and structure (e.g. due to data limitations), accounted on issuer level
social bonds/loans) accounting approach based on customer segment classification in Stef

3a of Figure 5.

Labeled bonds/loans not allocated to Not included as it is not a UoP structure. Accounted on issuer level
specific assets (e,g most accounting approach based on customer segment classification in Stey
sustainability linked loans and bonds) = 3a of Figure &L.

Project finance structured via a Not included . Classified as separate UoP structure but accounted in lin
special purpose vehicle sRaq6Wh Al YTUHqW] RUcURDK WG WJaqd YT
Debt-based with one fully allocated Not included . Classified as integrated UoP structure but accounted in
asset (e.g. single mortgage, motor line with applicable asset class method (e.g. mortgages, commercial re
vehicle loan or project) estate or motor vehicle loan). For project finance, accounted in line witt

AAI YTURqW] RU¢ URIIK WA 1J q 6tid fatlgrojeRts) N L ¢
sRa6VYeqWe Wt WGE!l ¢qUWAcac URIIWE 61313¢

Loan allocated to multiple specific Included as integrated UoP structure. If not feasible to account as UoP

¢ttt Uat WYULWa6 WRY t+ 2 structure (e.g. due to data limitations), accounted on issuer level

(e.g. specific projects) accounting approach based on customer segment classification in Stef
3a of Figure 5.

Top-level holding with control over Not included . Classified as separate UoP structure but accounted in lin

underlying companies sRaqéWh xRt qT Wdhue Rq! We UT WHYI GYI ¢«
2UORt qUT Wz Rq! Kk WG Nq6 YT 1O

General purpose loans, working Not included as it is not a UoP structures. Accounting approach based

capital loans and general corporate customer segment classification in Step 3a of Figurel5

bonds
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Separate UoP structureshall be accounted for using this method. Integrated UoP structurgsould be

accounted for based on this method; however, investarsy calculate financed emissions using issuer

level data when sufficient information on fund allocation is unavailable. More detailed guidance can be

nYa Ul WRUWq6WWhEe ¢ qRYUt WqYWHecORz20ecqUWWnRUec UBRDT WIG Rt RY

This method defines two roles for UoP structures (Figure-3)7

f 0210t qYIl t allg6 Rt WGWq6 YT Wet It WagdWWNWUWI ¢dWagldl 6§ WhRUZ It
b gl erAgqel DOWNG Wt DWGe ! qRIJY WHEY Ol WAKWHe Ut + Wwe UT Wet + OqWy
labeled loans.

fitalltallg6Rt WAaKNq6 VYT Wet Wt W6 IWNRWUOWI ¢dWqldl GWhREt 2l K
manages a UoP structure. These parties could be financial institutions, corporates, sovereigns, or

AYUt 20101+ IOWNGS DWRY + 2 131 WRY Wea Rap!Gall! ARG Ii2lJd TWh$hid YOI T Wik 20t o
ARU2 1t qUUKk WYl WhAYIL T Y5l kWn Yl WdcecAHIGUIT WavYe Ut 10

Investors use this method to calculate the financed emissions related to their debt or equity provision to a
UoP structure. Issuers use this method to calculate the financed emissions of the UoP structure itself. In
addition, facilitators may facilitate tie issuance of certain UoP structures (see Figure &) The

associated calculation of facilitated emissions may be covered by future additions to Part B.

Figure 5.7-1. Overview of the different roles surrounding UoP structures

Key questions for accounting treatment are indicated in blue

Are the underlying assets part of the
Rt t 20l bt OAZ G¢c URIJKC

. Issuer
Can facilitate
- issuance of
Facilitator
Issues
Provides debt or Provides debt or
equity to equity to .
Investor UoP Structure Underlying assets

Does the UoP structure Is the UoP structure
control the underlying debt-based with one
assets? fully allocated asset?

Figure 5.71 indicates key questions for the GHG accounting treatment of UoP structures in blue. More
TWqecRGWT WNeRT ¢URDWYUWq6 13t DWhe It qRY U WHec UWHUWNnYe UT WRU W

In general, the GHG accounting approach for each underlying asset is selected based on Figured&
example, a generapurpose loan provided by a UoP structure to an unlisted company will be accounted for
in line with the Businessoans andUnlisted Equity asset class.
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Consequently, the emissions scopes covered for each underlying asswll follow the requirements in
qé W WHqRYUWREGRYt RYOUUW HYGI WHRY 211 UT kK WYNnWaéJWe GGORACH

Annual emissions of UoP structures are calculated via a double attribution consisting of:

Attribution of the investor in the UoP structure
Attribution factors of the UoP structure in the underlying assets

0O00i 0 WOQNSEDD Qi (‘)§‘l T
7% 6., 0001 QUENDEIEO WO O i
YsonoQ@@uffoSUOIOQJoélQ

5001 QAT &

Outstanding amount investor : This is the actual outstanding amount of the investor in the UoP structure,
which should be defined in line with the denominator. Financial institutions should either use the calendar
or financial yearend outstanding amount, provided the approach is camunicated clearly and used
consistently.

For debt, this is defined as the book value of the debt that the borrower owes to the lender (i.e.,
disbursed debt minus any repayments).

For equity, this is the outstanding value of equity that the financial institution holds in the UoP
structure. It is calculated by multiplying the relative share of the financial institution in the UoP
structure’®® by the total equity of the UoP structure.

Total equity + debt in UoP structure (denominator):this is the sum of total equit§f* and debt® in the

UoP structure. For separate UoP structures that are separate legal entities, total equity and debt can be
found on the balance sheet’® For other UoP structures, total debt and equithould be reported by the
issuer. For example, fund managers report the total amount of debt and equity in an investment fund and
bond issuers report the total amount of debt in a particular bond.

Attribution factors underlying assets : the attribution factor for each underlying asset is calculated in line

with the applicable asset class methodology. For example, if the underlying asset is a project, the

¢caqaql RAz qRYUWN¢cHY!I Ws Yedl WHWWH §2 qt q hdditrRudidliactéryY 2 Uq o WNY q
defined in theProjectFinance asset class.

183 The relative share of the financial institution in the respective investee is calculated by dividing the number of shatélelmancial institution holds

in the respective investee by the total number of shares of the investee.

wf JWFEEE It Ws 6131 W6 WY aedWdhe Ra! W2¢de WWe#HAYI T RUD Wa Y; thig théabsthatRIlkthigsiohsA ¢ ¢ ORI W 6 1
are attributed to debt only, while no emissions are attributed to equity investments. Such casestappen when the retained earnings are negative

while at the same time being higher than the other equity components on the balance sheet of the client.

1% Total debt includes both current and lonterm debt.

wWfnWaYaqedW WAqWYI WagYqedWIheRa! WHeUUYqWAWYHAge RUWIT Wn leViffidile bl bb@iRtHeSen k + WAE G ¢ URIIWE 6
values), Fls may fall back to the total balance sheet value (i.e., the sum of total equity anddja®ildt Alls 6 RAG WRY WIJhe ¢ 0 WaqVYWaqé JWHIRIUqKt
intention of improving this data quality in the future.
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Separate UoP structures

[ YI W WGEl ¢qUWOYALW gl eHgel It AWnRUcURDT WIAGRE T RYUL Wel DWH
factor of the UoP structure, defined as the outstanding amount divided by the total equity and debt in the

UoP structure, by the sum of each assepecRn RH LW¢ qal RA2 qRYUWn ¢ A#q VYl We U1 Waq 6 1JLWe
emissions of each underlying asset are calculated in line with the applicable asset class methodology.

00k 6 EQHOM | (ORRE BIYBHD 1 6 bopiag o 0 OORNOMLD QI 01
* @ RE @m0 QOQEBYE L 01 6 Vo o1 Q

z 0001 QBNCALE 04 Qi | Q¢ & i

For separate UoP structures, financed emissions are only calculated once funds have been allocated
under the UoP structure; it is assumed that the sole provision of cash through unallocated amounts does
not generate emissions®” Therefore, financed emissions will be zero at issuance, unless assets were
immediately allocated under the UoP structure at issuance.

Integrated UoP structures
For integrated UoP structures, emissions are calculated for both allocated and unallocated amounts; it is

assumed that the sole provision of cash through unallocated amounts supports the economic activity of
the issuer and therefore generates financed ersiens.

"0QE GEXHAD | WEERAYOD AR 6 0O 601 Q
"OQE GO EAHAM | COE G § WIBEDE G0QE O EAHAD | 6 B A & & GXCEOED i

The financed emissions for allocated amounghould be calculated similarly to separate UoP structures:

0000 0 wOQIEDL Qi 0 ¢
oo QRQEYE D 01 6 OGoO61 Q
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For integrated UoP structures, investorsay calculate financed emissions for allocated amounts based

on issuerlevel datal®® The accounting approach depends on the nature of the issuer and is based on

customer segment classification in Step 3a of Figurel5Investorsmay choose to take an issuetevel

approach due to the following reasons:
Theoretically impossible : The emissions of the underlying assets cannot be defined independently.
[ YI WaY!I DWRUNYI GecqRYULWH W 2 At JAqRYUWh #AEAY2UgqRUNDWNY
the ProjectFinance asset class.

WYL W NGE!l ¢ qUWOYAW gl erHgel W WagsWWe OT W1 a! ROUNDWE + Wat Wel 13 hHded grilisSueleillY n Wa 6 W WRY + 2 1
data would be incorrect.

168 |t an investor opts to use issudevel data for both allocated and unallocated amounts, the financed emissions formula simplifies as the same

issuerlevel calculationapproachis used forthe combinedallocated and unallocated amounts.
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Practically not feasible : There is no sufficient data available on how the funds are allocated.

Not material: The calculated emissions are not expected to materially differ from issierel
estimates. This happens when the emissions intensity of the assets in the UoP structure and the
emissions intensity of the issuer are similar.

For unallocated amounts, financed emissions are calculated based on isslevel data. The accounting

approach depends on the nature of the issuer and is based on customer classification in Step 3a of Figure

5-1. Investorsmay estimate emissions for unallocated amounts using assétvel data if there is sufficient

evidence on the expected allocation of the unallocated amounts. For example, if the integrated UoP

structure is expected to only invest in a single sector (e.g. reable energy projects), emissits for

unallocated amounts can be estimated based on sectoral emission factors (see the estimation approach

Het 0T WYOWl ¢qeWhecdRa! W HY!I DWPWRUWq6 WWh?2¢qce Wl Whe RI T k W
used to refinance existing assetsthe emissions of these existing assets and the expected investment size

can then be used to estimate emissions.

Reported emissions by issuer

Ideally, financed emissions of the UoP structure are calculated and reported directly by the issuer in line
with this method in an annual allocation and impact report. When a financial institutissuesa UoP
structure, the institutionshall report the financed emissions of the UoP structure separatéfyIn addition,
when financial institutions invest in UoP structures, thelould encourage issuers to implement separate
reporting in a similar fashion. If the issuer reported the financed emissions of the UoP structure, the
investor can calculate financed emissions as follows:

0,601 0 WOROEHOL Qi 0¢& ] . -
”, -Q\ e 'i’n-gm ’ "Q‘L ‘\‘: E" i i - I _ 72 "Y. \ 'r Y g P urm T rr B v v 7 TN ron (Q
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Outstanding amount
The outstanding amount to be reported for UoP structures is calculated as follows:

0001 0OHQNOIMDOOT 0 DOHRNOEDIQEOANE OPRIQOREEDAQR 6 D061 Q

This outstanding amount is used to calculate portfolio numbers for the economic emissions intensity and
the data quality score.

For integrated UoP structures, the allocation percentage in the above fornaliall be assumed as 100%
since emissions are calculated both for the allocated and unallocated amounts. For separate UoP
structures, the allocation percentage is calculated as follows:

9 Ifan Fl is both an investor and an issuer, and the Fl is already reporting financed emissions for its lending book in linartuththis data can be
directly used for the financed emissions of integrated UoP structures issued by the FI.

® Partnership for
N\ PCAF & 102
v / Financials



FINANCED EMISSIONS THIRD EDITION

5 o0 E OBBIOs H B BTG DD | ,&7@,Bh 6001 0OOHQRNOMD 01 6 W01 Q
0aaéw Q& 'O & 5 DD o O+ e T T . T
» Y O'@MO QRQUXEYE D 01 6 WO 01 Q

For example, if an investor has put 50 MEUR in a debt fund with a total size of 100 MEUR and the debt fund
has invested 10 MEUR in underlying assets, the allocation percentage will be 10/100 = 10%. This means
that 10% * 50 MEUR =5 MEUR is used as the @aungding amount for the calculations.

If the outstanding amounts in the underlying assets are not available, the invasiay use the asset values
listed on the balance sheet of the UoP structure to estimate the outstanding amounts.

For separate UoP structures, the allocation percentage is 0% at issuance, unless assets are immediately
allocated at issuance. When the UoP structure is fully allocated, this is 100%. If the allocation percentage
for a separate UoP structure is unknown,dlassumptionmay be made that the allocation percentage is
100%. However, if this assumption is made, financed emissiastwgall be calculated for the unallocated
amounts of the separate UoP structurethis ensures consistency between the calculations ohéinced
emissions and outstanding amount. Financed emissions can be estimated for unallocated amounts by, for
example, using the estimation approach based on data quality score 5 below.

If reported emissions of the UoP structure are not available, emissions of underlying assets can be
estimated in line with the applicable asset class methodologies. For example, the Project Finance chapter
allows emissions to be estimated using default essions factors based on physical activity (e.g.,
tCO.e/MWh) or economic activity (e.g., tGB o k WY n W 1JAdH dUFIHYLUC Wd 9387 b HOLL

The data quality score for the UoP structusball be calculated based on a weighted average by
outstanding amount of the underlying assets. If there are no assets allocated under the UoP structure, the
data quality score cannot be defined.

Emissions estimations based on data quality score 5 for corporates and projects

It is recognized that data availability will remain a challenge until issuers report emissiérnisonetheless,
investors (and/or their data providers) can estimate emissions of UoP structures comprising of corporate
and projectbased assets based on the data quality score 5 used in the asset clagsesisted Equityand
Corporate Bonds, Businesd.oans andUnlisted Equity, and ProjectFinance. The equation to calculate
financed emissions becomes:

% For equity funds, it is technically possible for the allocation percentage to be above 100% since the outstanding amouwmtiisied equity is

calculated by multiplying the relative equity share with the total equity for the underlying assets. This raghe be larger than the asset value listed on

the balance sheet of the UoP structure.

1 For example, the Handbook for a Harmonized Framework for Impact Reporting from the International Capital Market Assodiahibk) (mentions

CHt YieqUWUGRY + RYUt We UT W1 Whsgq6l WRUT RAGqYIt kWnYIl WHYI q¢ RUW WHqVY! + WA qwUY quWet W
https://www.icmagroup.org/assets/documents/Regulatory/GreeBonds/HandbookHarmonized Frameworkfor-Impact-ReportingDecember2020-

151220.pdf
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Outstanding amount: The outstanding amount used depends on whether emissions are intended to be
estimated for the allocated amounts, unallocated amounts or for both. For example, if emissions data is
available for allocated assets under an integrated UoP structure, the datalgy 5 estimation can be used
only for the unallocated assets. If no emissions data is available at all for an integrated UoP structure at
issuance, the data quality 5 estimation can be used to estimate emissions for the allocated and
unallocated amounts combined.

Emission factors: The asset classesisted Equityand Corporate Bonds, Businesd.oans andUnlisted
Equity, and Projectinance provide further guidance on where to find suitable emission factors, such as
EEIO databases. For example, if certain underlying assets are solar projects, this can be captured by a
specific emission factor for the solar sector. For green bonds, emissioctéas could be mapped to
categories defined by the ICMA Green Bonds Principi&s.

Allocation percentage sectors : The percentage of funds that has been allocated to different sectors. If
direct allocation data is not available, these percentagesay be estimated based on supporting
documentation. For example, a prospectus or bond framework might indicate what sectors the money is
earmarked for.

172 https://www.icmagroup.org/sustainablefinance/the-principles-guidelines-and-handbooks/greenbond-principles-gbp/
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The GHG accounting treatment for different UoP structures is summarized in Figur@5The questions in
the figure are further elaborated below.

Figure 5.7-2. Decision tree for GHG accounting treatment for UoP structures

Key questions GHG accounting treatment
Question 1: Is there evidence that the proceeds ‘No’ Structure cannot be qualified as UoP structure.
of the structure are allocated to specific assets? This method cannot be used.
‘Yes’
Question 2: Does the UoP structure have control ‘Yes’ UoP structure shall be accounted foras a
over the underlying assets? corporate or project.
‘No’
Question 3: Is the UoP structure debt-based with ‘Yes’ UoP structure shall be accounted for based on
one fully allocated asset? the applicable asset class methodology.
No’
Question 4: Are the underlying assets part of the ‘No’ UoP structure is a seperate UoP structure and
issuer’s balance sheet? shall be accounted for using this method.
‘Yes’

UoP structure is an integrated UoP structure and
should be accounted for using this method if
possible, feasible and material.

Question 1: Is there evidence that the proceeds of the structure are allocated to specific assets?

To answer Question 1 as Yesfinancial institutionsshall be transparent as to why an investment qualifies
as a UoP structure. For this, it shall be evidenced that proceeds are only allocated to specific assets, for
example through legal documentation at contracting or allocation reports by the issuer.

For the calculation of financed emissions, it is not relevant whether a UoP structure can be labeled
 GURRNRHCOO! Wet AWnY! WI+¢dGauaAWN! WUk A lHopl reflddt RqRYUWNn RU¢
actual emissions of underlying assets. Therefore, such labeling methodologies are outside the scope of

this method. Nevertheless, this method is particularly useful for UoP structures with-arbon assets,

such as green bonds and green loans, asllows for the accounting of emissions based on thes

underlying assets. This will generally lead to reduced financed emissions compared to iskaved

estimates.

When answer to Question 1 is Na If there is no sufficient evidence that proceeds are allocated to specific
assets, the structure cannot be qualified as a UoP structure, and this method cannot be used. The asset
class is selected based on customer segment classification in Step 3a guFé 51 of Part A. Examples are
general purpose loans, working capital loans and general corporate bonds.

Question 2: Does the UoP structure have control over the underlying assets?
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To answer Question 2 as YesOnly UoP structures that provide equity can have control over the
underlying assetst’”® The main example of this is a telpvel holding company in a corporate structure. In
this case, the financials of the underlying assets are generally consolidated on the balance sheet of the
holding company. The holding company uses the GHG Protocol Coap® Accounting and Reporting
Standard to define its organizational boundaries. If a control approach is used, the scope 1 emissions of
the underlying assets are consolidated as the scope 1 emissions of the holding, and similarly for scope 2
and 3. If an guity share approach is used, the emissions of the underlying assets are proportionally
consolidated based on the equity share.

In essence, a UoP structure with control over the underlying assets is equivalent to a corporate. Depending
on whether the UoP structure is listed or notsthall be accounted in line with the Listefiquity and

Corporate Bonds method or the Busineskoans andUnlisted Equity method. There is one exception to this
rule T the UoP structureshall be accounted in line with the Projediinance method if (1) there is one fully
allocated asset under the UoP structure and (2) this asset is a project. This happens, for example, when a
special purpose vehicle is set up to finance a project.

If answer to Question 2 Is Na If the UoP structure does not have control over the underlying assets, it can
be conceptualized like a financial institution because the UoP structure is essentially an entity that
provides debt or equity. As a result, Part A is applicable to the UoPcsting, which means that financed
emissions can be calculated for the UoP structure itself. One important consequence is that UoP
structures shall apply the control approach to consolidate emissions, as outlined in sectiondaf.Part A.

Question 3: Is the UoP structure debt based with one fully allocated asset?

To answer Question 3 as YesA debt based UoP structure has only debt flowing in and out of the
structure, i.e. investors provide only debt to the UoP structure and the UoP structure provides only debt to
underlying assets. When there is only one underlying asset to which all dethterdebt based UoP

structure is allocated, the UoP structurshall be accounted for based on the applicable asset class
methodology. The asset class is selected based on asset type in Step 6 of Figliref3art A. Examples

are motor vehicle loans, mortgages, and commercial real estate.

If answer to Question 3 is Na The UoP structure can be accounted for using this method and the specific
GHG accounting treatment is determined based on questions 4 and 5.

Question 4: Are the underlying assets part of theR t 1 2 dalancd sheet?

If answer to Question 4is Yesf nWaq é JWe UT 131 G! RUNWEH + Dt Wel DWGE ! qWYnWaé 1
bl edgel DWRY WHec GO UT WeUOWhRUqUINI ¢qT WOYALWY gl eH#Hagel Ik IOWE +

173 Control is used as a combined term here to refer to both the financial control and operational control approaches underHi@&/otocol Corporate
Accounting and Reporting Standard.
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Loan contracts specifying that proceeds will be allocated to designated projects, or to the

purchase and refinance of residential property.

Labeled debt, such as labeled bonds and labeled loans. In this case, the issuer allocates assets to

Q6 WWOYAUWY ql efrAqgel WWHet DT WY UOWRDI qe¢ RUWHAGC! ¢ Haqldl Rt qRHAY

Integrated UoP structureshould be accounted for based on this method, but investonsay calculate
financed emissions based onissuedi 132 130 WIT ¢ g ¢ Weit JIW WHqRYUWh Ee ¢ qRYUL WqVY L

To answer Question4asNoN & JWe UT I ! RUNWet + Wat WHe¢ UWe GGUe !l WY Ulqé 13 LWE
assets (e.g. a project the issuer owns and operates) or as financial assets (e.g. a loan the issuer provides to
CWHYAOGeU! b loWf nWaé We UT 131 §! R Udddd sSHedt, they Yol étludiutd Us¥atjed @ ¢ | q WY n W
ht DGCEIl ¢ qUWOYALW gl eHagel DKIOWE+¢ GGGt Wel YW WAqWne UT + AWGH
vehicles. Separate UoP structureshall be accounted for using this method.

For UoP structures accounted using this method, investaisall draw the assessment boundary around

the underlying assets in line with the follethe-money principle, i.e. around the yellow box in Figure 87

N6Rt WaWe Ut Wagécaqgé Wt #AYGUWNWIGRY + RYUY WYynwe UOT I 6! ROUND W
category 15 as the financed scope 1 emissions of the investor, and similarly for scope 2 and 3.

Figure 5.7-3. Assessment boundary

Investor

UoP structure
Financed Other
Scope1 Scope 2 emissions Scope 3
Underlying assets
Financed Other
Scope1 Scope 2 emissions Scope 3

L

When the assessment boundary is drawn around the underlying assets, the implicit assumption is made
that the UoP structure does not generate any other material emissions than those related to the underlying
assets. This is generally accurate as a UoP stiwre itself essentially does not have any independent
economic activities. However, an argument can be made that the UoP structure also has scope 3
emissions related to purchased services from the issuer. The logic followed is that the management of a
UoPstructure by the issuer generates emissions, for example for business travel to perform due diligence
for potential investments or for office buildings that are used by the issuer. The UoP structure might pay a
management fee for these services. Howevehjs method considers that these emissions related to
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purchased services from the issuer are not material compared to the emissions of the underlying assets
and can therefore be neglected in the GHG accounting approach.

