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Executive Summary

Greenis thecolor ofthe "Belt and Road Initiative"

Since the outbreak of COVADO, the global economicdevelopment hasbeen severelyaffected. Most
countrie<keconomies ar@xperiening negativeeconomicgrowth, resulting inserious economic difficulties
for societies Against the shock of the epidemic, countries have realized that the waslieisommunity
with one shared futurefor mankind, andhat policies and practice based amerconnectiors, openness
and inclusiveness are the only way to cope witilobal crisis antb achieve longerm development. With
green recovena core concern of global economic recovery policyg thternational community expects
the Belt and Road Initiative (BRI) to play an important roleoimtributing to aglobal green recoveryA
green BRI will provide a platform for all countries to shamea resilient, inclusiveand sustainable
developmentmechanism, antb implement the UN 2030 Agenda for Sustainable Development.

Making dgreere the color of BRlis againunderlined n ChA y' | Q & foryh@atetl 84" Five'Year Plarfor
National Economic and Social Development and the 2035 \dfiba 5" Plenary Session of the t€entral
Committee of the Communist Party of Chit@PC) i©ctober2020.China and BRI participating countries
have actively carried out bilateral and regional cooperatmready since 2013 foecologicaland
environmentl gowernance, biodiversity conservatipnand climate change responsesontinually
consolidating and deepening Green BRI implementation, and jointly promoting implementation of the UN
2030 Agenda for Sustainable Development, which has achieved paosiiviés.

AcceleratingBRIgreen development raiseparallel requirementsof promoting green infrastructure and
of strengthening the quality and assurance of ecological environmgiithe construction of BRI includes
many infrastructure projects, whichear variousenvironmental and climate risks. Qine one hand,the
environmental and climatic conditions of BRI participating countrievaredandare often of a high level
of environmentaland climaticsensitivity.Most of Southeast Asia, South Asia, West Asia, North Afxiod
neighboringregionscomprisedevelopingnationswith a great demand for largecale energy, minerals,
industry, and infrastructure projectsjeading to rapidly risingesource consumption angbollutant
emissions. On the other hand, risk identification and prevention mechao$mverseas investmemhust
be improved; the application and promotion of green investment and financing tools are insufficedt
eco-environmental risk management afany overseas investment projects needs enhancement.

Strengthening risk preventionand managementis an important part of Green BRI and part of

consolidating and deepening BRI developmeS8ince 2013, the Chinese government has issued a series of

policy documents to strengthen e@nvironmental risk preventioand managemenbf BRI: theGuiding

Opinions on Promoting the Construction of Green B& based ot LINS @ S y-éndirgnthentlGsRs

and ensuring ecenvironmental safetgto 4 LINR Y2 S G KS F2N¥dzZ FGA2y FyR AYLI
measures to prevent eeenvironmental risks of investment and financing projects, and strengthen the
SYGANRBYYSyGlt YLyl 3SYS héBReHeenFirannEntaBP otedtigh@Sapaiavidd y (i €

Plan proposed 1 2 G 3dzA RS 3ANB Sy -naking Saadi ¥réngthen EnGironinamial sk
management in BRI and other foreign investment projéditost recently in November 2020, the Ministry

of Ecologyand Environment(MEE)together with four other ministries/regulators jointly issued the
GIdZARF YOS 2y LINBY2UGAY 3 Ay@SailyYsygwhidhgrénodsthgacywO A y 3 G 2
integration2 ¥ Ot AYI GS Ay@SadyYSyid I yR efchwagghéntigl mstithtign 2 (1 K S
to support the lowcarbon development in BRI and So«8buth Cooperationandadvancethe launch of

overseas climate mitigation and adaptation proje€ts

It is necessary to formulate a set of clear and practical green development guidelines for BRI prdjects
accelerate construction of Green BR&nd fully implement the UN 2030 Agenda for Sustainable
Development, especiallpy creaing investment and coopetéon opportunitiesto promote postCOVID
social and economic developmeatset of clear and operable guidelines for the green development of BRI
projectsis neededto help stakeholdergoin force in accelerating thgreen, lowcarbon and sustainable
investment Thisreport analyzed the best practices from governments, financial institutamg non
governmental organizations (NGGOa) their environmental policies, safeguard measurasd actions
greening the investmentBased on the ts practices, the report developed a project classificagstem
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that forms the positive and negative lists, and proposed recommendations to guide the green development
of BRI projects.

Establish theBRIProject AassificationSystemand the Positive andNegative Lists

Classification oprojects according to their environmental impacte@mmonly usedo managefinancing

of projects. For example,the Equator PrincipleSEP) require banks to differentiateprojects by
environmental risksas A, B, CThe Asian Infrastructure Investment Bank (AIE stipulated inits
Environmentaland Social Framewaorklassifiegrojectsbased ortheir environmental impact$o inform
decisiormaking and managemensSimilarly, he China Banking and Insurance Regulatory Commission
(CBIREGreen Credit Statistics System encourages banks to differercmrding tothe environmental

risk of projects.

Theclassification of BRI projedisvestigateshree major environmental objectives: pollution prevention,
climate change mitigatigrand biodiversity conservatiofBased on positive and negative impgatpjects
are divided into three categories:

1. Red projects projects requiring stricter supervision rad regulation: Projects at risk of causing
GAAIYAFAOLYG YR ANNBGISNEAOGCL Seénvibnm@maNBpaActsdnyotel f R Y
or more aspect of climate change mitigation, pollution preventiand biodiversity protection. Red
projects include codired power, hydropower, petrochemicand mining and metal smelting projects.

2. Yellow projects environmentally neutral projects with moderate impact$?rojects in this category
G52 b2 {AXYASBHOKYD 0GBNIye SY@ANRYYSydlf |aLsSodzx
can be mitigated by the project itself through affordable and effective measures within reasonable
boundaries. Yellow projects includeasteto-energy projectsand urban freight transportation with
emission standardbove Euro IV/national IV standar@s similar local applicable one)

3. Green projects encouraged projectst N2 2SO0t a Ay GKAA aSyO2dz2N» 3SR Ol
negative impact on any environmental aspettlimatechange mitigation, pollution preventigand
biodiversity protection and positively contribute to at least one environmental asppatticularly if
they supportinternational environmental agreements and conventions. Projects such as renewable
energy development and utilization (sokand windpower plants, etc.) fall into this category.

The projectclassificationmay be adjusted (upgraded or downgraded). If {h@ject adopts sufficient
environmental management measures tuoitigate negative environmental impact and promote the
realization of environmental objectives, it can be upgraded aftgwrousevaluation.To ensure scientific,

effective and operable pract categorizationa two-tiered system is proposetb evaluate the direct

impacton and contributionto environmental objectiveghe firststep,F Yy R G KS F @F At 6 Af A&
measures through environmental managemefar example, bapplyingsateguardssecond stej

Enhance theWhole LifecycleEnvironmental Management il©verseadnvestmentProjects

The indepth study of Chinese and international regulagpnorms and applications has resulted ivine
recommendationgo shift overseasnvestment from brown to green

Recommendatiorlt Green overseas investment practices address all project phaBesiccelerate green
overseas investments, environmental conceduwsingthe whole projectifecyclemust beaddressed. The
project life cycle includes multiple phases. For investors the phases can be dividgatoject screening

and evaluation, project monitoring and contradnd public participation reporting and information

disclosure.Engagedtakeholdersshouldtake responsibilitieto enhance thegreen development of project
throughoutthe lifecycle
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prevention facilities in construction projects should be designed, constructed and put into use at the same time as the main
project.

Recommendatior?t ExclusiorList’: Global regulators and financial institutions provigelusionLists of
environmentally harmful projects that must noéceive investmentProjects orExclusionlists include
those that have severe and irreversible negative impacts on ecological devalbgoes without feasible
possibilities for mitigationFor exampleamost 120 private and public financial institutions from 26
countries have agreed to exclude fossil fuel from their investments.

Recommendatior8t Environmental Impact AssessmerRrojed¢ developers mist obtain an independent
Environmental Impact Assessment (EIA) dachproject. According to many financial institutionise(,

based on theEquator Principléslow-risk projects require at leastlocaly requiredEIA. For mediurand
highrisk projects, thestandardsare more stringentand should becompatiblewith international best
practice (e.g.World Bank Environmental and Social Stand§EfsFor International Finance Corporation

[IFG Performance Standarjlsvhichinclude disclosure and public participation andustry-specific EIAs.

For examplethe European Bank for Reconstruction and Development (EBRD) publishes its EIAs for public
disclosure for a minimum period of 120 dagsd theElAs of aNVorld Bankprojectscan be found online

Recommendatiordt Differentiated conditions: Financial institutions consider environmental risks in their
financing conditions (i.ebetter financing conditionandfasttrack approvafor green projectstestrairing
the approvalffor red projects).

Recommendation5t Environment and Social Management SysterRinancial institutions require an
Environment and Social Management System (ESMS) from their clients for all megidnhmighrisk
projects. The ESMS includes environmental (and social) mitigation measures that are measurable and need
to be reported at least eversixmonths to the financial institution.

Recommendatior6t Grievanceredressmechanism Financial institutions provide an eatyraccess and
transparent grievanceedressmechanism for people andGOghat are potentially negatively affected by
projects throughout the project phasestarting during the project evaluatioontact informatbn is made
readily availabldor affected persons, NGQand others who wish to contact the financial institution to
express concemor objections to a new or existing project in they & (i A {pattidliv.2Tye @devance
redressmechanism must be availlbin local language(dor examplethe AlIB announced its complaints
handling mechanism in 201&nd theGreen Investment Princip(&IP)} stipulatesthe setup of aresolution
mechanism

Recommendation/t Covenants Financial institutioninclude covenants in their investment agreements
that allow them to work with cliergto rectify breach of environmental and social agreements, @nked

1The Exclusion List is different from the red categorization of prajects
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be, to exercise remedies, including cafjievents of default.For examplethe Equator Principles stipulates
suchincorporation of covenants linked to complianiceits principles.

Recommendation 8t Public environmental reporting Financial institutions provide independent
reporting on the environmental performance of projects in ithgortfolio, includingdetails on emissions,
pollution, and biodiversity targets and impactsk managementstrategy and governance. They use both
required and applicable internationally recognized standalfds exampleas of February 2020, over 1,000
organizations, representing a market capitalization of dyg12 trillion support the Task Foroa Climate
RelatedFnancialDisclosure (TCFD)The IFC applies the Anticipated Impact Measurement and Monitoring
(AIMM) system The Green Investment Principléor the Belt and Road (GIB) stipulates disclosing
environmental information.

Recommendatior@t International cooperation Financial institutionsanshare environmental data with
relevant global authorities to support global data repositories on climate and biodivdfsitgxamp, the
EquatorBanks share both climate and biodiversity data of their investments

Prioritized Action Areas irFormingthe Green Development Guidance for BRI Projects

The BRI Green Light System depends on the interaetioonga variety of stakeholders in the Chinese
government the financial sectgrand financial sector clients. For the government to promote green
development of BRI projects, we suggés following:

1. Establish a classification system f&RI projectsFocus on th impact on environmental pollution,
climate change, andiodiversity conservatiorand further specify the listof positive and negative
projectswith technical guidelineand details provided.

2. Explore the environmentatisk assessment foBRI key industrieqn line withthe environmental
requirements of the host country, as well as with Chinese and international best practices
Guidance and provien of ElAcriteria, requirementsand tools for key BRI industries to conduct EIA
is needed, agvell ascapacity building to relevant stakeholders

3. Establishthe mechanismfor rigorous supervisionand an Environment and Social Management
Systemduring the wholelifecycleof the project andapplymeasurable environmental governance
measuresGuide and provide capacity building to project investors and implementers to pursue
greener overseagvestment with improved ESMS policy, evaluation, management and reporting.
Encourage investors to reduce potential environmental riskarmed by theproject classification
andthrougha grievance redress mechanism that enables responding to environiremtgplaints
in a timely and transparent manner.

4. Establish a sound incentive and punishment mechanisim guide financial institutiongfor
differentiated management of projectaccording toenvironmental risks and impact&ncourage
financial institutions, investors, project implementors, and government agenctes shift
investment to green by classifyingRI project based on their environmental impact, and gppl
the appropriate lifecycle management featuring differentiated decisimaking, risk evaluaon,
financing, performance review, and disclosure for projects on positive and negative lists.

5. Supportpiloting and promote application of thesreen Development Guidander Belt and Road
Initiative (BRI) Projest Considering the contexts of BRI countriesglassification system and
project lists adapted to local resources, environment, and socioeconomic conditions should be
developed as a reference for the host government; and local demonstrations of application should
be promoted to encourage and facilitaits extension into more Belt and Road countries.
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Chapter 1.Joint Research on Green Development Guidance for Belt

and Road Initiative Projects

1.1 Research Background

Green and lowcarbon developmenis supported byinternational consensusChina actively responds to
climate change and promotes the process of global environmental governance. On September 22, 2020,
President Xi Jinping delivered an important speech atGheeral Debate of the 73h Session of th&JN
Ceneral Assembly, pointing out that thBaris Agreemenbn climate change represents the general
direction of global green and lesarbon transformatiorand the minimum action needed to protect the
homeland, andhat all countries must take decisive stefmvard its goalsHe also promised that China
would enhanceits nationally determined contribution (NDGdopt more powerful policies and measures,
and striveto achievepeak carbon dioxid¢CQ) emissions by 2030 and carbon neutrality by 2060. The
international community generalliauded his stangeexpectingthe goals announced by China would have

- ANBI G AYLI Ol -catbpn tiarfsifion andl d&f aRgQat exaripie for the global response to
climate change.

Building a Green BRI conforms to the trendl green developmenin the internationalcommunity ands
highly consistent with the 2030 Agenda for Sustainable Development anghih@sophy ofthe Paris
Agreement GreenBRIintegrates green development and eeavironmental protection into theentire
process ofBRIconstruction, directly contributesto realiang indicators set by the 203@\genda for
QstainableDevelopment,createsimportant opportunities for sustainable delopmentfor participating
countries, andnovesglobal ecological civilization to a new level.

Green BRI injects strong impetus into world economic growth and recov&ince the financial crisis in
2008, global economic growthas lacked impetudnternational economic cooperation h&scused on
exploring new growth pointand economic development modets drive the depressed economy into a
new growth cycle. The huge demand developing countries, including emerging economies, for
infrastructure and indstrial development is expected to become a new driving force for world economic
growth. In this context, China put forwardetiBelt and Road Initiativein 2013 hoping that byadhering

to the principles of mutual cooperation, @mnstruction and sharing, army policy communication, facility
connecton, unimpeded trade, financialflow, and labor exchange, it camreate new opportunities for
common development and shared prospigrfor all countries and put forward Chinasolution to
sustainable development.

Since the outbreak of COVID, the global economic downturn has intensifieost countries have
experienced unprecedented negative growtdgnstitutingthe most serious eanomic recession in recent
years.According to he World Trade Organizatipglobal trade decline caused by the epidemic nhay
worse thanthat caused byhe 2008global financial crisigsgainst the shocéf the epidemic, countries have
realized thatthe world is one community with one shared future for mankindand interconnectios,
openness and inclusivenessare imperatives to alleviate the global crisis and achieve lobgrm
development.In the postepidemic era, BRI has injected strong impétie world economic growth and
recovery Green recoverysan important driver for economic developmenhe developmentof GreenBRI
will provide a platform for all countries to share a resilient, inclusated sustainable development
mechanismit alsohelps implementhe UN 2030 Agenda fori&tainableDevelopment.

