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Welcome

Welcome

The urgency of adopting science-based targets (SBTs) may have
slipped since last year but belief in their long-term value perseveres.

Climate finance discussions were a key In 2022, when we published the first
feature at COP27 in November 2022, which iteration of this study, we sought to
highlighted that up to USS$é trillion needs to understand the extent to which AlFs

be invested in renewable technologies and are adopting SBTs and the barriers that
infrastructure by 2030 in ordertoreach net  prevent them from doing so. Given the fast-
zero emissions by 2050.! changing nature of industry sustainability

discussions, in January 2023 we once again
Where this funding comes from remains surveyed 125 key influencers within AlFs
the subject of intense debate, but greater to see how they are faring as economic
attention is being given to the influence of conditions continue to worsen.

alternative investment funds (AlFs) and the
role of fund managers in decarbonising the
global economy.

1‘COP27 ends with announcement of historic loss and damage fund’, UN Environment Programme, Nov 2022
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This latest survey reveals that regulatory
pressure remains the main driver for SBT
adoption, however an uncertain economic
environment threatens to slow progress
as fund managers focus on the day-to-
day challenges. Nevertheless, the feeling
remains that an orderly transition to net
zero supports a thriving economy.
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Welcome

We are acutely aware of the economic
pressures facing individuals, investors and
financial institutions. At RBS International,
however, our commitment to net zero and
driving positive change through our climate
initiatives remains unchanged.

As part of NatWest Group, our own science-
based intensity targets — which include
aligning our scope 1, 2 and 3 portfolio
temperature score, by loan or invested
value, to 2.3°C by 2030 - have been
validated by the Science Based Targets
initiative (SBTi), and we continue to engage
with funds as they set their own.

Net zero is about more than
complying with regulations
or voluntary standards —

It’s iIncreasingly clear that
what’s good for the planet is
also good for business.

The World Bank points to the need to
continue tackling climate concerns even in
the face of immediate challenges:

2World Bank Group exceeds new climate finance target — $31.7 billion in funding for climate action’, World Bank, Sept 2022
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“While countries are facing rising inflation
and uneven recoveries from the Covid-19

pandemic, climate change has not slowed
down,” it says.?

Despite murmurs that worsening
economic conditions are distracting from
decarbonisation strategies, we believe
fund managers have an opportunity to act

decisively and seize net zero opportunities.

Setting SBTs and having clear net zero
goals will secure their ability to access
capital and remain competitive in the
longer term.

Olly Holbourn
CEO, RBS International

Susan Fouquier
Head of Institutional Banking,
RBS International
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Welcome

Key findings

Funds are sold on the long-term value of SBTs, but short-term concerns have distracted some from implementation.

Regulatory pressure remains the The economy is weighing on the The pace of adoption has slowed. Funds see the long-term value of SBTs.
strongest driver of SBT adoption. minds of AlFs.

All funds we surveyed have made While there’s little consensus on whether
The proportion of AlFs identifying regulation Worsening economic conditions some kind of commitment to SBTs, but net zero commitments will make a
as their chief driver rose to 38% in this year’s ~ rank highly as a barrier to the the timeframe for adoption among difference to their performance in the
survey, and respondents do not expect this implementation of SBTs, with 35% those who have yet to do so has short term, 90% see it as important in
pressure to let up. of respondents citing this as a slipped since last year. the long term.

top-three concern.
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Worsening
economic -
conditions
hinder

progress

“Regulatory pressure is still the sy
chief driver of SBT adoption, > y
but deterioration in the
economic climate is an added L _J
barrier.” 7 4
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Worsening economic conditions hinder progress

Climate and the economy are inextricably linked and, according to the World Economic Forum,
inaction on climate change threatens to wipe out 20% of global GDP by 2050.3

Despite this undeniable economic The remainder (57%) are actively planning Challenging economic conditions have
iImperative, progress towards SBTs has to set targets at some point in the future, resulted in stagnation, it seems, with
been limited among AlFs since last year, but these timeframes appear to be slipping, respondents citing concerns about the
with adoption barely moving since the with a far greater importance attached to economy among the most widespread
previous edition of this survey. SBTs in the future than today. barriers to implementing SBTs.