NEWWEWq6 VYT YOYN! WYeqadRUNDT WRUWq6 13A¥ A¥RRUW2 DHqRYIUA IS 6 ¥V WE K
loans without known use of proceeds or equity. Und@r overallocation of emissions can occur if the

emissions and total debt’ of integrated UoP structures are not correctly considered by AdoP

investors.

To resolve this issue, nelloP investorshould calculate financed emissions by restricting their
ctt Wt GUNUqWAY2U0T ¢l ! WqYWqé DWRY + 21 kt Wett gt WOYqWHRY21II 1
calculate financed emissions becomes:

6600 06HdR0S K 6t 4 amacol | GYE b0l | Ot & |
e R T L LI L v LA T Rl o~ O€E a a 1 & a 1 € €1
Ow"@OI"YE 0OWiIpo "QOYE 0OWAwWOYE RQ6d d

In practice, this is only feasible when the emissions and total debt of integrated UoP structures are
separately disclosed. Therefore, when a financial institutimsuesan integrated UoP structure, the
institution shall report separately the emissions (in line with applicable PCAF reporting requirements) and
total debt covered by the structure to inform investors in the structure. In addition, when financial
institutions invest in an integrated UoP structure, thekiould encourage issuers to implement similar
separate reporting.

Nevertheless, norRUoP investorsmayH ¢ i Ha G ¢ qUWNn RUc UHDT WG R + RYUY WAHe¢t 3T wyo
debt and emissions. Investors may choose to do this due to the following reasons:

Theoretically impossible due to interconnected emissions: the emissions of integrated UoP

gl ergel Dt WRCUUYqWARBWRUT WGWUT WU0qa! Wl ¥3nRUWVT OW[ YI WG Y
Gl YTUHqt Ws Rad Ye qlUc W WGE | Bngriddlaseticlassl #1J W 6 1313 qk WR U Wa 6 1WA
Theoretically impossible due to interconnected debt + equity: the total debt of the integrated UoP

bl erdgel U WRCUUYqUWADW IGe!l ¢qllT Wnl YOG Wg6 DWRE + 2131 k1t WaV
since the financed emissions of sovereign debt are calctdd using PPRadjusted GDP instead of

total debt + equity, it is theoretically impossible to adjust the PEBjusted GDP for the debt of

integrated UoP structures.

Practically not feasible: there is no sufficient data available to adjust.

YqWac¢cqll RetalWgs DWRUqUINI ¢qT WOYAW ql eHael 13 Wel W 136
emissions and total debt + equity, i.e. the adjusted and unadjusted figures would practically lead to
the same results.

17 Investors can only provide debt to integrated UoP structures, not equity.
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When an investor has both UoP instruments (e.g. green bond) and-do® instruments (e.g. general
corporate bond) in the same issuer, and the investor uses this method to calculate asgetcific

emissions for its UoP instruments, the investehall make an adjustment for its nottJoP instruments

based on the data used for its UoP instruments. An exception is only allowed if it is theoretically impossible
to make the adjustment, for example if issuéevel emissions cannot be calculated or there is

interconnected debt + equity (e.g. for sovereign debt).
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5.8 Securitization and structured products

The purpose of this method is to provide guidance to financial institutions on how to calculate financed

emissions of securitizations and structured products. The methodology leverages existing guidance on

residential and commercial mortgages, business loga, and motor vehicle financing, and where relevant

provides a recap of key points, but further information is available in the existing asset class guidance.

P61 DWW WH21 ROgRACqRYUY WeUT W ql erHagel UT WG YT andagt We | WG ¢ H
(e.g. green RMBS), ttsabchapteron Use ofProceeds Structuresand the supplemental guidance on

FinancedAvoided Emissions may be relevant.

Similar to other bonds, the issuance of structured products involves capital market functions. Part B may
be updated in due course to provide a specific methodology for calculating facilitated emissions for
securitizations and structured products based othis methodology for financed emissions.

N6UWhEql edagel ¢caWrAHYUt RT Wl ¢qRYUt WROW WHz21 RGRA¢ qRYUt We UT
forms part of the method and is referenced where appropriate. All relevant terms and definitions can be
found in the glossary.

Securitization is the process by which incomgroducing assets are typically sold by loan/lease

originator(s) into a bankruptcyemote entity, ringfencing them from the corporate risk of the originator. The

entity can be a trust, special purpose vehicle®S), special purpose entity (SPE), or similar. This entity acts

as the issuer of the securities issued to investors, off the back of the asset collateral, which forms the

collateral pool for the deal. For some types of structures, such as covered bondsyothetic

securitizations (which are also covered by this methodology), the collateral pool (also known as reference
GYYiubWace! W Wa¢cRUWYUWq6 WMWYl RDPRUcqVYI! kt WHecOGcUHDW 61313 qLWl ¢
achieved through alternativéegal provisions and contractual structures. For simplicity, this guidance

I InJlt WqYWg6 WWR + 2eRUNWIUqRa! Als 6RAG WS YUT + Waqé WY GGOCE qld

Assets in the collateral pool are held solely for the benefit of the investors. The assets could include a
FRUNDGUWOY¢ecUoOWet DWY! We WEGYYOaWYnWayYe Ut oGWet 13t OW[ Y1 Waé6 13 LW
throughout this methodology to represent bbtloans and leases.

In securitization, investment banks create bond tranches by structuring the repayment of the debt (from
the underlying assets) into different priorities to meet varying investor demands for risk, yield, maturity, etc.
These tranches create the capital stoture or capital stack. Bonds are typically issued by the SPV for each
tranche and sold to investors.
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Figure 5.81. Typical securitization process

Borrower sfef i
T oans Securitigg
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Loans .
Borrower Originator SPV Investors
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Borrower ca

[ YI Waé W ¢t DWYnweHYUt Rt qUUR! Allgé JWaqldl G Wmst ql eAgel JT WG Y
mean any whole loans (untranched), private asskeacked finance, and public securitizations where assets
are legally ringfenced to achieve bankruptcymeteness.

This asset class includes securitizations and structured products with various types of underlying
collateral. An evaluation of the underlying collateral must be performed to determine the applicable
methodology.Table5.8-1 provides a summary of common collateral types that underpin structured
products backed by different assets.

Table 5.8-1. General description of structured products in scope

Collateral type Structured Structured product Inclusion guidance and PCAF reference
product investment
type/acronym
Residential and | RMBS Agency and NormAgency Included
commercial real Residential MortgageBacked | Built upon PCAF guidance in Part A
estate Securities (RMBS) (Mortgages subchapter 5.5)
CMBS & CMO | Agency and NorAgency Included
Commercial Mortgage Built upon PCAF guidance in Part A
Backed Securities (CMBS) | (Commercial Real Estate subchapter 5,4
Commercial Mortgage and Mortgages subchapter 5.5 as
Obligations (CMO) appropriate)
Mortgage Residential Mortgage Included
Covered Bonds | Covered Bonds Built upon PCAF guidance in Part A
Commercial Real Estate (Mortgages subchapter 5.5, Commercial

Mortgage Covered Bonds Real Estate subchapter 5.4)

ABS/MBS Other Property Backed Asset Included
Backed Securities (such as, | Built upon PCAF guidance in Part A
Triple Net Lease, (Commercial Real Estate subchapter 5.4)

Manufactured Housing, Data
Center, Single Family Rental,

Timeshare)

Business loans & | CLO & CDO Collateralized Loan Included

Corporate bonds Obligations (CLOs) Built upon PCAF guidance in Part A
Collateralized Debt (Business Loans and Unlisted Equity
Obligations (CDOs) subchapter 5.2 andListed equity and

corporate bonds subchapter 5.1for CLOs,
and as appropriate for CDOs

® Partnership for
\ P‘ A E Carbon Accounting 112
v / Financials



FINANCED EMISSIONS THIRD EDITION

Auto loans & ABS
leases

Automotive Asset Backed
Securities (Auto ABS)

Included
Built upon PCAF guidance in Part A (Motor

Vehicle Loans subchapter 5.6)

Structured products out of scope

Other hard ABS Other Hard Asset Backed Not included, unless Fl has access to asset
assets ABS (e.g. Aircraft, Solar, level emissions data, in which case it would
Railcar, Equipment) be optional

Miscellaneous | ABS Consumer Related Not included, as no PCAF guidance is
Structures (Credit Card available yet, unless the FI has access to
Receivables, Student Loans, applicable asset level emissions data (small
Small Business Loans, Hom( business loans)

Equity Loans, etc.)

Other structures (e.qg.
receivables, commodities)

not backed by hard assets

Public Sector Covered
Bonds, Land and Forest
Covered Bonds

Covered bonds Not included, as no PCAF guidance availabl
yet for public sector financing (except for
sovereigns; subsovereigns remain out of

scope) or for landbased financing

The methodology cannot be applied if the nature of the assets held in the collateral pool is not known, i.e. a

GYYt Wadl YeNSWqYWaqé WWwe UT W1 a! RUNDWEH + Uat WRY W PDhe RI WJT AlWet
pertains to both asset class and sectoFor the avoidance of doubt, loans backed by hard assets that are

also the subject of a guarantee (e.g. U.S. Agency credit guarantees) fall within the scope of the

methodology since the structured product investor and not the guarantor has financed thaloa

N6WWhEql efdagel ¢caWrAHYUt RT Wl ¢qRYUt WROW WH21 ROGRA¢ qRY Ut WwWe U7
provides guidance on approaches for different types of:

Structures: revolving pools, significant/credit risk transfers, synthetics, master trusts, warehouses,

Re-REMICs, private transactions (all in scope). repurchase transactions, TBAs (out of scope) and

Exposures within structures : interest/principal only tranches, overcollateralization, risk retention (all
in scope), reserve funds, liquidity facilities, hedging, (out of scope), subordinated loans, excess
spread, residuals (subject to deal specifics)

Guidance for choosing an approach to calculate financed emissions for Securitizations and
Structured Products (SSP)

Figure 5.82 provides guidance for choosing an approach to calculate financed emissions for
Securitizations and Structured Products (SSP).
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Figure 5.82. Guidance for choosing an approach to calculate financed emissions for Securitizations
and Structured Products (SSP)

Step 1:Is the SSP on balance sheet?

Yes’ No* Main route
Optional
SSP (Investor, Issuer, L
Originator) SSP (Originator)
“No”
Step 2: Is the collateral real asset debt, Out of Scope

corporate debt, auto or hard asset receivables?

Step 3b: Would net collateral sale

Step 3a: Is the collateral GSS+ or No’ proceeds finance corporate
“Yas’ similar?** Is the SSP a Secured projects of the Originator, e.8.
Green Collateral Bond*? GSS+ or similar debt?** Isita

“Yes’/ No’ Secured Green Standard Bond*?

‘Yes’
Step 4c:Isth llateral
Step 4a: Is the collateral Step 4b: Is the collateral ap 2a: 8 the Co-atera
real asset debt? corporate debt? auto or hard asset
: P : receivables? Use of Proceeds
Structures
Step 5a: Classify based Step 5b: Classify based Step 5e: Classify based
on assettype. on customer segment. on assettype.
Mortgages Corporate Motor Vehicles
Residential Mortgages Listed Equity & Gorporate Motor Vehicle Loans
Bonds
i Unlisted Equity &
o] L Real Estat: 1
ommercial Real Estate Business Loans Hard assets
Co ial Real Estat . Use available emissions
I - N E S RIDJISCE information
Project Project Finance
Project Finance
*As defined by ICMA in the Green Bend Principles
{June 2022 Appendix)

** GSS+ or similar refers to Green, Social,
Sustainability, Sustainability-linked or Climate

Step 6+. Apply pool, deal, tranche, bond and other calculations as per methodology ;;?:E;';ﬁ'mgm&g AT,

Step 1: Is the SSP on balance sheet?

Toanswer YesNG DWEEAWI+GYt 2l DWRt W ol wylWagqéWwnRUcURRECOGWRUY q
sheet. Issuer special purpose vehicles (SPV) or similar are financial entities, which may hold deal tranches

or balances. The Originator or third party may hédéns in the warehouse and deal structuring phase,

pending sale as collateral to the issuer. In some structures, such as synthetics and covered bonds, the

HYGOcqUl ¢coWGYYawWac! W waerRUWYUWq6 W+t 2131 o §lIARNDRUC qVYI ki
should be calculated and reported accordingly using the SSP methodology.

Toanswer NaNG6 DWEEAWI+GYt 2l DWRY WOYquwé ol wyUWagqé WWnRUcURRE O WR
Originator has sold the collateral into the SPV but may, for instance, have residual claims. Financed

emissions should be calculated and reported accordingly usingetSSP methodology.

For more information on SSP and parties involved, see the next section of this methodology. Regardless of
whether the SSP is on or off balance sheet, the next step is to determine the nature of the collateral.

& ® Partnership for
\ P ‘ A E Carbon Accounting 114
v / Financials



FINANCED EMISSIONS THIRD EDITION

Step 2: Is the collateral real asset debt, corporate debt, auto or hard asset receivables?

To answer Yes The collateral pool securing the SSP exposure consists of identifiable real asset debt (such

as commercial or residential mortgages), corporate debt (such as business loans or corporate bonds),

auto loans, or other hard asset receivables (e.g., leasedaams secured by physical assets). These types
YnWHYOGGeqWl ¢cdWe!l DWs Raq6 RUWq6 DWWt #Y GI-tE h Mie 0 0 WBEIE &GEH Va8 WY
underlying collateral to determine the appropriate financed emissions accounting. Such assets are

currently in scope for Part A of the Financed Emissions Standard and the financial institution should

proceed to further classify the collateral type and apply the SSP methodology.

Optionally, consider Step 3 if the deal carries a GSS+ or similar label, before proceeding to, or skip and

proceed directly to Step 4.

To answer Na The collateral pool securing the SSP exposure does not include real asset debt, corporate
debt, auto loans, or hard asset receivables. Examples include securitizations backed by credit card
receivables, student loans, home equity loans, etc. as per thél@above. Such assets are currently out of
scope for Part A of the Financed Emissions Standard and therefore are not accounted for under the SSP
methodology.

Step 3a (Optional): Is the collateral GSS+ or similar? Is the SSP a Secured Green Collateral Bond*?

Toanswer Yesa WNG6 JWONqWG! YREDUT + WnRUcUHRPDWe UT oY! W WnRU¢ U W6 1
collateral backing the SSP exposure is designated as GSS+, i.e. Green, Social, Sustainability,

Sustainabilitylinked or Climate Transition debt, according to recoiged standards (e.g., ICMA Green Bond

Principles (2022, 2025), ICMA Climate Transition Bond Guidelines (2025), EU Taxonomy, Climate Bonds

Initiative Taxonomy and Standard). The SSP is a Secured Green Collateral Bond, as defined by ICMA in the

Green Bond Principles (June 2022 Append&ich assets are currently in scope for Part A of the Financed

Emissions Standard and the financial institution should proceed to further classify the collateral type in

Step 4 and apply the SSP methodology.

Toanswer Naa Wf nWaqé DWHRYGGEc qll ¢ WRt WOYqW] EE€AWA: qligé IwWwe Ut 5131
should proceed to further classify the collateral type in Step 4 and apply the SSP methodology.
Optionally, consider Step 3b if the deal carries a GSS+ or similar label.

Step 3b (Optional): Would net collateral sale proceeds finance corporate projects of the Originator,

e.g. GSS+ or similar debt? Is it a Secured Green Standard Bond*?

To answer Yes The net proceeds from the sale of the collateral pool are used by the originator to finance
corporate projects that are designated as GSS+, i.e. Green, Social, Sustainability, Sustainabikisd or
Climate Transition debt, according to recognized stdards (e.g., ICMA Green Bond Principles (2022,

2025), ICMA Climate Transition Bond Guidelines (2025), EU Taxonomy, Climate Bonds Initiative Taxonomy
and Standard). The SSP qualifies as a Secured Green Standard Bond, where the financing sugpectfic
corporate projects rather than being directly backed by green/social/sustainable collateral. In this case,

the financial institution may apply the Use of Procee8¢ucturesmethodology, which accounts for the

use of proceeds in financing eligible projects.
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Step 4a: Is the collateral real asset debt?

To answer Yes The collateral pool includes identifiable real asset debt, such as commercial or residential
mortgage loans, or other loans secured by tangible assets. These assets are held in the collateral pool and
are within the scope of the SSP methodology. The ficiahinstitution should proceed to Step 5a and apply

the SSP methodology.

Step 4b: Is the collateral corporate debt?

To answer Yes The collateral pool consists of identifiable corporate debt instruments, such as business
loans, corporate bonds, or other debt issued by companies or SSP issuers. These assets are within the
scope of the SSP methodology. The financial institution shoptdceed to Step 5b and apply the SSP

methodology.

Step 4c: Is the collateral auto or hard asset receivables?

To answer Yes The collateral pool includes auto loans or other receivables secured by hard assets, such
as equipment leases or loans backed by tangible physical assets. These types of collateral fall within the

scope of the SSP methodology, or reported emissions detavailable from the Issuer for the collateral.

The financial institution should proceed to Step 5¢ and apply the SSP methodology.

Step 5a: Classify based on asset type

NE6WWnRUecUARCUGWRUY qROé&IqRY N dkddY € @11 YIE &6l d) VIdldlduid W&y §1 131
determine the appropriate financed emissions accounting, using the corresponding asset class

methodologies for real assets.

Step 5b: Classify based on customer segment

N6WWnRUecUARcUOWRUt qROélqRY Bdlk @y E @1 YWE €& d Ykl dlduid My ©1 131
to determine the appropriate financed emissions accounting, using the corresponding asset class

methodologies for the given customer segment.

Step 5c¢: Classify based on asset type

NE6WWnRUecUARC UG WRUY qROéIqRY N dlkdd E @01 YWE &6l ViIdldlduid My §1 131
assets to determine the appropriate financed emissions accounting, using the corresponding asset class
methodologies for the asset type. For neauto hard assets, the institution should obtain reported

emissions data for the collateral if it intends to use the SSP methodology.

Step 6+. Apply pool, deal, tranche, bond and other calculations as per SSP methodology.

Guidance: Once the collateral type and structure have been identified (real asset debt, corporate debt,
auto or hard asset receivables), the SSP methodology requires a rheMel attribution process to allocate
financed emissions accurately and avoid double countn

Calculate asset-level emissions: Determine the absolute scope 1 and scope 2 emissions of the

individual loans or leases in the collateral pool, using the best available data or estimates per

asset class g

N /. PCAF

uidance.
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Attribute emissions to individual loans : Use collateral attribution factors (CAF) based on current
outstanding amounts (COA) and asset values at origination to allocate emissions to each loan
within the pool.

Aggregate loan emissions to the collateral pool: Sum the emissions of all loans to determine

the total financed emissions of the collateral pool backing the SSP.

Allocate collateral pool emissions to deal tranches and retained interests : Distribute the total
pool emissions to each tranche of the securitization structure proportionally based on the nominal
amount of each tranche relative to the total pool nominal amount. This includes any retained
equity or risk retention positions heldybthe originator or sponsor.

Attribute tranche emissions to investors : Allocate emissions to investors based on their share of
holdings within each tranche, reflecting their economic exposure.

Additional guidance

When the net proceeds of the securitization and structured product finance and/or refinance the

20T I a!' RUNWetH T Ugt WeiqéWWhHEYGOGCcql ¢clkb AWYI W6 JWRY + 2¢ UR
accordance with the ICMA Green Bond Principles (Ju@22 Appendix), this methodology should be

applied. If the net proceeds of from the sale of the collateral into the securitization or structured product

are intended to be used by the originator to finance and/or refinance specified-oproceeds corporae

Gl YTUHqt AWYI W6 WWRt + e¢ URNDWRY WHE¢HPDGOUT Wet We WhEWH: T IT W
Principles (June 2022 Appendix), the Use of Proceeds Structures subchapter may be relevant.

Securitizations and structured products are complex and involve multiple parties along the structured
product investment chain, including:

Originators: Originators are often, but not always, FIs who originate and/or contribute assets to the
securitization. The originator, sponsor, or original lender will include any assets held outside of the
securitization as financed emissions under Part A, and thislirdes the loans destined for the deal,

but pre-securitization. As loans are moved into the SPV, the originator may be able to reduce their
financed emissions for the removed assets. Any loans retained by the originator, or in structured
dealswhere there is no true sale to an SPV (such as covered bonds or synthetic securitizations),
would be accounted for as financed emissions under Part A. For the sake of consistency, we will use
Q6 NWall §WwuYl RDRUCE qVYI wilg VY WG & kerdétof helldavB) RMER UC q Y I AWt GY Ut
securitization.

Investors: Investors (including investment banks acting as investors, or other parties participating in
the deal as investors) will include any emissions associated with investments in structured products
as financed emissions under Part A.

Arrangers/Banks/Intermediaries : Arrangers assisting with the structuring and placement of the
investment product at preissuance are responsible for most deal support (i.e. structuring advice,
investor book, allocation, and roadshows). There are other roles such as underwriters, lead
managers, banks, etc. Facilitators should account for emissions related to the transactions they have
facilitated, as facilitated emissions under Part B as and when facilitated emissions guidance for this
asset class becomes aailable.
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Figure 5.83 illustrates how emissions are allocated throughout the loan origination and securitization
process. When the loans are originated, the originator accounts for them as financed emissions. If they use
a warehousing bank to hold loans until there sufficient volume to issue a deal, the warehouse bank

would also account for the loans as financed emissions for any portion it holds.

The transfer of the collateral pool from an originator to the SPV, and the issuance of bonds by the SPV
happens simultaneously at deal closing. Once the bonds are issued and sold (allocated) to investors, the
emissions associated with the assets in the uedying collateral pool should be accounted for by the

holders of those securities. Investors shall either use financed emissions reported directly by originators or,
if this data is not available, look to estimate and report financed emissions using rteshodology and the

best quality data available. For more guidance on data, $Bata required and data quality scoksection

below.

Whether or not the originator needs to continue accounting for the emissions depends on considerations

such as the jurisdiction, whether the securitization transaction will be-densolidated, and if they retain

part of the loans or invest in some of thesued bonds. Additional guidance on calculating emissions for

| Rt t Wl WaqWUqRYUWRc OUWHWWNn Y2 Ul WRUWq6 WWhEql eAqel ¢dWwWrYUt RIT
section.

Figure 5.83. Allocation of emissions (financed and facilitated) throughout the loan origination and
securitization process

Primary Market Securitization

Loan Origination (at deal closing/note issuance) Secondary Market Trade
Financed Emissions Financed Emissions Financed Emissions
* Originator ¢ Investor » (Different) Investor
¢ Originator/Sponsor (for any * Originator/Sponsor (for any
retained exposure only) retained exposure only)

Facilitated Emissions
* Investment Bank etc.

Warehousing stage

Financed Emissions
* Originator/Sponsor
* Warehouse Bank

Note: Emissions should be allocated to an institution based on the role it is performing, noting that an institution may perform more
than one role in a transaction (and therefore be allocated more tan one type of emisién). For example, an investment bank may act
as an investor (e.g. via a treasury or through its trading book: financed emissions) and also a syndicate bank for transactions
(facilitated emissions).