SinceBRWwaslaunchedseven years ago, it has received positive responsesfianiicipatingcountries and

the international communityTwo hundredntergovernmental cooperation documenk&we beensigned,

and over 2,000 projects have been jointly carried ogtoviding jobs for thousands of people. As of
November 2019, Chinese enterpridexl invested a total ofJS$34 billion in overseas economic and trade
cooperation zones built by countries aloB&| paidover $3 billion in taxes and fees to the host country

YR ONBFGSR ownInnn t20Ft 22064 2y Iy | OOdzydzZ I GA@GS
help of BRI, trade and foreign direct investment (FDI) of countries along the route will increase by 9.7
percent and 7.6 percent, respectively, bringing 3.4 percent growth in real income to economies along the
route and 2.9 percent growth in global income.
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BRI foreign investment projects face certain environmental and climate rigkispresentBRI construction
has entered a new stage of higjuality developmentwhich raiseghe requirements for promoting green
infrastructure and strengthening the qualignd assurance othe ecological environmentBRI éreign
investment projects still face certain environmental and climate risks: BosteBRI participatingountries
areparticularly vulnerable to environmental degradatidtegions such &outheast Asigouth Asia, West
Asia, North Africacomprise ¢developing countries with rapid population growth and industrial
development, saesource consumption and pollutant emissions siidtur at a concerning rat&econd,
BRI participatingountries still fall shortin grasping thegreen developmentonceptand coming upto
speed ineco-environmental protection ability, policy standar@sd so on. Third, international cooperation
projects are generally complexin some cases, local laws and techrlictandards are vagueandthe
number and types of sustainable standards and evaluation methods are insuffitiakifgit difficult for
financial investors to ensure that all investment flows to sustainable infrastruckmesome sustaable
infrastructure, the risladjusted income is too lowue to kck of revenue flow or public policy incentives.
China'BRinvestmenthas been risings ashare inits global investmerit Largeinfrastructure for transport
and energy resourceand manufacturingare among thekey Chinese investment fieldS. When such
investmenttakes placén countriesof a high level oénvironmental sensitivity it is even moreurgent to
mitigate and addresthe environmental and climate risks.

1.2 Sgnificance
Thesignificance of this study is reflected in four aspects:

First, pomoting green development of BRI projects is theost fundamental requirement of Green BRI.
President Xi Jinping has repeatedly emphasthedl China willpracticethe green development concept,
deepen cooperation in environmental protection, strengthen -@twironmental protectionand together

to build a greerBRI Promoting overseas investment and construction projects to practice the concept of
ecological harmony andreen development is conducive for facilitating BRI connectivity in a green and
comprehensivemanner, integrating the concept of eeenvironmental protection into all aspects and
procesgsof BRI construction, and promoting sustainable development andhoomprosperity.

Second, promotinggreen development of BRI projects isssentialin promoting global ecological
harmony and buildng a greenglobalcommunity. Most BRI projectountries are developing and emerging
economies. In some areas with fragile asghsitive eceenvironmens and inadequate ecenvironment
standards, BRI projects face high environmental risksyaeater pressure tpromote green development.
Improving eceenvironmental protection of BRI foreign investment and construction projemtsgiating
environmental protection standards and norms of participating countries, and strengthening eco
environmental support and guaranteefor BRI infrastructure construction will promote regional
sustainable development and green transformation, adlvas China's ability to participate in global
environmental governance, weard fulfilling the goals of the2030 Agenda for Sustainable Development,
the Paris Agreemenon Climate Changéhe Convention on Biological Diversignd other international
environmental conventions.

Third, promotinggreen development of BRI projectselpsto increase trust, dispel doubtsand build
consensus in BRI constructioBreen developmenis supported byglobal consensus. By improving policies
and measures strengthening green guidelines for corporate behavjostandardizing and guiding
enterprises to fulfill their environmental and social responsibilities during BRI construeticouraging
them to abide by local environmental laws, regulations, standaefel norms and promoting the

2According to the Ministry of Commerce's 2019 Statistical Bulletin daA vy | Q & forigaldidekt Nikkestmen{OFD),
China'sOFDktockin BRiwas US$179.47 billidnom 2013to 2019, accounting for 8.2% tife total. According to the Ministry
of Commere's "China's Investment Cooperation with Countries Along the Belt and iRdlae Frst Half of 2020, Chinese
investmentin 54 countries along the Belt and Road increased by 23.8%oyegrar, whilethe total investmentfell by 0.7%.
3 China Global Im&ment Tracker 2020 https://www.aei.org/chinaglobatinvestmenttracker/

4 Singapore, Indonesia, Laos, Cambodia, Vietnam, Malaysia, Thailand, Kazakhstan, and the United Arahrihtivates
2L RSalGAyl GA2ya 2rfhefirst haf of 2020Ministrly of Goyh @S di /YIS Myréstnént Cooperation
with Countries Along the Belt and Roadhe Frst Half of 20207
http://www.mofcom.gov.cn/article/i/jyjl/j/202008/20200802988729.shtml
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development of green technologies and industrig®& green development of BR&an gain the support of
nationalgovernments, enterprisesnd the public in participating countries.

Fourth, promotinggreen development of BRI pjects is an important guaranteagainstmajor financial

risks. Rsk managementis the foundation for financial stabilityEnvironmental and climate risks of
investment projects pose new challengestie stable operation of economic and financial systeand

the development of green finance has provided new ideas for preventing and resolving systemic financial
risks. At present, many financial institutions have not clearly understood and effectively responded to
environmental and climate risks. Accorditogthe Network of Central Banks and Supervisors for Greening
the Financial SysterfNGF¥ survey, only a fraction of large financial institutions @mganisation for
Economic Ceperation and DevelopmenQECPcountries and China have begunuseenvironmental

risk analysis methodso assessenvironmental risks, and many of these applicati@ars still at the
experimental stageTheGreen DevelopmerBuidancdor BRI projects can proviga importantreference

for preventing major financial risks.

1.3 Purpose of theSudy

This study provides targeted and operable policy recommendatiofts governments,and options for
financial institutions and corporatonsto improve the green management capacitshrough research and
development of lifecycle environmental management measures for investment projecikhe
recommendations help stakeholdersjointly contributing to the implementation of sustainable
development goal$SDGsand global climatéenchmarks

Drawing on the experience of Chinese and glolealironmental financial risk managemernbols, the

study designs project classification methodologywith management measuresandthat is applicable to
all BRI investments and is in line with tlealitiesand needs oprojecthost countriesThis will allow alBRI
investment projectdo be managed in a graded and classified veayd allow &flexible evaluatiorof the

ecological, environmentaand climate impacts to surrounding areas

The targetaudience of the study are stakeholders involved in BRI investment projepesticularlythe
following:

w Relevant governmenagenciesresponsible for formulabn and enforcement of environmental
management policies and standards for overseas investment projects;

w Hnancial institutions that formulate investment strategy and decisions with considerations of
climate and environmental risks; and

w Ownersof investmentprojects responsible for identifying environmental and climate rishsite
and developing and implementing environmental and social safeguard measures accordingly, with
focus onlifecyclesustainable management practices.

It is important to note thatthe objectiveof the study is an acceleration of green and deceleration of ron
green BRI projectsThus, the results of the studgcuson environmental aspects of projects, without
focusing orfinancial feasibility or social consideratiorigis Green Development Guidance explotes
development of outward investment projects in the Belt and Ruodule alsopreventing ecological and
environmental risks, such as climate charagel pollution, and promoting biodiversity conservationhy
drawing fully on domestic and international experience and best practices. The classification guidelines and
subsequent environmental management measures provide green guidelines for stakeholders to further
identify and respond to ecological and environmental risksoweérseas investmentspromote the
development of green investment, green tradand green financial systemand enhance the greening of

Belt and Road projects. The overall objectives incthddollowing:

w To build an outward investmentecological and environmental risk prevention systebased on
project classificationstreamlinemethodsto assess anceduce potential ecological and environmental
impacts of projects, andlign BRI project® the United Nations Sustainable Developmena8qSDGSs)
and Paris Agreementlimate goals, tsharelessonsand learnings withthe green developmento BRI
countries.

w To improve outward investment regulatory mechanisms and lifecycle environmental management
mechanismsand formulate green development guidelines tailored to the needs and realities of
different stakeholders.
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w To provide early warning mechanisms and green solutiorts mitigate negative ecological,
environmenta) and climate impact$or Belt and Road projects, anmprove pollution prevention and
control and green development.

w To clarify the positive and negative list®f outward investment projects in the Belt and Roaea,
based onwhich to provide government regulatory authorities with a basis for green project
managementto provide financial institutions with guidelines on greferance andto guide enterprises
in effectively assuming the marasponsibility for ecological and environmental risks.

w To prepare for theapplication of theGreen DevelopmenGuidance andorm green demonstration
projectswith significant demonstration and popularization val&enphasis will be placed amtegrating
projects with the social and economic development of the host countvigh comprehensive
consideratiorof its stage of development and resource and environmental endowmetts/e docking
will be carried out with the relevant strategies, plaagad standads of the countries or regions where
projects are jointly constructed to effectively promote the greening process of facility connectivity, drive
local economic development with the green developmenB®&iprojects, and enhance the greening of
the local @onomyand @mpetitiveness.

The research will helBRI investment projectpromote sustainable development and fulfiinternational
environmental conventionsincluding the 2030 Agenda for Sustainable Development and its 17 Sustainable
Development Goals (SDGSs), the Paris Agreemenaitieé Targets of the Convention on Biological Diversity
and thePost-2020Global BodiversityFramework

1.4 Methodologyand Stricture

To provide a guidance and classification for BRI project finance to accelerate green and decelerate non
greeninvestmentsresearchor the GreenDevelopmentGuidanceused extensive desk research, interviews
with relevant stakeholdersand feedback rachanisms through workshops and seminars.

The study is structured as follows:

Chapter 2 provides an analysis of Chinese and global best pra¢segsiratelyanalyzing each stakeholder
(government, financial institutions, NGQs1d associations) regardirtheir practices in encouraging and
increasing green projects and reducing and ending brown projects. The study highlights the different roles
of variousactors and stakeholders in greening overseas investnientifferent project phases (project
evaluation, project management, reportintg) manageenvironmental risks in the three environmental
dimensions of pollution, greenhouse gas emissians biodiversityusing theresearch matrix(Figurel-1).
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Figurel-1: ResearctAspectsof the Mapping of Best Practices
Note: NGOs = Nongovernmental organizations.

SourceAuthors.

Chapter 3provides the BRI project classification mechami. First, the chapter proposes three project
categories depending on theIJNE 2 ignpaidt Orsithree environmental aspects (pollution, climatend
biodiversity). It then puts forward two-tiered classification process in line with Chinese and international
practicesn acombinedtaxonomybased and procedsased approachNext, specific criteria for projects in
energy, transport, agricultureand manufacturing are put forwardalong with specific thresholds for
different environmental dimensions based on international practices for sustainable finance provided by
governments as well as practice standards (dmernational Finance CorporationHG Performance
Standards).

Chapter 4proposes aclassification list of BRI projectsising the definition, criteriaand processes
developed in Chapter.®singtheseinstructions forclassification positive and negative lists of BRI projects
in the energy, transport, agriculturand manufacturing sectors are developed.

Chapter Sorovidesninerecommendations to accelerate green and decelerate pgeen BRI investments
applicable to different stakeholdersbased onthe green finance practice and regulation research from
Chapter 2. Thischapterpresentsdetailed recommendationsand specific sourcegsase exampleand most
relevant stakeholdergarget audience for developingthe Green Development Guidander BRI projects
covering each project phase (planning/evaluation, project execution/managemerdnd
reporting/disclosure)

Chapter 6 identifies the prioritized areas for the nexstep formulation of an operable Green
DevelopmentGuidancefor BRI Projec{the Guidance)The chapter reviews existing green BRI policies and
decisionmaking processsandfrom thereoutlines the key areas ofuture application of the proposals in
Chapter 3 project classification and positive and negative lisisgd Chapter 4 measures toenhance the
whole lifecycleenvironmental managementt provides the ground for thdevelopment of the Guidance.
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Chapter 2.Best Practices to Accelerate Green and Reduce Brown

Investment

The following sectionprovidean analysis of Chinese and global best practieéih, separateanalyses of

each stakeholder (government, NGOs and associations, financial institutions).mefli®d also
underscores the different role each stakeholder plaps guaranteeingsustainable finange with
governments providing (national and supranational) regulation and policies, NGOs providing independent
and international best practice togland financial institutions providing application policies and practices
for their overseas investment actiigs. It is important to note that instrumentsf different stakeholders

can span more than one phase of the project finalifeeycle(e.g, Equator Principledzuropean Union
Taxonomy for Sustainable Activitifisereafter, & 9 | ¢ | B,2apt2night theréore be mentioned at
different points.

2.1 Government andRegulatory Practices

International investment and business activitidgpend on local and international government laws and
related regulations.Accordingly, every country applies more or less stringent environmental laws and
regulations providing opportunities for investors to maximize returns and minimize risks. To avoid an
acceleration of investments intd LJ2 f f dzii A gl thé&eb@iscredsé environmental risks some
countries have developed different guidelines, regulations, Jamgguidanceor financial institutions and
companies to invest abroadncluding environmental consideration§Somejurisdictions such as the
European Unionin rare caseslso providgurisprudence to punisienvironmentalviolationsfor overseas
projectswherethe institutional capacity in the third country is insufficient to address these violatigees (
Box1).

One particular aspect to encourage green overseas investmer@hima and international governmerits
through voluntary guidance documents and mandatory regulationshing upon different aspects of the
project financelifecycle and of ecological developmenthese guidelinesemploy different measures
through a variety of regulators and agencies, targeting both public finance and more broadly overseas direct
investmentthrough private entities.

In the public finance space, governments address national development finance institutios)e(iggbed
internationally, multilateral development banKsuch as the World Bank)y exercising their rolen the
boards, and natioal export credit agencies (E§AGovernments also regulate or incentivize private
investors for green project finance along the project finalieeycle

Box1: CorporateLiability for Environmental Violations in Third Countries throughForum Non
GonveniensversusHost Country Rule

Corporations, to protect themselves from possible litigation, try to build a corporate structure
subsidiariesothat they are immune from judicial review, tw render the review ineffetive. Corporate
legal structures pose a challenge to victims of environmental harm, who cannot properly obtainar
from these thirdcountry subsidiaries, because of

w Lack of funds or assets of the subsidiariés, example,after the subsidiary declas
bankruptcy orcloses (e.g, when the legal case dragn for too long)r
w Lack of access to impartial or sound justice or due process in the third country

In most cases, victims cannot seek redress from the parent corporation jurisdieti@usehe forum is
not appropriate forum non conveniens

To overcome the dilemma of allowing corporations to deny liability for their subsidiaries in
countries, Article 4 of the Eopean Union (EU)1215/2012 & . NXza & St a¢ prev&igsddat
a Hubject to the Regulation, persons domiciled in a member State shall, whatever their national
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sued in the Courts of the Member Stafeprovidesan opportunity to overcoméorum non convenien
in special cases. In the 2019 chsegowe v Vedantathe British (still under EU law) court dismissed
forum non convenienslaim by the defendant, who argued that its Zambian mining subsidiary an
the parent company in the tited Kingdomshould be sued for environmental damage in H&mn The
UK court, however, conceded that the court of an EU member state cannot decline jurisdiction
the defendant is a company domiciled in that member state (in this case,rittedKingdam).