Around four in 10 respondents (43%) report
having already set and verified SBTs, almost
identical to March 2022.

Inaction on climate change threatens to

wipe out 20% of global GDP by 2050. _—_=-—

*‘This is how climate change could impact the global economy’, World Economic Forum, June 2021
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Worsening economic conditions hinder progress

Barriers to implementation

The most common barrier to implementing
SBTs is not the economic climate, however.
It is the time it takes to implement them
(37%), suggesting that long-term concerns
about delivering net zero initiatives remain
prevalent. This echoes a key finding from
our prior research: while it may be easy for
funds to declare their intentions, it can be
difficult for them to put their commitments
Into action.

Elsewhere, barriers appear to have shifted
slightly between the two surveys. Whereas
half (49%) of those surveyed in March 2022
identified lack of in-house skills/expertise as
one of their top three barriers, making it the
number one issue then, the proportion of
respondents citing it has since fallen to 187%.
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Given the short time between surveys, this
is unlikely to reflect progress in internal
upskilling in this area. Instead, it is more
likely that the deterioration of economic
conditions has eclipsed the lack of skills as a
barrier to implementation.

18% of respondents say that
unproven ROl is a barrier to
setting SBTs, despite the widely
held belief that SBTs will be

the dominant standard and
important in the longer term.

FIGURE 1
THE ECONOMIC CLIMATE IS AN ADDED BARRIER TO SBT ADOPTION

What do you see as the three main barriers to setting SBTs for your firm?

. . 37%
Takes time to implement 48%

Worsening economic conditions*

Unclear / worried about the legal /
regulatory implications

Difficult to measure
SBT’s (e.g. data quality)

46%

Lack of internal
management buy-in

Drain on business resources 28%
38%

May be overtaken by a 26%
competing standard 31%

Lack of in-house skills or expertise

49%

Unproven ROI

Lack of investor support

B January2023 ] March 2022

*new answer option in 2023
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Worsening economic conditions hinder progress

FIGURE 2
REGULATION IS STILL THE CHIEF DRIVER TO SBT ADOPTION

What is the most significant driver of SBT adoption for your firm?

Regulatory
pressure

Investor
pressure

Net zero initiatives

(e.g- Net Zero Asset
Owners Alliance)

Peer
pressure

Lender/
Bank pressure
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Regulatory pressure ramps up
Regulatory concerns continue to weigh
heavily on AlFs’ minds with pressure from
regulators ranking as the strongest driver
of SBT adoption (38%). This is followed

by investor pressure (23%) and net zero
initiatives (15%).

Regulatory pressure is further compounded
by a lack of clarity around the legal/
regulatory implications of setting SBTs. The
proportion who say these are unclear has

more than doubled, from 14% in March 2022

to 32% in the latest survey.

This confusion was evidenced when, late
last year, an estimated 300 funds were
downgraded from Article 9 to Article 8,
reflecting uncertainty as fund managers
grapple with the EU’s new Sustainable
Finance Disclosures Regulation (SFDR).

This pressure shows no sign of abating with
four in 10 respondents (41%) expecting

regulators to continue to put pressure

on them to demonstrate commitment

to decarbonisation despite worsening
economic conditions. However, economic
turbulence and the other apparent barriers
to setting SBTs should not distract from the
longer-term importance placed on net zero.

The majority of respondents
agree that investors’
commitment to sustainability
will continue during this period
of economic uncertainty and
this, coupled with the future
importance funds attach

to SBTs, provides impetus

to continue with net zero
strategies.
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Funds foc
on the futu

“The urgency of adopting
SBTs may have dimmed for
some, but their long-term
value is not in doubt.”
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Funds focus on the future

The proportion of respondents who consider SBTs important to
their fund today (82%) is effectively unchanged since March 2022.

However, the future importance attached
to SBTs has increased significantly,

with nine out of 10 (90%) feeling that
SBTs will be important to their fund in
three years’ time, compared with 79%

in March 2022.

