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About TPI

TPl is a global initiative led by Asset Owners and
supported by Asset Managers

70 supporters with over $18 trillion of combined Assets
Under Management and Advice*

Using publicly disclosed data, TPl assesses the progress
companies are making on the transition to a low-carbon
economy:

* Inline with the recommendations of TCFD;
* Providing data for the Climate Action 100+ initiative

All TPI data is published via an open-access online tool:
www.transitionpathwayinitiative.org.

* now incorporating data on 332 companies across 16
sectors with a high impact on climate change

* As of February 2020
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TPI strategic relationships

The TPI’'s academic partner is the Grantham Research
Institute on Climate Change and the Environment, a
research centre at the London School of Economics and
Political Science (LSE). It develops the assessment
frameworks, provides company assessments and hosts
the online tool

TPI’s data partner is FTSE Russell, a leading global
provider of benchmarking, analytics solutions and
indices

Secretariat services and TPl supporter coordination are
managed by the Principles for Responsible Investment
(PRI), an international investor network implementing
the six Principles for Responsible Investment
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TPl Governance

THE CHURCH Environment Agency
Pension Fund

TPI Co-Chairs:
OF ENGLAND

PENSIONS BOARD
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Overview of the TPI
methodology and tool



Overview of the TPI Tool

TPl assesses companies in two ways:

1. Management Quality, i.e. companies’ governance and
management of their carbon emissions and of risks and
opportunities related to the low-carbon transition

2. Carbon Performance, i.e. quantitative benchmarking of
companies’ emissions pathways against the 2015 Paris
Agreement goals

We now cover 332 corporations worldwide in 16 business
sectors, comprising:

* 141 energy companies (coal mining, electricity utilities,
and oil and gas)

* 119 industrials/materials companies (incl. aluminium,
cement, chemicals, paper, steel, etc.)

* 57 transportation companies (autos, airlines and
international shipping)

e 15 consumer goods and services companies
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The TPI tool

The Transition Pathway Initiative (TPI) is a giobal
asset-owner led inftiative which assesses
companies’ preparedness for the transition to a low
carbon economy. Rapidly becoming the go-to
corporate dimate action benchmark, the TP tool is
available here.

Access the tool

How investors can use the TPl

The TP1 is designed to support investors. Find out how they can
use its findings.

3 (SF [ PRI

Supporters

The TP! is supported globally by over 60 investors with over $18
trilllon combined Assets Under Management and Advice,

+ Who supports the TPI?




Management Quality

LO. Unaware of (or not acknowledging) climate change as a business issue.

L1. Acknowledging climate change as a business issue: The company
acknowledges that climate change presents business risks and/or
opportunities, and that the company has a responsibility to manage its
greenhouse gas emissions. This is the point at which companies adopt a

climate change policy.

L2. Building capacity: The company develops its basic capacity, its
management systems and its processes, and starts to report on practice and

performance.

L3. Integrating into operational decision-making: The company improves its
operational practices, assigns senior management or board responsibility
for climate change and provides comprehensive disclosures on its carbon

practices and performance.

L4. Strategic assessment: The company develops a more strategic and
holistic understanding of risks and opportunities related to the low-carbon

transition and integrates this into its business strategy decisions.

Carbon Performance
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Carbon Intensity

2018 2020 2022 2024 2026 2028 2030

2014 2016

Company A is not aligned with any of the benchmarks

Company B is eventually aligned with the Paris Pledges, but neither 2C/ nor

Below 2C

Company C is aligned with all Paris benchmarks, including Below 2C
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Management Quality level

Level 0 Level 1 : Level 2 : Level 3 = Level 4

Unaware Integrated into Strategic assessment
operational

decision-making

Awareness Building capacity

112 companies: 34%
92 companies: 28%

18 Transport

15 Transport 38 Industrials/materials

54 companies: 16%

34 |ndustrials/materials 45 Energy

11 Consumer goods
and services

64 companies: 19%

40 Energy

3 Consumer goods

10 companies: 3% 14 Transport and services
25 Industrials/materials
Transport
25 Energy

Industrials/materials
0 Consumer goods

Energy and services

= b W N

Consumer goods
and services
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Key: [l Yes [l Mo

TRl TCFD
level theme 0% 10% 20% 30% 40% 50% 60% T0% B0% 90% 100%

Management Quality, 2 B it -
indicator by indicator L@ ey

1 . 3. Policy commitment to act?
2 . 4, Emissions targets?

2 . 5. Disclosed Scope | & 2 emissions?

Most companies implement basic carbon
management practices

3 . &. Board responsibility?

3 . 7. Guantitotive emissions targets?

Fewer companies disclose the more advanced 3 (@) & Ciclosed Sope 3 svsrs?
carbon management practices 5 @ 5. Hod opmatonsl amisions vefnd?
We have added two new indicators of corporate 5 @ . Support demasticandina. miigatiant
climate lobbying (Q11 and Q19) — barely any 5 (@ 1 Cleclored trode asmociation Ivctvament?
companies have measures to ensure consistency : T o i B
between company and trade association positions 3 @ 13.Disclosed use of praduct emissians?
on climate change (Q19) R
4 @ 15 1ncorporated climate change in to exec. renumenstion?

4 . 16, Climote risks ‘opportunities in strotegy?
4 '. 17, Undertokes climate scenarie planning?

4 '. 18. Discloses an internal price of carbon?

4 . . Consistency between company and trode assocs.?