The guidance is focused on the most typical securitization structure, where assets are pooled and

transferred to an SPV which issues tranched securities. However, there are various structures (e.g.

synthetic securitizations, where the credit risk is tramdl | 17 WHz2 q g6 WWet + Wat W WGe RUWY UL
balance sheet) and structural features (e.g. splitting bond tranches into interesty and principaionly
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strips). Further guidance on how different structure types and structural features are handled can be found
RUWq6WWhEql efqel ¢caWAYUt RT Wl ¢qRYUt WRUW WHEz2l RqRAcqRY Ut W
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Emissions accounting for a structured produsthall cover the absolute scope 1 and 2 emissions related to

the hard assets backing the underlying collateral of that produlet.the same way as the emissions from

qélWet t Wt WHeHt RUNDWAEYe Ut WnedaWeUT U W HYGRHED WIHE qINY I ! W
AecacURDW 60 0qAWq6 It DWIGRE + RYUL WnceadWeUT idhsllt #Y GIJWOLWHE q
inventory when the loans are held in an SPV (e.g. as part of a securitization transaction).

Real estate: Emissions accountinghall cover the absolute operational scope 1 and 2 emissions related

to the energy use of the property financed, on a whole building basis, i.e. energy use includes the energy

HYUt 2G0T WA! Waé WWHa RGT RUNK t LWVdS Mo findhaed ditisEidndlfiord thé 13T Wn ¢ HR
construction or renovation of buildings and embodied carbon (scope 3 emissions) if required by the

jurisdiction where the Fl is located.

Business loans and corporate bonds: Emissions accountingshall cover the absolute scope 1, scope 2
and scope 3 emissions of borrowers and investees. Financial institutishsill separately disclose
absolute scope 3 emissions from scope 1 and 2 emissions of borrowers and invest8eparate reporting
allows for full transparency while acknowledging potential double counting.

Auto loans/Leasing: Emissions accountingshall cover the annual scope 1 and scope 2 emissions of the
vehicles being financed. Flsay report scope 3 emissions related to the production of vehicles, delivery of
vehicles to buyers, or decommissioning of vehicles after use if required by the jurisdiction where the Fl is
located.

Other hard assets: Emissions accountingshall cover the annual scope 1 and scope 2 emissions of the
equipment being financed. Flmay report scope 3 emissions related to the production of equipment,
delivery of equipment to buyers, or decommissioning of equipment after use if required by the jurisdiction
where the Fl is located.

Emissions accounting fostructured productsrequires consideration of both the hard assets in the
collateral pool and the securities created through the transaction. More specifically, the emissions
allocated to the securities are derived from the emissi® attributed to the collateral pool, which in turn are
determined from the emissions of the underlying hard assets backing the loans in the collateral pool. There
are, therefore, five steps in the financed emissions attribution to investors:

Calculate asset level emissions of thadividual loans.

Attribution of underlying asset emissions to individual loans in accordance with asset class

guidance under Part A, i.e. in accordance with guidance as referenced in Tablel 5.8

Attribution of loan emissions to the collateral pool, effectively a portfolio of loans.
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Attribution of collateral pool emissions to the bond structure and allocation to each of the deal
tranches, as well as to any retained interest, or equity, in the deal.

Attribution of tranche emissions to the investor, based on the share of holding relative to tranche
size.

Figure 5.84. Overall attribution approach

Underlyi Emissi Emissions Emissions Emissi
nderlying IT.”SSIOHS attributed to attributed to H.MSSIOHS
asset attributed to . attributed to
. colateral deal and its .
emissions loans investor

pool tranches

Attribution of Facilitated Emissions to deal arrangers/underwriters should follow the same approach, but
apply PCAF guidance under Part B.

Total financed emissions allocated to the various tranches of a securitization should be equal to
the emissions of the financed assets (no double counting between tranches). For these purposes:
a) tranche means each of the separate elements of the principal liabilities of the securitization
(e.g., class of notes, class of loan notes, stlbans, balancesheet financed covered bond
pool buffer amount / retained senior exposure of SRT transaction, enalateralization, etc.).
b) which, when taken together at their nominal amount, equal the nominal outstanding amount
of the loans in the pool at the closing of the deal.
Total financed emissions allocated to the various tranches of a securitization should be equal to
the emissions that would be attributed to the financed assets if they were on the balance sheet of
an originator (regardless of whether they are on the balarsheet of the originator or not).
Tranches of the securitization are allocated financed emissions where they are (largely) repaid
from (either directly or with reference to) the principal receipts of the loans secured by the
financed assets.
Financed emissions of loans that are securitized but remain on the balance sheet of an originator
will be accounted for by both the holders of the securitization tranches and the originator/sponsor,
but this apparent double counting is not inconsistent wiithe general approach to scope 3
emissions.
Unless specific tranches are backed by distinct, separately identifiable, pools of assets, individual
¢ttt Ut kWHIAGRY T RYUY W 6YedT WOYqWAWWEGOYHEqUT WaVY W GUHFE
distinct, separately identifiable, pools of assets, essions from those assets should be allocated
to the relevant tranches accordingly.

NEWWhEql efqgel ¢cdWAYUt RTWII ¢qRYUY WRUOW WH2l RORAEC qRY Ut Wwe U1
information on different types of exposures within structures and on structural features.

The attribution of asset emissions to the collateral pool and to the investor requires multiple attribution
factors.
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Figure 5.85. Attribution Factors Diagram for Structured Products

Collateral
Attribution
Factor

Loan 1

Loan 2

Loan 3

Loan 4

Loan 5

Loan 6

Loan 7

Loan 8

1. Collateral Attribution Factors
The collateral attribution factor (CAF) is used to attribute emissions of the underlying hard assets to the
loans held in the collateral pool underpinning the investment structure. These factors are asset class
specific to Table 5.8. All attribution facbrs reference the current outstanding amount (COA).

Senior Bond
Mezzanine
Pool of Bond Investment
Loans Attribution
Factor

Subordinate
Bond

Equity

Table 5.8 2. General Collateral Attribution Factor formulae

Collateral type | Structure Collateral attribution factor (CAF)
Real estate RMBS
CMBS & CMO v oo r r 1 L
0000¢€aQe wa
Mortgage Covered Bonds 0070 01 &N @omd®i QQQE GO C
Other PropertyBacked ABS,
MBS, or structured finance
Business loans | CLO & CDO By underlying asset:
and corporate 580 0000¢daQe da
bonds "Y& O'T@Y0 QDD 0 O
580 0000 ¢ &t da
0¢ 0 Ql PHORVOVG A 6EUTE "Q
0000 ¢ &t da
000 T o e R e
01 €1 QdNdd&I QQQE ®o C
Auto loans Auto ABS 550 0000¢& &t wa
Y€ OO d &I "QQQE HOo Q¢
Other hard Other hard assets back by ABS 580 6000¢dQe da
assets Y€ O @& "QQQE o Q¢
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CAFs should never exceed the value of 1.0. A maximum value of 1 should be applied to avoid artificially
creating emissions.

Where possible, Fls (e.g. originator, investor) shall strive to obtain the nominal value (rather than a market
value or net present value) of the COA of the loan at the time of GHG accounting to calculate the CAF.
Current outstanding amount is the currememaining principal balance outstanding of the loan (or the
current balance including accrued interest can be used if the current principal balance is not available).
Similar to Part A guidance, the attribution of emissions within securitized productsasdal on nominal

values in order to avoid unintended fluctuation of financed emissions as a result of market volatility.

If the COA cannot be obtained or calculated, the FI may use the nominal original outstanding amount (at
the point of securitization) to determine the collateral attribution factor and shall disclose this in emissions
reporting. Original outstanding amour(DOA) is the principal amount of the loan at the time of deal
closing, i.e. issuance.

Where possible, the asset value at loan origination should be used rather than any more recently updated
asset value. There are nuances to this approach in certain structures, e.g. US CMBS/ABS master-trusts
FJUWhEql edgel cOWRYUURLOUE @R U HIRE WU IIHE]l RO RAGO RN UHqRY

In order of priority or preference, the calculation for the CAF should be:
Current outstanding amount (COA) / Asset value at originat{@wwO)
Original outstanding amount (COA) / Asset value at originat{&ivO)
Current outstanding amount (COA) / Updated asset val(i¢AV)
Original outstanding amount (OOA) / Updated asset value (UAV)

b WewWdyYeUWGe! + W YsUAWqS6WWaYeUkt W98 WsRIGGWAHIW RnniJl 3Uq
mnYOiiaYs Waé Wi YUW! oINS Rt WRY WYnqUWUWa6 JWHE JWe qlg 6 JWGYR
et YOUT wlle qWT 3¢ O WiHoviYst aRattizadidad cahdlothér opphiynbintsyrélative to ¢he T
initial outstanding amount from the time the loan was first originated by the originator. The loan amount at
securitization deal closing is the OOA, as described above. Rdstsing, as the loan corihues to pay
down, the collateral attribution factor and financed emissions will evolve accordingly. Consideration
should also be given to any drawdowns, if provided for in the terms of the loan, but treatment would
depend also on the terms of the securttion.

Box 5.81. Note on amortization

Adjusting the outstanding amount for loan amortization captures the reduced level of financing, and
increased level of equity, i.e. amortization shifts the emissions from the Fls to the borrower -Redd
decarbonization would come from improvements imergy consumption and/or emissions of the
underlying assets. Analysis of change can be used to disaggregate the contributors to changes in
financed emissions and/or emissions intensity to isolate reabrld impacts.
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2. Loan Attribution Factor (LAF)

The collateral pool emissions are the total of attributable loan emissiofifie amount of attributed

underlying asset emissions factored into collateral pool emissions is proportional to the share of the loan
amount held in the pool relative to the totaddn amount. For example, if 50% of a loan is contributed to
collateral pool A and 50% to collateral pool B, the emissions attributed to the loan are split 50/50 between
the two collateral pools. If the full loan is contributed to the collateral pool, théf fattributed loan

emissions are factored into the collateral pool emissions.

The general formula for loan attribution factor (LAF) is provided below, but as noted above the loan
amounts factored in should be updated t€OAs for each emissions accounting period to reflect any
amortization and/or other capital repayment under the Ina

n , ey v e g AR 5 J 1
N ms xR . 2 € ODED OV € 0 Q@ £ € O
0 € &0 01 QWA ——F———— - .
e OUNCDED 00 € & Qe Ha

3. Tranche Attribution Factor (TAF)

The emissions allocated across all relevant tranches within the capital structure need to match the
emissions allocated to the collateral pool. Individual tranche allocations are based on the relative size of
the tranches in the deal.

Tranche seniority, or position in the capital structure, does not affect financed emissions as each tranche

is exposed to the same underlying collateral pool, and therefore, seniority is not considered in the

equations to calculate financed emissions. Adtibnal guidance on how to account for losses and default
HcUWAUDWn Y2 Ul WRUWqS6 WWhEq!l erHagel ¢caWwrYUt RT Ul ¢qRYUL WRUW UH

The general formula for tranche attribution factor (TAF) is provided below. As for Jaaegranche
amounts factored in should be updated to nominal COAs for each emissions accounting period to reflect
any amortization and/or other capital repayment of the tranche.

W‘mm&bb.nﬁmmﬁéHWiwm&ﬁa Yi GEdO b
Lo | QUBQEF—T—mr T 0D o

4. Investment Attribution Factor
qaql RAzqRYUWYnWagl ¢cUHSVWIGR + RYUt WqYWqé WWRU2 1t qY! WRY WA
the deal relative to the total size of the tranche:

s s o e YT TEDOE O Qi BEHDBE O
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Where emissions information is available at the loan or collateral pool level, emissions are apportioned
across the capital structure (all relevant tranchesprresponding to their relative share of the collateral, as
per Table 5.83. The financed emissiosformula set provides for both single collateral pool structures and
structures that represent a portfolio of loan pools (pool of pools).

If a collateral pool attaches to a specific tranche or tranches, these should be treated as separate
transactions to allow appropriate attribution of underlying asset emissions. The investor would then need
to aggregate the attributed emissions across thesransactions to calculate its investment portfolio
financed emissions.

Table 5.8 3. Financed emission formulae

Financed emissions (FE)

"00 0aQi | QEEiz6060

Loan See Table 5.8. for collateral attribution factors by collateral type. If loans feature multiple types
of collateral, each type should be assessed separately to reflect the appropriate collateral
attribution factor (CAF).

"00 0 € @EO 01 "QABNHAED
Collateral i
pool 0 € el 00 ¢ & QeWEné € ¢
YE OWEACDEL OV € & QE wa
0 & & 60 & & QEdEnE 1
F.)°°| of pool "00 SR ‘r] OO
(if relevant) LeEODUOLEGQe wa
"00 Vi OO 01 QAL GER0
Tranche Yi GSE®HO 00 ¢ & Qe cho)(
OQ@W 00 € & "QE G a
Deal "00 "00 "00

. Yi GO L Qi BHDBE & & QE Ha .
Investment (6]6) T o T T T e z "00
Y 0G0 ac®al 00 € a QE da
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calculation, the methodology is designed to be general, including for structures where tranches may have
different featuresr e.g. a green tranche, a tranche with a different collateral pool.

Fls shall use the nominal COA at the time of GHG accounting to calculate the financed emissions and,
where calculated, emissions intensity. To determine the economic carbon intensity (ECI) of an asset,
collateral pool(s), tranche, or investment holding,F should divide the relevant financed emissions by the
relevant nominal COA (e.g. pool financed emissions =+ total pool nominal COA).

In certain cases, the financed emissions of the underlying collateral pool might be reported directly. For
example, a covered bond issuer might publish an annual report containing the financed emissions. An
RU21Jt qVYI1l kt WnRU¢c UHDT WJiedas folkwsU+t WH¢ UWqé WUWAHDWHE GHea G ¢
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If the FI does not have the data required to follow the preferred approach noted above, emissions intensity
(e.g. tCQe/$M) can be applied to the CO#f a tranche or investment to determine the allocation of

financed emissions. If this approach is taken it should be transparently disclosed in line with PCAF data
quality score guidance.

It is not common for the reported emissions of the assets collateralizing structured products to be
available. Thus, it is often challenging for originators to collect actual emissions data for the underlying
assets. We expect this effort to progress asginators (and/or any respective data collection teams) are
urged to collect any emissionselated data at time of loan origination and provide data in a standardized
format to assist with emissions calculations, disclosing any outside sources used forssians related
data provided. Investors are encouraged to engage with issuers to communicate the importance of
providing underlying asset data. This will encourage industrigle data collection, standardization, and
enhanced reporting over time to improv@missions accuracy.

In this context, it should be noted that emissions for underlying assets may be estimated in line with
relevant PCAF methodologies, and Fls should use the highest quality data available to calculate emissions.
FlIs should always report the associated dataiglity score based on the quality and availability of data

used or sourced.

For commercial and residential real estate, data may be available from various external sources and
commercial databases that can be considered for building emissions estimates as outlined in Part A
subchapters 5.4 and 5.5. This may include known building characteristics (building type, location,
floor area, units), energy consumption/use, energy sources, renewable energy use, energy
labels/scores, locationspecific statistical data, supplierspecific data, etc.

For motor vehicle loans and auto collateral, specific vehicle details (type, year, make, model, trim,

fuel type), actual vehicle fuel consumption or actual vehicle distance traveled must be known to

determine the actual vehicle emissions. As detailed infPAsubchapter5.6, emissions can be

estimated using vehicle efficiency data from official statistical data sources, and by estimating

distance traveled based on governmersiupported data sources that provide local/ provide

geographyspecific statisticall ¢ qq¢ WY UWe 2131 ¢ DIJW2 I8 REA G 1JhHsddtergigsionH 1J Wa | ¢ 2 131
factor database provides emissions factors per vehicle type for a large set of geographies.

Given the lack of publicly available data and the complexity of estimating emissions for hard assets,
originators are urged to provide all applicable assletvel data (inclusive of but not limited to the details
noted above) to assist in calculations offfanced emissions. In cases where it is not possible to provide
loan-level data (which is the preferred approach), it is still acceptable to provide stratified data on the
collateral pool, which can support emissions estimation (e.g. industry sector, progepe, etc.) using

loan amount. Originators are also strongly urged to begin additional data collection processes with the
borrower at loan origination and begin standardizing the ongoing reporting of this data. Over time, more
relevant data will be codicted and should be passed to investors for more accurate emission calculations.
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When assessing the emissions of these assets, it's necessary to distinguish between asset types where
emissions data is:

available directly from the originator/sponsor

CHONWqYWAHDWIIY qRG ¢ qlll Wet RUDN land any futiré ¢thidsior factoR Y U LWn ¢ Ha Y1 WI
databases provided by PCAF),

available or estimated using an external thighrty data source, or

not currently available for the asset type.

The accessibility and accuracy of emissions data can vary significantly, and access may be dependent on
where the user sits in the investment chain. As regulatory and industry best practice disclosure standards
evolve, it is expected that originator/sponsavill provide most emissions data with the highest data quality,
as they are best positioned to obtain or estimate this information.

FlIs should use the highest quality dataset available and evaluate new data sources originator/sponsor
regularly.Nonetheless, there may be cases where the only underlying data available for a given structured
product investment is the institution'snvestment amount and the structured product investment type.
Whenever data is estimated, the FI should always take the most conservative approach and outline the
approach in proper disclosures. For example, if residential property type is not provided in an RMBS
transaction, a Fl should assume all property types in the collateral pool are backed by sifiagtely

detached homes (or the most emissionmtensive property type equivalent) or disclose that emissions
calculations are not available due to missing dat@he level of data quality used should always be reported
2t RUDWA9 [kt W ¢qceclWluecdRq! W HYI WO

It is understood that there remains a lack of consistent and granular data needed for the most accurate
emissions calculations for all assets that collateralize securitized products. There may also be challenges
in accessing detailed information on the umdlying assets, when not directly provided by the issuer or
when information is private. Emissions estimates can and should still be calculated using the most
granular level of data available. Either using data provided by the issuer directly, or in catimwith

third party data.

Using Auto ABS as an example. A typical loan tape will have vehicle year, make, model, and location, but
will not have detailed data like mileage, or private data like VIN (vehicle identification number). FIs can still
calculate emissions estimates usinghe EXIOBASIEr CEDAdatabases. In the U.S., government websites

such aswww.fueleconomy.govand www.epa.gov have emission calculators where users can input vehicle
details and obtain emissions estimates. However, issuers, at time of loan origination, are encouraged to
map each unique VIN to EPA data to obtain the most accurate emissions estimated provide this data

as part of the loan level data. In the case where there is not an exact match, regional averages may be used
and reported as such. Some Auto ABS issuers in Australia are already providing loan level emissions data.
This should encouage uptake in other regions like UK and U.S.

For US RMBS, additional external data sources may include U.S. state level emissionsifvomeia.goy
and residential housing information availableww.census.goy as examples.

® Partnership for
N\ PCAF & 126
v / Financials


https://www.fueleconomy.gov/
https://www.eia.gov/
https://www.census.gov/

FINANCED EMISSIONS THIRD EDITION

This method assumes that original and current outstanding loan amounts are available at the collateral
pool level. However, this may not be the case, in which case a pool amortization factor or constant
emissions intensity can be used to estimate trancHevel, and investmenievel, emissions metrics, as per
Figure 5.86.

Figure 5.86. Structured products data quality decision tree

Is loan level data available, with updated current outstanding loan amount?

‘Yes’ ‘No’
Is the underlying hard asset emissions data available and Is the underlying hard asset emissions data available and
granular (or able to be estimated on a granular basis)? granular (or able to be estimated on a granular basis)?

1. Calculate Original Collateral Attribution Factor

(OCAF), using original outstanding amount as
‘Yes’ ‘Yes’ necessay
Use the main approach as outlined above. 2. Calculate Loan Attribution Factor (LAF) as above

3. Calculate Pool Amortisation Factor from outstanding
tranches (sum of current outstanding amount / sum of
original outstanding amount)

4. Calculate Pool Emissions as Pool Amortisation
Factors x Sum of Collateral Emissions x 1. (OCAF) x 2.
(LAF)

5. Remaining Financed Emissions formulae as above

..., 1. Useaconstant Emissions Intensity (El) assumption ..., 1. Useaconstant Emissions Intensity (El) assumption to
No to calculate Loan Emissions as El x Sum of No calculate the Loan Emissions as El x Sum of Original
Oustanding Loan amount x CAF Loan Amount x CAF
2. Remaining Financed Emissions formulae as above 2. Calculate Loan Attribution Factor (LAF) as above

3. Calculate Pool Amortisation Factor from outstanding
tranches (sum of current outstanding amount / sum of
original outstanding amount)

4. Calculate Pool Emissions as Pool Amortisation Factors
x Sum of Collateral Emissions x 1. (OCAF) x 2. (LAF)

5. Remaining Financed Emissions formulae as above

To encourage industrwide improvement in the availability and usage of bastclass data, PCAF provides
PCAF data quality scoresin Part A of the Standard which should be referred to for the underlying hard
assets in the structured product. The structured products data quality decision tree can be calculated
based on a weighted average by the COA of the underlying assets (mortghgesjess loans, leases,
etc.).

Given the complexity of estimating emissions for all hard assets, originators are strongly encouraged to
provide emissions, and emissionselated data, at the loan (or, if not possible, pool) level to create more
standardization in downstream emissions repting. This will help improve data quality, standardization,
and ongoing reporting.
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The assessment boundary for emissions is limited to the assets in the collateral pool of the deal.

[ VI WqéWWe2YRI ¢ UHNDWYNW YeHaqAWq6 Rt WaWq6YT YOaYN! Ws Yeadl Wed-
similar, e.g. a green CMBS. The methodology should be applied so that the financed emissions reflect the

collateral pool composition. Where the hard as$(s) collateralizing the structured product include a

mNI WWUwWY! Wt et q¢ RUGHOIUwWeqaql RAz qU Wbt e AEWet AWn Y WI+¢ G
could also incorporate guidance, as applicable, from thmethod onUse ofProceed Accounting

(subchapter 5.7) and the supplemental guidance orrinancedAvoided Emissionsand Forwardlooking

Metrics.

Where deal structures allow for a changing collateral pool, the composition of the pool at the time of

reporting should be reflected in financed emissions, using the latest available data on pool composition

available at the time of reporting. Emissionstabution showing the drivers of change over the reporting

period could be used to help explain changes in financed emissions due to changes in the collateral pool

composition. More information on different types of structures and structural features isypded in the

hEql efagel ¢caWHYUt RT Wl ¢qRYUt WROW WHz2l RGRA¢ qRYUt WwWe UT Wt ql

Flsshall account for and disclose financed emissions from structured producas outlined in this

methodology. Given the breadth of the asset class, FIs can deploy a phased implementation, starting with

sectors or regions where underlying data is more readily available or able to be estimated, for example

RMBS, CMBS, CLOs, and aufBS in certain areas. Fihall similarly include private assebacked

securities. Originators are strongly encouraged to report emissions from the underlying hard assets in

structured product pools given their access to underwriting information. Investeh®uld use emission

data from originators or estimate such emissions when not available. $iisuld calculate and disclose

both financed and facilitated emissions of all structured products held at the time of reporting, noting that

q6 DWGYRUqWRUWqRGWWs Yedal W WGWUT wYUOWgq6 Wl yedauw WGYI qrUNDW

Results depend on data quality

Many assumptions must be made to calculate the emissions of hard assets if emissions are not reported.
Even though the calculation method does not differ greatly, different data sources can yield different
resultsy for instance, when average energy consunign data is replaced by actual consumption data

from utility companies. If deals are repackaged (e.g. a structured product deal invests in the bonds of a
securitization), data sourcing and estimation might be further complicated. For existing deals whachat
already provide for emissions tracking and reporting, it is unlikely that such information would be provided
under the terms of the bonds. Fls should always report on any data assumptions made and external data
sources used in estimating emissiong:or transactions where underlying data is not available, Fls are
encouraged to disclose the challenges they face as well as their approach to future disclosures.