Ly GKS ahLAyAzya 2y (K $vide fidididt Selides dn@ fakefuards do?
58St 2LIYSyd 2F GKS . Stfd IyR w2FIR LYAGAIGADS
GNAGSa GKFG GKS 2dzRA OA L NE [Xj iKpldment thedBRIGEe8ztvésife
Princiges, improve the public interest litigation system and the system for compensation for ecol
and environmental damage, stop environmental infringement, follow the principle of liability assum
of damages, facilitate ecological restoration, joirfoets to build BRI big data platform for ecologic
protection, promote green infrastructure construction, green investment and green finance,
contribute to the green Belt and Road Initiative to protect the homeland where wg&five

Source Authors.

2.1.1 Best governmentind regulatory practices along projedtnance

2.1.1.1 ExclusiorList

{ SGGAyRlusibnfista Aa |y SFFSOGAGS NBEIdzA | G2NB |
Governments, intergovernmental organizatioasd relevant regulatory authorities establish criteria
providea project list for prohibited investmentsased orenvironmental concerns.

Quitting coalin overseas investmenis the most ambitious governmental exclusion pledgbese
pledges are applikthrough rational and bimulti-lateral developmenfinance institutions(DFI$ and
export credit agencieECAys The environmental content of th&xclusionList is basedbroadly on
international norms, such as the United Nations Global Compact (UNi&€lples and theéDrganisation
for Economic Ceoperation and Developme{©OECPGuidelines for Multinational Enterprises. Exclud
projectshavesignificant negative impacts dhe environment and do not have viable mitigation optior

GOEOfLEEA F2WEB RSOSE2LISR yR FLILX ASR 6& 3I20SNYyYSyida

polluting investments.They often manifest in "negatiye "phaseout" & LINE K& 0 A (ycRihe'
investment policies, which lead tdivestment inindusties or projects For examplethe National

Development and Reform Commission (NDRE2dthe ExclusionListto guide the withdrawal of domestic
investment from industries of high energy consumption, high environmental pollugiot high resource

intensity. In its 2019 Catalogue for Industrial Restructuriimgestment tomore than 440 industries/ere

prohibited toward aphasing outhat consideredenvironmental factors such as pollution prevention and
control, greenhouse gaGHG)eduction and ecological protectionSuchan exclusion approach is also

applied to overseas investmeriut notyet due toenvironmental concerngn 2017 NDRCthe Ministry of
Commerce, the People's Bank of China, and the Ministry of Foreign ARHi)jointly publishedthe

Guiding Opinions on Further Guiding and Regulating the Direction of Overseas Inves{iien?4 [2017]),

which declinél overseas projects in the "prohibited" categdry

5 European Union ParliamentdrCouncild hy WdzNA AaRAOGA2Y | yR GKS wSO023ayAidArzy | yR

Commercial Matters.
6¢ KS {dzZLINBYS t@®BLIt $Qa) SDENIWSRLKAF X 2AYa 2Fy / K&EFIt S2 LI SQ&

/ 2 dzNJ & ¢

" The "prohibitedcategory” includes: (a) outbound investment involving the export of core technologies and products of the

military industry withoutstate approval; (b) outbound investment using technologies, processesproducts the export of

which is prohibited; (cputbound investment in the gambling and pornography industries; (d) outbound investment

prohibited by the provisions of international treaties to which Chinasgaatory and (e) other outbound investment that

endangers or may endanger national intereand security.
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Internationally, exiting coal and other fossil energy investment is the most ambitious exchesiomfrom
governmentstoward reducing "brown" investmentGovernments ofthe United Sates, the United
Kingdom, Francethe Netherlands, andthe Nordic countrieshave already announceskcludingcoal from
overseas investmenMost recently in 2020Japanannouncedt would tighten funding criteria for foreign
coaHired power plantsthe Republic ofKoreaintroduced several bills aimed at banning overseas coal
investment® and bothBangladeshand India announced in 202@hat they wouldconsider banning fossil
fuel investments.

Theseexclusion pledges araften applicable to developmental financialstitutions such as national and
somebi-/multi-lateral development bankshose mission is to promote development policiésr example,

following theFrench governmef & | Y y 2 dz2@$ tg Soyongeripsbvide financial support for coal

fired power plam projects in developing countrig$ the International Development and Solidarity
Framework Act of July 201dgally requiredhe French Development AgengAFD)a y 2 (i G 2 & dzLJLJ2 NJi
fired power projectdn any formunless the project adopts carbarapture and storagéCCS)echnologyé

Some countries have also extended tBeclusionList by including coafired power generation projects

supported by public funds, such as export credit agen&€&AE° As of the end of 2019, five of 820
countrieshadapplied theExclusionList policy to their DFIs, and thréadextended the application to ECAs.

In addition to national policies, some countries encourage public financial institutions that conduct overseas
business to follow the "exclusion" requiremerdintergovernmental organization®©ECD countriesn
particular,have encourageédxport creditagencies to phaseut financingof fossil fuel industries along the

h 9 / 5nondinding framework for the orderly use of officially supported export credigsCAs are
encouraged to restrict financing of inefficient cdamkd power plants in line with the S$woral
Understanding on Coddred Power Generation implementesinceFebruary 2016: projects that do not fall
within the scope of codired power plants described in the Sectoral Understanding can only receive export
credit support if they are consistemtith the buyer country's national climate protection strategy and if no
other climatefriendly alternatives are available.

Negative screening ianother strategythat financial sector supervisors across the wdrlve started to
explore. TheNetwork of Catral Banks and Supervisors for Greening the Financial Sygte@FS)a joint
initiative of central banks and supervisory authorities of eight countries, including France, &tdrthe
Netherlandsjs currently working to encouragenancial sectoreguhtors toadopt theExclusionList as a
negative screeningrocessto systematicallyexcludecontroversial companies, sectqia countries from
the investment including thosewith negative environmental, climateand ecological impactsThe
Exclusion List is developed in accordance vglibbal normg(such as theJnited Nations Global Compact
[UNGQ Principles and the OECD Guidelines for Multinational Enterpasdsjouplel with ESG approaches.

2.1.1.2 Greenlist

ForCA y I Qa R2 YS a CHin@Bahkihg@shd lisyrahye(REgulatory Commi§SBIREGt S 2 L]
Bank of ChingPBOG;andtheb | G A2y f 5S@St2LIYSyd FyR wSF2N
of China(NDR( have issued inclusion criteria or listhat provide guidance for investor®n which
projects or project categories are considered greAmong these, the2020 ChineseGreen Bond
Endorsed Project CataloguBréft for Consultation) byNDRC, PBO@&nd CBIRC refttsthe synergy to
international standards for green projects and removes controversial promats as the clean coal ar
thermal power generationfrom the & Eeenlist.€

8t SI NI = &/ KAyl {f 2¢¢Jdpan is/tadiNdh a redidwtby tkieAeyid of Dikey2@2®, aimed at tightening

conditions for the export of codired power plants, by Environment Ministry, Finance Ministry, and Industry Ministry

OwSdzi SNEZ aWHLIY (2 CABBRSY2GBENE NI I yHENOAAYKALUBNEE CSo Nbzk N
9 With the exception of having CCS facilities in place

10 Unlike developrent finane institutions, national export credit agencies do not take the promotion of development as

their main responsibility. They mainly promote overseas business by providing companies with loans, insadegport

guarantees.



Green Development Guidance for BRI Projects Baseline Stud

AmongGreenList approaches, the EU Taxonomy for Sustainable Activities (Eddrayp2019 i®ne of
the most advanced and granuldrameworks for inclusion and exclusion of projectsased on

SY@ANRBYYSyGlrt 2dzi02YSae® ! LI NI FNRBY F tAad 271
guidance on environmental pollutioand impact thresholds that define which projects should

considered green across a hnumber of industries.

Government and regulators encourage, supp@hd guide overseas investment in green and sustainable
projects in the form of @&GreenList.¢ The qualificatiors of dgreen projects are usually measured against
two criteria: one isbased on environmental goalfhat is, defining each environmental ga ina dist of
environmental goaksto evaluate and selednvestment activities that contribute to environmental goals
and have no negative impact, suchtlas 6Rio Markeg systemused by the OECD in foreign aid assessment.
The other isbased oninvedment activities listing specifiandustries, projectsor economic activities
allowed by thedGreen Project List¢ through clear quantitative criteria and technical determinants.
Documents such ashe oRenewable Energysector Understanding and éClimate Change Sector
Understanding underh 9 / BAfaimgement on Officially Supported Export Crediise grouped ashis
type of criteria

Chinais a pioneer in usingareen Lists to guide andgoverngreen investmentFor domestic investment,

China Banking and Insurance Regulatory Commi¢SBIREt S2 LI SQa . (PBO an@NationaK A y |
Development and Reforh 2 YYA aaA 2y 2F GKS t SNDREh&EO publish8d ddweralA O 2 T
documents providingigreen project and industry listésthat contribute to green development. These

Ay Of dzRS (i KGfeen /CreditwQuiQgiine and other supporting documentd! (2012), b 5w/ Q&
oGuidelines for Energy Efficiency Credi2015Z Gréen Industry Catalogu#g2019,t . h / Geeen Bond

Endorsed Projec€atalogué®?. All theseancludedindustries angrojects that contribute talow-pollution

and lessGHGemissiorgintense developmenin China.

China is still experimenting with using tkBeeen List to guideoverseas investmentsn 2017, the State
Council forwarded th&uidance orfFurther Guiding and Regulating the Direction of Overseas Investments
jointly drafted by NDRC, MOFCOM, &8 and MFA. Supported investments are included in the
cencouraged category However, environmental factors are not among top considerations in developing
ancencouraged lis€*® It is noteworthy thatin its draft for consultation the latest éGreen Bond Endorsed
Project Catalogu02C reflectswidelyapplicable international standards fassessmentf green projects,
and removes internationally controversial categories such as clean coal and thermal power gendiiagion
Cataloguewill apply to bonds financing overseas projects.

AmongGreen List approaches, th&U Taxonomyor Sustainable Activitiesne ofthe most advanced and
granularclassificatiorframeworks. TheEU Taxonomig a key component of the Sustainable Finance Action

Plan which, as its first actiorgstablisted a classificatiorschemefor dgreeré economic activitiesApart

from a list of environmental objectivesktS 9! Q& ¢l E2y2Yeé Kl & &LWBOAFAO 13
pollution or impact thresholdésee Table2-1 below)that define which projects should be considered green

across a number of industries, such as electriwiduction,transmissionand distribution carbon capture

and storage transport, agricultuie and forestry manufacturing manufacturing equipment for efficient

buildings waste water and sewageand buildingsthus formingda list of industrieg

1The documents incddlea DNB Sy / NBRAG {dFrdAadiAada {eadSYZ¢é wnmoX |yR GaDNB
12|ssuedin 2015and revised with NDRC antifa Securities Regulatory Commisgi6$R)In 2020for consultation

13 Encouraged overseas investmerits the Guidance on Further Guiding and Regulating the Direction of Overseas
Investments, as mentioned aboweclude those dcusing on promoting overseas investmetitat bring benefits to the Belt

and Roadnitiative and the surrounding infrastructure, particular, transportand communication infrastructuregeadily
driving superior production capacity, quality equipmgartd technical standargstrengthening investment cooperation with
overseas highiech firms and advanced manufacturing enterprisesl @amcouraging the establishment oésearch and
development R&D centers abroad participating in the exploration and development of offshore energy and resources
based on careful assessments of economic efficiefomusing on expanding overseas coopenatin agricultural fields, in
areas such as forestry, animal husbandnd fisherypromoting overseas investment in the services sectors such as business,
culture, logisticsand other services in an orderly mannand supporting qualified financialstitutions to establish branches

and service networks abroad to conduct business according to law

9
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Table2-1: Example from EU Taxonomy @nvironmental Thresholds forinclusion Proposed by EU
GCommissionedTechnicalExpert Group

Electricitygeneration 1. 100gCQe/kWh, declining to 0 by 2050
2. Threshold reduced every 5 years in line with a trajectory to zerg
CQe in 2050

3. LCCE analysis (ISO 14044) not reqd for some technologie
(renewables)

4. LCOHRanalysis required for new hydro & geothermal, fossil fu
bioenergy

5. Nuclear

Electricity transmission & All investments in T&D infrastructure, EXCHEieTfollowing:

distribution (T&D) 1. Those @dicatedto directly connecting or increasing connections

plants above emissions threshold
2. Those @dicated to connecting additional consumption log
without demandsidemanagement capability

Upgrades to T&D System Architecturehich incorporate any of the
following:

1. Thirdgeneration smart meters and communication system

2. Equipment that increases RE usage (e/gitage control measure
to allow more RE infeed)

3. Sensors fo forecasting RE production, automation
substations/feeders, control roomand software

4. Demandside management and improved control of grid, o
enabling exchange RE between users

Notes CQe/kWh = Carbomlioxide equivalenper kilowatt/hour; LCOE = lelized cost of energy; REenewableenergy
Source EU Technical Expert Group on Sustainable Finance, EU Tax@bitiny

2.1.1.3 Evaluation of environmental outcomes

Governments have issued strong guidance on the requirement to conduct environmental and
impact assessments. Internationally, governments and intergovernmental organizations r
international investors to consider and address potential environtarimpacts and risksncluding
biodiversity, climateand pollution in decisiormaking and risk management, benchmarking to so
well-established international standards such as the World Bank Safeguard Pdaiuies IFC
Environmental and SociRerformance Standards

The EUTaxonomy2019,based on the best practice from multilateral financial institutions, has set
SYGANRBYYSyGrFt AYLI OGO FaasSaaysSy/iz yLING O QA6
Significant Harm (DNSH)

Governmentshaveissuedguidelines and regulation® standardize Elfsrocedures ando encourage or
require the use of safeguards to minimize environmental harm.