This is good news for funds’ long-term
commitment to SBTs, although it is perhaps
another indication that worsening economic
conditions have dimmed the urgency of SBT
adoption.

rbsinternational.com/sbtreport

This is evident in other findings: among
respondents that have not had their targets
verified, for example, only a quarter (24%)
expect to do so in the next 1-3 years,

down from 35% in March 2022. And the
proportion who are planning to set targets
in the next five years, or who don’t have a

timescale at all, has grown from 23% to 33%.

FIGURE 3

FOR SOME, THE URGENCY TO ADOPT SBTS HAS SLOWED

Nine out of 10 (90%) of
AlFs feel that SBTs will be
important to their fund in
three years’ time.

Have you implemented or are you planning to implement SBTs?

We have already We will set
set targets and had targets this
our targets verified year

. January 2023 . March 2022

We will set
targets within
three years

We will set We have We do not planto
targets within committed to implement SBTs
five years setting targets
but don’t have
atimescale
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Timeframes differ

Funds focused on private equity and debt
indicate the longest timeframe for setting
targets, perhaps owing to their short-hold
strategies and the medium-to-long-term
view required for SBTs.

Unsurprisingly, renewables-focused funds
are the most likely to have set and had their
targets verified already, with nearly two-
thirds (64%) having done so, followed by real
estate and infrastructure funds (48% and
40% respectively). This corresponds with
these sectors’ relatively longer investment
timeframes and, therefore, their comfortin
the commitment to SBTs.

The scope of SBTs has expanded since
last year, the survey indicates, with the
proportion of funds that plan to apply
SBTs to their legacy funds rising from
23% to 30%. This is almost certainly a
result of the EU’s SFDR, which requires
all funds to be classified based on their
sustainability objectives.

rbsinternational.com/sbtreport

Long-term value

Funds’ focus on the future is also reflected
in their assessment of the value of their net
zero commitments and of SBTs.

There is little consensus on whether such
commitments will benefit funds in the short-
term: one in three (30%) agree that AlFs
who commit to climate initiatives during

a recession will perform better, while 28%
disagree. The largest group (42%) is not
convinced either way.

Nevertheless, net zero is widely viewed as a
performance driver and remains important
to the majority of funds surveyed. As only
18% of respondents cite a lack of ROl as a
barrier to SBT adoption this implies that
others see it as a route to sustainable
growth —albeit in the long term.

Meanwhile, less than a quarter (22%) feel
that investors’ commitment to sustainability
will diminish during an oncoming recession.

FIGURE 4

REGULATORY PRESSURE TO DECARBONISE WILL CONTINUE

To what extent do you agree or disagree with the following statements?

AlFs who stay focused on climate
change during a recession will perform
better than their peers

Agree

. Neither

Regulators will continue to put pressure on
us to demonstrate commitment to decarbonisation
despite worsening economic conditions

. Disagree

Stay the course | 12



Funds focus on the future

When it comes to choosing a framework with which to manage and
monitor emissions, there is widespread support for SBTs.

Fewer than a quarter of respondents (23%) As our previous report detailed, the process

feel that other frameworks for measuring can take as long as two years, and getting
the environmental impact of investments started today will enable funds to track
are better suited to their needs. their progress against criteria backed by

what is quickly becoming the industry
This, and the fact that nine out of 10 AlFs leading standard.

feel SBTs will be important to their fund in

three years’ time, means there is no better

time to set SBTSs. : :
There is widespread support

for the SBTi framework.

rbsinternational.com/sbtreport
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From risk
to complic
to opport

“Funds must hold steady in
their commitment to net

zero and SBTs.”
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From risk, to compliance, to opportunity

This study highlights a clear long-term interest in SBTs and net zero goals more broadly.
For funds to make true progress, however, the rhetoric around net zero must mature
from ‘nice-to-have’ to business critical.

ESG has, for many AIF managers, become
a compliance concern rather than a key
performance driver. This is demonstrated
by the many barriers to implementation,
particularly the regulatory pressure that
funds feel is driving them to adopt SBTs.