TCFD themes
. Governance .- Strategy Risk management . Metrics and targets




F¥J Current average MQ level Companies stayed ot the some level
] Companies no longer researched Companies moved down at least 1 level
&4 Nowly researched companies Companies moved up ot least 1 level

Trends in Management
Quality

We have trend data on 268 companies. Of those:

Not researched

* 165 (62%) have stayed on the same level as their last
assessment

* 79(29%) have moved up at least one level
e 24 (9%) have moved down at least one level

Adding 64 new companies, and removing 4, average
Management Quality nudges up from 2.5 to 2.7

One of the most common reasons for moving up is
nominating a board member/committee with explicit
responsibility for climate change (Level 3 = 4)

The new lobbying questions have contributed to
companies losing 4* status and moving from Level 4 to 3

i $
2018 2019



Alignment with the Paris Agreement

benchmarks

100%

80%

60%

40%

20%

5 1 1

0%
Eljsﬁir;?;? Qil & gas  Aluminium Cement Paper Steel Airlines Autos Shipping
Energy Industrials and materials Transport
B Below 2 Degrees 2 Degrees P Paris Pledges I Not aligned l No disclosure
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Management
Quality and
Carbon
Performance by

geography

North America

34 34
24
8 ]
2 1%

Latin America Africa

Carbon Performance (No. and % of companies)
B No disclosure [l Notaligned [ Paris Pledges 2 Degrees

Management Quality (No. of companies)

Level O

Levell [ Level2 ] Level3 [ Level 4

Other Asia

& 16
8
II&

1
4

China

Australia and
New Zealand

1
9%

B Below 2 Degrees

7
&64%

4
3
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Emerging issues: corporate net
zero targets and offsetting

Over the last year, a number of companies have set net
zero emissions targets, including 21 TPl companies in the
energy sector

With net zero targets comes a reliance, to a greater or
lesser extent, on offsetting

In principle, offsetting is a cost-effective strategy to meet
the Paris Agreement goals

Investors should ask what the costs and risks of offsets are
compared with companies’ own emissions reductions

Many offsets are purchased on the voluntary carbon
market, where prices and quality vary hugely, but prices
are generally low

Companies face price and reputational risks. These need
managing.

Net-zero target

Internal options: External options:
4 p
Own reduction of Purchased regulated
regulated emissions emissions certificates
\. J
4 \
. Purchased voluntary
Own reduction of .. .
L emissions certificates
non-regulated emissions . " At
(Reductions or negative emissions)
. J
r A
Own negative emissions Avoided emissions*
\. J

*Note: Avoided emissions are defined as "emission reductions that occur outside of a product’s life cycle or value chain,
but as a result of the use of that product™.”
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Key sectoral

opportunities for

improvement

Investors’ leading engagement priorities:
based on analysis of Management Quality
and Carbon Performance in each sector

Engage car makers to set long-term
emissions targets, showing how
innovation/investment strategies
translate into alignment with the Paris
temperature goals

Engage more oil and gas companies
to disclose long-term targets,
which cover emissions from use
of sold products

Engage laggard coal mining
companies to start taking
climate change seriously

Ensure all cement producers
disclose their emissions intensity
according to the Cement
Sustainability Initiative

Engage paper producers
to increase verification
of operational emissions
in the sector

Engage airlines to provide
more disclosure on proposed
use of offsets to meet net
emissions targets

Engage shipping companies
to assign boardroom responsibility
for climate change

Lobby governments
outside the EU to set more
ambitious climate goals for

their electricity sectors

Engage steel makers
to accelerate carbon intensity
improvements

Engage aluminium preducers to
fully integrate climate change into
operational decision-making

Engage the chemical sector
to disclose useful measures
of Carbon Performance



Summary of results

Nearly 40% of companies are demonstrably unprepared for the
transition to a low-carbon economy (by virtue of being on
Management Quality Levels 0-2)

Average Management Quality continues to slowly improve, from
2.5t0 2.7

Few companies are implementing more strategic and long-term
carbon management practices: investors should engage on this.
There is a particular lack of consistency between company and
trade association positions on climate change.

On Carbon Performance, more than 80% of companies remain
off-track for a 2C world

Only electricity and paper companies are currently on track to
meet their targets; in other sectors, companies will need to ramp
up their efforts

New net zero announcements imply the use of offsetting, which
presents risks that need managing




Thank you

transitionpathwayinitiative.org

Contact: tpi@unpri.org



Disclaimer

1. All information contained in this report and on the TPl website is derived from publicly available sources and is
for general information use only. Information can change without notice and The Transition Pathway Initiative
does not guarantee the accuracy of information in this report or on the TPl website, including information

provided by third parties, at any particular time.

2. Neither this report nor the TPl website provides investment advice and nothing in the report or on the site
should be construed as being personalised investment advice for your particular circumstances. Neither this
report nor the TPl website takes account of individual investment objectives or the financial position or
specific needs of individual users. You must not rely on this report or the TPl website to make a financial or
investment decision. Before making any financial or investment decisions, we recommend you consult a
financial planner to take into account your personal investment objectives, financial situation and individual

needs.

3. This report and the TPI website contain information derived from publicly available third party websites. It is

the responsibility of these respective third parties to ensure this information is reliable and accurate. The
Transition Pathway Initiative does not warrant or represent that the data or other information provided in this
report or on the TPl website is accurate, complete or up-to-date, and make no warranties and representations

as to the quality or availability of this data or other information.

The Transition Pathway Initiative is not obliged to update or keep up-to-date the information that is made

available in this report or on its website.

If you are a company referenced in this report or on the TPl website and would like further information about
the methodology used in our publications, or have any concerns about published information, then please

contact us. An overview of the methodology used is available on our website.

Please read the Terms and Conditions which apply to use of the website.
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