Country -specific assumptions
Some countryspecific adjustments will need to be made to make the calculation applicable depending on
the data availability and standards in each country. For example, the variations across countries in their
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systems of categorizing the energy efficiency of real estate properties require a tailored approach for
optimal accuracy in calculations (EPC A in the United Kingdom is not the same as EPC A, or EPC A++++
across some European countries). In the U.S., thene privacy concerns which may limit access to
residential data at the loan level, but pool level stratified data (geography and property type) are available
and can be used to estimate emissions calculations.

Double counting, which occurs when GHG emissions are counted within the financed emissions
calculation of one or more institutions, should be avoided as much possititowever,double counting

will occur across the different scopes of emissions from loans and investments when a financial institution
invests in or finances, stakeholders that are in the same value chain. In this sense, the PCAF standard
does not represent a systerwide or global view of total emissions but rather measures the carbon
footprint of the loans and investments held on the balance sheet of each financial institution in the value
chain. This form of double counting cannot be avoided, but it can be made more transparent by reporting
the scope 1 and 2 emissions of loans and investments separately from their scope 3 emissions.

The securitization of different asset classes may result in the transfer of credit risk exposures from
originators to investors. The structuring of these products potentially causes double counting of financed
emissions in different areas e.g. through assating the same emissions with originators, issuers,
investors, arrangers, etc.

The treatment of GHG emissions follows the accounting treatment that applies to the securitization
transaction (such as US GAAP or IFR3hder US GAAP, the treatment of securitized loans on the balance
sheet of the loan originator depends on whether the securitization meets the criteria for derecognifion.
the securitization transaction qualifies for derecognition, the loans are removed from the balance sheet of
the loan originator.

IFRS requires an assessment of whether the transferor has transferred substantially all the risks and

rewards of ownership. If the transferor retains the risks and rewards, the asset is not fully derecognized and

the originator will continue to report theecuritized assets on balance sheet and account for the GHG

emissions accordinglylnvestors will also be required to account for the emissions attributed to the bond

holding reported on their balance sheelEor avoidance of doubt, there are no financed &wsions

¢cqaql RAzqUl WaYWaq6 WDWEAéKkt Wt HYGIUWNLWY ! W= WRUitkhcBdt 2 | RaRA¢C qRY
emissions reflect the collateral securing the issued bond tranches.

Double counting in relation to the holders of listed equity and corporate bonds of an originator should not

YHAz | WRNWHYqd6 W6 W DH21 RGRAIDT Wet t Wat We U7 Wet + YHRCE qlIT Wi
balance sheet. For a visual examplsge Figure 5.87. In this case, the securitization debt in the EVIC

denominator serves to reduce the volume of emissions allocated to equity and corporate debt as these

nYl 0§WGE ! qW¥Yn Wad 1J-ba¥ahck shéetkeingsiohsk theléwBsidh intdisiiylbftHe securitized

¢ttt gt WRY W RnnJI WOqWnl YAGWag6WWs JRNGE qIT We 2131 ¢NIIWet + 13a W
this may result in a small difference in the calculation of the carbon intensity of the listed equity and
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corporate bond per GHG accountingexamples of accounting for a specific use of proceeds instrument
(e.g. a securitization) and adjustments are provided in th&chapter onUse of Proceeds Structures.

Figure 5.87. If the assetsare already onthe corporate balance sheet, are we double counting by also
allocating emissions to securitization tranches?

Illustrative example:

GHG accounting

Market cap. of shares &5 Securitised mortgages 90
Book value securitised debt 5 Un-securitised mortgages 5100
Listed Equity and Corporate Bonds Book value corporate debt 330 Other consumer loans 1540
Outstanding amount <O = . .
EVICor Total company equity  debe - CoPany emissions Customer Deposits 500 Customer Deposits 1000
EVIC = enterprise value including cash
Total 870 Total 7,730
Company emissions _ 7,730

Carbon Intensity of Listed Equity and Corporate Bonds per GHG = =8.89tCO,/Em

EVIC or Total company equity + debt = 870

But carbon intensity of securitised debt =9—E? =18.0tCO,/Em

7.730-90
870 -5

and therefore actual carbon intensity of everything excluding securitised debt = =8.83tCO,/€m

NYLWt e GGY!l quWaé WWNe RT RUNWGI RUARRGIONWWqé¢cqWl YeHGWWHY2UqRUN
#HYUt RT Wl ¢qRYUt WRUW WHz21 RqRA ¢ gjvesYglidahidé dhlthelappropeakea a | 13T WGl YT
treatment for various structural nuances where questions on double counting could otherwise arise, such

as where a tranche is split into interest only (I0) and principal only (PO) strips or under a repurchase

agreement ora structured product.

Different types of structures

The standards for structured products started from considering a simple (but very common) structure

whereby financial assets, backed by hard collateral, are sold to an SPV which issues structured notes. This

may or may not result in the removal of thosesats from the balance sheet. However, in line with the

mnYOaoaYs W6 Wi YU! wile GGl YeH6AWq6 R WRY WUOYqWl 3dW2¢Ugqldn Y
notes.

That said, there are many other ways of creating structured products; whilst the principles remain the
same, guidance on some of the more common alternative structures is given in the table below. This
guidance should be reviewed alongside the collatergpt descriptions in Table 5-&. to identify inscope
transactions.
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Table 5.84. Common alternative structures and their treatments

Static vs. revolving
pool

Static: with very limited
exceptions, no assets are removed
VI Wwel T UT WaVYWgé U
collateral pool other than through
repayment and redemption of the
loan

Revolving: subject to eligibility
criteria, new assets may be
purchased into the collateral pool,
typically using the principal
redemption receipts from assets
already in the pool instead of using
them to repay ABS notes

These should both follow the stated methodology, in
each case using the most recently updated details of
the collateral pool at the point of emissions
accounting.

Significant risk
transfer / credit
risk transfer

Transactions designed to move
¢ttt DaqWl RY ¢ WYnn WA
sheets to reduce capital
requirements

This should follow the stated methodology. Both
funded and unfunded tranches count as tranches
under the methodology and emissions should be
allocated to a tranche with reference to the proportior
of the collateral pool to which it has credit exposure.

agreement (and
master
repurchase
agreements)

Synthetic Transaction where credit risk This should follow the stated methodology. The-aor

transaction transfer is achieved through a off- balance sheet treatment of the assets by the sell¢
credit default swap referencing the| is not relevant for the allocation of emissions to the
asset pool and with no sale of securitization.
assets taking place

Warehouse Funding trade whereby a This structure should follow the principles of the
committed facility amount is methodology. The total emissions of the asset pool a
utilized over time to fund a growing| the point in time should be allocated to the drawn
portfolio. Typically structured with | amounts of the various tranches (senior loan/facility,
a senior commitment and a junior | any mezzanine participation and the junior gesure)
(and possibly mezzanine) tranche. | that are used to fund the loan origination.

Repurchase Borrowing agreement to sell These sit under the separate derivative guidance wh

securities and repurchase them at
a higher price on a later date

it becomes available.

If Party A holds a securitization position and enters
into a repo trade on the security with Party B: Party A
should account for the financed emissions allocated
to that securitization but not Party B (to avoid double
counting).

Master trust

A securitization which issues
multiple series of securities,
backed by a pool of assets held on
trust, whereby each series has an
RO 3t qWVY 2131 Wad
pool. In addition to the different
series of securities there is typically
C Ot Y WEILLM AI0TI H Wbl
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Revolving Portfolio: financial assets amortize over
time (loans) and issuance of new securities typically
requires an addition of further assets to the trust (or ¢
reduction in the seller share)

This should follow the stated methodology, with the
seller share treated as a tranche for the purpose of
allocating the financed emissions of the pool.
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regulatory risk retention) which is
held by the seller/sponsor and
which represents a retained
interest in the asset pool.

Two separate approaches to
emissions allocation are laid out
for different asset scenarios

Appreciating Assets: value of underlying hard assets
increases over time (e.g. commercial property) and
new securities can be issued by creating an addition
loan within the structure against the existing hard
assets. This rdevers the transaction based on an
updated valuaton of the existing hard assets. A
master trust with a structure that can be fievered
should treat each new issuance as a refinancing of th
entire structure.

PCAF guidance for mortgages is to use the property
value at loan origination and, where that is not
feasible, the latest available property value and fixing
this value for the following years of GHG accounting
(for a consistent denominator). The guidancésa
recognizes that if a loan on a property is refinanced,
there will be a new loan, likely backed by an updated
valuation, with emissions attributed to the new
lender.

After the new issue (the structure refinancing), the
total value of the hard assets used in the collateral
attribution factor should reflect the latest hard asset
valuation(s) and all tranches (prexisting securities
PLUS newly issued securities PLUS selshare)
should be included in tranche attribution factor
calculations. This will likely result in the emissions
intensity of an existing tranche reducing at the point ¢
a new issuance: see worked example.

Re-REMIC (and
other re-
securitizations)

Re-REMICs (resecuritization of
Real Estate Mortgage Investment
Conduit) and other re
securitizations have, instead of the
loans outlined above, a securitized
tranche or tranches in the deal
collateral pool

This structure should follow the principles of the
methodology.

The total emissions of the rsecuritization collateral
pool should be calculated by

i) decomposing the collateral pool into its
underlying structured products,

ii) applying this methodology to each of those
structured products to calculate the
emissions of the tranche included in the re
securitization collateral pool,

iii) aggregating emissions of all collateral pool
exposures to reach a total emissions value
for the resecuritization collateral pool, and

iv) applying this methodology to allocate
collateral emissions to the tranches of the
re-securitization

TBAs

A TeBe-Announced (TBA) is a
forward-settling contract to
purchase an MBS which is entered

\ ® Partnership for
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Until the point that the investor takes delivery of the
underlying MBS (all the time they roll the TBA), this is
out of scope of this methodology; it may sit under the
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into before the details of the
underlying pool are known.

separate derivative guidance when it becomes
available.

If the investor settles the TBA and receives an MBS,
this methodology will then apply.

Transactions with no broad
marketing and placed with a
limited set of investors (maybe bi
laterally agreed)

Private
Transactions

This should follow the stated methodology. Similar
pool-level information is likely to have been provided
to the investor as with a public transaction for them tc
complete their investment analysis; and hard asset
exposure sits within the investment in trsame way

as in a more broadly distributed transaction.

Figure 5.88. Master trust: appreciating assets T worked example

Master Trust: Appreciating Assets - worked example

Trust: Asset Pool Trust: Asset Pool

* Secured Loan Notes Outstanding: $910m (incl. Seller
Share)

+ Hard Collateral Value: $1.3bn

* Hard Collateral Emissions (tCO,e): 50,050

* Loan Note LTV: 70%

1 year later * Secured Loan Notes Outstanding: $1,050m (incl. Seller
Share)

* Hard Collateral Value: $1.5bn

Hard Collateral Emissions (tCO.e): 50,050

Loan Note LTV: 70%

* Hard collateral assets
have increased in
value by $0.2bn

Series 2 Series3 Seller Sh. * Additional note series Series 4

Loan Loan Loan Loan issued and on-lent to Loan Loan Loan Loan Loan
Note Note Note Note Note Note Note Note Note
the trust, secured by

the hard collateral

Series 1 Series 1 Series 2 Series 3 Seller Sh.

Series 1 Series 2 Series 3 Series 1 Series 2 Series 3 Series 4

UOE assets (maintaining g
AAA AAA AAA = the same LTV) ADA AAA AAA AAA 2
($192m) ($192m) ($224m) =1 ($192m) ($192m) ($224m) $192m) @
= ©
A A A s A A A A =
($28.8m) ($28.8m) ($33.6m) 5 ($28.8m) ($28.8m) ($33.6m) ($28.8m) B
BBB BBB BBB g BBB BBB BBB BBB &
($19.2m) ($19.2m) ($22.4m) ($19.2m) ($19.2m) ($22.4m) ($19.2m)
Collateral 50,050 x 910/ 1,300 = 35,035 Collateral 50,050 x 1,050 /1,500 = 35,035
Attribution Attribution
Tranche Attribution 35,035 x 192 / (192+28.8+19.2+192 Tranche Attribution 35,035 x 192/ (192+28.8+19.2+192
(Series 2 AAA) +28.8+19.2+224+33.6+22.4+150) = (Series 2 AAA) +28.8+19.2+224+33.6+22.4+192+28.

7,392 8+19.2+50) = 6,406

Emissions Intensity
(tCO,e/$m)*(Series
2 AAA)

7,392 /192=38.5

Emissions Intensity
(tCO,e/$m)*(Series
2 AAA)

6,406 / 192 =33.4

Note: whilst the emissions intensity of the investment (tCO,e/$m) has changed, the total emissions of the building (tCO,) remains constant.

Different types of exposures within structures

In a simple transaction structure, the total original nominal amount of the structured bonds is equal to the
sum of the closing loan amounts in the pool. Allocating emissions across these tranches is
straightforward, following the methodology above, and @®not generate any double counting. However,
there are numerous additional ways of having exposure to securitization and the table below seeks to give
guidance on how these should be treated for allocation of financed emissions purposes.
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Table 5.85. Alternative exposure types and their treatment for allocation of financed emissions

Interest only /
principal only
tranches

Most bonds combine a
contractual interest payment
(linked to the outstanding bond
amount) and a right to principal
repayment. These cashflows can
be split into two independent
streams to create two different
securities: an interestonly/IO
strip and a priipal-only/PO
strip. The contractual payments
on the 10 are based on the
outstanding balance of the PO.

Under the methodology, calculating emissions for
the combined security is straightforward. It is
logical then for an IO/PO structure to allocate the
emissions for the combined security to the two
strips throughout the life of the relevant tranche. T¢
ensure consistent measure over time, not impactec
by extraneous market movements, the 10/PO
attribution is based on the relative values of the tw
strips at deal close:

|0 tranche FE = Financed EmisSiom8e tranche X
"Total 10 Issuance Proceeds" /"Total IO + PO
Issuance Proceeds"

If Issuance Proceeds are not an available data
GYRUqAW[ f kt Wt 6Yeadl Wet 1J1
available, another appropriate structural split data
point, in each case from the issuance

documentation.

Note: the treatment outlined above is relevant only
for split tranches where payments on the 10
reference the PO, Other 10 structures, which are
OYquwda ROt T Wa Y We WA § LLHGovYes] |
(senior & subordinated), excess spread and
residuals” withn this table.

Reserve funds

A cash amount either funded at
closing of the transaction or
trapped from excess funds (or a
combination) to provide credit
and liquidity support to the
transaction

Out of scope of this methodology. It may be
considered that provision of the funds is necessary
to cover certain risks specific to the transaction
(e.qg., risk of set off or liquidity shortfalls), in which
case this could be covered in an evolution of the
Facilitated Emissions standards.

Liquidity
facilities/funds

Either a contractual facility
commitment or a fund (funded at
closing of through trapped funds)
to provide additional liquidity to
the transaction

Out of scope of this methodology. It may be
considered that provision of the facility/funds is
necessary for the transaction to occur, in which
case this could be covered in an evolution of the
Facilitated Emissions standards.

Hedging instruments

N /. PCAF

Swaps, caps and other derivative
instruments entered into by the
securitization issuer to hedge its
exposure to foreign currency
exchange rates and or interest
rates

® Partnership for

Carbon Accounting
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Out of scope of this methodology. Likely covered it
an evolution of the Facilitated Emissions
standards.
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Over-collateralization

The nominal value of loan
collateral within the pool that is
additional to the nominal value of
the issued notes (i.e. not needed
to repay notes if there are no
losses in the pool)

For the avoidance of doubt: this
section applies only to over
collateralization in the form of
additional loan collateral (with
associated emissions)r not to
cash or cashlike assets.

To avoid ovedllocating emissions to notes (i.e.
from the loans they have financed plus those of the
overcollateralization) the overcollateralization
bé6Yeal WNUUII ¢aa! WAHILW 131
the transaction for the purposes of this
methodology.When calculating the attribution
factor, the current outstanding loan amount of the
overcollateralization (Loan COA of the total pool
MINUS the COA (nominal) of the other tranches)
should be used as the COA (nominal) of the
overcollateralization tranche.

In some structures, the financing for
overcollateralization, e.g. suboan principal, is
repaid from revenue funds and therefore amortizes
faster than the assets that form the
overcollateralization. By designating the tranche
value of the overcollateralizizon as being the
current loan value of the overcollateralization
(rather than the current nominal value of the sub
loan), the other tranches are not ovetllocated
emissions. This could create a situation where
overcollateralization emissions are allocatéto a
sub-loan that has repaidr but there should in this
case be an exposure held somewhere (assumed t
be with the subloan lender) which represents
rights to those assets.

For structures where a junior or equity tranche (e.c
CLOs) would benefit from the proceeds of
overcollateralization, the COA (nominal) of the
relevant tranche should be calculated, and
allocated emissions, as outlined in the first sub
paragraph above.

Subordinated loans

Loans provided to the
securitization issuer which can
have varied use of proceeds e.g.
funding reserve or liquidity funds,
paying upfront transaction costs,
purchasing overcollateralization

The purpose of a subordinated loan should be
considered when deciding whether or how to
allocate financed emissions. E.g. if 60% of the sub
loan is used to fund overcollateralization @scope)
and 40% to fund a reserve fund then the emission:
from the ovecollateralization are allocated to the
sub-loan holder and the reserve fund is out of
scope.

X-notes (senior &
subordinated), excess
spread and residuals

Notes or certificates representing
rights, or simply rights, to excess
cashflows (i.e. not contractually

linked to the value of any note as

Out of scope of this methodology.

Note: if a residual exposure includes exposure to
principal receipts e.g. through funding over
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an 10 would be), rights to
repurchase the pool etc.

collateralization, this should follow the approach
for overcollateralization as outlined above.

Risk retention

Many regulatory frameworks
governing securitization require
nominated party(ies) to a

ql ¢ Ut ¢HqRY U4 WA
cYOUTlT Ul bit b wlbiq! G

Risk retention as loan portfolios or loan
participations held on balance sheet: emissions
should be calculated as financed emissions in line
with PCAF Part A.

originators or transaction

sponsors), to have an alignment
YnWRUqWIl Ut qls Rq
RULWaq6 IJWN ¢ éhidwetDLLN

Risk retention as issued bonds held on balance
sheet: emissions calculations should follow the
stated methodology for securitized products.

through regulatory risk retention,
which may be structured as an

obligation to retain: an amount of
loans that would otherwise have
been securitized, participation in

Risk retention as issued bonds subject to a
financing structure : whereby financing is provided
for the retained bonds often in the form of a
repurchase agreement with the economic risk of
the bonds remaining with the Retention Holder.

each of the loans that are
securitized, or a proportion of the
bonds issued.

In all cases, the Retention Holder should continue
to account for emissions associated with the
retained bonds in line with the stated methodology
for structured products.

This is in line with the guidance on repurchase
agreements above; the repo counterparty does no
need to account for the emissions. This is also
consistent with the guidance for SRT, where full
transfer of economic risk results in transfer of
financed emissions.

In situations where a repo counterparty sells the
risk retention bonds into the market, the purchaser
of those bonds will also account for the financed
emissions of their holding in accordance with this
methodology. This will result in double counting of
the emissions relevant to the risk retention bonds
being accounted for by both the Retention Holder
and the subsequent bond purchaser. However, as
with other areas of overlap, this double counting is
acknowledged, and not inconsistent with the
general apprach to scope 3 emissions.

Principle loss and default

Principle deficiency ledgers and write -downs

f Ul WnGUIlI nAqWs YI 07 wliet Wet t gt WRUWe Wt W21 RORAcqRYUWI I
and when all the assets have repaid, all the tranches are repaid too. At all times there is a balance between

the assets and the tranches that fundetthem. When losses are crystalized on the assets and there is no
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principal cash to pay down the tranches to maintain the balance, this can be dealt with using a principal
deficiency ledger (PDL) or principal wriglowns.

Using a PDL, losses are recorded on a principal deficiency ledger (first to the most junior tranche and then
reversesequentially). Any excess revenue funds are allocated to clear the PDLs and diverted to principal
funds to pay down the tranches. Typicallged in transactions with granular assets pools that generate
excess spread (e.g. mortgages, consumer loans). The nominal value of the tranche does not change but, if
insufficient excess revenue is available to clear the PDL by the end of the deal,dhette will be repaid in

an amount equal to the nominal value less the PDL.

Other transactions (often where there is no excess spread or where exposures are so concentrated that a
loss is unlikely to be made good e.g. with commercial real estate) may contain a principal \ddven
mechanism.

This is a loss being recorded against the tranche and the mechanics can work in a few ways:
Principal writedown is recorded against the tranche (shown in investor reports) and loss, once
recognized, will not be recovered. Tranche will be repaid in an amount equal to the nominal value
less the principal writedowns.
Principal write] Y5 UWRY W WHYI T 3T WA! wWe wl BT e#qRYUWRUWq6 WWAYUOT |
and loss, once recognized, will not be recovered. Tranche will be repaid in an amount equal to the
nominal value (which, because of the factor reduction, inqmorates write downs).
Principal writedown is recorded against the tranche (shown in investor reports) but may be
recovered over time. Tranche will be repaid in an amount equal to the nominal value less the
principal write-down net of any recoveries.
Principal write] Y5 UWRY W WHY!I T IT WAH! We wl Wl eAqRYUWRUWq6 JWAYUT |
¢cUT We U WedaYHReqUT W DHEY21D1 RIJY Ws RGGWAY Wt UT WaqYWRUHAI |
payment). Tranche will be repaid in an amount equal to treminal value (which, because of the
factor amendments incorporates the write down).

Ideally, COA (Nominal) used in any attribution calculations should be net of losses allocated to the

tranche. This ensures that the emissions of the remaining assets are allocated across the correct nominal
value of tranches and avoids the emissions intensity redug. Since it will be excess spread (rather than

any repayment of principal used to finance the hard assets) that is used to make up allocated losses, these
allocated loss amounts are not financing hard assets and should not be allocated emissions

However,PDLs or principal writedlowns not recorded via factor changes may be difficult to obtain
systematically and in the absence of this, use of the COA (nominal) unadjusted for any loss allocations is
acceptable. Additionally, some transactions apply amounts t8DLs prior to crystallization of loss such

that they act as a type of provisioning mechanism. In these cases, where loans/assets have not been
removed from the pool but the tranche has been written down (via the PDL), the COA (nominal),
unadjusted for any loss allocations, should also be used.
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Figure 5.89. Principal deficiency ledgers and write-downs T worked example

AAA AAA
($450m) ($445m)
$500m $495m
Asset Pool A Asset Pool A
($28m) $5m repayment ($28m)
BBB BBB
($22m) ($22m)
Assets =$500m = Tranches =$500m Assets = $495m = Tranches = $495m
$5m loss
AAA AAA
($443m) $2m recovery ($445m)
$490m $490m
Asset Pool A NSt Pool A
($28m) ($28m)
BBB PDL BBB PDL
: — ;
Assets = $490m = lranches-PDL= Assets = $490m = 1ranches-PDL=
$493m - $3m = $490m $495m - $5m = $490m

Note: For simplicity, these diagrams asume sequential allocation of principal cashflows to repay notes and reverse-sequential allocation of losses.
Whilst transactions may have different allocation rules, the principles still hold.