The EIA approach is widely used in management of investments within Qtiie#inistry of Ecologand
9y @A NB yMESGY dEQEonmental Impact Assessment Lawv A & & dzS R &uyfently ander
revision requires Ehvironmental Impact AssessmentgEI/), depending on the potential environmental

impact of the projectThanks to years of implementation, China has set up an environmental governance

14 Note that if not marked differently, only the current names of governmental bodies are used in this report.
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chaincovering theentire process of constructiorThe Chinese MEE, PBOG/ R / . L @pinio&dd y i &
Implementing Environmental Protection Policies and Regulations to Prevent CreditiRisk A 8 8 dzZSR A Yy H
mandates that commercial banks requireBAasanecessary conditioto approvedomestic loansr limit

creditsor loansto enterprisegcompaniesin violation of environmental laws

C2N) / KAyl Qa 2@SNAESI a Bnrd@®eniiProfeefiondar Ovérgess Ikedt@elvaid/ i a
Cooperationé¢ 2 2 A y (i f MEE AniMinizt8yRf CoramercdMOFCONlin 2013 tooka hostcountry

approach, recommendg enterprisesconductElIAsand appraisal with respect to host country regulation

comply with host country emission standardsd protect and compensate for ecosystem and biodiversity

in the local context Accordinty, enterprisesmust release environmentaperformance informationThe

oHost Country Standaédvaslater updatedin MOFCONMR Notice on Furtheringenvironmental Protection

in Foreign Investment and CooperatipR015 and Guiding Opinionson Promoting Green Belt and Road

2017, which require theappication of a A Y G SNY F GA 2y f adtyRIFINRa | & &dzo &l
country regulation, butdo not require applying the morestringent of the two, such as the Equator

Principlest® amonrg others

LYGSNYFGA2YLGWSED2WKSYRIOIBXNE 2F GKS [/ 2dzy OAt 2y [ 2V
Supported Export Credits and Environmental and Social Due Diligenc@E@®BZommon Approache® ¢

has provided guidance on common approaches for undertaking environmental due diligence for export

credit agencies since 1999 and Haeen mandatoryfor participantssince 2003. Common Approaches

consider and address potential environmental impacts arsttsr including biodiversity, climatand

pollution in decisioamaking and risk managemeriienchmarking to some wedistablished international

standards such as theWorld Bank Safeguard Policieand IFCEnvironmental and Soci&erformance

Standards and adopting (i KS & { CNSificstibg BY | 3SY Sy (i £ by lchddinthg GIK

procedures

TheEU Taxonom®019 based on the practice of multilateral financial institutions, has seEigrinciples

as 0Making Substantial 2 y (i NJ& 0 dziDairgy yéSignifigaRt Harm (DNSH) It provides a list of 67

economic activities with clear performance criteria for their contribution to six environmental objectives,
including climate change, environmental protectjamd biodiversity. Technical screening criienere set

62 RSGSNXYAYS G{ dzoadl y i &ty fenviiortméniaNdbjeotes an@ igchude innsd OK A S @)
aF FS3dzr NRa GKNRdAzZZK a52 b2 { A3y A enilOrimgnial objectidSthe (2 | @2
Taxonomy technical support documergsigns a twestep inclusion methodFigure2-1), throughwhich it
prioritizesenvironmental objectivebased screeningo that an investment must contribute substantially

toward dmitigating climate changg and then guids users toexamire whetherthe investment does

significant harm to other environmental goal§he EU Taxonomy further provides specifics on how to

address DNSH criterfAppendix 1 providean example of DNSH criteria f@mentmanufacturing.

15The Equator Principles are explained in taeton on financial institutions.
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Selection of activities based
on high emission/mitigation Economic activity
potential

Sep 1 Purpose based

Activity assessed?

Mo

Not classified*

Yes

Identify the performance levels
achievable with best performing
approaches in the market

Are these already
low carbon?

Bo they lead to significa Define substantial contribution as Develop technical riteria
emissions reductions compared performance achieved that (SRR

to industry or sector average? contribute to the transition to net- metric, thresholds}, which =1
2er0 economy activity needs to comply with

to contribute substantially

Decision tree for the inclusion of economic activities

No
Activity is not included in the result in lock-in
Taxonomy into carbon
|ntensive assetsy

No Yes
Define substantial contribution as
performance achieved by activities Activity is not included in the
that are contribute to transition to Taxonomy
net-zero economy

Economic activity

Sep 2 Contexidetailed DASH identified as making a

substantial contribution
(e.g. climate, biodiv)

Review the Activity Scope
boundaries, life-cycle aspects for
the DNSH* aspects

Does the activity
need to be split
into more than one
activity to assess
DNSH?

Prepare DNSH evaluation for each
activity

Initial screen for activities, Are there material DNS
which could cause significant issues whereby an economic activity is

harm to any environmental considered unsuitable for inclusion...,
objective for example intergenerational
risks, lock-in?
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minimum soclal safeguands)

Figure2-1: Inclusion and DdNo Sgnificant Harm Process
Source EUTaxonomy2019

A number of governmental bodies haedso applieda Strategic Environmental Assessment (SHA\)
evaluate environmental implications of a proposed policy, plan, progaarpipeline of projects. An SEA
provides means for government and nongovernment stakeholders to look at cumulative effects of projects
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and appropriately address tiseat the earlest stage of decisiemaking'® TheEuropean Commissiqrfor
example, has published guidance on the SEA Directive in Implementation of Directive 2001/42/EC on the
Assessment of the Effects of Certain Plans and Programmes on the Environment for all its cmmlries.

In the developing countries, thgovernment of Myanmar and the Mekong River Commission (MRC) have
also commissioned the SEA study in the energy sector to sustainably develop hydroelectric energy in the
country and the region by balancing diecity generation with optimized environmental and social
outcomest’

2.1.1.4 Differentiated project management

Governments often require investors to establish and maintain dmvironmental and Social
ManagementSystem (ESMS) terovide differentiated managemenbased ona project® impact
evaluation outcomes In China, government bodiehave worked with financial regulators an
accumulated experience iassociating differentiated management @mvironmentalperformance in
shifting domestic investment tdow carbon Through joint effortsacrossthe finance and environmen
ministries both incentive and punitive measureswere tested, including mandating inclusion of
environmental violations in the national credliformation system

Globally, differentiated governmental policies on overseas investment have mostly focused on re
the adoption of appropriate technologies to reduce emissions from major emispi@aucingprojects
and providing preferential finacial conditions for green projects.

Coordination betweenfinancial regulatos is a government policy and management measuidely
adopted acrossthe world to encourage green and reduce brown investment. Specific measures include
using green finance andoroviding incentives toprojects of higherenvironmental performance, and
imposingconstraints or punitive measuresn projectsthat fail theenvironmentalassessment

Throughaseries of concerted actions by regulato@hina hagaccumulatedcexperience in shifting domestic
investment from "three highand one low®®industry to low-carbon and sustainable developnte®ne

example is e PBOC, CBIR@nd MEE jointly announce®pinion on Implementing Environmental

Protection Policies and Rules and Preventing Cr&liitks(in 2007 withlater update in 201%). This policy
documentmandates financial institutions to stop credit support for restricted or obsolete prajectshe

one hand; and,on the other hand, seeks to alifinancingwith EIArequiringinformationonenvironmental

violation, approval or accreditationto be incorporated into the national unified basic database of
enterprise credit information. It is thus a powerful tool for financial institutidasgrant credit under
preferential or strictconditionsandto continuously monitoithe environmental impacbf a project The

{41 GS /1 2dzyOAf Qa DAzZARSEtAYS 2y 9&dl of A ARe2Dohekagaina 2 RS NY
mandates that the environmental violation record will be integrated into the credit systenpesgbses

linking pollution permit to ElAnd to financial productdrinancial regulators also incentivize banks that

provide green financing® For overseas investment, Th8uidelines on Further Guiding and Regulating
Overseas Investmenjointly drafted by NDRC, MOFCOM,(@Band MFAstipulatedan & Sy O2 dzZN>} 3SR ¢
category where projectslisted by the above ministrieare eligible forfavorable conditions. In an early

policy document (thé&lotice on Industrial Guiding Policies for Overseas Investment and Guiding Industrial

9/ 5% G{UGNIYGSIAO 9YyDPANBYYSyGlt !aasSaaySyd IyR 9YGBANRYYSyil
2020, https://www.oecd.org/env/outreach/eapgreeseaand-eia.htm.

YLYyGSNYylFGA2y Lt CAYylLyOS [/ 2NLERNIGA2Y 6LC/ 00X af{GNIGS3IADO 9y DA
(Yangon: World Bank, 2018), https://openkniedge.worldbank.org/handle/10986/31256.

18 Meaning enterprises and projects with high investment, high energy intensity, high pojlatidnoweconomicefficiency.

9299 b5w/ X t.h/3X YR /.Lw/X ab2iA0S 2y ririsedEdeAofental KS a S| 3
CNHzAE G 62N KAYSaad O0GNRIFIEO0OZé Hnanmod

20Such as thd®BOC Notice Regarding Promoting Credit Asset and Collateral in Central Bank Evaluation, 2017, improves
relending policy, namely by accepting green loans in the gieom lending facility $LF), as well as by accepting green bonds

at AA rating as collateral in its meditterm lending facility (MLF). Furthermore, since 20d8 y 1 aQ 3INB Sy LISNF 2 NN
included as a factor in the BBMacroprudentialAssessment (MPA), by which the interedergiven to a bank on its required

reserves in PBC is increased if the bank is assessed to be greener.
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Catalogue for Overseas Investmer006), favorable terms such as concessional loans from policy’banks
wereto be offeredfor projectsfrom the & Scouraged list.

For owerseas investmeni{she OECPpassed basic guidelines that stipulated investors establish and maintain
an Environmentaland Social ManagementSystem (BMS) to minimize environmental, sogiahd health
risks as early as 1978In practice until today,most governmenpoliciesare concernedvith requirements

for major projects taiseappropriate technologieso cutemissions angvith providing preferential funding

for green projectsCarboncapture and storage equipment is required by mamational, bilateral and
multilateral DFlsvhen financing codiired power plants. In addition, favorable terrrspublic finaningis
offered togreen projects, with th©ECD environmental due diligencerfBCAsConsequentlyinvestment

in certain sectors, such as renewable energy, caenoeuragedvith better-than-standard financing terms,

as well as other favorableonditions, such as a longtnure of 18 instead of 10 yearsyr more flexible
repayment structures

2.1.1.5 Information disclosure and reporting

Reporting requirementsfrom government regulator®n sustainability issuesave developed rapidly
over the yearsto mver overseasnvestment activitise andmandatory disclosureAs in Chinahe latest
éGuideline on Establishing a Modern Environmental Governgnéea U Btatei Counci2020 has
cleaty statedthe next steps fomandatory environmental information disclosure for listed compar
and bord issuers.

Governmentsaround the globeset up guidelines for the content and format of the repod, such as
the EU Taxonomywhichhas provideda stringent framework for information disclosurfer financial
institutions. Apart from directregulatory measures, governments alsocouragefinancial institutions
to conduct environmental due diligence in overseas investmeamttudingdisclosinghe environmental
impact of investment projects classified as causing significant risks to the@emsént.

Information disclosureand reporting often requires a higher degree of technical capapilior
measuement, reporting, and verificatiorfMRV)amongproject owners, financial institutionand third
parties.

TheMEE2 Announcement on Corporate Environmental Information Disclos@@3 is Chin&first policy

on corporate environmental information disclosure. Since then, the Chinese government hasesisteup
voluntary or mandatory guidance amequirements forcontentand format for environmental information
disclosure. Target users are listed companies, debt issuers-@taied enterprises and key corporate
polluters, financial institutions, and the green credit business of the banking industry. Governmental actions
are moving toward coverage of overseas operations and the transition from voluntary to mandatory
disclosure. For instance, the Steevned AssetSupervision and Administration Commission (SASAC)
requires all stateowned enterprises (SOES) to release coap®social responsibility (CSR) reports annually,
which includes environmental performance and should cover overseas business. It does not require an
AYRSLISYRSY(l FdzRAG 2F 'y {h9Qa Sy Jsudelyieos Esiablighing.JS NJF 2 NJ
a Modern Environmental Governancgystemd 06 Sate Council, 2020, has clearly stated the next steps for
mandatory environmental information disclosure for listed companies and bond issuers.

Globally a harmonizeddefinition of égreere helps furtherstandadized and stricter requirements on
environmental reporting. TheEU Taxonomys the most recent attempto create a universal language
across userslt sets out comprehensiveinstructions onwhat needs to be covered in environmental
disclosuresfirst requiring adoption by financial institutionsin their reporting on nonfinancial information

21The current policy banks in China are @leinaEximbank and thégricultural Development Bank of China

2 dzNHSNJ S Fftodx dal {Ay3 C5Lé 2@K$ FEHNRIABVWIA vipOSdZESHSO2 10y
FRSIdzZ GS FTyYyR GAYStE& AYyF2NXNIGA2Y NBIFNRAY3I (GKS 9y GANBYYSy
establishment of measurable objectives and, where appropriate, targets for improved environmental performance, including
periodically reviewng the continuing relevance of these objectives; and regular monitoring and verification of progress

toward Ehvironmental,Health, and Safety objectives or targets.
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from 2021 onward Government policies and requirements on environmental information disclosure
usually take the following forms:

w Onetype of regulationis mandatedby international conventions and agreemente whichacountry
is signatory these aremostly limited to public commitments andby investment level¢ KS h 9/ 5Q4&
overseas development assistanc®OA finance agreement, OEEDevelopment Assistance
Committee(DAG, for example, obligets membercountries toindicate in their report to OECD the
environment contribution of ODA using tldRio Marke® £he Rio Marker constructs a scoring system
against biodiversity, climate change mitigatiaiimate change adaptation, and desertification. The
reports are published online. This reporting is supplementedthay United Nations Framework
Convention on Climate ChanfigNFCClimate finance reporting.

w The othermeasuresareat enterpriséproject level, throughCSReporting requirements, nonfinancial
information disclosure requirements, disclosure requirements at stock exchangesl
facility/installation level emission disclosurdrom regulators For example, the9 ! Q& 5 A NB Ol A ¢
2014/92/EU requies large undertakirggyand groups, including all listed companies, bardsd
insurance companies, to publish "reports on nonfinancial informatiancluding environmental
information. Memberstates were required to transpose thelirective into national laws and policies
by the end of 2016. Franeeasthe first countryto encoct into law?® the mandatory climate disclosure
for institutional investors in addition to corporate disclosure requirements, that investors must report
on the financiatisks related to climate changaddescribe the measures implemented to tackle these
risks.Reporting criteria benchmark to a collection of international, Europeand national guidelines,
for example UN Global Compaetind OECDGuidelinesfor Multinational Enterprises Core aspects to
be covered include land use, water use, greenhouse gas emisaiahsase of materials.

w Besides these direct regulatory measures, governments also push for reporting by encouraging DFls
and other financial institutions taset up environmental due diligencin their overseas investments,
where assessing and reporting on such performance is a kepfahe environmental safeguard plan,
at least for projects classified as having considerableo the environment.

In the face of increasingly stringent and standardized disclosure requirements and frameworks, project
implementers, financial institutionand third-party institutions also need to build their capacity to measure,
review, and validate the content of reports.

2.1.2 Best practices across environmental aspects

2.1.2.1 Environmentalpollution prevention andcontrol

Several governmentsncluding of EU countries the United Sates, and manyother nations require
assessmerst and reporting on environmental performance of their public financing. Terman
governmentmandates the development financing frorKreditanstalt fir Wiederaufba(KfW) and export

and investment financing froldf\W-IPEXo conduct environmental and sociliditsfor overseas financing.

This assessment must at minimum apply internationally recognized standards, such as World Bank or EU
standards, in addition to the relevant national rules. The principle to adiet highest rule of recognized
international standards, hom&O 2 dzy i NB  a il yRI NRX 2NJ K2aid O2dzy iNEB ail
best practice in regulating public financimig-a-visassessing environmental performance.

2.1.2.2 Climatechangemitigation

Several governments try to ban investment in fbfséls (particularly coalutright; create obstaclesfor
investmentin pollutingindustries or require disclosure of carbon emissgioy financial institutionddanks
of their investment projectsAlso, reporting on GHG emisssdrom high-carbon sectors is included in the
OECIEnvironmental and Social Due Diligence GuidafaeExport Credit Agenciest lists specific sectors
and refes participants to internationally recognized methodologies (8/gorld Resources Institute/World

23The Energy Transition Law (in force from Janaa?p16) Article 173
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Busines£ouncil for Sustainable Developm¢WRI/WBCSP5HG protocdlfor calculation. The framework
recommends the estimation of annual GHG emissioom all fossilfuel power plant projects as well as
other projectswith projectedemissions in excess of 25,0@thnes CQ-equivalent annually, and further
reporting on efforts to avoid, minimizand offsetCQ emissions for thermaind nucleapower plants.