We believe it’s time to advance the
narrative. Given the broad trend towards
increased disclosure on ESG performance
and the fact that the EU’s SFDR is now
established, pressure is growing for financial
institutions to reduce the carbon impact

of their investments and to align capital

with the transition to net zero. The SBTi
provides a framework for AlFs to measure

rbsinternational.com/sbtreport

progress across scope 1-3 greenhouse gas
reductions in line with the Paris Agreement
goals. Focusing on scope 1 and 2 alone will
not be enough, and funds will be required
to gather sophisticated and robust data in
order to deliver against scope 3.

AlFs must be compliant with regulations
and avoidant of greenwashing. But it’s also
vital that the industry looks beyond what is
required today and broadens its horizons
to identify opportunities to accelerate the
transition, whether by directly funding a
sustainable economy or using its influence
with stakeholders to drive real-world
outcomes.

Funds that have sufficiently managed the
risk of environmental and social factors to

date will begin to seize these opportunities.

Pressure is growing for financial
Institutions to reduce the carbon
impact of their investments

and to align capital with the
transition to net zero.
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From risk, to compliance, to opportunity

Revisiting the rationale for SBTs

As shown in 2022, financial institutions play a
significant role in aligning private capital with
global climate commitments. Regulators,
investors and capital providers have
continued to increase pressure to embed
and evidence robust climate strategies,
including science-based decarbonisation
targets and transition plans.

rbsinternational.com/sbtreport

Failure to show decarbonisation strategies
aligned with an AlF’s financial ambition

will put pressure on lenders to increase the
cost of capital for those that do not comply.
In some cases, it will become a barrier to
doing business.

The various pressures that drive the
adoption of SBTs will change over time -

we have already seen a reprioritisation over
the relatively short time between our 2022
and 2023 surveys - but the pressure remains
even if the causes shift.

Whatever prevails as the dominant standard for setting net zero
targets in the years to come, the message is clear: funds must
focus on future performance and the competitive advantage

that solid climate-change strategies aim to bring.

Stay the course | 16



From risk, to compliance, to opportunity

An action plan to implementation

Step one: continue climate conversations

* Discuss SBTs internally: familiarise stakeholders
with the roadmap to verification, working closely

with the SBTI.

» Communicate with your stakeholders: keep
channels open with your banks and your investors
to understand their expectations and individual
paths to net zero.

* Assess your competitors: avoid being caught out
if they deliver something more advanced and you
face investor challenges.

* Engage industry bodies: the Net Zero Asset
Managers Alliance, for example.

rbsinternational.com/sbtreport

Step two: adopt a sense of urgency

* Make a public commitment to adopt
SBTs: you have 24 months from signing
your commitment letter to submitting
your targets to the SBTi.

e Address your resources: do you need to
hire ESG specialists? Or will you look for
external support?

* Understand the roadblocks ahead:
which barriers are most likely to impact
you on the path to net zero?

Step three: maintain focus on the future

e Submit your targets for validation: set
milestones to net zero across the mandated
SBTi timeframe —a minimum of five years
and maximum of 10 years.

« Communicate the validation criteria with
stakeholders: add credibility to your climate
targets.

* Disclose and monitor: disclose your
companies’ emissions annually and monitor
progress on reaching your targets.
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How we can help

How we can help

At RBS International, part of NatWest Group, we’ve made tackling
climate change a strategic priority and continue to champion a more
sustainable economy for the customers and communities we serve.

We had our own science-based emissions
intensity targets validated by the SBTi
in 2022.

These targets have been assessed by
the SBTi against the latest available
climate science and have been used in
the development of our first ever climate
transition plan, which demonstrates how
we plan to reduce the climate impact of
our financing activity while delivering
sustainable growth.

rbsinternational.com/sbtreport

We believe that net zero presents an
opportunity and should not be viewed as

a compliance exercise to fear, or a process
to procrastinate over.

We recognise that the transition must be

a collaborative effort, and supporting our
customers in their own journey to net zero
sits at the heart of our purpose-led strategy.

We encourage you to get in touch with
either your relationship director or our
in-house ESG specialists to find out more.

“We believe that open dialogue is a key
enabler of future success, and we share
our own experiences readily as all financial
Institutions grapple with the complex and
pervasive impact of climate change.”