The diagrams reference principal deficiency ledgers (PDLs) but principal write down mechanisms would work in exactly the same way.

Defaults
fUWq6 DWI230qWYnWe WayYeOWl UncedqAW[ f+ W d¢cdallet WWao6 WG Ye
data availability as noted above) to calculate emissions until the loan/asset is removed from the collateral
pool.
At the point where the asset is sold, the emissions will transfer to the new ovamet the loan is
repaid/written off.
If, as part of a foreclosure process, the legal ownership of the hard asset is transferred to the SPV
Gl RYI WaqYWwWWl2WUqgec¢ctWiReRT ¢qRYUAWUGRY + RYUt Wt 6Ye Ol WHIJLW
longer updated) and the hard asset emissions shdutill count as financed emissions, and not
scope 1 or 2 emissions of the SPV.
Regardless of whether the asset is sold at a discount, or premium, FIs will use asset value at
origination, and not any updated valuation, to calculate emissions, consistent with this methodology.
fnWaqé Wi YeUWT Uncedagqt Wenagldl WGel qReGWGe! T YsUAWIGREE RY
asset value at origination.
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5.9 Sovereign debt

This asset class includes sovereign bonds and sovereign loans of all maturities issued by a national
government in domestic or foreign currencies. Both sovereign loans and bonds lead to the transfer of funds
to the country, which in turn creates a debt aphtion to be repaid by the borrowing country.

Sovereign debt is typically issued by the central government or treasury. In some countries, central banks
issue debt on behalf of the sovereign. In those cases, exposure to central banks is in scope of this asset
class and should be assigned the emissions of the respective sovereign.

It is challenging to extend this methodology to ssovereign and municipal counterparties due to very

limited data availability and because these counterparties are not directly subject to international GHG
emissions inventory standards (e.g., by the Usit Nations Framework Convention on Climate Change
[UNFCCC]). Therefore, these counterparties are not explicitly part of this asset class. The methodology and
guidance to calculate financed emissions from sufovereign debt are covered in the SidovereignDebt
chapter (subchapter 5.10)

In terms of covering supranationafstheir balance sheets represent the aggregated balance sheets of their
members. Technically, it is possible to aggregate the GHG emissions of supranationals as a sum of the
emissions of their members. PCAF does not rarpithe reporting of emissions of supranationals. However,
the aggregated view can be useful for engagement with respective bodies.

[ RUcURRCEOGWRUY qRageaqRYU Wt dc¢ddaWl WGY!I quwt Y2131 JRNDUWAHYI | Ys1J
in line with the proposed scope definitions below.

Scope definition:

NSIUW] c] WAI YaqYaYOGkt W InRURqRYUWYnNW AYGUWNAW=AWe UT WOWIJIG
of corporate emissions. Next to corporate emissions, the GHG Protocol also published a Global Protocol

for Community-Scale Greenhouse Gas Inventosdi.e. an Accounting and Reporting Standard for

Cities)’®, which translated the scope definitions to cities. PCAF has attempted to mirror this approach for

sovereign debt.

The table below represents the PCAF scope definition for sovereign debt.

75 Global Protocol for CommunityScale Greenhouse Gas Emission Inventories, GHG Protocol, 2014 (revised edition in 2021),
https://ghgprotocol.org/greenhousegas-protocol-accounting-reporting-standard-cities
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Table 5.91. PCAF scope definition for Sovereign Debt

[Sooper— Topeo ey

Domestic GHG emissions from GHG emissions occurring as a Emissions attributable to non

b Yel A#IJt Wa YHE qIT W consequence of the domestic use off energy imports as a result of

territory grid-supplied electricity, heat, steam| activities taking place within the
and/or cooling which is imported country territory

This aligns with the UNFCCC from another territory

definition of domestic territorial
emissions, including emissions from
exported goods and services

Under this approach, a sovereign is seen primarily as a national territory, and its direct (scope 1) GHG

emissions are attributable to emissions generated within its boundaries. Similar to emissions classification

of cities, scope 2 emissions are attributde to the purchase, in this case import, of electricity, steam, heat

and cooling from outside the country territory. Finally, scope 3 emissions are related to all other-(non

DOl N! b WRGGY! gt Wn!l YGWNYYT+ WYl W W1 2RANE Wnl YawYeqt RT JWa

NEWUWHRGEHt RnRACqRYUWeOGYst WagYWerRrAYaUgqWn VYl We W6 YR qRALWZ
emissions within and outside its boundaries. In particular, the approach allows to account for:
Production emissions as defined by UNFCCC national emissions inventory (scope 1)
cYORt qRHAWZ2RIUs WYnWeuwt Y2131 WRNUKkt WIGRYt RYUY WeHGR2Ra! Wel
Finance Disclosure Regulation (SFDR)

Our scope 1 definition aligns with the definition of production emissiofoduction emissions are
emissions attributable to goods and services produced domestically and include domestic consumption
and exports. This definition follows the territorial emissions approach adopted by UNFCCC for annual
national inventories and is typically referenced/tsovereigns in their Nationally Determined Contributions
(NDCs).

In line with UNFCCC, the emissions should cover GHG emissions from specified key sectors and
categories (energy, industrial processes and product use, agriculture, forestry, other land use, and
waste)}’® However, there is a divergence of views among emissions data providers and climate experts
regarding the accounting of land use, langse change, and forestry (LULUCF) emissions given significant
data uncertainty. Also, LULUCF emissions have the potent@tlistort the overall trends of the key sectors
(energy, industrial processes) that contribute to global warming.

As countries treat LULUCF emissions differently in their mitigation targets and investors might have
diverging views on the potentially offsetting role of lande and forestry emissions, financial institutions
shall report scope 1 emissions including arekcluding LULUCF.

76 Quality assurance/Quality control and verification, IPCC Guidelines for National Greenhouse Gas Inventories, 2006. httpsu/ipoe-
nggip.iges.or.jp/public/2006gl/pdf/1_Volumel/V1_6_Ch6_QA_QC.pdf
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Table 5.9-2. Example of Country Production Emissions including and excluding LULUCF

Country Production Emissions incl. LULUCF Production Emissions excl.
(ktCO2e, 2018) LULUCEF (kiCQe, 2018)

Netherlands 191,029.65 186,394.47
Canada 736,886.99 728,475.89
Finland 48.071,9 56,281.8
Austria 73,500.8 78,627.6

Source: https://di.unfccc.int/ghg_profile_annex1

Although Production Emissions is currently frequently the key metric to account for sovereign GHG
emissions, PCAF also recommends that financial institutions track the GHG emissions of countries more
holistically and report Consumption Emissions as descetl above.

Consumption Emissions reflect the demand side of sovereign emissions and account for consumption

Geaqaqldl Ut we U7 Wal ¢T WWIn nHqt OWNE RE WG Wql REWGH Y2RT 13t We WA
the issue of carbon leakage that arises due to production shifts from ntiies where goods and services

are consumed later. It is also an important metric in the context of broader sovereign responsibility for

emissions caused. As sovereigns focus on production emissions GHG reduction targets, their

consumption emissions might follow a different trend, which can be seen in the example befdw:

To move from productiorbased to consumptiorbased accounting, the emissions related to export
should be subtracted, while emissions related to imports are added:

GEEl OAMBDE & QFEiEd Q6 BWEH E OGN £ I'DIKD | "VOGE £ 1'DACW | Q¢ & i
So according to our scope definition, this would be:

6l 0GB § Mddm XL o O0ON & IDIM | Qé ¢ i

779 Production vs. consumptiorbased CQ emissions, Switzerland, Our World in Data, 2021. https://ourworldindata.org/grapher/producticn
consumption-co2-emissions?country=~CHE
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Production vs. consumption-based CO2 emissions, Switzerland

Annual consumption-based emissions are domestic emissions adjusted for trade. If a country imports goods the
CO, emissions needed to produce such goods are added to its domestic emissions; if it exports goods then this
is subtracted.

120 million t
Consumption-based CO, emissions

100 million t

80 million t

60 million t

40 million t W\
Production-based CO, emissions

20 million t

0t

1990 1995 2000 2005 2010 2015 2020

OurWorldinData.org/co2-and-other-greenhouse-gas-emissions « CCBY

Although consumption emissions are currently not included in the UNFCCC Paris Agreement Framework

¢cUT WRU21U0UqVY!l ! AWunRUcUARCOWRUY qRage qRY Ut WwrH¢ UWlet UWaé6 RY WG 1J
GHG emissions and for engagement with sovereignseylean also use this metric for potential collective
PBONenNWaGWUqWs RO W6 WO [ 999 WaqYWHI YeT DO0Wqé W #YGUIWYn WHY

Nevertheless, PCAF acknowledges that there are current limitations to the usability of this metric given the
following:

Difficulty in accurate allocation of emissions along the supply value chain

Involvement of input output models that can vary depending on the data provider

Time lag in data availability (approximately 2 years compared with production emissions)
The fact that only C@emissions are typically available

As a basic attribution principle, the financial institution accounts for a portion of the annual emissions of
the financed sovereign. This portion is determined by the ratio between the outstanding exposure to
sovereign debt, and the Purchase Power Pa(®PP)jadjusted GDP of the sovereign. This ratio is called the
attribution factor.
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PCAF requires using the following approach for attribution of emissions for sovereign debt:

e DGR £ §0OEYED QI EERRYYO
0001 "QUBINAEEE T =m0 s TaB0E 6 01 & OBYRE & O &

Exposure to Sovereign Debt (numerator)
This is the actual outstanding loan or bond amount that the sovereign is obligated to repay (i.e.
disbursed debt minus any repayments). It will be adjusted annually to reflect the correct exposure.

PPRadjusted GDP (denominator)
N6 Rt WRY WeWwWaWwet el JWYnwewrYezUql !kt WIHYUYOGRAWY2 qGe qllqgd
countries. More information on the rationale for using PRBjusted GDP can be found in the Annex
10.3.

PCAF recognizes that theenominator used for sovereign debt is different from the typical denominators of

other asset classeswhich represent the borrowers total value (equity and debt). Howeveplging the
FeaWWaYNRAWgYWHY2Uql RIJF WRY WHECOGGWUNRUNWHNDHE 2 DWq6 131 1JLW
equity, leaving only outstanding debt in the denominator of the attribution factoraddition, using debt for

attribution of sovereign emissions has limitations. It is inaccurate because sovereigmsly finance

themselves primarily with debt as opposed to tax revenue. Therefore, using outstanding national debt

levels only (not including a measurement for equity) as the denominator for attribution makes the

approach highly dependent on the extentoflUf Y2 Uq | ! k t WD Y¥Br&ihfdimakiod onkthe LT 1J A q HOLL
rationale for using PPRdjusted GDP can be found in the Annex 10.3.

The financed emissions of sovereign debt are calculated by multiplying the attribution factor by the
emissions of the respective sovereign borrower.

"00E O EQHCM | "QéE IO 01 QABOTOEEHE U Q1 QEQWE | Q¢ € i

(with s=sovereign borrower)

Attribution factor:

D000 0WeOQES Q0

00 O ELHIM | "Qé b ———— VE 0 Q1 QEVQE | QE &
® ! 0o mQ0o raog vl ! !

(with s=sovereign borrower)

Emissions intensities

f Ullg6 DWHEY2 1 + JWYNnW6JWs YI t WYnWA9 [kt W Y211 JRNDUWI WHqlWs Y
normalization and comparison of sovereign production and consumption GHG emissions intensity,

respectively, have been defined as follows:

For sovereign production: Production Emissions / PRBjusted GDP
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For consumption emission intensity: Consumption Emissions / Capita

For a comparison of production emissions intensity, using a GDP metric in the denominator appears

Fagl ¢eRNDEgnYIl s¢!l T AWNR2VI0Wg6 I Wa RUt WHWqs D0 We wRrY2Uql ! kKt WG
¢UT Wago6WWrYeUqgl ! kKt WY e q G e fEDRIFIRvA feriithiaiing ihé ka diresioffteet a0 13U q WY
economies and the output by subtracting the exchange rate effect. This effect becomes relevant for

countries with a relatively stronger exchange rate effect in particular and allows for a fairer comparison o

the countries, as the table below illustrates (2019 data):

Table 5.9-3. Example of difference between nominal and PPRadjusted GDP

Nominal GDP ($ Millions USD)| PPRG T T HOW] 2 A Wei 3

China 14,279,937 23,487,798
usS 21,433,226 21,433,226
India 2,868,929 9,560,220
Japan 5,081,770 5,345,808
Germany 3,861,124 4,644,166
Indonesia 1,119,191 3,338,144
France 2,715,518 3,320,559

When comparing production emissions intensity, the PPP adjustment mitigates the negative effect for
countries where production and emissions are concentrated:

Table 5.94. Example of difference between nominal and PPRadjusted GDP by production emissions
intensity

Country Absolute | Nominal GDP ($| PPRadj. GDP ($ (Production (Production
Production Millions USD) Emissions/ Emissions/

Emissions Mt Nominal PPRad;.

COze GDP)*1,000 GDP)*1,000

China 11,535 14,279,937 23,487,798 0.81 0.49
us 5,107 21,433,226 21,433,226 0.24 0.24
India 2,597 2,868,929 9,560,220 0.91 0.27
Japan 1,154 5,081,770 5,345,808 0.23 0.22
Germany 703 3,861,124 4,644,166 0.18 0.15
Indonesia 626 1,119,191 3,338,144 0.56 0.19
France 315 2,715,518 3,320,559 0.12 0.09

Emissions source: Edgar, 2019. Intensity KPIs are multiplied by 1,000 for better visualization of the comparison.

For consumption emissions, PCAF recommends using normalization per capita. Consumption emissions

reflect the demand side of the economy, and normalization per capita appears natural. In line with the

arguments stated above, PCAF recommends using the conqtian emissions intensity as an additional

Gql REAWqYWYHaq¢RUWE W6 YORt qRAW2RIIs WY nWe WHYaUql ! kt W] ¢c] W

»
® Partnership for
\ P‘ AF Carbon Accounting 145
- / Financials



FINANCED EMISSIONS THIRD EDITION

The table below illustrates that some countries tend to have higher consumption emissions than
production emissions, but the difference is not always significant (e.g., India), implying that countries with
notable contributions to production emissions cabe equally high consumers.

PCAF recommends considering both the production and consumption intensity metrics when comparing,
monitoring, and engaging with sovereigns.

Table 5.95. Example different intensity metrics Sovereign Debt

Country Absolute Absolute Rank by Rank by
Production Consumption Production Consumption

Emissions Emissions Emissions/ Emissions

Mt COze MtCO2ze PPRadj. GDP per Capita

China 11,535 8,960 1 5
us 5,107 5,767 3 1
India 2,597 2,355 2 7
Japan 1,154 1,312 4 2
Germany 703 862 6 3
Indonesia 626 591 5 6
France 315 442 7 4

For all ofthe metrics, PCAF recommends that financial institutions review at least 5 years of historical data
nY!l WeWAWqaql We 0T W1+ q¢UT RUNDWYnW Y211 WRNUY Kk WY211 ¢ 00 WIGR
versus consumption).

Similar to other asset classes, PCAF distinguishes for sovereign debt also three options to calculate the
financed emissions:

Option 1: reported emissions
Option 2: physical activitypased emissions

Option 3: economic activitybased emissions and proxy estimation

While options 1 and 2 are based on countspecific reported emissions or primary physical activity data of
q6lWrY2Uql !kt WIUWI N! WARYUt 20 GqRYUKWE GqRYULWOWRY WAH¢H 13T WY
Dt qROGcqUWe WHY2Uql ! kKt W] 2 ardipkefeded bver OptibntoliiGnGalarayperspadhivielc U T L
because they provide more accurate emissions. Due to data limitations, financial institutions might use

Option 1 or 2 for certain countries and Option 3 for others. The data quality mix shall be reflected in the

average data quality score, as chapter 6 illustrates.
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Table 5.96 provides data quality scores for each of these options and sayitions (if applicable) that can
be used to calculate the financed emissions for sovereign debt.

Table 5.9-6. General description of the data quality score table for Sovereign Debt

(score 1 = highest data quality score 5 = lowest data quality)

Data Quality | Options to estimate When to use each option
financed emissions

Score 1 Option 1: la Verified GHG emissions of the country are available. These GHG
Reported emissions are reported by the country itself and can be extracted fror
emissions UNFCCC™

Score 2 1b Unverified emissions of the country are available.

Score 3 Option 2: 2 Reported GHG emissions of the country are not known. Emissions ar
Physical HelHaOecqUl Wet RUNDWGI RGCEI ! WGE! t RE
activity -based consumption (domestic generated and imported) and emission factor
emissions specific to that primary data.

Score 4 Option 3: 3a Reported GHG emissions of the country are not known. Emissions ar
Economic HecldraOecqll Wet ROUNDW WHERY!I ¢daWwl 3213C
activity -based emission factors specific to that revenue data.
emissions

Score 5 3b Country GHG emissions are estimated by taking a proxy. GHG

emissions from (a) similar (climate (zones), wealth, GDP) country are
taken to estimate the country GHG emissions.

A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table @)1 Annex 10.3 (Table 10:8)includes a list of
public data sources PCAF has identified, which could be used for calculating financed emissions from
sovereign debt.

Emissions scope
The presented approach to classify scope 1, 2, and 3 emissions of sovereigns is an attempt to mirror the
CGGIl YeH6W W20 YGUT WeUT Wel YGqUT WnVYIl WHY!I GYIl ¢qdt WwWe U1 WHRq

Double counting

Double counting occurs in two dimensions:
Double counting of emissions of nosovereign sectors (e.g. corporates) due to accounting of
emissions at sovereign territorial level.

This represents a challenge for a financial institution with investment portfolios in multiple asset classes.
However, doubling counting within the GHG emissions reports of financial institutions is not necessarily
problematic as long as emission resultsfehe different asset classes are clearly reported separately.

18 This refers to UNFCCC reporting requirements. For the purposes of verification, Annex | Parties should compare their regtonates of CQ
emissions from fuel combustion with those estimates obtained using the IPCC reference approach, as contained in the 20063Bid€lines, and
report the results of this comparison in the NIR.
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Accounting for all emissions indirectly involved with loans and investments of the different individual asset
classes does ensure that the right considerations are taken when making lending or investment decisions.

Double counting of emissions of other sovereigns when accounting for emissions beyond scope.

The issue is not different from the one with corporate emissions and should be resolved/treated
consistently, i.e. doublecounting accepted when accounting for emissions beyond scope 1.

Attribution Factor

PCAF acknowledges that PP&djusted GDP has its limitations as the attribution factor: it is a flow metric,
and the relationship between investments and GDP are not 1:1. There are, however, reasons as stated
above that justify the usability of this attriltion factor. More information on the rationale for using PPP
adjusted GDP can be found in the Annex 10.3.

Alternative attribution factors might still emerge, and PCAF is ready to review these. For example, Total
capital stock (IMFY° - a measure of total value of gross fixed capital formation in the econorhgs also

been briefly reviewed. The concept is comparable to total capital and EVIC for corporates. Though a
reasonable theoretical concept, the metric has multiple limitation®ost importantly, this is not a readily
available and reported metric, but the once calculated based on IMF Methodology, which involves
assumptions, exclusion of certain sources of investments, and data availability limitations. PCAF does not
recommend ths metric at the current stage.

WEL qROEqRUNWAz AGRHAWAI R2¢ qUAWE U7 WAAAWY ¢ GROcGWEqYHEt AW OUW# WV Wf ~[ W7Yéel T WAe G
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5.10 Sub-sovereign debt

The purpose of this method is to provide guidance to financial institutions on how to calculate financed
emissions from subsovereign debt. Financed emissions may be calculated on a territorial or
organizational (entity) basis depending on the type of issas shown in Table 5.12 below.

The methodology described in this chapter covers the territorial approacty andleverages the PCAF
Sovereign Debt methodology subchapter 5.9 It is therefore recommended to read this chapter in
conjunction with the aforementionednethodology.

For subsovereign issuers for which the organizational (entity) approach is more appropriate, the
methodology for Business Loans and Unlisted Equity in Part A has to be &8adksers of this approach are
recommended to move to that asset class after reading the next two sections.

This asset class includes suisovereign bonds and sutsovereign loans of all maturities issued by regional,

city, or local governments in domestic or foreign currency. Ssivereign issuers are defined as issuers

with jurisdiction and influence over a spéfic territory within a country below sovereign level e.g., regions,

cities, municipalities. Organizational structures and nomenclature of administrative levels may differ by

country. For example, some countries have three administrative ssdvereign leves while others might

Ge21IWa Y DMWY Waat + Wo the USiot Aiiialia’dort@sidbni ¥ WpGCH ¥ g RUBWR BWR O W ¢ U
Spain. To ensure consistent language and clarity, three sdvereign levels have been defined: regional,

city and local level. Financial institutions may adafiteselevels to reflect the administrative structure of

the countries in which they invest.

Table 5.10-1. Territory classification example

Territory classification example for France)

Sovereign: Country France

Sub-Sovereign: Regional Level lle-de-France

Sub-Sovereign: City Level City of Paris

Sub-Sovereign: Local Level Paris, Essonne and other municipalities

Both sub-sovereign loans and bonds lead to the transfer of funds to the respective-sobereign issuer,
creating a debt obligation to be repaid by the borrowing entity. Svereign debt is typically issued by
regional or local governments as well asieis. Ths methodology covers territoriabased approaches for
sovereignlike sub-sovereign issuers, and references organizatitmased approaches for corporatdike

180 Note: Depending on the type of finance providednsr V| G R¢ dHIt2 BHIJRNDUWRY + 2 U1 + AWIRQSE U] Wa 6 WWaWasé YT Wn VYl Wh7eat
Ehe RGUIOT RUNL WY Whx Rt a3 LEhver8ign bdhds) iEOmbst hlfropdatel HoweVel bincet Hiith methddologies are identical for
unlisted organkations (subt Y2 1IJ1 WRNUt Wel WWHYUOH RT 31 3T We Ud Rt q T b Wl fdtsithplickty rdagovidih h 7 2+ RUIJE + Wx Y¢ Ut |
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sub-sovereign issuers, as appropriate

Data availability on the sulsovereign level was very limited in the past. While improvements have been
made for certain countries and emission scopes, data availability is still limited, in terms of country
coverage and emission scopes. However, to sigtiaht greenhouse gas (GHG) accounting for sub
sovereign debt is important to financial institutions and to support greater emission reporting, the
Sovereign Debt methodology has been extended to Stvereign Debt with certain adjustments and

limitations.