2.1.2.3 Biodiversityconservation

Global conventions on biodiversity are legislated in overseas investment laws and regulations in all
signatory countries. This is mainly reflecte®i® @St 2 LIYSy (i T A hae3 Jahdiiodiviesgity i A G dzii A 2
sensitive areas are used as a screeningeiioh in safeguardpolicies andpractice. To date, théeU
Taxonomyhas laid out the most detailed assessment method for ecosystem/biodiversity for specific
economic activities. In the technical report, the Taxonomy elaborates on the standards of as§essing

SgnificantHr NYé¢ G2 SO2aeaidsSvya F2N SI OK S O2gbas¥damidanéi A gA ( &
of harmful acts, but alsamportantly, articulates preventive measures and possible contributiomsatd

abetter ecosystem.

Additionally, the EU requires developers to includdiodiversity aspect in their EIA reports. TRe EIA

Directive (85/337/EECfrequiresmember states to ensure that projects likely to have significant effects

on the environment because of their nature, size location are subject to an assessment of their
environmental effects. The EIA Directive prescribes minimum requirenfentle types of projects that

AK2dZ R 0S FaaSaaSRzZ (GKS YIFIAy 206ftA3rdAz2ya 28 RSOSft z
LI NGAOALI GA2Yy 2F O2YLISGSYyd FdziK2NRAGASE FyR (GKS L
GalSOASE YR KFoAlGlrdagd LINRPGSOGSR¢ gnRRINSH S A NIRIAO A5
(2009/147/EC¥} . & LJdzo f A & K A y BateiCKahge @nd Biddserdity: intoAEyfvfonrhental Impact
laasSaaySydaé F2N 9L!  LINI OdGalsd forgey Hroj@ct déveldpersltazindku@eNA G A S &
biodiversity considerations into EIAs for crdsder projects.

Chinse and international researchatas are jointly developing theEnvironmental Risk Screening Tool
(ERSFyto map projects in BRI countries to avoid encroachmietd biodiversity hotspotsand asess
impact on environmental resources at an early stage of project development

2.2 FinancialinstitutionsCPolicies andPractices

Financial institutions, such as private financial institutions (Bre) national and bimulti-lateral
development finance institution®FI3are engagdin large-scale overseas infrastructurevestments with
significant environmental impacts. Besides adhering to national regulation, many FIs and DFIs have
developed their own policies, safeguardsd practices to minimize environmental harm and risk. These
developments have become necessaryanhocal regulations in host countries are insufficient to address
environmental risks, external stakeholder pressure (é.gm shareholder®r international customers)r

internal stakeholder pressure (e,gnanagement, staff).

Two practices for finasial institutions, theEquator Principles (ER)r private financial institutions (se@ox
2) and theFive Voluntary Principlefor DFIgseeBox3) are considered most developed awilelyapplied.

Box2: Equator Principles Best Practices foManagingEnvironmental Risks forHnanciallnstitutions

The most complete framework on environmental and social risks developed and applied by fif
institutions is the Equator Principles (EP). Since its establishment in 2003, over 100 private inst
from 37 developingind developed countries have become members of thé®HRe ERvasupdated in
July 2020 and apigld globally and to all industry sectorf. addressesparticularly project finance

24 European Parliament and European Council, "Directive 2014/52/EU.

Bt | dzA a2y ILNBEYIATGAHAK 2B 9YDBANRBYYSY (il f \Oeisgaspvodthe@y Ay 3 ¢22f 09w
26 The following four Chinese commercial banks are signatories of the Equator Principles: Bank of Hangzhou (since July 2019),

Bank of Jiangsu (since January 2017), Chongqing Rural Commercial Bank (since February 2020), and Industrial Bank (since
October 2008. None of these banks are currently key banks for the Belt and Road Initiative.
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project-related corporate loans, bridge logrend projectrelated acquigion finance. The EP cowet0
principles:

1. Projects are classified in three categories
a. Category A with potential significant adverse environmental and social risks a
impacts that are diverse, irreversible, or unprecedented
b. Category B withpotential limited adverse environmental and social risks that
generally sitespecific and largely reversible and readily addressed through mitig
measures
c. Category C with minimal or no adverse environmental and social risks.

According to this ategorization a more or less stringent application of the othigre principles is
required.

2. Environmental and Social Assessment be conducted by the client, including measures
minimize, mitigate, and/or compensate for negative impacts. This insl@d€limate Chang
Risk Assessment

a. Forall Category A and, as appropriate, Categoprdgects including consideration
relevant physical risks as defined by tfiask Force on Climafelated Financia
DisclosuresTCFD

b. For all projects in all locatns whenScope 1 and Scopé&’2missions are expected {
be more than 100,00@nnesof CQ-equivalent annually. Consideration must be giy
to climate transition risks and an alternatives analysis to reduce greenhouse
emissiors.

3. Application of Environmental and Social Standandith the application ofFC Environmentg
and Social Performance Standamisd World BankEnvironmental, Healthand SafetyEH$
Guidelines for countries with weaker local regulations based on an independent environm
and social consultant

4. Ongoing implementatiomf Environmental and Social Management Plan (ESK&iP)Category
A and B projects

5. Stakeholder engagementor all Category A and B projecta requirement for the financia
institution to require the client to demonstrate effective stakeholder engagement on an ong
basis in a structallyand culturally appropriate manner

6. Establishment ofgrievance mechanism$or all Category A andas appropriate Category B
projects.

7. The requirements fomdependent reviewfor CategoryA and B projects

8. The integration o€ovenantsfor financial institutions to have remedies to address shortcomi
of their clients in environmntal protection, including decommissioning of faciliti€venantg
are required for Category A and B projects.

9. Independent monitoring and reportinghroughout the life of the loan foCategoryA and, as
appropriate for CategoryB projects

10. Reporting and transparencyhat includes online publication dfie following:
a. Summary of theEnvironment and Social Impact Assessm@&8l4, including climate
change risks and impacts
b. Greenhouse gassHG emission levels on an annual basis

27 Scope 1 (direatmissiony and Scope 2 (indirect emissions from electricity purchased and used)
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c. Biodiversity @ta with the Global Biodiversity Information Faci(iGBIF)
Source:The Equator PrinciplésThé Equator Principles July 2@20

Box3: Five Principles foDevelopment Fnancelnstitutions

The Five Voluntary Principles wesdopted by members ofinternational Development Finance ClI
(IDFQ, including China Development Bartl, address climate changand implement SDGsBy
September 2020, over 48 financial institutions, including 23 bilitergiona) and national developmen
banks, as well las 13 commercial financial institutimese part of the Initiative.

1. Commit to climate strategies

Be strategic when addressing climate change by reflecting institutional commitmerdgaitregic
priorities, policy commitments and targets. This enables the integration of climate cha
O2yaARSNIGA2ya AY | FAYFLYOAlIt AyadAalddziazyQs

2. Manage climate risks

Be active in understanding and managing climate risk in assessing portfolios, working with cli
determine appropriate measures for building resilience to climate impacts and improving théelong
sustainability of investments.

3. Promote climatesmart objectives

Identify instruments, toolsand knowledge on how best to overcome risks and barriers forcaron
and resilient investments. This includes mobilizing and catalyzing additional financing and dev:
specialized financing vehicles/pratts such as green bondssk-sharing mechanismsand blended
finance. Engage clients and other stakeholders (eting agencies, accounting firms) on climate cha
risks and resilience, and share lessons of experience to further mainstream climatéecations into
activities and investments.

4. Improve climateperformance

Set up operational tools to improve climate performance in all activities. Monitor indicators tie
climate change priorities, includirggeenhousegas(GHG) emission reportinggnding and investment,
climate-conscious asset allocatiorendil KS Ay adAlddziaA2yQa 2gy Of AYI

5. Account for climate action

Be transparent and report, wherever possible, on the climate performance of your institution, incl
increases in fiancing of clean energy, energy efficiency, climate resilieac®ther climaterelated
activities and investments. Transparently report the climate footprint of the instit@iomwn investment
portfolio, and how the institution addresses climate risk.

Source Climate Action in Financial Institutions 2020

2.2.1 Bestfinancial institution practices along project finance

2.2.1.1 Exclusim List

A number offinancial institutions have develope®EXclusionlLists" that explicitly exclude project
involving significanGHGemissions(such as fossil fuéland biodiversity losgsuchas unsustainable
agriculture and fisherigs These include itateral and multilateral development finance institution
national development finance institutionand a range of commercial finance institutions. Erelusion
Lists voluntarily implemented by financial institutions haveus informed more ambitious ational
commitments such asn the area of biodiversity conservation.

Financial institutions exclude projects that do significant and irreversible environmental harm to any of the
three environmental dimensionsf pollution, greenhouse gas emissigasd biodiversity
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SeveralDF§ and Fls have issued lists categoriesof projects that are excluded from financing due to
environmental concernsAs of August 2020, almodt20 major Flsfrom 26 countrieshad restricted
investments in fossil fuels, particularly in c8dlincluding a number of DFIs, such as the German DFI
Kreditanstalt fir Wiederaufbau(KfW), the European Investment Bar(ElB, the European Bank for
Reconstruction and Developmef#BRN?° and the French DRigence-rancaisede Développement (AFD.
Most recently in September 2020in Liqunpresident andchair of theboard of AlIB announced thathe
Bankwould not finance any codired power plants or any projects that are functionally related to é8al

In Novermber 19 panel sessioffor the conversation on Asia's energy destatyBloomberg New Economy
Forum President of AlIB Jin Liqun announced ttiet Bankis to update the investment strategy in the
energy sector.These institutions which use public funds to invest abroadspecially thenational
development financial ingutions, are requiredoften by national BExclusionList" commitments and are
also at the forefront of exploring the greening of investments abroad, with exploratory and self
implementedExclusionLists informing more atitious national commitments. Theational DFIs in Brazil
and Switzerland for example, were among the first to begin conditionally excluding fossil fuel financing
before governments made thelixclusionList commitments.

In addition to a special focus on fossil energy investments based on climate change and integrated
environmental impacts, the impact on biodiversity is the main concerd 6f LB&I(sionLists. The AFD

excludes a variety of project types that endanger biodiversity, such as trade in animals not complying with

the Convention on International Trade in Endangered Species, fishing using drift nets of more than 2.5
kilometers km) in length & & St f efation léadigg&o o? reduiring the destruction of a critical

habitat, or any forestry project which does not implement a plan for improvement and sustainable
management3! Another example iAlIBexcludingd O2 YYSNODAF f f233Ay3 21ISNF (A2
logging equipment for use in primary tropical moist forests orgrowth forests; production or trade in

wood or other forestry products other than from sustainably managed forests; marine and coastal fishing
practices, such as largeale pelagic driftet fishing and fine mesh net fishing, harmful to vulnerable and

LINE G SOGSR aLISOASa Ay I NHS ydzYoSNA PysRenmikeBodAy 3 (2
4). The GermaifW, in addition to astandard ExclusionList, attachessectoral guidelines with qualitative

conditiong where noncompliance with these conditions leads to project exclusion. For instance, apart

from habitatbased ruls, the sectoral guideline refers to the international certification systems
(Roundtable on Sustainable Palm GiSP{or Forest Stewardship Cound®J%®) or equivalent regulations

as a prerequisiteompliancefor large agricultural oforestry enterprises producing palm oil or wood to

receive direct financing commitments from K/

Box4: Exclusiorlists ofthe Asian Infrastructure Investment Bank

International development banks, such as theian Infrastruaire Investment BankAlIB, have
developedan ExclusionList with projectsthat are excludedrom receivingh y @S a 4 YSy (i LJS
ExclusionList®® includesthe following

1. Forcedaboror harmful or exploitative forms of child labor

BLyadAaddziS FT2NI 9y SNHE 902y2YA0a | ¥R a@MNBI VSER IYILI IS\l {OF &/A & F &4&h
laAl Ly@Sad2NJ DNRdzZL) 2y [/ EAYFGS /KFEy3aS S Ef ®X aCAYylFYyOALFT Ly
29EBRD 2018 policy also limits upgrading existingfaeal power plants, coal mining, and upstream oil development projects

(with the exception of those projects that reduce GHG emissions).

30 Jin Ligun, AllBresident andchair of theboard at the launch of the AlBmundi Climate Change Investment Framework,

Sept. 9, 2020.

BMAFD( ISy OS CNIyoel A&dS RS 5S@St2LI5YSyiGor &9EOfdzAAZ2Y [Aad F2N
32 Asian Infrastructure and InvestmentBabik L L. 0 X A9y PBANRYYSyidlt FyR {20AFf CNIYSs:
and Investment Bank (AlIB), March 2019), https://www.aiib.org/en/polisieategies/_download/environment
framework/FinalESFViar-14-2019FinalP.pdf.

33RSPO refers to tHRoundtable on Sustainable RaDil, and FSC refers to the Forest Stewardship Council.

¥YyF2z 5S@St2LIVSYd .yl ® HamMpd a{dzadlIAylIoAfAlGe DIARStAYySo ! a:
BILL. Y G9YDBANRYYSYy(lf éryR {20AFf CNIYSH2N] HAMGPD
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2. Production of, or trade in, any product or activity deemed illegal under national law
regulations of the country in which tharojectis located, ounderinternational conventions
and agreements, or syt to international phaseowstor bans, such ae following:;

w Production of, or trade in, products containing polychlorinated biphenyl (PCB)

w Production of, or trade in, pharmaceuticals, pesticides/herbicidad other hazardous
substances subject to ietnational phaseouts or bans (Rotterdam Conventi
Stockholm Convention)

w Production of, or trade in, ozone depleting substances subject to international pha
(Montreal Protocol)

3. Trade in wildlife or production of, or trade in, wildlife products regedaunder the Conventior

on International Trade in Endangered Species of Wild Fauna and Flora (CITES)

Transboundary movements of waste prohibited under international law (Basel Conventid

Production of, or trade in, weapons and munitions, including pditami materials

Production of, or trade in, alcoholic beverages, excluding beer and wine

Production of, or trade in, tobacco

Gambling, casingsind equivalent enterprises

Production of, trade in, or use of unbonded asbestos fibers

10. Activities prohibited by legislation of the country in which tpeoject is located or by
international conventions relating to the protection of biodiversity resources or culf
resources, such ake Bonn Convention, Ramsar Convention, World Heritagesé€ntion and
Convention on Biological Diversity

11. Commercial logging operations or the purchase of logging equipment for use in primary t
moist forests or olejrowth forests

12. Production or trade in wood or other forestry products other than from aurgtbly manageq
forests

13. Marine and coastal fishing practices, such as lagge pelagic drift net fishing and fine me
net fishing, harmful to vulnerable and protected species in large numbers and damag
marine biodiversity and habitats

©oo~N OGO

Note: Amongthe above 2, 3, 4, 10, 11, 12, and13 concerrenvironmentrelated exclusion projects

Source AIB{ @AYy LYFNFadNHzOGdzNBE Ly@SaldyYSyid éLyl1os a9y @i

Also, a number of private FIs have iss®&dlusionLists. TheDeutsche Bankfor example saysthat since

2016,ity 2 f 2y 3ASNJ FAYlFyOSa AGRANBOGT & -Radpolvgf BAntsBrenwt & (KS
mining projects for the production of steam cgal ¢ Kirii €r&lithascommitted to exclude coal financing

in 202336 Mitsubishi UFJ Financial GrouplUFQa g A f £y 2 f 2y 3 S NI IlchaEiddpawer FAY I y O
3 Sy SNJI A 2n\albditiNith 8x8eptiprigtAn ambitiousExclusionList in the private finance sector is

provided byBarclays which specifies restrictions on investments, particularly in redarébssil fuels,

promising to not fund greenfield thermal coal mines anywhere in the world. Barclays also restricts support

of project finance in the construction or material expansiorcodHired power stations anywhere in the

world.* The bank provide detailed screening anihclusionand ExclusionLists; for example, excluded

projects include the construction of new buildings driven by fossil fuels, projects to improve the energy
efficiency of fossil fuel production and/or distributioand projects/systems where 2percentor more of

electricity transmitted is fossil fuefjienerated Many other commercial banks, suchtSBC Holdings Rlc

JP Morgan Chasdankof America and ASN Bankhave also developed their owlclusionlists and

policies. ASNBankalsoelaboratedmeasureghat can be taken to remove items from th&clusionList.

