Carbon metrics: why
many are better than one

Mastering a range of carbon
metrics is crucial for investors to
assess the climate impact of their
investment decisions, and to

monitor carbon targets.

Measuring, monitoring and reporting
on carbon emissions is essential for

investors to track and improve their
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environmental impact. But with
various carbon metrics in use, and
considerable complexity, it can be hard
to decide the appropriate approach.

In this guide, echoing the topic of
climate impact to climate transition
from our 2025 sustainability themes,
we provide an overview of the main
portfolio-level carbon metrics and
explain why it is important to employ
a range of these tools.

How emissions are measured

Carbon metrics attempt to quantify
greenhouse gas emissions, which are
expressed as tonnes of carbon dioxide
equivalent (tCO,e). Here are some of
the key metrics.

Key takeaways

* Carbon metrics aim to

measure greenhouse gas
emissions associated with an
investment portfolio.

There are various carbon
metrics to choose from,
depending on factors such
as an investor’s share of
equity ownership and the
size of the portfolio.

The choice of carbon metric
can have a significant effect
on the emissions estimate,
which means a range of metrics
should be used to ensure a
balanced analysis.
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Exhibit 1: Comparison of some key carbon metrics

?

QUESTION

I~

METRIC

®

PROS

CONS

What are the greenhouse
gas emissions financed
by my portfolio based on
my share of enterprise
value including cash
(EVIC)?

Financed emissions®
(intCO_e)

* It provides an estimate of the
greenhouse gas emissions financed by
the portfolio

+ It allows aggregation between equity
and fixed income portfolios

* Itis aligned with most international
initiatives and regional regulations
including the Task Force on Climate-
related Financial Disclosures (TCFD)
and the Partnership for Carbon
Accounting Financials (PCAF)

It does not allow comparison of

portfolios of different sizes
It can be impacted by market
fluctuations

What are the greenhouse
gas emissions financed
by my portfolio based

on my share of equity

ownership?

Financed emissions
— equity ownership
(intCO.e)

+ It aligns real-world with portfolio
decarbonisation

* It apportions the companies’
emissions, which, by formula, is less
sensitive to market fluctuation

Itis not aligned with most
international initiatives nor
regional regulations (only TCFD)
It can only apply to an equity
portfolio

What is my portfolio’s
exposure to carbon
intensive issuers by
sales?

Weighted average
greenhouse gas
intensity by sales (in
tCO,e per millions
of portfolio currency
sales)

* It allows comparison of portfolios of
different sizes

* Itis aligned with most international
initiatives and regional regulations
(including TCFD and PCAF)

* Itis a proxy of a portfolio’s exposure
to transition risks when compared with
another portfolio or index

It tends to be favourable to
companies with the highest prices
in their sectors

It is not directly comparable
across sectors

What are the greenhouse
gas emissions of my
portfolio relative to

its size?

Relative greenhouse
gas footprint? (in
tCO,e per millions of
portfolio currency)

* It allows comparison of portfolios of
different sizes

* Itis aligned with most international
initiatives and regional regulations
(incl. TCFD and PCAF)

* It allows for normalisation of asset
under management growth at
portfolio level

* It allows identification of the issuers
that contribute the most to the
portfolio carbon footprint

It does not reflect carbon
efficiency of companies in

the portfolio

It can be impacted by market
fluctuations

It may be more volatile than the
“weighted average greenhouse
gas intensity by sales” metric

1) Also referred to as “absolute greenhouse gas footprint”.

2) Also referred to as “carbon footprint”.




CARBON METRICS: WHY MANY ARE BETTER THAN ONE

Why the choice of carbon
metric matters

Let’s consider a portfolio making a
single investment in an automaker
and see how it performs at two

different points in time (see Exhibit 2).

We assume that over a one-year
period, the market capitalisation of
the automaker has doubled, and the
enterprise value including cash (EVIC)
has increased by 2.5 times, all other
factors remaining equal. In this case,
the “weighted average greenhouse
gas intensity by sales” and “financed
emissions — equity ownership” metrics
would remain unchanged, while the

“relative greenhouse gas footprint”
and “financed emissions” would
experience a notable decrease.
However, this decrease would

not be related to any real-world
decarbonisation.

This is just one example of how
complex metrics can be, and why
relying on a single metric can

potentially lead to misleading results.

What are the implications
for investors?
As there is no “one size fits all” when

it comes to measuring the emissions
performance of investment portfolios,

we suggest using multiple metrics
simultaneously. Different metrics may
yield different results depending on
factors such as market capitalisation
and total debt, which can vary with
shifts in market valuations, earnings

and debt financing choices.

When comparing carbon metrics, it is
important to keep in mind the ultimate
aim of this analysis, which is to drive
credible portfolio decarbonisation.
Carbon metrics are an important tool
to assess the transition pathway of
underlying companies — and to help

reduce emissions in the real economy.

Exhibit 2: Emissions comparison for a sample portfolio

Financed Relative Weighted average
Financed emissions — greenhouse gas  greenhouse gas intensity
emissions equity ownership footprint (in tCO,e by sales (in tCO,e per
(intCO,e) (intCO,e) per EUR millions) EUR millions sales)
Year 1 34.00 215.13 17.00 16.83
Year 2 27.20 215.13 6.80 16.83

Source: MSCI ESG, AllianzGl. Data are provided for indicative purposes only.

Exhibit 3: How the carbon metrics are calculated

Metric

Formula

Financed emissions (in tCO,e)

N
Holding in issuer;

1 i GHG emissi X
Z( ssuer; emissions ssuer; EVIC

i=1

Financed emissions — equity ownership
(intCO,e)

N
o Holding in issuer;
Z(Issueri GHG emissions X

- Issuer; equity value
iz

Relative greenhouse gas footprint
(in tCO,e per millions of portfolio currency)

Holding in issueri)
Issuer; EVIC
Portfolio net asset value

N
> (Issuer; GHG emissions X
&

Weighted average greenhouse gas intensity
by sales (in tCO?e per millions of portfolio
currency sales)

N
Z issuer; GHG emissions
Issuer; sales
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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