This asset class ncludes awide arrayof issuersand treating all subsovereigns alike may not accurately
represent their financed emissionsThe table below provides an overview of the different types of-sub

sovereigns and the corresponding accounting approach:

Table 5.10-2. Types of subsovereign issuers

Sub- Description Examples Accounting Considerations to select this type
sovereign | and key approach /
Type differentiators asset class
method used
Sovereign | Sub-sovereign | State of New | Territory These subsovereign issuers possess a significan
-like sub- | for which the | York, Province | based / degree of jurisdiction and influence over a specifi
sovereign | territorial of Quebec Sovereign territory and, therefore, may exercise control ovel
without a | emissions of Debt related emissions. No balance sheet is available,
balance | the region can CUT wovYWmlUql GI Rt JW2¢d
sheet be attributed to be constructed. Financed emissions are derived
the regional from the economic activity within the region and
economic the Purchasing Power Parity (PR&Jjusted GDP
output (PPR attribution factor.
adjusted GDP)
[ YI WRU21t qa WUqt wWROWe 0T
i Rt |Jsoléreryrissuers, Fishalluse the
territory-based approach described in this
chapter.
Sovereign | Sub-sovereign | Swedish Territory Some subsovereign issuers possess a significan
-like sub- | forwhichthe |/wu Y G G 2 U|based/ degree of jurisdiction and/or influence over a
sovereign | emissions of Dutch Sovereign specific territory and are responsible for the
with a the economic | /N 134 13U q | Debt provision of specific and/or general public service
balance activities of the | (municipalities) and facilities (e.g. waste management, water
sheet organization control).
can be Or
attributed to Due to their constitutional regime, a balance she
the entities Organization statement or similar measure of enterprise value
assets and based / available or may be constructed.
liabilities Business
(balance sheet Loans & Activitybased GHG emissions data for the sub
associated Unlisted sovereign covered in that balance sheet statemel
emissions) Equity is also available. This emissions data typically

covers emissions from own activities like waste
management, publieservice buildings, and
general infrastructue.

N /. PCAF
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Hence, the emission scope differs from the
territorial approach described in this part of the
standard.

For these regional circumstances Fihall use
either the territorybased approach described in
this chapter,or the organizationbased approach,
similar to corporatelike sub-sovereigns as
described below. In case the territorgased
approach is applied, territorial emissions are
attributed to PPPadjusted GDP.

Corporate
-like

Sub-sovereign
which in its
operations and
mandate is
comparable to
a corporate

Indiana
Municipal
Power Agency,
SNCF Reseau

Organizationrt
based /
Business
Loans &
Unlisted
Equity

These issuers are generally responsible for speci
public services and facilities such as energy
generation or waste services and tend to be
structured as either stateowned companies or
government agencies. Financed emissions are
derived from the econorit activity of the funded
entity and attributed based on enterprise value.

[ YI WayYe Ut we 07T WRU2-01R4G G-
FY201I DRNDUWRY + 2131+ AW f#
Loans & Unlisted Equitynethodology.

Financial institutions shall make it clear in their methodologiaad disclosures adapted to regional
circumstances, whether they use a territofigased or an organizatiofibased approach on emissions from
sovereignlike sub-sovereign counterparties.

Therefore, the type of sulBovereign issuer (sovereigior corporatelike) and the availability of balance
sheet information will determine if emissions will be accounted for using the territbased accounting
methodology outlined in this chapter.

Whether a subsovereign exhibits corporatdike characteristics or not is best judged by the financial
institution. PCAF acknowledges that classifying a sgbvereign issuer as sovereigor corporatelike
might not always be unambiguous and some deviateamong financial institution might occut®*

Use of proceeds bonds that finance specific projegtswvhere other methods outlined in Part A are more
suitabley are excluded.

PCAF acknowledges that in certain cases, regional or local governments might have limited control over

high-emitting industries or companies located withitheir regional boundaries. However, this does not
mean that sovereigrike sub-sovereigns should be excluded from financed emissions. Rather, this

information can be used to engage sovereigns or identify levers that can be pulled by regional governments

to reduce GHG emissions within the territory through initiatives like reforestation, funding research

lower carbon solutions, etc.

81 One information which could be helpful to distinguish between sovereignd corporatelike sub-sovereigns is thloomberg field
/BB_INDUSTRY_SUBGROWR

N /. PCAF
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When accounting for financed emissions from stdpvereign debt, financial institutionshall report sub-

Y201 DRNDUWAY I 1 Ys 131t k WE Hshotlid eeophd sdbpet & a@dIL i Mibsidnis Rrt lineRvitn0O + We UT LW
the proposed scope definition below. For certain stdpvereign debt, this approach permits estimates with

lower data quality scores (see Tabf10-5).

Scope definition
The table below represents the subovereign debt emission scope definitions, in line with the definition for
the Sovereign Debt asset class

Table 5.10-3. Emissions scope definitions

Scope 1 Scope 2 Scope 3
Domestic GHG emissions from GHG emissions occurring because ¢ Emissions attributable to norenergy
sources located within the regional | the domestic use of gricsupplied imports because of activities taking
territory where there is jurisdiction. | electricity, heat, steam and/or place within the regional territory
cooling which is imported from where there igurisdiction and direct
another regional territory where there¢ influence
is no jurisdiction or direct influence

NSWUW] c] WAI YaqYaYOGkt W UnRURqRYUWYNLW AYGUWNWIGRY + RYUt Ws ¢
corporate emissions. Alongside corporate emissions, the GHG Protocol published a Global Protocol for

Community Scale Greenhouse Gas Inventories (i.e. arcdanting and Reporting Standard for Citie¥¥,

which translated the scope definitions to cities. PCAF currently mirrors this approach for the Sovereign

Debt asset class. The SuBovereign debt method aims to do the same by applying the same logic for

emissions accounting across sutsovereign levels. EAF defines scope 1 emissions of stdbvereigns as

the domestic GHG emissions from sources located within the regional, city or local territory where there is

jurisdiction and direct influence.

The scope 1 definition aligns with the definition of production emissions. Production emissions are
emissions attributable to emissions produced domestically and include domestic consumption and
exports. Scope 1 emissions should cover GHG emissions frony kectors and categories such as energy,
industrial processes and product use, agriculture, forestry, other land use, and waste. However, there is a
divergence of views among emissions data providers and climate experts regarding the accounting of land
use, land-use change, and forestry (LULUCF) emissions, given significant data uncertainty. Compared to
sovereigns, LULUCF data reporting for sgbvereigns has greater limitations. Nevertheless, some sub
sovereign regions (e.g. California) report scope 1 esiiss including LULUCF.

82 Global Protocol for CommunityScale Greenhouse Gas Emission Inventories, GHG Protocol, 2014 (revised edition in 2021),
https://ghgprotocol.org/greenhousegas-protocol-accounting-reporting-standard-cities

® Partnership for
\ P‘ AF Carbon Accounting 153
v / Financials



FINANCED EMISSIONS THIRD EDITION

Table 5.104. Example of sub-sovereign emissions by inventory sector

California Emissions by Inventory Sector, MMT CO2 eq. 2022

Energy 321.740
Agriculture 33.370
Industrial processes and product use 19.318
Waste 15.297
Gross total 389.726
LULUCF -32.724

Source: United States Environmental Protection Agency (EPA), GHG Inventory Data Explorer

Hence, financial institutionsshall report scope 1 emissions, excluding LULUCF, asldould report scope
1 emissions including LULUCF, where data is available. Financial institutisingll be transparent about
the underlying scope of emissions reported.

The attribution of emissions determines the share of sgbvereign emissions that a financial institution
accounts for, based on its exposure to suefovereign debt. The attribution factor is calculated as the ratio
YnlWagdé WWnRU¢ URRCE O dBxPdsuneRarttze quisdvergign bovrewar} diyided byRhe sub

b Y2131 1JR-Bdiligted GAPA A

PCAF requires the following approach for attribution of emissions for sgvereign debt:

5001 QG ONN Qe+ z 2"Y6AD € U QI '@EOWE | 'V GO

(where s = subsovereign borrower)

Exposure to SukSovereign Debt (Numerator)
The numerator is the actual outstanding loan or bond amount that the ssdvereign is obligated to repay
(i.e., disbursed debt minus any repayments). This value should be updated annually to reflect the current
exposure.

PPRadjusted GDP (denominator)
The denominatoristhesub Y2 131 WRNUKkt W] 2AAWeT Tet qJT Wn Y -HiEstddH 6 ¢ + R U N LC
GDP is not typically available atthe stbY 2 11 WRNDU WG N2 Jd AlWqé IWRY2Uql ! kKt WAAALWC
appliedtothe subt Y2 IJ1 WRN UK . Mot/ duiBadae Gnlhpwetdcalculate PPRIjusted GDP for
sub-sovereigns can be found in Annex 10.3.

To prevent the attribution factor from exceeding one, financial institutisall cap the outstanding debt to
PPRadjusted GDP ratio at 1.
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PCAF recognizes that theenominator used for suksovereign debt is different from the typical

denominators of other asset classesvhich represent the borrowengotal value (equity and debt).

However, pplying the same logic ttocal governmentss challenging because there is no appropriate
measurementof asub+ Y2 131 WRNUKkt WWhe Rg! AWid K¢ 2RUNWYUG! WYeaqt q¢ U7 RUI
attribution factor. In addition, using debt for attribution o$ub-sovereign emissions has limitations. It is

inaccurate becausesub-sovereigns rarely finance themselves primarily with debt as opposed to tax

revenue. Therefore, using outstandinigcal debt levels only (not includig a measurement for equity) as

the denominator for attribution makes the approach highly dependent on the extentlotal

NY 2131 UG 1 vmgre infimaildh @n the rationale for using PR@justed GDP can be found in the

Annex 10.3.

The financed emissions of susovereign debt are calculated by multiplying the attribution factor by the
emissions of the respective sulsovereign borrower.

e e DGO ONERES QO
0001 "QUIOWAELE er——mr————
00H QQ6 "GODQ

"0QE HELHXD | Q¢ €610 01 "QOXBOBAELEYOA0E U Q1 '@ETWE | Q¢ ¢ |

. 0601 0 MOV 0 .
"0Qe GEQHAD | Q¢ eb—m——F——x . YOZAE¢ U Qi @QEQWET Q¢ & i
0Q¢ weQa i ssbozbo’Q'QOIO:OQQ 040€ U Q1 ‘@AW | € e

(with s = Subsovereign borrower)

Emissions intensities
In line with the sovereign debt method, the following optional intensity metric for normalization and
comparison of subsovereign production GHG emissions intensity has been defined:

B T '7‘6"'é"QC')(,T€X‘I'X'ﬂﬁ§]"D"I'T _
Of i 0Z40¢ U Q1 MIEMR 6 © oYhés: 0%35.9 06 GOS0

Scope 2 and scope 3 as well as exported emissions are not as widely available fessubreigns and are
therefore not included in this intensity method. Hence, consumption emissions cannot be calculated due
limited data availability. Improvements in datavailability may trigger an update to this method.

PCAF distinguishes three options to calculate the financed emissions associated with-sobereign debt:

Option 1: reported emissions. Verified or unverified GHG emissions data reported by the sub
sovereign territory (regional, city, or local level). This is the preferred option where available.
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Option 2: physical activitybased emissions. If reported emissions are not available, emissions

may be calculated using primary physical activity data (e.g., energy consumption within the sub
sovereign territory) and relevant emission factors.

Option 3: economic activitybased emissions and proxy estimation. Where neither reported nor
physical activity data are available, emissions may be estimated using sectoral revenue data or by
applying proxies (e.g., emissions from higher administrativeelisy.

The table below provides data quality scores feaich of theseoptions (if applicable) for scope 1 emissions
of sub-sovereign issuers.

Table 5.10-5. General description of the data quality score table for sub -sovereign debt
(score 1 = highest data quality; score 5 = lowest data quality)

Data Options to estimate the When to use which approach

Quality financed emissions

Score 1 | Option 1: Reported | 1a Verified reported subsovereign territory data are available.

Emissions

Score 2 1b Unverified reported suksovereign territory data are available.

Score 3 | Option 2: Physical |2 Reported GHG emissions of subovereign territory of the issuer are not
activity -based known. Emissions are calculated using primary physical activity data of
emissions the energy consumption within the subovereign territory and emission

factors specific to that primary data.

Score 4 | Option 3: 3 Reported GHG emissions of subovereign territory of the issuer are not
Economic activity - known. Emissions are calculated using sectoral revenue data of the-suk
based emissions sovereign territory production and emission factors specific to that

revenue data.

Score 5 | Option 4: Use data | 4a Sub-sovereign territory GHG emissions are estimated by taking a proxy!
from higher GHG emissions from one level above (e.g. regional data as proxy for ci
administrative data) is used
levels without
break-down 4b Sub-sovereign territory GHG emissions are estimated by taking a proxy!

GHG emissions from two levels above (e.g. counteyel data for city data)
are used

A detailed summary of the data quality score table, including data needs and equations to calculate
financed emissions, is provided in Annex 10.1 (Table 18)1

PCAF has decided to include sovereidike sub-sovereigns as several large countries have started to

report scope 1 emissions on a region@l1J 2 130 WIJON IOAWBEq ¢ qldt mWRUWag6 WWOEAW ONEZ=

data sources, please see Annex 10.3. Data on local administrative levels is less comprehensive and
consistent, whilst reporting at city level has increased. élaboratedin the data quality table, this method
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allows for using proxies for subovereign scope 1 emissions. However, using actual reported emissions
data is the preferred option for issuei all administrative levels.

Forthese sovereignlike entities, Flshould disclose financed emissions from regional, city and local
levels separatelySumming egional, city and local leveemissions runs the risk of double counting
territorial emissions. Although this approach is still accepted, Blsould transparently explain their
approach. The breakdown of corporatkke sub-sovereignsBusiness Loans and Unlisted Equity asset
class is recommended to be merged using NACE or ISIC classification as appropriate. Disaggregating
regioral, city and local levelsvhile disclosing financed emissions for corporatike sub-sovereigns is not a
specific

Data availability

Emissions

Data availability for scope 1 emissions has improved in the recent past. However, this is mainly the case for
developed economies and within the first or second administrative level below the sovereign level. This is
not yet the case at local levels. Theiglittle data available for several emerging market countries currently.

In cases where scope 1 emissions are available, it is recommended to implement data quality review
practices. Scope 2, scope 3 and exported emissions are currently mostly unavaslalsubsovereign

levels.

PPRadjusted GDP

PPRadjusted GDP is not available at sufovereign levels. Applying the respective country PPP
adjustment factor to convert suksovereign GDP to PR&djusted GDP has some limitations, not reflecting
that price levels deviate across regions within one coantHowever, it seems reasonable for regions with
the same currency.

The presented approach to classify scope 1 emissions of ssttvereigns is an attempt to mirror the
approach developed and adopted for corporates and citiddowever, these approaches cannot be
compared oneto-one.

Double counting occurs in two dimensions:

Double counting of territorial emissions at sovereign, s@lovereign regional level (e.g. states) and
sub-sovereign local levels (e.g. cities, municipalities)

This represents a challenge for a Fl with investment and lending portfolios in multiple asset classes at the

territorial level. However, double, and even triple counting within the GHG emissions reports of Fls is not

necessarily problematic as long as diffl JUqW¢ct + DagqWEG et + It k WG R+ RYUL Wel WWHDG
Accounting for all emissions indirectly involved with loans and investments of the different individual asset
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classes ensures that the right considerations are taken when making lending or investment decisions. Fls
shall disclose financed emissions from sovereign and stdovereign levels separately. Financial
institutions should disclose financed emissions from regional and local levels separately.

Double counting of emissions of norsovereign sectors (e.g. corporates) due to accounting of
emissions at the subsovereign territorial level.

PCAF acknowledges that PP&ljusted GDP has its limitations as the attribution factor: it is a flow metric,
and the relationship between investments and GDP is not eteeone. There are, however, previously
stated reasons that justify the usability of thagtribution factor. For more explanation on this, see Annex
10.3.
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6. Reporting requirements
and recommendations

6.1 Overall reporting requirements and recommendations

To manage financial and reputational risk it is crucial that the financial sector reports GHG emissions of
loans and investments for transparency and accountability. The following reporting requirements and
recommendations guide financial institutions toidclose the GHG emissions associated with their loans
and investments. Rather than creating a new framework, PCAF developed these reporting requirements
and recommendations to complement existing frameworks such as TCFD, GRI, Sustainability Accounting
Standards Board (SASB), generally accepted accounting principles (GAAP), and International Financial
Reporting Standards (IFRS). It adheres to and builds upon the reporting requirements set out by the GHG
Protocol Corporate Value Chain (Scope 3) Accounting dReporting Standard.

All financial institutions that commit to using this Financed Emissions Standard shall fulfil certain
requirements when disclosing their financed emissions publicly. However, they do have the flexibility to
decide where they want to start with measuring @udisclosing their financed emissions for instance, at a
specific asset class level or for a specific sector within a certain asset class. Flexibility in reporting is
allowed largely because of recognized limitations in data availability and quality. P@aégnizes that data
for many asset classes may not be available to financial institutions and that a financial institution may not
be able to disclose 100% of its portfolio. However, financial institutions shall be transparent in their
coverage and justif any exclusions.

The requirements for disclosure of financed emissions describe a minimum disclosure level with room for
financial institutions to report beyond this level. Any requirements not fulfilled must be accompanied by an
explanation. Minimum reporting requirements | 1JWT 13+ #1 RAWT WRUWq6 Rt WHE¢ Gqlll Wet RU
HIJI qg¢ ROWEY GUHqt WYnW WGY!I qRUNDWE!I WUOYqWl Whe RI IJT WHe qWIUH

The asset class methods in this Financed Emissions Standard are used to calculate the scope 3 category
15 emissions from financial investments. According to the GHG Protocol Corporate Value Chain (Scope 3)
Accounting and Reporting Standart? three consolidation approaches can be applied by financial
institutions to account for their scope 1, 2, and 3 emissiopsiamely equity share, operational control,

and financial control. For PCAF reporting, financial institutiogisall use the operational control approach

or the financial control approach; as a result, all financed emissiosisall be accounted for in their scope

3 category 15 reporting.

183 Additional information on consolidation approaches can be found in Chapter 4
18 (WRI and WBCSD, 2011)
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Principles: GHG accounting and reporting of financial institutiosball be based on the following
principles: relevance, completeness, consistency, transparency, and accuracy.

Purpose: Wnh RU¢ UHR¢ O WR Ushaul alignopiRhyits) speécifitl bukEess gndis|fdd Lhistance,
for identifying and managing climateelated transition risks or for steering toward a specific
emissions reduction target.

Frequency: Financial institutionsshall disclose at least annually and at a fixed point in time in line
with the financial accounting cycle. Financial institutiorghall ensure that the chosen point in time
provides a representative view on the emissions for that reporting yearsrall transparently
disclose if large changes close to (before/after) the reporting date affected the results.
Recalculation and significance threshold : Financial institutionsshall, in line with the GHG Protocol
Corporate Value Chain (Scope 3) Accounting and Reporting Standard requiretfiemstablish a
baseline recalculation policy to define under which circumstances a recalculating of (base year)
financed emissions is necessary to ensure the consistency, comparability, and relevance of the
reported GHG emissions data over time. As parttbis base year emissions recalculation policy,
financial institutionsshall establish and disclose the significance threshof®f that triggers base year
emissions recalculations.

Form of reporting: Financial institutionsshall disclose in publicly available reports sucannual
reports, website articles, or other publicly available sources as deemed appropriate by the financial
institution. Annex 10.2 provides an example template for how financial institutions can disclose their
financed emissions.

Past performance: Where appropriate and relevant for their business goals, financial institutions
should disclose their financed emissions for multiple comparable time periods, e.g., years.

Financial institutionsshall disclose all absolute emissions for all relevant asset classes or sectdfs
covered inchapter 5 and justify any exclusions. Potential justification criteria for exclusion include:
- Data availability: Required data is not available to the financial institutions.
- ERANaWNG6VWeHqR2RqRIJE Wel WWRUt RDURNRHC UqUaY Waé JWRUL a
- Methodology: There is no global methodology to quantify the financed emissions of specific
activities (i.e., asset classes not covered in this Financed Emissions Standard).
Financial institutionsshall disclose the percentage of their total loans and investments covered in
their financed emissions inventories for the seven asset classes coverechiapter 5, e.g, a financial
RUt qRage qRYUkt WaVYqcecdWYeqt qc¢c UT RGtDdsnyimitationsandl WR U2 13t q G 13U
exclusions.
Financial institutionsmay ! Rt H#a Yt DWIJGRt + RYUt Wn! YaWwWe UT I ¢sU0WadYe Ut AWR
optional IFRS reporting of undrawn loans methodology (see subsection@p®ional IFRS reporting of

185 (WRI and WBCSD, 2011)

w2 JnRURqRYUWEHAYI T RUNWqYWq6JW] ¢c] WAI YqYHYGals W RNOURN B anydigtifidantchakdde 6 Y i 1 WRY WE Whe
qYWas Wl ¢qéc AWRU2WIUqY! ' WAY2 0T ¢l Rt AW W6 YT + GWY !l wWeU! WYqédl w yawz2eUqWncHaqVYl t+ Ow
187 Financial institutions can choose to report by sector rather than asset class.
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undrawn loang. If disclosed, emissions from undrawn loarshall be reported separately from
financed emissions and emission removals.

Financial institutionsshall account for the seven gases under the Kyoto Protocol that are also
mandated under the UNFCCC to be included in national inventories if they are emitted in the value
chain. These are carbon dioxide (G methane (CH), nitrous oxide (NO), hydrofluorocarbons
(HFCs), perfluorocarbons (PFCs), sulfur hexafluoride {ERnd nitrogen trifluoride (N.

These seven gaseshall be converted to carbon dioxide equivalents (G€) using the 106year time
horizon global warming potentials published by the IPZ@ither the AR5 values published by the
GHG Protocol®®Y | Waq 6 JWf A99kt Wa Yt quwl IHJIUGE! WGe HG R 6 13T Wet + 13t 4

Financial institutionsshall express their financed emissions in metric tonnes of carbon dioxide
equivalents (tCQe) or another appropriate metric conversigne.g., kilotonnes (ktC@e),

megatonnes (MtCQGe). When emissions from a specific GHG (e.g., methane emissions) are material
and relevant, financial institutionshould consider a separate disclosure of these emissions.

Biogenic CQ emissions that occur in the value chaishall not be included in the scopes but shall be
included and separately reported in the public report.

Financial nstitutions shall disclose the absolute emissions (scope 1 and 2 combined) of their loans
and investments. If it serves the business goals of the financial institutions, absolute scope 1 and
scope 2 emissions of loans and investments should be reported separately from ezttler.

Beyond the reporting of scope 3 category 15 emissions covered by this Financed Emissions Standard,
financial institutionsshall also measure and report their scope 1 and 2 emissions and any other
relevant scope 3 emissions categories in line with the GHG Protocol Corporate Value Chain (Scope 3)
Accounting and Reporting Standard (séenex 10.Zor an example).

Where required by the relevant methodology in Chapter 5, financial institutishall separately
disclose the absolute scope 3 emissions of their loans and investments, including the specific
sectors covered.

Financial institutionsshall disaggregate and disclose absolute emissions data at the asset class or at
the sector level, particularly for the most emissieintensive sectors (e.g., energy, power, cement,
steel, automotive).

In additionto this minimum disaggregation requirement, financial institutiomsay choose to
disaggregate absolute emissions data by other portfolio characteristwisen relevant to their

business goalqsee furtherBox6.1-1).

Whena financial institutionissuesan integrateduse of proceedsstructure, theinstitution shall
separatelyreportthe emissions in line with applicable PCAF reporting requiremehi@nd total debt
covered by the structuréo informinvestorsin the structure.

188(GHG Protocol, 2014)
189 The IPCC reports can be found dtttps://www.ipcc.chl
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When a financial institution is an initial sponsor or lender of a specific project, the institusbauld

also assess and report the absolute lifetime scope 1 and 2 emissions of the project that was financed
during the reporting year.