BLdzaAl Yyl ¢gARFESET SO FftdX a. AZFE 9dNRPLISHY . Fyla CrHOS /it G2
STMUFG& a | @dlicies and Guidelings.
BBarcl2a aX 4. NDfl&a 9ySNHé EyR /fAYLIGS /KFEy3aS {GFdSYSyido
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2.2.1.2 Greenlist

Some developmemt and commercial financial institutions have applied théirélen Project Lists" to
encourage green investment aiad. Most green projects focus on climdteendlyinitiativeswith direct
emission reductions, and some lists also include financing projects with indimecpotentialclimate
change mitigatioreffects Only a fewfocuseson biodiversity conservation (e.g., ASN Bank).

Several financial institutions, particularly DFIs, have developed ligthgdile projectsand use thesdor

climate-aligned overseas financing. Noteworthy is the appendix of@eenmon Principles for Climate

Mitigation Finance Trackingssued by the Joint Climate Finance Group of Multilateral Development Banks

(MDBs) andhe International Development FinanceuBI(IDFQ.3° It is thus applicable to a wide range of
DFls. The appendix offers a project list spanning over 60 project typaeicategories: renewable energy;
lower-carbon and efficient energy generation; energy efficiency; agriculture, foreatrgt land use;

nonenergy GHG reductions; waste and wastewat@ansport; lowcarbon technologies; and crosscutting

issuesThislistis based on the authority and consensus of the multilateral development ba@eém List

practice and can be applied acroastivities and products including green credit, grasonds, green
insurance, as well as information disclosufeC has expandetiis list to include financing projects with

indirect mitigation potential suchas mitigationthrough financial intermediarigandadvisory service®

The private financial sectoalsoaddresgs environmental risks by issuing positive lists for investments.
Barclays for examplejssued an extensive eligibility list spanning about 60 projectsght categories in
the environmental sector in itframework for Shared Growth Ambitidhenergy efficiency; renewable
energy; green transport; sustainable fgaabriculture and forestrywaste management; GHG emisson
reduction not attained through energy efficiency; crestor activities. The abovementioned framework
by ASN Bank provides idestsoutwhichprojects should be included in line with biodiversity protection.

In ChinaJndustrial and Commercial Bank of Chin&CB¢became the first bank 2008to promote green
credits to its clients for its domestic businggsgor to the establishment of the Chinese green credit system
It also aims to support green BRI developm@nthe listsapplied by KA Yl Q&3 FAY Il Yy OA L €

projects are predominantlgovernmentdriven (e.g.green bond catalogue).

2.2.1.3 Evaluation of environmental outcomes

Financial institutions apply a broad and highly sophisticated range of evaluassanrents togauge
environmental impacts for investments in developing countries. Among the most prominent too
the IFCEnvironmental and Sociderformance Standargg 2 NI R . I y1 Qa 9y @A
Standards or the! C 5Cagon Footprinting ToolSuchinstruments support financial institutions t
evaluate and minimize environmental risk in regard to climate, biodiversity, and polliiore and
more Fls arestarting to exploreintegrating climate impact intotheir ElI& and demonstrae
environmental impact in termef financialperformance.

Financial institution®ften apply these tools in lieu of existing government frameworks, as they ca
afford to rely on host country governmengégulationsbut apply more rigorous sindards to minimize
environmental risks and harm. The Equator Principigsatories, for example, are required to aptiiC
Environmental and SociBerformance Standards many investments in emerging economies.

%

39 Joint Development Finance Club of Multialteral Development Banks (MDBs) and International Development Finance Club

OL5C/ 02 a/2YY2y tNAYyOALX Sa FN/fAYIFIGS aAdAaaridrzy CAylyOS

VLC/EQALESTAYAGAZ2Y A -Refaied ActivitieMh Oa T2NJ / f AYLF G S
4L NDEFea | yR { dzalmgadt Bligitili®y Bran@&ark foa SharétdGtowtR Ambiton.

2/ 5, YR !'b5t I &l I NI 2nakcing StaBdards/idérds Bistiyable Deyepm@r along the Belt and

w2l Rbé
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Fls have developed different sets afriplesand frameworkdo evaluate investments for environmental

NAala yYyR 2dzi02YSad ! Y2y3d GKS Y2aild NBf Babhyaid Ay a i NX

similar World Bank Environmental and Social Standards (ESS).

For overall environmental impact assessment and managementy\bdd BankESS 1, for example, on

G!' aaSaavySyid FyR alyl3SYSyld 2F 9y QaSRByYSdzil i KSEy R 2 (NI

responsibilities for assessing, managimgd monitoring environmental and social risks and impacts
associated with each stage of a project supported by the World Bank through Investment Project Financing
(IPF)* It requires the borower to conduct ESIAs, implement dinvironmental and SocidRisk
ManagementiESRM3$ystem to mitigate, minimizer compensate for environmental harm.

With particular reference to the management of biodiversity impatte World BankESS 6 on Biodivaty
Conservation and Sustainable Management of Living Natural Resoacogmizes that protecting and
conserving biodiversity and sustainably managing living natural resources are fundamental to sustainable
development and it recognizes the importancef onaintaining core ecological functions of habitats,
including forests, and the biodiversity they support. ESS 6 addresses sustainable management of primary
production and harvesting of living natural resources and recognizes the need to consider thediveff
project-affected parties, includingndigenouspeoples whose access to, or use of, biodiversity or living
natural resources may be affected by a project. In this regard, it is similarGdP&farmance Standard

(PS)6 on Biodiversity Consenvanh and Sustainable Management of Living Natural Resources, which
stipulates that direct and indirect impacts on biodiversity should be minimized through the application of
avoidance, minimizatigrand restoration measure® The ASN Banlks an early practitioner of biodiversity
impact assessment and conducts comprehensive biodiversity impact assessments on all investments in
projects, companigsand loans to ensure these investments contribute to biodiversity conservation.

To increase smHficity of environmental (and healthnd safety) performance in specific industries and
sectors, a number of Fleave developedectoratspecific evaluation and safeguard criteriche IFCfor
example, provides over Gadustry-specificEnvironmentl, Health, and Safety Guidelines(EHS5uideline¥

for the agribusiness, chemicals, forestry, general manufacturing, infrastructure, mining, oil and gas, as well
as power sector$

Box5: Overview of hternational FinanceCorporationQ BightPerformance Standards

PS1: Assessment and Management of Environmental and Social Risks and Impacts

PS2: Labor and Working Conditions

PS3: Resource Efficiency and Pollution Prevention and Management

PS4: Community Health, Safety, aed8ity

PS5: Land Acquisition, Restrictions on Land Use and Involuntary Resettlement

PS6: Biodiversity Conservation and Sustainable Management of Living Natural Resources
PS7: Indigenous Peoples/S8aharan African Historically Underserved TraditionehLCommunities

PS8: Cultural Heritage
SurceL YGSNY FAG2y It CBnyirbnyiénéal andSoklalP dorindngeyStEandérds

ThelFCfurther developed the Anticipated Impact Measurement and Monitoring (AIMM) system. The tool
enablesFls tobetter define, measurgand monitor the development impact of projects. Besides economic
and social indicators, the system also considers a range of environmental effectsvéeey. efficiency,
biodiversity, adaptation, greenhouse gas emissidhs).

BEeKS 2 2NI R . dBahkEnvranikehtalard ISdcial Framework.

YLC/ T Gt SNF2NXIYyOS {dFyRINRAGNAYRRREADCENFIAABYSZYASRNUI NiGRY I I

BLC/Z G9YDPANRYYSYyGltz 4SIHfGKE FyR {F¥Sie DdzARStAySao
46 https://www.ifc.org/wps/wem/connect/topics_ext_content/ifc_external_corporate_site/development+impact/aimm
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The classification of investment projects according to their environmental impact is an excellent practice

for financial institutions. As discussedBox2, the Equator Principlesequire an evaluation ci LINE 2 S Ol Q &
environmental risks iltategoriesA, B,andC (A being the highest risks). Depending on the outcome of the
evaluation of categories, banks apply different risk evaluation and safeguardnresits to manage

downside environmental risks of project finandée Green Climate Fund (G@Io requires an evaluation

of project outcomes and accordingly distinguishes three risk levels: C or |13 as-t@skesttivities (e.qg.

education and training q@jects); B or 12 with mediusrisk activities (e.g.adaptation of crop farming to

climate change, forest management activities), and A or |1 kvgh risk activities (e.glargescale forestry

or agricultural projects}’ Institutions working with the GF should determine the significance of the risks
depending on outcomessignifying likelihood, frequency, intensity, manageability, duratioand
reversibility.Similarly,in Chinathe China Development Ban{CDB hasalsoapplied a review process to
sortenvironmental impacts of projeciato four categories according to national and if applicable regional

policies: environmentally friendly, compliant, requiring rectificatiand high risk® China Eximbankas

Saidl of A &K BRA MNP VYLD cFouliRogaV @M G R R 28Ddza SR 2y GKS Of A S
also stipulates compliance with local laws and internal regulattdns

Under the pressing issuEf and commitmens to the global respose to climate changésls are exploring

the inclusion of climate impacts in Bl& terms ofthe scope andbaselines. The KfW addedan extra

RA Y Sy a diidafe s@&eeningalong with themorecommon environmental screening. Climate screening

identifies GHG emissions risks and potentials for reducing GHG and possible climate change impact. This is

' LN OGAOIE AYLX SYSyGlridAaAz2y 2F GKS DSNXIy 320SNYYSy
projectsmust comply withand will only bepursued in countriesvith a national climate mitigation policy

and strategy Moreover, the KfW does not use volume of investment as a cutoff point in screening. The
screening considerthe projectin its entirety, even if KfW is financing only a componeithe project.

Another example ishe AFM @arbon Footprint Tog? whichhelps determind LIN2 2S00 Qa OF Nb 2y
08 FANRG SadAYlFGAy3a GKS IY2dzyd YR {AYR 2F SYAaaaz
generate. It then comparese difference between the proje@@ & S Y Andlthak Gt afeference situation:;

this dbaselin€ is based on an estimate of the amount and type of emissions that would probably occur if

the project were not implemented. The net difference in emissiortsvben the two scenariodetermines

whether the project is likely to have a positive or negative impact on climate change overall.

Reflecting climate change impacts in quantitative financial terms is explored by some Fls to further
incorporateenvironmentalfactors intotheir business decisiemaking Anumber of DFIs (e.gNorld Bank,
European Bank for Reconstruction and Developm&BRID, European Investment BarjEIg, and Asian
Development BankADH) and FlIs (e.gSociété Généralsince 2011) are alculating a shadowarbon
pricefor their projectsto integrate carbon emissionstmproject cost The shadovprice of carbon is used

in lieu of functioning carbon markets amdtachesa price to carbon emissions. In other words, these Fls
price projecs by applying an internal price of carbon (due to the lack of functioning carbon markets) to
determine financial vialdity of projectsand encouragdow-carbon investment oito deprioritize high
emission projects?

Chinese banks also appinvironmental managementystems, such as / . /Qkéan Qdit Veto'
mechanism whereby loans should not be granted to borrowers or projects tHatnot pass the

DL% YR 2wLX A9YOBANRYYSY(l tClimafeRund BCE)L.I £ {F FS3dzZr NRa G (GKS T
8CDBand! b5t X al I NY2yAT Ay3 Ly@SaiaySyid Iy meveldpsienyadigyhd Beft dnd y R NR a
w2l Rbé

“OTheExportL YLI2 NI . 'yl 27F / KAYl I & KAGKSE thelrisivkedaproRdtidh Swchapigny | vy OS T ¢

in the project location is not sound and there is a lack of appropia#dSlApoliciesand standardsthe Bankwill refer to

Chinese standards or international practices for the review. In practice, the assessment and review department strictly
implements the above requirements, making obtaining approval from the environmental protectipartdeent of the

project location one of the prerequisites and elements for submission for review, and treating environmental risks as an

integral part of the risk analystsé b 2 F dzNJi K S NJ spefile@ Ny I £ NB3IdzZ  GA2ya

01 C5Y G¢KS !'C5 /FNb2y 1 @GENDANIDYA RS2 2y RT2RIKRR25QE2 ©

51 20ASGS DSYSNJI f SIFootpi8RdzOAY 3 hdzNJ / I Nb 2y

52C A & O K S NJbéniPricing abdthedvitilfilatetal Development Bagks. 1 2 6 SGSNE y2i | ff 5CL&AQ LINRAC
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SYGANRYYSyiGlt FaasaayvySyd o SandlegilingacydnSefiisdirtlyy sdvny LX A I y O
and environmental protectio®>3

2.2.1.4 Differentiated project management

Successful DFIs amdmmercialFls apply sound instruments to oversee project implementation

managementThey differentiateequirements for environmental management plamgissafeguards fo
projectsat different leveb of impact, and/or have offered different financing ternmed.,the Shandong
Green Development FuhdThey (i.e., EquatorBanks)also apply environmentalperformancerelated

covenantgo enforce sustainable practices by thelients.

Leading DFls ensure that transparent grievance mechanisms exist for affected stakeholders
concerns.

The differentiated management of projectsan taketwo forms. One isto manageand financeprojects
according tai K S A NJ ¢ Prhctic8sai8ublif includdfering favorable/unfavorable financingrms and
adopting differentiated Environmental andSocial ManagementSystem (ESM$and safeguard measures
during project implementation The other isto Sy & dzZNX eqvirohrSeyftal do@pliance by using
covenants or flexible financing instrumentsand through grievance redressal and accountability
mechanisms for public participation aogersight.

For the former, Fls often require environmental management plans and safeguards for different
classifications of project$\n "Equator Bank"aslks for continuous implementatiorof Environmental and

Social ManagementPlans (ESMPs) for projects with a high environmental imp@etggores A and B
projects), as well asimplementation of stakeholdefparticipation schemes,the grievanceredressal
mechanismsand independent reviewsFIs canalso offer differentiated rates to projects ofdifferent
environmentalimpact. Within the Shandong Funé*the GCF with its ctunders KfW, AFfand ADB, as

well as private and public investors from Chipeovide differentiatel financial terms depending on the

LINE 2 épi@dted @nvironmental impactg A G K & (G NI y & F 2 Navih véng gyl entironndsi@ae S O a ¢
benefitsreceiving belowmarket financing ratesi  R@lF Yy OSR 0SySF¥Aida LINea&bOiaé¢ N
G 32 2 R SLINUNRiEeSqbajeats thadfulfill the most ugo date environmental standards in China)

receiving higher than market raté%

For the latter,FIscan attach different financing terms to enforceompliance byproject ownerswith
environmental management plans and safeguards set out in the project evaluation phasEqdter
Banksare encouraged to apply covenants (ewgthholding funds) under Principle 8 (sBex?2), if a client

is not in compliance with its environmental and social agreements. Under this principle, banks are
encouraged to exercise remedies, including calling an event of default, as considered approphiate if
client fails to reestablish compliance to agreed environmental and social management practices within an
agreed grace periodlhe Inter-American Development BankADB), for example, offers flexible lending
AYyaidNdHzySyda oaf 2 [LBH The LBRSsRan Bhyestnieds foaaf thatifibances the costs of
activities associated with the achievement of such results (including safeguard compliance activities) and
disburses once these results have been achieved and adequately véfified.