Bradley Davidson, Director, Climate & ESG Lead at RBS International
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Methodology

Methodology

In December 2022 and January 2023 RBS International conducted a survey of 125 decision-makers
in AlFs. The sample covered funds domiciled across five jurisdictions and five sectors.

Primary domicile Value of assets managed Sector specialism Job title

N

P N

AN
HEmr sy € E€@ee @ A

34% 28% 13% 13% 13% 26% 22% 14% 16% 23% 20% 20% 20% 20% 20% 20% 187% 18% 18% 17%
Other United Jersey Guernsey Luxembourg Up to £5bn- £10bn- £20bn- £30bn- Real Private Infra- Renewables Private Finance CFO Fund ESG Portfolio
Western Kingdom £5bn £10bn £20bn £30bn £50bn estate equity structure debt director manager manager  manager
Europe (€6bn) (€E6bn- (€E12bn- (€24bn- (€E36bn-
€12bn) €24bn) €36bn) €60bn)
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Thought leadership services provided by Grist gristonline.com

The Royal Bank of Scotland International Limited (“RBS International”) is incorporated in Jersey and registered on the Jersey Financial Services Commission (“JFSC”) company registry as a private company with limited liability.
It is authorised and regulated by the JFSC with registration number 2304. Registered and Head Office: Royal Bank House, 71 Bath Street, St. Helier, Jersey, JE4 8PJ. Tel. 01534 285200. RBS International London Branch is
registered in the United Kingdom as a foreign company with registration number FC034191 and branch number BR019279. United Kingdom business address: Level 3, 440 Strand, London, WC2R 0QS. RBS International London
Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority (reference number 760675) and limited regulation by the Prudential Regulation Authority. Details about
the extent of RBS International’s regulation by the Prudential Regulation Authority are available on request. Guernsey business address: Royal Bank Place, 1 Glategny Esplanade, St. Peter Port, Guernsey, GY1 4BQ. Tel. 01481
710051. Regulated by the Guernsey Financial Services Commission and licensed under the Banking Supervision (Bailiwick of Guernsey) Law, 1994, as amended, the Insurance Managers and Insurance Intermediaries (Bailiwick
of Guernsey) Law, 2002 and the Protection of Investors (Bailiwick of Guernsey) Law, 1987, as amended. Isle of Man business address: 2 Athol Street, Douglas, Isle of Man, IM99 1AN. Tel. 01624 646464. Licensed by the Isle of Man
Financial Services Authority in respect of Deposit Taking, Investment Business and registered as a General Insurance Intermediary. The Royal Bank of Scotland International Limited, Luxembourg Branch, (RBS International
Luxembourg Branch). Business address: Espace Kirchberg, The Square, Building A-40 Avenue J.F. Kennedy, L-1855 Luxembourg. Tel. + 352 270 330 355. Authorised and supervised by the Commission de Surveillance du Secteur
Financier. The Royal Bank of Scotland International Limited trading as NatWest International (NatWest International). Registered Office: Royal Bank House, 71 Bath Street, St. Helier, Jersey, JE4 8PJ. Tel. 01534 282850. Regulated
by the Jersey Financial Services Commission. NatWest International is the registered business name of The Royal Bank of Scotland International Limited under the Business Names Registration Act. Gibraltar business address:
NatWest International House, 57 Line Wall Road, Gibraltar. Tel. 200 77737 or 200 73200. Regulated and authorised by the Financial Services Commission, Gibraltar to undertake Banking and Investment Business from 55 and

57 Line Wall Road, Gibraltar. Our services are not offered to any person in any jurisdiction where their advertisement, offer or sale is restricted or prohibited by law or regulation or where we are not appropriately licensed. This
report is intended for information purposes only. It is not an offer or solicitation to buy or sell any products or services. The information in this document, including the opinions expressed, is indicative, constitutes our judgement
as of the date indicated and is subject to change without notice. It is intended for recipient’s sole use on the basis that the recipient will make an independent evaluation of the content and seek independent financial advice.

We make no representations or warranties with respect to the information and specifically disclaim all liability for any use the recipient makes of the information. To the extent that statements contained herein are based on
information provided by third parties, RBS International shall not be liable for any loss resulting from reliance upon those statements.
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