Absolute emissionsshall be reported without taking into account carbon credits retired by clients to
offset these emissions. Carbon credits retired by clients may be reported, and if so, shall be reported
separately.

Box 6.1-1. Optional further disaggregating and disclosing absolute emissions data in specific
investments

In addition to the minimum disaggregation requirements of PCAF (by asset class or industry), financ
institutions may choose to disaggregate absolute emissions data by portfolio characteristissich as
green finance, transition finance, managed phas®it, or regulatory alignment (e.g., EU Taxonosnyd
enhance transparency and clarify emissions drivers. This can betipatarly relevant for financing in
hard-to-abate sectors or those supporting readconomy decarbonization.

Examples include green bonds, sustainabilitinked instruments, and conventional bonds from issuers
aligned or aligning to net zero. When doing so financial institutions should clearly disclose the criteri
used for categorization, as PCAF does not preiger specific classification systems.

To avoid double counting where categories overlap (such as a sustainaHitiked loan issued by a
counterparty whose activities also meet transition finance criteria), financial institutions should expla
how exposures are assigngdwhether through a hiearchy, split attribution, or other method. Material
yearon-year changes in disaggregated data, for example when such changes result from the
recategorization of exposures (e.g., counterparties gaining or losing alignment with a classification
system) shauld also be disclosed.

Box 6.1-2. Double counting in reporting absolute emissions
Double countingy which occurs when GHG emissions are counted more than once in the financed
emissions calculation of one or more institutions should be avoided as much possible. Double
counting occurs between the different scopes of emissions from loans andestments when a financial
institution invests in stakeholders that are in the same value chaihis form of double counting cannot
be avoided, but it can be made more transparent by reporting the scope 1 and 2 emissions of loans
investments separ#ely from their scope 3 emissions. Apart from this, double counting can take place
five levels:

Between financial institutions

In co-financing the same entity or activity

Between transactions within the same financial institutions

Across different asset classes

Within the same asset class
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PCAF recognizes that double counting of GHG emissions cannot be avoided completely; however, i
should be minimized. Double counting between efinancing institutions and between transactions
within the same asset class of a financial institution are avedlby using the appropriate attribution
rules defined by PCAF consistently.

By using the correct attribution method, double counting of emissions between institutions can be
minimized. Financial institutions using the methodologies in the Financed Emissions Standard will be
subject to the same exposure to double counting so thai@financial institution will not be more
significantly burdened than another.

Financed emissions are sensitive to several variables, and yeatyear changesn these variables can in

turn cause large fluctuations in the financed emissions metric over tinvehich may not reflect changes in
activity, or the decarbonization actions of financial institutions or their clients. Disclosing the key drivers
behind changes in financed emissions is considered the best practice for helping stakeholders understand
the real-world emissions impact.

A fluctuation analysis helps to explain the drivers of changes in financed emissions between consecutive
reporting periods and significantlynprovestransparency.
In case year olyearabsolute financed emissions have significant} changed due to causes
unrelated to portfolio or emissions changes of the underlying assets, financial institutishsuld
disclose drivers of changing financed emissions profiles through descriptive narrative or other means.
Financialinstitutions should G| Y 2 Rllctddtien &I ¢ 0 ! + RabsollitkYfinahgd dhlskions
across their portfolig explaining the drivers of changes to financed emissions between two reporting
periods.An example is provided iBox 6.13.
Financial institutionsmay provide fluctuation analyses at the asset class or sector level, in
accordance with the disaggregation of disclosed absolute emissions.
Financial institutionsmay identify the most appropriate approackor the fluctuation analysesWhere
financial institutions disclose a fluctuation analysis, theshall disclose the calculation basis
including the assumptions and limitations.

Box 6.1-3. An illustrative example for developing fluctuation analysis for a business loan
portfolio

There are multiple approaches togsforma fluctuation analysis for financial institutions portfolios. An
RiGet ql ¢cqR2UWE GGl YeHEWqYWG!I Y2RT RUNDW 2 #6 We Uwe C
Ynuwf 0210t qa DUqWAYI gqnVYdRYLW? U-ebavered NeRZ éra Ap®R Owher INIGadd T
(NZAOAY?2. Data providers have also drafted bespoke approaches to perform such attribution analys

2] §RONWY @6 WAYT RIJE WellJONOW 4§ b W 130 131K RQAHDR] dIRHRIIMIV | Loyl Lte L ¢ IUWLE T !IHLLRyHIL &0 #LLLH én @ LH FHaojeg of | g FE
avoid confusion withexisting PCAF terms

1 Financial institutionsare encouraged to applyhe significance thresholdestablishedin the 'Overall Reporting Requirements and Recommendations’

section when determining whether to disclose a fluctuation analysis.

192 Understanding the Drivers of Investment Portfolio Decarbonisation, United Nations Environment Progfinance Initiative
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An illustrative example has been laid obelowthat can be employed as initial guidance. As disclosures
mature, suitable best practices and industry standards can be developed to ensure consistency of
approach.

Outstanding amount;

Financed Emissions= = X Emissions;
Enterprise Value;

A% V%

Qutstanding Enterprise

FE(t
(t) amounts values

Emissions FE(t,)

In the illustrative example above, the absolute changes in total financed emissions between baseline
year t_0 and the subsequent year t_1 are broken down into the primary components of the PCAF
methodology, of outstanding amounts, enterprise values, and &sions. The analysis may be broken
down into further components (e.g. outstanding amounts can be broken down into new
lending/investments, lending maturity/divestments and changes to existing lending/investments). The
analyses should be completed with aamrative explaining the background of the observed fluctuations.

In addition to absolute emissions, financial institutions:

- Should reportemission removals where relevant to their loans and investments when appropriate
methodologies becomeavailable

- Mayreport avoided emissions1y Y 0 0 Ys RUNDWA9 [kt W 2GGIWGNUqgcecaWwnNeRI ¢UF
emissions and forwardlooking metrics

If financial institutions choose to disclose emission removals or avoided emissions, thlesll

T RHOYY DWe At YOieqUWUIAGRY Y RYUWI BGY2¢at WY We2YRT T WG RY

scope 1, scope 2, and scope 3 inventories (see Annex 10.2 for an example).

Avoided emissions and emission removashall be reported without taking into accountarbon

credits generated for these same emissions. Carbon credits generated by clishtsuld be reported,

and if so, shall be reported separately.

1% As defined in Chapter 3, removed emissions are those related to projects or technologies that can resultibed@ sequestered by trees or removed
from the atmosphere and stored in solid or liquid form.
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Financial institutionsshould report economic emission intensities if these values are relevant to their
business goals.

Economic emissionintensitiesshall be expressed on a portfolio, asset class, or sector level in metric
tonnes of carbon dioxide equivalents per million euro or dollar invested or loan€®,eo k ~ WY | LW
tCO.e/$M

When relevant to their business goals, financial institutiosBould consider reporting physical
emission intensities per sector using sectespecific activity (e.g.tCO.e/m?for real estate,
tCO.e/MWh for power utilitiestCO.e/tonne of steel produced for steel companies, etc.).

Box 6.1-4. Financed emission metrics and comparability

Measuring financed emissions in absolute terms provides financial institutions with a consistent baseline
for analysis and disclosuréWhen banks and investors aim to benchmark or compare companies, sectors,
or portfolios to each other, normalization is required. Absolute financed emissions at a portfolio level are
not a good metric to compare or benchmark financial institutions on thearformance dueto the potential
differences between financial institutions in terms of size, product portfolio, exposure to sectors and
regions, etc. For comparability and benchmarking, the absolute financed emissions need to be translated
into an emission intensity metri¢emissions per a specific unit)®*

A wide array of intensity metrics is applied in the market and each has its own merits. The table below
includes a list of the most common metrics.

Absolute emissions To measure the emissions The total GHG emissions of an asset
associated with financial activities class or portfolio

and establish a baseline for
disclosure and performance tracking

Economic emission intensity To understand how the emission Absolute emissions divided by the
intensities of different portfolios (or | loan or investment volume in EUR or
parts of portfolios) compare to each | USD, expressed as tCAJ o Kk ~ LY |

other per monetary unit tCO2e/$M loaned or invested
Physical emission intensity To understand the efficiency of a Absolute emissions divided by a valut

portfolio (or parts of a portfolio) in of physical activity or output,

terms of total GHG emissions per uni expressed as, e.g., tC&@/MWh,

of a common output tCOze/tonne product produced
Weighted average carbon To understand exposure to emissien| AY| qn YOG RY Kkt WI+GVYt
intensity (WACI)*® intensive companies intensive companies, expressed as

tCO21J 0 Kk ~ WY | LU3 2O Hfeivué C

194 Actual performance benchmarking or target setting for financial institutions is not covered by this Standard. For thisftgssessment, other

initiatives exist that build on the accounting requirements set forth in this Standard but that further retheinown methodologies and approaches.

E+¢ 0G0t WRUAG2T IJWaq 6 IJWE 7-Nigriéd/Ainehder f « + WO WUqUl WnY! WIGRAE qld

195 (TCFD, 2017)

e Ws YI T WAYGGe O W Indlt WagYWaqséWwnRUeUARRE G WRUY qRagea qRYUKY WAYI 1T Y531l wyl wWRU2 13t qldl
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Financialinstitutions shall use the most recent or otherwise appropriate data available to them.

PCAF recognizes there is often a lag between financial reporting and required emissions data, such

as emission factors or emissions data from borrowers or investees. In these instantés, i

acceptable that the data represents different years.

To account for inflation, a financial institutiomay apply an inflation adjustment to economic

DGRt RYUWneHqY!I +OW[ VI WIfFcaGaWAWeUOWeT Tet qaWUqWre UWAHD
location or based on the currency of the emission factor. If an inflation adjustment is applied, the

methodology usedshall be disclosed.Examples of indices can be found Box6.1-5.

Financial institutionsshould provide a description of the types and sources of dgtancluding
activity data, assumptions, emission factors, and all relevant publication dayesised to calculate
emissions.

Descriptionsshould be written to create transparency.

Financial institutionsshould publish a weighted score by outstanding amount of the data quality of
reported emissions data oshould explain why they are unable to do so. An example is provided in
Box6.1-6.

Where financial institutions are reporting scope 3 emissions, the weighted data quality score of these
emissionsshall be reported separately from that of scopes 1 and 2.

The data hierarchy tables provided in each asset class method in Chaptehnduld be used as a
guide for disclosing data quality. Financial institutiorshould explain how data quality is assessed,
acknowledging that it will improve over time.

Over time and where possible, datshould be verified to at least a level of limited assurance.
Financial institutionsshould disclose whether data is verified and to what level.

Box 6.1-5. Inflation indices examples

PCAF recommends the application of an inflation factor to economic emission factors. Several inflati
indices may be utilized for this purpose, including the Consumer Price Index (CPI), Producer Price In
(PPI), and the Gross Domestic Product (GDP) B&ft. Among these, the GDP Deflator and CPI offer th
broadest global coverage, with the GDP Deflator encompassing government expendiguvasich

q! GRAcOO! WI+W! quWid RURGc I WRUNGalURIWYUWE WnRU¢ UF
this guidance, the proposed adjustment pertains specifically to the data quality score 4 and data qual
score 5 emission factors, which are employed to estimate emissions in the absence of reported data

Box 6.1-6. An illustrative example for calculating weighted data quality scores

Data quality will likely differ across asset classes, sectors, companies, and emission scopes. To disc
the best representation of data quality, the Financed Emissions Standard requires that financial
institutions normalize the data quality scores folaeh asset class and sector to the total outstanding
loan or investment amount.

The equation for calculating weighted averages for an asset class or sector is:
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C RO vats BicPuegt ko fuvieorg
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(with i=borrower or investee)

UWRGGet ql ¢cqR2UVWI+caGIWNWYnWe WnRUec URRE O WRUL qfF

Asset class | Sector Company Outstanding Attributed scope 1 | Data quality score
loan and 2 absolute (1=high, 5=low)

emissions (kton
COze)

Business Oil & Gas Company A 522,425 15 3

loans

Business Oil & Gas Company B 187,449 7 5

loans

Business Cattle Company C 82,778 8 1

loans farming

Business Cattle Company D 108,997 11 1

loans farming

Business Cattle Company E 67,556 7 2

loans farming

Business Cattle Company F 54,762 5 5

loans farming

Weighted data quality score for business loans scope 1 and 2 emissions:

veltguo puwkTwL Y&xWp pTIOXP eWULEC UL @cu
VG quUp YIKT WP & X Yp ThPX X @ L QU tX @ ¢

Weighted data quality score for oil & gas sector scope 1 and 2 emissions:

vcltquao  pUYKT W
Lelmqup UKT W
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6.2 Optional reporting on undrawn loan commitment according to
IFRSS1 & S2

N6Rt Wt DAqRYUWY2qaRUWY WagdWJWAe!I qUUIt 6RGWNYI W9¢l AYOW wHHY
ensuring interoperability between Part A of the PCAF Standard and the International Financial Reporting

Standard (IFRS) S2 by defining a calculation medHorfinanced emissions'®” from undrawn loan

commitments. With national regulations increasingly aligned with IFRS S1 and S2, PCAF recognizes the

imperative to include a harmonized methodology in PartTis enables financial institutions to fully

comply with IFRS S2 reporting requirements and ensure comparability of reported emissions associated

with financial activities.

The calculation methodology for undrawn loans was built off pegisting Part A methodology. It is to be
seen as an additional calculation methodology to the relevant asset classes to accounafat report
financed emissions from undrawn loan commitments, which are in nature different from the calculation
methodologies of drawn financing as provided in the PCAF Standard.

IFRS reporting requirements

The IFRS is a public interest organization that develops accounting and disclosure standards. With the

formation of the International Sustainability Standards Board (ISSB) in 2021, IFRS consolidated the Climate

Disclosure Standards Board (CDSB) and the M@&Reporting Function (VRF). The result of this

consolidation is the International Sustainability Standards Board (ISSB), which has developed the

Sustainability Disclosure Standards IFRS S1 and IFRS S2. IFRS S1 and S2 aim to provide consistent and

comparabli JIWRUNY!I Ge¢qRYUWYUWe OWY!I ne URA érejdied fiskstatdE E] WG nY!l G ¢ U
opportunities, and the potential financial impacts of sustainability issues. By embedding sustainability

within financial reporting, ISSB aims to enhance transparencycagntability, and decisioamaking for

stakeholders.

IFRS S1 requires companies (includifigancial institutions) to disclose material information on their
sustainability-related risks and opportunities, covering four core reporting requirements: governance,
strategy, risk managements well asmetrics and targets associated with sustainabiliselated risks and
opportunities.

IFRS S2 specifies the disclosure requirements to identify climadéated risks and opportunities. It requires
reporting on physical and transition risks, scenario analysis, financial effects, and metrics and targets. Per
the IFRS S2 requirements, when regting on metrics and targets, organizations should disclose qualitative
and quantitative information including the reporting of scope 1, 2, and 3 GHG emissions. For scope 3
category 15 investments, IFRS S2 has specific requirements for commercial bardmaigthe insurance

W ROCUANWT WEGRY + RYUt wlWRE Wet BT W61 JWn VIl WHYUt Rt qUUH! Ws R 6 W ¢S Hré mpRy& N WalJ1 a ROV G YN!
financed.
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industry. These requirements include disclosing scope 3 category 15 emissions of the following asset
classes: loans, bonds, equity investment, project finance and undrawn loan commitments.

To enable financial institutions to comply with the reporting requirements of IFRS S2, the following
methodology on undrawn loans has been developed.

Figure 6.21. Asset class comparison between IFRS S2 and the PCAF Standarfdr Part A

IFRS S2 Asset Class Categorization PCAF Asset Class Categorization
Loans Business loans & unlisted equity
Bonds Listed equity & corporate bonds
Equity Investment Unlisted or listed equity
Project Finance Project finance
Undrawn loan commitments ° Not applicable

The PCAF Part A Standgpdovidesan optionalmethodology for calculating emissions associated with

eUTl ¢sU0WaYeUWRYAGOGRqGUWUQqt IOWi 6 ROWVDWaq6 DWW qe Ul ¢l T wArYUqRU2 I
prioritizing actual financial flows during the reporting period, it also recognizes the importaoic

accounting for potential future oriented financial exposures. Undrawn loan commitmengsgreements by

which financial institutiors offer clients the option to access funds under predefined terms in future

periodsT are now incorporated into emissions reportinglthough it remains challenging for financial

institutions to predict the exact timing and extent of drawdowns, the updated methodology provides a

standardized approach to estimate associated emissions, enhancing the completeness and comparability

of financed emissions disclosures and enabling compliance to IFRS S2.

The need for a harmonized approach

The inclusion of undrawn loan commitments as an optional Part A methodology reflects the need for a
harmonized approach that acknowledges their distinct nature from drawn loans and enables financial
institutions to comply with IFRS S2. Unlike drawn loansdrawn commitments are forwareooking,
variable in amount, and not classified as a separate asset class. They require dedicated capital reserves
and cannot be aggregated with drawn loans without risking inaccurate emissions reporting. Their
fluctuating nature within a fiscal year complicates balance sheet representation, and the absence of a
clear, industrywide definitiory particularly from IFR$ further challenges consistent measurement.
Recognizing these complexities, the PCAF methodology now provid&araework that enables financial
institutions to differentiate and reportfinanced emissions from undrawn commitments in alignment with
IFRS S2, ensuring more accurate and comparable financed emissions disclosures.
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Definition of undrawn loan commitments

There is currently no universally accepted definition of undrawn loan commitments within the financial
industry.Undrawn loan commitmentscan be defined as loan arrangements where a credit limit is set for
the client over a certain period, allowing them to borrow and repay funds any number of times within the
limit. It refers to the maximum amount available to be drawn under a committed loan facility at a specific
point in time including facilities that are unconditionally cancellablérom which any amouts already
drawn at that time are subtracted

In the case a financial institution decides to repdihanced emissions from undrawn loan commitments
theyshould do sofor those undrawn loans that meet the suggested definition above, or another definition
that is transparently disclosedFinancing products such as revolving credit facilities, bridge loans, and
letters of credit which have committed values on the yeand balance sheet of the financial institution

may be considered. General corporate purpose financing or lending that is designated for specific
purposes (i.e. with known use of proceeds)ay also be considered, if in line with thendrawn loan
commitment definition outlined above.

Given the lack of an industryide definition for undrawn loans, to ensure transparency in reporting, Fls
that decide to report using this methodologghall disclose their definition of undrawn loans by highlighting
what financial products have been included in the calculation. If the financial institution excludes specific
financial products or cases of undrawn loans, thghall be disclosed transparently together with
justification for the exclusion.

Emissions scopes covered

For the calculation of emissions associated with undrawn loan commitments, the applicable emission
scopesshall be determined by referencing the methodology of the respective asset class. Consequently,
the emission scopes covered for each underlying assétall align with the requirements specified in the
section Emission scopes covered of the relevant asset class methodology.

Attribution of emissions
The calculation methodology for undrawn loan commitments builds upon the financed emissions
calculation methodology outlined in Part.A

t wWewnaUT caWUqedWeqaql RAzeqRYUWG!I RUHRGOHWAWg6 WWnRU¢ URRE G
potential annual emissiony assuming full utilization of the loan facility for business activitiedased on
the ratio of the undrawn loan commitment amau (numerator) to the enterprise value of the financed
company (denominator).

The attribution factor reflects the proportional share of a company, calculated as the ratio of the
outstanding loan amount to EVIC for listed companies, and to the sum of total equity and debt for private
companies.
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When calculating emissions associated with undrawn loans for asset classes where the attribution factor
differs from the one described above, reference should be made to the 'Attribution of Emissions' section
for each relevant asset class in Part A

Equations to calculate financed emissions of undrawn loans
If reportedfinanced emissions from undrawn loan commitments shall be calculated by multiplying the
caqaql RAz qRYUWN¢cHqVYI WH! Waq 6 1 LWHAMAY incliide & weightibiglfagtér totreRe¢tU+ IOWN G Rt LW
partial commitment usage. Accordingly, two calculation approaches are available:
An unweighted calculation approach, based on the total committed amount, whigthall be
reported by thefinancial institution; and
A weighted calculation approach, incorporating a weighting factor for partial commitment usage,
which may be reported by thdinancial institution'®e,

The unweighted calculation represents the theoretical maximum emissions exposure, based on the
assumption that the full undrawn commitment will be utilized. This approach aligns with the principle of
completeness and serves as a standardized baseline fontparison across financial institutions.

In cases where a financial institution reports weighted financed emissions from undrawn loan
commitments, itshall also report the corresponding unweighted emissions. By presenting both figures,
financial institutions can offer a more balanced view of their potential and expected climegkated

financial exposure, thereby enhancing the credibility and decisiasefulness of their disclosures.

Financial institutionsshall disclose the rationale for applying a weighting factor, the methodology used to
determine its value, and the asset classes and industries to which it applies. Discloswfeall also include
any underlying assumptions, data sources, and estimation techniques used in the determination process
of the weighting factarAny changes to the weighting factor, methodology, or assumptions across reporting
periodsshall be clearly reported.

For undrawn loan commitments to private companies:

"0QE O EAHM | Q¢ ¢

198 A financial institution may introduce a weighting factor to account for partial commitment usage. The weighted calculatimdirces a weighting
factor to adjust for the likelihood of actual client drawdown, whighaybe based on institutior, industry-, or regionspecific utilization patterns. PCAF
does not prescribe a specific methodology for determining this weighting factor. If a financial institution chooses to repthrthe unweighted and
weighted emissions assoiated with undrawn loan commitments, ishall also disclose the methodology used to calculate the weighting factor, along
with the factor itself.
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For undrawn loan commitments to listed companies:

s st oo YE QI GEEDE O G QO A QLD L L e
1 z
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For the numerator, the maximum undrawn loan commitment is applied. The undrawn loan commitment
represents the difference between the total loan commitment and the drawn amount (on a gross exposure
basis) at the given point in time.

YE QI @OEEDE G G QO G M DA¥IDE 6 @ QO AQE @B £ 0 & O

The denominator is defined as either EVIC or the sum of total equity and debt, depending on the type of
company, andshall be consistent with the methodology used to calculate financed emissions for the
drawn portion of the loan.

Asset classes in scope

The calculation of undrawn loan commitments applies to committed dralance sheet loans and credit
facilities where the concept of undrawn commitments is relevant. Applicable Part A asset classes may
include BusinessLoansand Unlisted EquityProject Finance, and other financial products at the discretion
of the financial institution.

It is important to note thatin undrawn loan commitment is not a distinct asset class but rather a condition
of aloan (i.e., funds not yet drawn). This methodology is designed to enable financial institutions to meet
the disclosure requirements established under IFRS.

If a financial institution excludes specific categories of undrawn loans from its disclosed emissions, such
exclusions must be transparently reported. The disclosure shall include:

The rationale for the exclusion; and
The percentage of the excluded amount relative to total undrawn loan commitments.

Time of reporting

In line with Part A, GHG accounting enables financial institutions to disclose financed emissions at a fixed
point in time and in line with financial accounting periods. Hence, the time of reporting emissions
associated with undrawn loan commitmentshall be aligned with the financial reporting as well as the
reporting of financed emissions from drawn loans. This is also in line with the reporting requirements of
IFRS S1 and S2.

Data quality score
The same calculation approaches for drawn loans are applied for the data quality score of undrawn loans.
Financial institutionsshould use the most recent data with the highest quality available, even if it is
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representative of different years, with the intention of aligning as much as possible. The data quality
section for each asset class in Partghall be referred to when determining the data quality score and
which data to use.