G A S ¢niigbrinental complianceis also ensured throughyrievance redressal and accountability
mechanismsDFIssuch asADB AllIB and many otherfiave established accountability mechanisthspugh
whichpeople affected by investment projeatsinraise complairg. The ADR Accountability Mechanisms,

8L/ ./ %X aL/ ./ 5NAQZSa DNBSY DNREGRAAKAK i EKISNANSSYn ONBERADGE OBy
arranges financing also for ceaed power plants in the BRI, including agreeing to arrange financing for the Lardiredal

power plantin Kenyain2015(¢ . / X &L/ ./ ! NN} y3ISa wePlnt BrajktynFastemd WFigaokdsS ¢ K NA S a
[ FYdz LX FydQa 9L! gl a F2dzyR AyadzFFAOASY(d o0& GKS t20Fft O2dzNI
54 A US$1.2 billion fund was set up in 2018.

%51 5.5 a{KFcyYR2y3 DNBSYy &£S0St2L¥Syili CdzyR t Ne2S0Oio

SLI5. 3 G9YDPANRYYSYy Gl t FDfaREACt®iRs that arecatefozE€kas Cakdholy@dir Mith the

Equator Principlegjue to their potential adverse environmental or social impacts, are not eligible for financing under.an LBR
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2012 F2NJ SEFYLX S SylotSa FFFSOGSR LIS2LxX S (2 NBLRZNI
LINE OSRdzNBaz AyOfdzZRAYy3a al FS3dzZ NR LRfAOASaASE YR NBI dz

Panel®’ Similarly AliBestablishedtsat 2 f A 08 2y FEFROISRRESOEIMNIBDMBE aSOKIF yAa

Chinese Fls also implement differentiated terms to manage proj€ttsia Eximbankas set up a special

department at its head office to provide leegarbon transition support for foreign governmenand

international institutions. As of November 2019had set up a preliminary structure of nemergy lending

for energy saving and emenmental protection®® The bankQ &ovenants stipulate overview of project
implementation and a credit exit mechanism for projects in gross violation of relevant government
NEJdz F GA2ya |yR &aidl yRINR& I yR &dzNBSgrean ahd sotidl & 2 LIS
responsibilityg©

2.2.1.5 Information disclosureand reporting

TheEquator Principle€EP)providesFIs witha widely adopted standard for environmental disclosure
the project level. The EP requires disclosure on GHG emissions from prajétitsgemore than 100,00
tonnesof CQ, EIA reportsand third-party verification among othemeasuresAt the institutional level
successful Fls and DFIs have developed and are appgiregal sophisticated and standardize
frameworks referencing int@ational initiatives such as the Global Reporting Initiative (GRI) and
provided by think tanks such as the GHG Protocol.

Standardized reportingn carbon intensity for example tops Flagenda. Meanwhile, disclosures are
also moving toward greater transparency, with increasing emphasis on substantive dialogu
stakeholders and onlinpublication.

Fls and DFIs have strict public reporting practices, driven by government regulatidthégeter2.1.1.5
and by seimposed requiremergfor transparency.

The Equator Principles provides a widely adopted standénd Equator Banksagree to independetly®!

monitor and provide reporting for all projects in all Category A and some Category B projects over the life
of the loan. Furthermore, ESIA reports (or summaries thereof) of Category A and appropriate Category B
projectsmustbe published online, Fieseed to publicly provide annual reportd GHG emission levels of
projects larger than 10®M00 tonnes CQ. FlIs are also encouraged to share commercially-sesrsitive
project-specific biodiversity data with the Global Biodiversity Informatkeacility (GBIF) and relevant
national and global data repositories.

At the institutional level, FIs are applying a number of sophisticated and standardized frameworks
referencing international initiativessuch as the Global Reporting Initiative (GRI)her Ttask Force on
ClimateRelated Financial DisclosureBCFD) and using tools provided by think tankshis ensures a
standardization in disclosure and reportirRarclays for example, published i&wvironmental,Social and

Corporate Governance(ESGrS LI2 NIIAy 3 FNIF YSE2N] Ay Hamy G2 GNIF yaLkl
Ambition€ The frameworkincludes metrics on environmental financing (efgr water, clean energyand

low-carbon technologies), green loans, green mortgagesl global carbon enssons® For carbon

57 ADB, "Accountability Mechanism Policy 2@12

581 ALY LYTFTNI&GNHzOGdzNBE | yR Ly@gSalGyYE¥60iBRItER2LESOE aSOKI ga aty
Infrastructure Investrant Bank (AlIB), December 7, 2018), https://www.aiib.org/en/polisizategies/_download/project
affected/PPMpolicy.pdfé

9/ KAYlF 58S@St2LIYSyd .+Fyl YR !YAGSR bliAz2ya 5808t 2LSyid tNRA3
G261 NRa {dzadlAylotS 55@St2LSyd t2y3a GKS .Std IyR w2l Roe
OFExportL YL NI . Fy1l 2F / KAYl I edPh&Bxpod YiLI2INSINI. 2y 1D NEFS yf KGRV e O

61 Independent monitoring refers to a third party that is independent of the project owner, the financial institution, and is

ideally certified (e.g., see iseal alliance: http://www.isealalliance.org/).

2 | NDfleaz a.FNOflFea QY GBANRBYYSyGlrtz {20ALt X D2@JSNY I yOS H
https://home.barclays/content/dam/homebarclays/documents/citizenship/ESG/esgporting-framework.pdfé
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emissiors, Barclaygmploys the Greenhouse Gas Protocol defined by the World Resources Institute and
World Business Council for Sustainable Development &MRIVBCSD).

Reporting on carbon intensity tapFl agenda To encourage standardized reporting, various DFls have

provided specific standastools (beyond global standardi$or measuring carbon intensity of projeci&he

IFQQa AG5STFAYAGAZY |-BeRtedaA&iiited, 203503 fdr2hdinplef pkoVidesi Stransparent

tool for GHG emissi@xalculation and repaing. The AFDA / | ND 2y C220LINAYGAy 3 ¢22f
Chapter2.2.1.3 also provides aneadg-dzi S FTNJ YS62N] (G2 RSGSNXYAYS | LINR2!
compare its emissions or emissions savings to an alternative baseline.

Meanwhile, disclosures are also moving toward greater transpardfBRCand EIB in addition to global
standards, willdisclose on an ongoing basis summary information abbabk performance on
environmental and social issuesi\d EBRDvill engage in meaningful dialogue witlankstakeholders (e.g.
EBRDPerformance StandarfPS]10), in accordance with the EBRD Pulsiformation Policy (PIP). Based
on this policy, thebank releases information annuallfEBRD alsaploadsEIA reports of all investment
projects online for 120 days to ensure public supervision.

2.2.2 Best practices across environmental aspects

Project developersowners and financial institutions are responsibite adheringto local laws on pollution
prevention and control, carbon emissigrad biodiversity protectionln lieu of these laws or where the
laws are insufficient to reduce environmental impacts amgironmental risks, many financial institutions
have developed their own standards, often based on IFC Performance Standards.

2.2.2.1 Environmental pollution prevention and control

In addition to local laws, many financial institutions apply IFC Performancda®tbd Resource Efficiency
and Pollution Prevention to contrgdollution. This standard directly applies @mvironmental pollution
related to air, waterand land.Safeguards of@velopmentbanks includindeIB, EBRD, and the World Bank
areallbasedof C/ Q& t SNF 2 N@P$Ry OS { Gl yRI NR

Performance Standard 3 outlines a projéetel approach to resource efficiency and pollution prevention
and control in line with internationally disseminated technologies and pragtkie ensuring feasibility

of the application of these technologies in the local context. The objediwds avoid or minimize adverse
impacts on human health and the environment by avoiding or minimizing pollution from project activities;
to promote nore sustainable use of resources, including energy and watet to reduceprojectrelated

GHG emissions.

2.2.2.2 Climate change mitigation

TheIFC Performance Standard-3Resource Efficiency and Pollution Prevention also deals with carbon
intensity. Banks like Barclays aifd Mrganuse this IFC Performance Standardissesgarbon intensity

The PS requires the client to consider alternatives and implement technicalfireancially feasible and
costeffective options to reduceroject related GHG emissions during the design and operation of the
project. These options may include, but are not limited to, alternative project locataadsption of
renewable or low carborenergy sourcessustainable agricultural, forestnand livestock management
practices reduction of fugitive emissionand reduction of gas flaring.

Evaluation of outcomes within this scope are also very specific. For example, for projects expeated to o
currently produing more than 25,000tonnes of CQ-equivalent annually, the FI client is required to
quantify direct emissions from the facilities owned or controlled within the physical project boundary.

BLYGSNYFGA2Y I CA Yy y Gefnitidng and J2eNits foh GlinfatetSLE G /G0SIR & LOTI/AGEA G5A S & dé
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2.2.2.3 Biodiversityconservation

ThelFC Performance StandardBS6pn Biodiversity Conservation and Sustainable Management of Living

b I ( dzNJ f wSa2dzNDSa A& (GKS Ay RdzaiNE QRS racddizés thalNI O A O
protecting and conserving biodiversity, maintainingggstem services, and sustainably managing living

natural resources are fundamental to sustainable development. The requirements set out in this
Performance Standard have been guided by the Convention on Biological Diversity (CBD), which are to
protect andconserve biodiversity, to maintain the benefits from ecosystem seryvarasto promote the

sustainable management of living natural resources through adoption of practices that integrate
conservation needs and development prioriti#SC also applies thaitigation hierarchy?* wherethe top

priority is to avoid, the second to minimize, the third to restownd finally, if all fails, to offset
environmental harm.

Other F$, such as EIB, EBRD, IADFFR (G KS 22NIR . Fyl |Iff PBEzZBuSha@A YA I NJ
adapted them to their own unique circumstances and settings. Hin®pean Investment Bank (EIB)r
example, has a full section on Biodiversity and Ecosystem in its Environmental and Social Stalayands

out very specific requirements oheé applicationsof the Standard in Natural, SefNatural, and Urban
Habtats, Standard in Legally Protected Areas or Internationally Recognized Areas for Biodiversity
ConservationAssessments of Risks and Impacts on Biodiversity and Ecosyatehhitigation Hierarchy
andBiodiversityManagemen®an. Similar to the IFC mgation hierarchy, EIB applies a mitigation strategy
that measures biodiversity harm and provides offsets or compensation for any residual significant, adverse
impacts that cannot be avoided, minimizeohd/or rehabilitated or restored to achieve no net$osr a net

gain of biodiversity. Offsets can take the form of positive management interventions at another location,
such as restoration of degraded habitat, arrested degradation or avertedorgkotecting areas where

there is imminent or projected lgsof biodiversity.

In the private financesector, the Equator Principlesand the IFC standardsre commonly appliedJP

Morgan includes a sectiorparticularly on forest biodiversity in its Environmental and Social Policy
Framework®® The sectiorhighlighsthe due diligence process and transactions uridegrnally recognized

areas, legally protected areagitical habitats anchigh conservation value forests need enhanced review

and prohibited transactionas part o\World Heritage SitesAs mentioned abve,Dutch ASN Bar@a LJ2f A O@&
clearly lays out iteambition to be naturepositive with cleambiodiversity evaluation criterighat exclude

projects that threaten biodiversitgndincludethe onesbased on contribution to biodiversityirough the

project itself or through offsets in line with the biodiversity hierar¢ogeFigure2-2).

64 The mitigation hierarchy set forth by IFC aims to anticipate and avoid adverse impacts on workers, communities, and the
environment, or where avoidance is not possible, to minimize, and wherdugsmpacts remain, compensate/offset risks

and impacts, as appropriate. Based off the IFC mitigation hierarchy, most institutions require clients to conduct an
environmental and social assessment relating to these risks and impacts and send a mifd@tionith appropriate

measures to avoid, minimize, mitigate, offset, or compensate for them

59 L. = @9 dz2NR LIS ¥ Envisohtertal and Sodial Standads.

Wt a2NBFY [ KFEasS 9 /23X GO0ANRYYSYANI ¢ I yRSE 202Nl Yt W A2NBI
https://www.jpmorganchase.com/corporate/CorporatResponsibility/document/jpmenvironmentaland-sociatpolicy

framework.pdfé
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The Mitigation Hierarchy

Net positive Additional
impact conservation
actions
Residual Offset Offset
impact
Biodiversity
values Biodiversity Biodiversity Biodiversity Biodiversity
B impact impact impact impact

Minimization | Minimization | Minimization | Minimization

Avoidance Avoidance Avoidance Avoidance Avoidance

Figure2-2: The Biodiversity Mitigation Hierarchy

SourcePower et al. 2012

2.3 NGOandHRnancial AssociationPractices

Nongovernmental organizationspnprofits, and financial associations (hencefortlQs) have played a
wide-ranging and vital role in conveningpordinating, cheerleading, and pressuring financial institutions

and corporations into mainstreaming environmental and climate considerations. NGO sustainable investing

principles and frameworks have played a catalytic role and set noritie ifields ofenvironmental and

social safeguards, environmergnd climaterelated disclosure, and ESG integration. Signatories to these
frameworks typically make a voluntary commitment to environmental sustainability, protecting biodiversity,
addressing climate crisiand demonstrating their social responsibility. Such frameworks also aim to create

a cohort of practitioners and bring benefits such as better access to good practices

environmental/climate risk managemeandinnovative green finance products, in atioin to reputational
gains.

The frameworks gain global authority by assembling teams of scientists, technical ggpertnarket

in

leaders to develop and promote rigorous and independent standards and by attracting a critical mass of

international adopters.

DAGSY GKS &2LKAAGAONGAZY 2F (2RI&8Q& FAYIYyOAlt

Y NJ

norms and tools of high diversity and heterogeneity are developed by NGOs for investors to better address

environmental climate concerns in their estment decisions. Partly they are very high level and principle

based, partly they are very specific. Acknowledging the difficulty of exhaustive lateral comparison, this

report presents an analysis of the most relevant tools for the financial sector #h@ngroject finance

lifecycle A more detailed mapping is providedAppendix2.

2.3.1 Bestpractices alongroject finance

2.3.1.1 ExclusiorList

NGOshave worked lesdirectly on creating Exclusion Lists that cover environmental impacts

investment activities. However, a growing effort has been dedicated to the development of defin
FYR YSGUONROaA 2F GoNBsogyé¢ FOGABGAGASE (2 LIBRSibH
Lstsbyg® SNY YSyGa FyR FAYFIYOAlIf AyadAddziaAz2yaod a
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YSGNROCaé INB (62 YI 22 Nbrddory NGOk throajhi a2lwbcatingF fdkPgiée
investment principles promote financial institutionsto adopt Exclusion Lists in their overseas
investment.

While most NGOs have not provided clear and widely apphBedusion Lists that cover pollution,

greenhouse gas emissigra biodiversity, a growing effort has been dedicated to the development of
RSTAYAGA2Y A YR YSUNRO&A 2F doNRgogyé¢ |OGAGAGASA 6A0K
Green Lists It provides the groundwork for the development and expansmhnExclusion Lists by

governments and financial institutions.