Reporting requirements and recommendations

PCAF emphasizes the importance of reporting financed emissions from undrawn loan commitments
separately from those associated with drawn loan commitments. This requirement is consistent with IFRS
S2, which mandates the disclosure of emissions associatedvundrawn loan commitments separately
from emissions attributable to drawn amounts.

Accordingly, nancial institutions subject to IFRS Sshall disclose financed emissions from undrawn loan
commitments separately from those associated with drawn loan commitmeni&his requirement applies
in conjunction with the overarching reporting principles and recommendations outlined in Part A.
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7. Glossary

Absolute emissions

EGRtt RYUt Weqaql RA2 qUT WgYWe WnRUec UHRE (
Expressed in tonnes C. See financed emissions.

Amortization

Amortization in securitization refers to the process of repaying the principal
amount of a loan or debt over time. In a securitization, as the principal amoun
of the underlying loans is repaid these funds are used to repay amortizet the
ABS securigs.

Asset back security

An assetbacked security (ABS) is a type of security that is secured by a speci
pool of, generally financial, assets; these assets can be of a variety of types,
including receivables, loans, or leases.

Asset class

A group of financial instruments that have similar financial characteristics.

Attribution factor

The share of total greenhouse gas (GHG) emissions of the borrower or invest
that are allocated to the loan or investments.

Avoided emissions

Emission reductions that the financed project produces versus what would ha
been emitted in the absence of the project (the baseline emissions). In the
context of the Financed Emissions Standard, avoided emissions are only fromn
renewable power projects.

Biogenic carbon
dioxide (CO2)
emissions

Emissions from a stationary source directly resulting from the combustion or
decomposition of biologically based materials other than fossil fuels.

Borrower

A person or company that borrows money from a bank.

Business loans and
unlisted equity

This asset class comprises business loans and equity investments in private
companies, also referred to as unlisted equity. Business loans include aH on
balance sheet loans and lines of credit to listed and unlisted businesses,
nonprofits, and any othertsucture of organizatiof®® and are for general
corporate purposes, i.e., with unknown use of proceeds as defined by the GH
Protocol. Unlisted equity includes all ofvalance sheet equity investments to
businesses, nonprofits, and any other structure of organization that are not
traded on a market and are for general corporate purposes, i.e., with unknowt
use of proceeds as defined by the GHG Protodebr detail information on this
asset class, see subchapter 5.2.

Capital structure/
capital stack

The hierarchy of debt that makes up the issuance of debt securities.

CO2-equivalent
(COse)

The amount of CO2 that would cause the same integrated radiative forcing (a
measure for the strength of climate change drivers) over a given time horizon
an emitted amount of another GHG or mixture of GHGs. Conversion factors v
based on the underlyig assumptions and as the science advances. As a
baseline, PCAF recommends using 18@ar Global Warming Potentials without
climate-carbon feedback from the most recent IPCC Assessment report.

Collateral

Any contractual rights, property or financial or physical assets (such as vehicli
or equipment) with monetary value, given as security for repayment of a debt.

1% This also includes governmentadwned enterprises (e.g., stat®@wned companies such as municipal energy or public transport providers), while

loansto governments themselves are excluded. Loans to governmeistsovered under Sovereign Debt asset class.
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Collateral
attribution factor

The ratio of the outstanding loan secured on the hard assets to the total value
the collateral.

Collateral pool

The pool of loans, leases or other form of collateral backing the securitization.

Commercial
mortgage-backed
security

A commercial mortgagebacked security (CMBS) is a debt security whose cast
flow is backed by the principal and interest payments from a specified pool of
loans that are secured by mortgages over commercial property.

Commercial real
estate (CRE)

This asset class includes ofbalance sheet loans for specific corporate
purposes, namely the purchase and refinance of commercial real estate (CRE
and on-balance sheet investments in CRE when the financial institution has nt
operational control over thgroperty. This definition implies that the property is
used for commercial purposes, such as retail, hotels, office space, industrial,
large multifamily rentals. In all cases, the owner of the building uses the prope
to conduct income-generating acwities. For detailed information on this asset
class see subchapter 5.4.

Comprehensive
Environmental
Data Archive
(CEDA) data

CEDA (Comprehensive Environmental Data Archive) by Watershed is a globe
representative, spenebased emissions factor database designed to support
robust Scope 3 greenhouse gas accounting. Covering 148 countries and 400
industries, CEDA links economic divity to environmental impact using a multi
regional inputoutput model. It offers over 60,000 emission factors with high
sectoral granularity and annual updates to reflect global decarbonization trenc

Consolidation
approach

Refers to how an organization sets boundaries for GHG accounting. Types
include equity share approach, financial control, and operational control.

Consumer finance

Finance provided to individual and household consumers, such as mortgages
and motor vehicle loans.

Corporate debt

Money that is owed by companies rather than by governments or individual
people.

Covered bond

Debt securities whose repayment is a corporate obligation of the issuer but ar
also backed by cash flows from mortgage loan receivables in a mortgage cov
bond.

Debt

A financing instrument that requires repayment by the borrower. In the contex
this Financed Emissions Standard, debt refers only to the principal amount
owed by the borrower and excludes interest.

Direct emissions

Emissions from sources that are owned or controlled by the reporting entity ol
the borrower or investee.

Double counting

Occurs when GHG emissions (generated, avoided, or removed) are counted
more than once in a GHG inventory or toward attaining mitigation pledges or
financial pledges for the purpose of mitigating climate change.

Embodied
emissions in
buildings

The GHG emissions associated with the naperational phase of the project.
This includes emissiongaused by extraction, manufacture, transportation,
assembly, maintenance, replacement, deconstruction, disposal and end of life
aspects of the materials and systems that make up a building.

Emission impact

In the context of this Financed Emissions Standard, emission impact refers to
the emissions financed by loans and investments.

Emission intensity
metric

Emissions per a specific unit, for example: tGDo k ~ WY | W3 ~ WRU2 |
tCO.e/MWh, tCQe/tonne product produced, tCQe/MWh, tCQe/ton product
produced, tCO:IJo Kk ~ WYl W3 ~WHYGGecU! W w2102 010
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Emission removals

The action of removing GHG emissions from the atmosphere and store it
through various means, such as in sails, trees, underground reservoirs, rocks
the ocean, and even products like concrete and carbon fiber.

Emission risk

The potential for adverse effects on lives, livelihoods, health status, economic
social and cultural assets, services (including environmental), and infrastructu
due to climate change.

Emission scopes

The GHG Protocol Corporate Accounting and Reporting Standard classifies a
YI D¢cURAc¢qRYUKt W] ¢c] WIGRY + RYUY WRUGQqY L
emissions from owned or controlled sources. Scope 2 emissions are indirect
emissions from the generatioof purchased energy. Scope 3 emissions are all
indirect emissions (not included in scope 2) that occur in the value chain of th
reporting organization, including both upstream and downstream emissions.

Enterprise Value
Including Cash
(EVIC)

The sum of the market capitalization of ordinary shares at fiscal year end, the
market capitalization of preferred shares at fiscal yeand, and the book values
YnlWaYagqcedaW WAqWeUT WGRUYI RqRIJt k WRUq I
equivalents are made t@void the possibility of negative enterprise values.

Environmentally
extended input-
output (EEIO) data

EEIO data refers to EEIO emission factors that can be used to estimate scope
2, and upstream scope 3 GHG emissions for a given industry or product
category. EEIO data is particularly useful in screening emissions sources whe
prioritizing data collectio efforts.

Equity

The ownership of banks or investors in a company or project. There are variol
types of equity, but equity typically refers to shareholder equity, which

I 3GI Ut WU0qt W6 WWe dYeUqWYnwaYUW! Waé ¢«
shareholders if all company assetwere liquidated and all company debt were
paid off.

Equity tranche

The most junior tranche of securitization, and it is the first to suffer losses if th
underlying asset defaults.

EXIOBASE

A global, detailed multiregional environmentally extended supplyse table and
input-output table. It was developed by harmonizing and detailing supply use
tables for a large number of countries, estimating emissions, and resource
extractions by industry.

Facilitated
emissions

In the context of securitization and structured products, facilitated emissions
are the emissions related to the transactions facilitated by financial institutions
such as holding securities during the transfer from originator to investors.

Federal Test

N6IWWOEWEU2RI YUGWUqedWAI YaqUeaqRYUW NI

Procedure of drive cycle tests to measure the tailpipe emissions and fuel efficiency of
passenger cars.

Financed Absolute emissions that banks and investors finance through their loans and

emissions investments, including those associated by assets held in structured products
See absolute emissions.

Financial A company engaged in the business of dealing with financial and monetary

institution transactions such as deposits, loans, investments, and currency exchange.

Financial institutions encompass a broad range of business operations within
the financial services sectornicluding commercial banks, investment banks,
development banks, asset owners/managers (mutual funds, pension funds,
close-end funds, investment trusts), and insurance companies.

Greenhouse gas
(GHG) emissions

The seven gases mandated under the Kyoto Protocol and to be included in
national inventories under the United Nations Framework Convention on
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Climate Change (UNFCC®)carbon dioxide (CO2 ), methane (CH4 ), nitrous
oxide (N2 O), hydrofluorocarbons (HFCs), perfluorocarbons (PFCs), sulfur
hexafluoride (SF6 ), and nitrogen trifluoride (NF3).

GHG accounting

WaWe Ut WYnwaWwet el RUNWagS W RI WRqWe U1
of CO; and its equivalent gases from industrial activities.

GHG accounting of
financial portfolios

The annual accounting and disclosure of GHG emissions associated with loatr
and investments at a fixed point in time in line with financial accounting perioc
This is also called portfolio GHG accounting.

GHG Protocol

Comprehensive global standardized frameworks to measure and manage GH
emissions from private and public sector operations, value chains, and
GRqRNecqRYUWeHqRY Ut IOWNGS IW] ¢c] WAL YqVYH#H)
GHG accounting standards. The Corporafeccounting and Reporting Standard
provides the accounting platform for virtually every corporate GHG reporting
program in the world.

Global Trade
Analysis Project
(GTAP) database

GTAP is a global network of researchers and policy makers conducting
guantitative analysis of international policy issues. GTAP is coordinated by the
90Ul WnVY!l Wl aYAcaWRNI ¢T Wyw Ued!t Rt WRL
Agricultural Economics. The centerpce of the GTAP is a global database
describing bilateral trade patterns, production, consumption, and intermediate
use of commodities and services.

Home equity line of
credit (HELOC)

A revolving line of credit usually with an adjustable interest rate, which allows
homeowners to borrow up to a certain amount over a period of time. HELOCs
work in a manner similar to credit cards, where the homeowner can
continuously borrow up to an appneed limit while paying off the balance.

Home equity loan
(HEL)

Sometimes referred to as a second mortgage, usually allows homeowners to
borrow a lump sum against their current home equity for a fixed rate over a fix
period of time. Usually, home equity loans are used to finance large
expenditures, such as home repe or college tuition.

Indirect emissions

Emissions that are a consequence of the activities of the reporting entity but
occur at sources owned or controlled by another entity.

Interest-only (10)
strip

A debt security whose entitlements relate solely to payment of interest (no
principal payments). The debt security does not have a principal balance, and
interest payments are calculated on a notional balance which may be fixed or
changed over time.

Investment

The term investment (unless explicitly stated otherwise) is used in the broad

t WUt WalWmAe qgqRUNDWEYUW! WRUqYWeEHqR2Ral
G¢ct RUNDWE WG YnRaOwW~YE qWn Yl Gt WYnWRU:3
as investment irequities, debt, property, projects, and even fixed interest
securities which are subject to inflation risk, among other risks.

Investment
attribution factor

The ratio of the nominal amount of a class of debt securities to the total nomir
amount of all debt securities.

Investee company
or investee project

A company or project in which an investor makes a direct investment.

Issuer

The entity which issues the bonds off the back of the collateral pool associate
with the securitization.

Known use of
proceeds

Known use of proceeds relates to investments and loans made via Use of
Proceeds structures.
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Listed equity and
corporate bonds

This asset class includes all chalance sheet listed corporate bonds and all en
balance sheet listed equity that are traded on a market and are for general
corporate purposes, i.e., unknown use of proceeds as defined by the GHG
Protocol. For detailed information on this asset class see subchapter 5.1.

Loan to value ratio
(LTV or LVR)

A percentage calculated by dividing the loan amount by the value of the prope
used as Security for the Loan.

Loan attribution
factor

A factor that determines the share of loan emissions attributed to the collaterz
pool.

Mezzanine debt
security

A Subordinated Debt Security, which therefore ranks below a senior ranking
Debt Security, but ranks above the most Subordinated Debt Security in the
structure (generally the unrated equity or First Loss Piece).

Mortgages

This asset class includes otvalance sheet loans for specific consumer
purposes- namely the purchase and refinance of residential property, includin
individual homes and multfamily housing with a small number of units. This
definition implies that theproperty is used only for residential purposes and not
for commercial activities.For detailed information on this asset class see
subchapter 5.5.

Motor vehicle loans

This asset class refers to ehalance sheet loans and lines of credit to
businesses and consumers for specific (corporate or consumer) purposes
namely the finance one or severaiotor vehicles.For detailed information on
this asset class see subchapter 5.6.

On-balance sheet
securitization
structures

An accounting treatment whereby an Originator recognizes securitized Assets
its own balance sheet for capital treatment purposes (although legally the
assets may have been sold to a securitization SPV).

Off-balance sheet

An accounting treatment whereby an Originator is entitled to remove securitiz|

securitization Assets from its own balance sheet for capital purposes although the assets m
structures not actually have been sold.
Originator Refers to the originator, sponsor, or original lender of the loan(s).

Pool of Pools

The assembly of pools of investments in individual securitizations of loans
(Pools) and associated collateral by Originators as the basis for securitization
issuance.

Project finance

This asset class includes all abalance sheet loans or equities to projects or
activities that are designated for specific purposes, i.e., with known use of
proceeds as defined by the GHG Protocol and is setintained (i.e. the project
has its own budget The financing is designated for a defined activity or set of
activities, such as the construction and operation of a géised power plant, a
wind or solar project, or energy efficiency projectsor detailed information on
this asset class see subchagtr 5.2.

Residential
mortgage-backed

security (RMBS also

sometimes MBS)

A debt security whose cash flow is backed by the payments from a specified
pool of loans that are secured by mortgages over residential property.

Ringfencing

Ringfencing is a legal technique that isolates the assets of securitization from
the assets of the originator. In the context of securitization, it is used to protec
investors from losses in the event of the originator's bankruptcy. Riegcing is
typically achieved by creating a special purpose vehicle (SPV) to hold the ass
of the securitization.
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Scenario analysis

A process of analyzing future events by considering alternative possible
outcomes.

Scope 1 emissions

Direct GHG emissions that occur from sources owned or controlled by the
reporting company i.e., emissions from combustion in owned or controlled
boilers, furnaces, vehicles, etc.

Scope 2 emissions

Indirect GHG emissions from the generation of purchased or acquired
electricity, steam, heating, or cooling consumed by the reporting company.
Scope 2 emissions physically occur at the facility where the electricity, steam,
heating, or cooling is generated

Scope 3 emissions

All other indirect GHG emissions (not included seope 2) that occur in the
value chain of the reporting company. Scope 3 can be broken down into
upstream emissions and downstream emission&lpstream emissionsinclude

all emissions that occur in the life cycle of a material/product/service up to the
point of sale by the producer, such as from the production or extraction of
purchased materials.Downstream emissiongnclude all emissions that occur
as a consequence of the distribution, storage, use, and enélife treatment of
qé WYl NecURAcqRYUkt WGI YT efqt WY W 131 3

Scope 3 category
15 (investments)
emissions

This category includes scope 3 emissions associated with the reporting
HYOGGecU! xt wWwavYcecUt wWweUl WwRU213t qadUqt WRUOL
scope 1 or scope 2.

Securitization

A technique that converts cash flows from Assets into tradable Debt Securitie
which are limited in recourse to those Assets rather than the company that
originated those Assets. The debt securities may be tranched, depending on
market demand, allowing inestors to take exposure to the transaction in line
with their risk appetite.

Securitizations and
structured
products

This method covers securitized and structured products which are backed by
identifiable loans, leases, or other incomgenerating assets. Typically, the
collateral pool is sold to a bankrupteyemote speciatpurpose vehicle (SPV) or
similar entity, or refeenced and the vehicle issues bonds to investors secured
on the collateral. It encompasses both public and private asseacked
structures. The underlying collateral may include various asset types, and an
evaluation of these assets must be performed to demine the applicable
financed emissions methodologyt-or detailed information on this asset class
see subchapter 5.8.

Senior tranche

The tranche that has the highest priority of payment in the event of default.

Sequestered
emissions

Refers to atmospheric CO2 emissions that are captured and stored in solid or
liquid form, thereby removing their harmful global warming effect.

Sovereign debt

This asset class includes sovereign bonds and sovereign loans of all maturitie
issued in domestic or foreign currencies. Both sovereign loans and bonds lea
to the transfer of funds to the country, which in turn creates a debt obligation t
be repaid by lhe borrowing countryFor detailed information on this asset class
see subchapter 5.9.

Special purpose
vehicle (or trust or
special purpose
entity or designated
activity company T
SPV, SPE, DAC)

A bankruptcyremote legal structure that holds assets off or/separate from the
YI RDRUcqVI kt WAHcGcUHRDW 6100 qALWs 6 RAHG L
ABS/structured products.
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Structured product
data quality score

Separate from the PCAF data quality score table found in Part A, the structure
product data quality score provides guidance on calculating the deal data
quality score.

Sub-sovereign debt

This asset class includes bonds and loans issued by public authorities below
national levely such as states, provinces, regions, cities, or municipalitigsin
either domestic or foreign currencyror detailed information on this asset class
see subchapter 5.10.

Subordinated debt
security

Debt Security which ranks behind other Debt Securities in repayment of
Principal and is allocated losses before senior Debt Securities.

Synthetic
securitizations

A type of transaction where the credit risk is transferred to the capital markets
AeqWaédWwet + Dagt W PBa¢RUWYUWq6 WYl RNRL

Total balance sheet
value

WAc¢acURPDW 6 J0qWRY We WnRUcUHRE OW q¢ ¢
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Tranche

Tranche means each of the separate elements of the principal liabilities of the
securitization (e.g. class of notes which, when taken together at their nominal
original amount, equal the nominal outstanding amount of the loans in the poc
of Assets at theclosing of the deal.

Tranche attribution
factor

The ratio of the outstanding nominal amount of a tranche to the total
outstanding nominal amounts of all tranches.

Undrawn loan
commitments

Undrawn loan commitments may be defined as loan arrangements where a
credit limit is set for the client over a certain period, allowing them to borrow a
repay funds any number of times within the limit. It refers to the maximum
amount available to be draen under a committed loan facility at a specific point
in time, including facilities that are unconditionally cancellable, from which any
amounts already drawn at that time are subtracte8or detailed information on
the optional IFRS reporting on undradman commitments see subchapter 6.2.

Unknown use of
proceeds

Unknown use of proceeds refers to investments and loans for general (corpor
or consumer) purposes, i.e., the financial institution does not know exactly for
what activity the money is used, which holds for geneplrpose loans.

Unlisted equity

All onrbalance sheet equity investments to businesses, nonprofits, and any
other structure of organization that are not traded on a market and are for
general corporate purposes, i.e., with unknown use of proceeds as defined by
the GHG Protocol. Unlisted guity is also referred to as equity investments in
private companies (i.e., the financial institution obtains shares of the company

Use of proceeds
structures

Use of proceeds structures are structures containing a pool of one or multiple
underlying assets. The term Use of proceeds structure is an abstract GHG
accounting concept with a wide scope it encompasses structures ranging fron
equity funds, debt funds ad special purpose vehicles to labeled bonds and
labeled loans.

This method includes all ofbalance sheet debt and equity to use of proceeds
structures. Use of proceeds structures contain a pool of one or multiple
underlying assets, which may belong to any asset class. Use of proceeds
accounting allows financial instiitions to account for the specific assets being
financed. For detailed information on this asset class see subchapter 5.7.

Vehicle make

The name of the company that manufactures the vehicle.
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Vehicle model

The product name of the vehicle.

Whole loan
securitization

A whole loan is a single loan securitization issued by an originator/sponsor th:
is not included in a tranched securitization but is still ringfenced from the

YI RDRUcqVYI bt Wet t gt OWF qee UWHPDWE 1IGc
investors.

World Input-Output
Database (WIOD)

World InputOutput tables and underlying data, covering 43 countries, and a
model for the rest of the world for 200R014. Data for 56 sectors are classified
according to the International Standard Industrial Classification revision 4 (ISl
REV. 4).

World Harmonized
Light-duty Vehicles
Test Procedure
(WLTP)

The WLTP is a global, harmonized standard of drive cycle tests to determine
tailpipe emissions and fuel efficiency of passenger cars.
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8. Acronyms

CAF Collateral attribution factor

CDP Carbon Disclosure Project

CH4 Methane

CO2 Carbon dioxide

CO2e Carbon dioxide equivalent

CRE Commercial real estate

EEIO Environmentally extended inpubutput

EU European Union

EU TEG | European Commission Technical Expert Group on Sustainable Finance
EV Electric vehicle

EVIC Enterprise value including cash

FAO Food and Agriculture Organization of the United Nations
FSB Financial Stability Board

GAAP Generally accepted accounting principles

GEMIS Global Emissions Model for integrated Systems

GHG Greenhouse gas

GTAP Global Trade Analysis Project

HFC Hydrofluorocarbon

HEL Home equity loan

HELOC Home equity line of credit

ICCT International Council on Clean Transportation

IEA International Energy Agency

IFI Internal Financial Institution

IFRS International Financial Reporting Standards

IPCC Intergovernmental Panel on Climate Change

IPO Initial public offering

ISIC Industrial Classification of All Economic Activities

ITF OECD | International Transport Forum at the Organisation for Economic @eration and Development
ktCO2 e | Kilotonnes of carbon dioxide equivalent

LAF Loan attribution factor
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L2 Level 2 (NACE)

MtCO2 e | Megatonnes of carbon dioxide equivalent

MWh Megawatthour

N20 Nitrous oxide

NACE Statistical Classification of Economic Activities in the European Community
NDC Nationally determined contribution

NEDC New European Driving Cycle

NF3 Nitrogen trifluoride

NGO Nongovernmental organization

PCAF Partnership for Carbon Accounting Financials

PFC Perfluorocarbon

SASB Sustainability Accounting Standards Board

SBT Science-based targets

SBTiFI Science Based Targets initiative for Financial Institutions
SDA Sectoral Decarbonization Approach

SF6 Sulfur hexafluoride

SSP Securitization and Structured Products asset class

SVP Special purpose vehicle

TAF Tranche attribution factor

TCFD Task Force on Climateelated Financial Disclosures

tCO2 e Metric tonnes of carbon dioxide equivalent

UoP Use of Proceed Structures

UNEP FI | United Nations Environment Programme Finance Initiative
UNFCCC | United Nations Framework Convention on Climate Change
us United States

WACI Weighted Average Carbon Intensity

WBCSD | World Business Council for Sustainable Development
WIOD World InputOutput Database

WLTP Worldwide Harmonized Light Vehicles Test Procedure
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