6. N2Egy LINR2SOGé¢ ARSYGAFAOFIGAZY (22 NGOcdnyibRtiotsoANE 6y SE
number of organizations have developed evaluation tools that clearly highlight brown pr@adts

industries (including théSustainability Accounting Standards Bog8A\SB Materiality Map ora 2 2 R& Q&
GOYDANRYYSY (il whapfFHB8B@ol Y2y 3 GKBYIE (GKS a9y JANRY
I SFaGYlL¥ FadasSaasSa yR Nlyla GKS ONBRAG SELR&d2NB 27
industries that are more vulnerable to clate change and carbon emission laws and regulations. It provides

basis for further categorization of brown projects and projects to be excluded. These brown project
evaluation tools help financial institutions screen their investment decisions for pgjlyinjects. For

example, Moodf &as adjusted its rating strategy to incorporate ESG considerations including
environmental risks.

Sectors with elevated environmental risks and main driving factors
(i.e. 2018 rated debt SB)
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400 370

300 261
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100 o 68 88

50 13 24
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Terminals Power s Other Exploration Marketing and Logistics
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= &
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Figure23Y a22R&Qa 9YJBANRBYYSyGlf wiala Dfz2olf
Note: $B= UDollars, billions.
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Since theNetwork of Central Banks and SupervisorsGoeening the Financial Syste(MGFShas called

F2NJ 0KS adzLISNIBAA2NI I yYRk2NJ 2dzNAAaRAOGAZ2Y G2 F3INBS 2y
activities®” a number of NGOsuch agCarbon Disclosure Projec@ DR, World Resources Instituté\(R),

World Wildlife Fund WWH, Climate Bonds InitiativéCBI) Carbon Tracker Initiativggnd 2° Investing

Initiative have been working to develdgrown exposure metrigsespecially in the climate space. An

SEI Y LI SCarban Trackes Inittative Carbon Cost Curgéfswhich analyzes investment projects that

would be stranded under various scenarios and thus shouldetaive investment

Meanwhie, NGOs also encourages financial institutions to ademtlusion Lists in their overseas
investment through advocating green investment principles. For example, the definitisastdinable

“pSGe2N] F2NIDNBSyAy3d (GKS CAYHYQAANG S & KI§ES6GBC{ 0 I 2d2NI/SI 26F
Network for Greening the Financial System (NGFS), April 2019), https://www.banque
france.fr/sites/default/files/media/2019/04/17/ngfs_first_comprehensive_repott17042019_0.pdf.

8/ I Nb2y ¢NIO1SNJ LYAGAFGA@SSE &/ Nb2y {dzlJL) e /2ad [/ dzZNBSay 9¢
Carbon Tracker Initiative, May 2014), https://carbontracker.org/reports/carbupplycostcurvesevaluatingfinanciatrisk-
to-oil-capitatexpenditures/e
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investment by Global Sustainable Investment Alliance (GSKgs emerged as a global standard of
Of FaaAAFAOLFIGA2Y YR GNIXO1lAY3Id LG LINRPLRASR aiKS SEOf
Ay @2t SR Ay | OUAGAGASA RSSe¢e2dyy | OOSLIiFo6tS 2N 02y

Table2-2: Global QustainablelnvestmentAllianceQ Approach to Sustainable Investmeritracking

Positive/bestin-class | Investment in sectorscompanies or projects selected for positive ES
screening performance relative to industry peers. This includes avoiding companies
do not meet certain ESG performance thresholds.

Negative/exclusionary| Exclusion from a fund or plan of certagectors or companies involved
screening activities deemed unacceptable or controversial.

ESG integration Yystematic and explicit inclusion by investment managers of ESG fz
into financial analysis.

Impact investing Targeted investments aimed at solving sbair environmental problems.

Sustainability themed| Slection of assets specifically related to sustainability in singtemulti-
investing themed funds.

Note: ESG £nvironmentalSocial, andCorporate Governance

Source: Global Sustainablvestment Allianc®

2.3.1.2 Greenlist

NGOs have provided sectarLJISOA FAO Ay Of dzaizy (22f aél Y RS
ogreere or ésustainablé taxonomy typically provides a list of eligible projects or assets, with thresh
and metricsas necessary. At the same time, NGOs are also developing a series of investment ev
tools to guide investors to identify green projects and asseékese tools come with a broader set
requirements for investors, such as certification for pro¢c@sstissuance requiremenisind reporting.
{dzOK G22fa ftaz2 LINBPOARS 3INBSy aqaidlyRIFINRAE
transparency and ensure market integrity already in the project initiation phase, it has become
practice for asset owners to bring in outside parties to conduct external evaluations of the ¢

St AIAOALAGE ONRGSNALF | yRFIINKBOSER2OVGA2Y 27F

Evaluation of green investment has long been a key for investoexdelerate actions against climate
changeandreduce exposure to environmental riskslGOs have developed a numberntobls to specify

green projects for inclusion, contributing to establishgen Lists.

58FAYAGAZY 2F SEAAGAY3I a3aINBSYy LINR2SOkea.sprojétsyf 65 RS
sustainable energy, energy efficiency, water managemeict), or a list based on single @combination

of metrics, including carbon intensity, energy efficiency, waste management, climate impact assessment,

etc. Different organizations adopt different methodolegand granularity in identifying green propscfor

example, thedGreen Bond Principle§TheGBR® ¢ A a&adzSR o0& GKS LYyGSNyYyFrdAz2yl ¢
(ThelCMA) & GKS AYRdzZAGNER QA Y2ad L}RLz F N aSd 2F @2t dzyiat
seltlabeled green bonds from fundinguclear or fossifuelcrelated projects. Whereas the more detailed

oClimate Bonds StandardThe CB%¥ exclude almost all fossil fuel investments (SEable 2-3 for a

comparison of different green evaluation and certification schemes).

In practice, agreert or dsustainablé taxonomy typically provides a list of eligible projects or assets, with
thresholds and metrics as necessary. Green Loan Principle@heGLP developed by ICMA states that
green loans and bonds should support the financing of the following activwidgaswable energy, green

Opf2otf {dzaAdGIAYylFIo6tS Ly@SadadySyid !'ftAlyO0S oD{L!0X d&Gunmy Df
Investment Alliance (GSIA), 2019), http://www-gHiance.org/wpcontent/uploads/2019/03/GSIR_Review2018.3.28.¢df.
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building, pollution prevention and control, circular economy, clean transport, energy efficiency, climate
change mitigation and adaptation, sustainable water management, sustainable agriculture and husbandry,
biodiversity, waste maagement and other similar categories of sustainability and conserva@®Sand

its certification mechanismrovidefor sectorspecific requirements for categories of certifiablesets and

set out technical standards and relevant thresholds.

NGOs aralso developing a series of tools to guide investors to identify green projects and greeri’assets
to be able toestablishGreenLists Best practices ithis regardusually includes requirements for evaluation
and screening process for green projects, use and management of funded external review and
information disclosure and reportinds an examplethe CBS2010 of Climate Bonds Initiativ@{e CB)
provides green definitionghat aresectorspecific It includes a certification scheme including process, pre
issuanceand postissuance requirements, and a suite sdctorspecific eligibility criteria. It has now
become one of the moswidely appliedools by green bond issuers and investors in determining whether
financing is climate friendly and meets eligibility criteria.

To enhance transparency and ensure market intiygn the project initiation phase, it best practice for

asset owners to bring in outside parties to conduct external evaluations of the green eligibility criteria and
GKS tf20FGA2y BDELINRIOBSERR ¢ OldoLIX KISt Sd dbdiddediintoXaBrgA S ¢
types of organizationsecondparty opinions (SPO) providerghird-party verification providers that offer
service based on national regulationsaaylobal certification schem& auditing firms providingassurancé
services, ad credit rating agencies providing green evaluations based on metrics and weigRtings

In particular, SPOgrovide independent environmental quality cheskargeted at environmental aspects

and theselectionprocess of a project, regardless of the economature and the investment outcome of

the project. Providers of SPOs usually take reference from the definition of green use of proceeds, whereas
auditing firms such aBeloitte and Ernst & Young (EYxarry out review of relevant assets and projects
based on disclosed framework$aple 2-3). Headquartered in Norway, research institu@écerois the

Y |

woNI RQa 2yftée GSFHY aLISOAIfAT SR AY LINRPGARAY3I INBSy S9g
to those that meet the longerm vision of a lowcarbon andclimateNBS a A f A Sy 62 NI RYX g KAf

refersto projects that can achieve sherm reduction ingreenhouse gas emission but may lead to carbon
lockin within their lifecycle

°The green/brown elssification criteria can be applied to a wide range of financial assets and instruments. While most
widely applied to debt instruments (bonds, loans, adsatked securities, etc.), the taxonomy can go beyond the asset and
project level and be used to asss the green/brown level of a specific portfolio, compammfinancial institution. However,

not all sustainable investment instruments are suitable for assessment based on taxonomies. For example, most sustainability
loans are linked to overall key permance indicators oEnvironmental,Social and Corporate ®vernance(ESGindicators

of portfolio companies, rather than to specific green projects.

"1 Usually specialized environmental research institutions such &s-¥igis, Sustainalytics, F8kom,and CICERO

72 For instance, the DNGL, Bureau Veritas, CECEP Consulting, etc.

Baz22ReQas {gt Dfz2olf whlkiAy3daoe
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Table2-3: Comparison oLeading Green Evaluaticend Certification Schemes

Climate Bonds Green CICERO (a22ReQ {39t Q& | Chinese

Standards and Bond Second Green Bond| Evaluations | Green Bond
Certification, | Principles | Opinions | Assessment Endorsed
2019 (ICMA), Project
2019 Catalogue,
2015

Use of
proceeds

must be tied
to green

invegment

Sector
specific

criteria  with
benchmarks

Ex post
monitoring
and

assessment

a{ KIRS
INBSy¢
assessment

Qualitative
weightings

Source Authors.

2.3.1.3 Evaluation ofenvironmental outcomes

In terms of quantifying GHG emissions, biodiversity considerations evaluation, and linking environ
impacts and financial impacts, NGOs have developed a series of standardized and practic
including Greenhouse Gas Protgcdiodiversity footprinting and mapping, monetary topland
integrated accounting for biodiversity protectipmetc. There are also tools that help to evalug
environmental impacts on financial status and operations of corporates in different sectorsfjtirey
corporates and financial institutionsy enhancingunderstandingof environmental impacts of thei
investment activities, hence making more green investment decisions. The tools are widely adoy
financial institutions.

As early as in 1991hé International Chamber of Commerc@helCQ drew up the Business Charter for
Sustainable Developmentlt required its several thousand signatories to apply home country

environmental requirements when they invested internationdflifrhe standardshave been updated in
2000 and 2015 to reflect current developments such ass@ibiodiversityalignmentandconsist ofeight
principles’®

. dzZNBESNJ SiG |
BLI/ Y 4. dzAaAySaa / Kl NI StNBudinedydntdbitivrs toythe ON Shistaingbi Héveldpimedty@oals.
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bDhQa ST¥FF2NIa (2 adzaJI2NI O2YLIyAaAsSa Ay lFaaSaaiay3da Sy
DID SyraaaArzya KIFI@S 0SSy NBO23yAl SR oé 3Jt20fkt Ayad.
2002, developed by Watl Resources Institute/World Business Council for Sustainable Development
(WRI/WBCS® establishes a comprehensive global standardized framework for corporations to measure

and manage GHG emissions from private and public sector operations, value ahdinstigation actions.

It is widely adopted by financial and government institutions. A similar tool i€  H mvlich \Eorks

with corporations and investors to ensure environmental reporting and risk manageasbuasiness norrs

by providing framewrks, dataand guidance to the corporations.

To facilitate biodiversity considerations and the application of relevant finance instrunmWotsg Wildlife
Fund WWH produced an overview repoftin 2019 on natural capital assessment tools. The report aims
to provide a broad, representativand upto-date overview of the tools available to economic actors. It
covers factors from biodiversity footprinting to mapping, from monetary tools for bardity protection

to integratedaccounting.

NGOs are also working to connect environmental and financial impacts. For exam@A3Ba al G SNA I f A
Map (Figure2-4) identifies sustainability issues that are likely to affect the financial conditooperating

performance of companies covering 77 differentlusties In the Materiality Map, SASB identifies 26
sustainabilityrelated business issudgbat encompass a rage of Disclosure Topics and their associated
Accounting Metricg®

Figure2-4: Sustainability Accounting Standards Boakthteriality Map

Note: GHG = Greenhouse gas.

Source SASR020

2.3.1.4 Differentiated project management

NGOs are providing broadly agreed principles of sustainable investments for governments, com
and investors, such as theewly releasedGreen Investment Principles for the Belt and Road (q
Regarding the classiéition of projects according to their environmental impact, some NGOSs, on the

76World Business Council for Sustainable Development and World Resources InstitufEhedareenhouse Gas Protocol: A

Corporate Accounting and Reporting Standardw S @ SR 6 DSy S@F X {é6AGT SNIFYR Y 2| aKAY
{dAdGrAYyLroftS 5808t 2LIWSyid T 22NIR wSaz2dz2NDSa LyadAaddziSs wnnno«
TWWF, Natural Capital and Organizatiore&igies: An Overview of Available Tools.

BldzaGFAYLFoAtAGEe 1 002dzyliAay3d {GFYRFENR&a .2FNR o{!{.0x a{!{. E
(SASB), accessed March 4, 2020, https://materiality.sasb.org/.
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hand, are pushing f&ESGnvestment principles that guide Fls and companies to turn brown investm
ANBSYIZ YR SyadiNB GKIFG GKS (NI yaAdlAadhd invdstnent
decisions. On the other handeekingto address grey areas thaebutside ¢ S+ N @ RSY |
YR GoNBgye Ay@SadayYSyd FOGAGAGASAazT az2YS bbD
LRGSYGALFE G2 Ttb-DNBSyé (& NIX WdButing A FighgmittindKskcbrs.

Applying differentiated manageent to projects depending on their environmental impact is an essential

LI NI 2F G3aINBSY Ay@SadyYSyid LINAYOALX Saé¢ yR alNIyaard
NGOsare pushing for green investment principles that guide FIs and companies to turn browimianes

green andensure that the transition is reflected il K S O 2 Ytuliurg; ®dlicies and investment

decisions. One aspect of the differentiated management approach is to incorporate ESG issues into
investment analysis and decisiomaking. TheJN Rinciples for Responsible InvestmerfPR),é H jsn c X

one of such corporate responsibility tools (focusing on the aggregate portfolio). With almti¥d 3,
signatories as oBeptember 2020the PRIinvestigatesareas including strategies, policiesxd capaity-

building, as well as portfolio, planning decisipaisd asset allocation.

{2YS bDha KI @S GSIFYSR dzlJ ¢AGK AYRdzZZAGNE {-®ARSESH G2 ¢
transition in the higkpolluting and higkemitting sectors. Outside & Of SI NI @ RSYI NOI (SR
GONRGYE Ay @S athereSngraanyg@yiafedswhekeSi@ar evaluation frameworks are not yet
available. In recent years, an increasing humber of institutions have realized that in response to the climate
crisis, the financial sector also needs clearer guidelines and pathways to stippa@reen transition of

activities whose environmental risks and contributions have not been clearly classified. For ex@Biple,

United Bank of @itzerlandis 2 f | dzy OK | O2y adzZ GAy3 ASNBEOIKADN (K
will allow companies frm highemission sectors such as steel, cement, aviatog oil and gas to issue

labeled financing products as long as issuers have soliddobon transition strategies.

Meanwhile, NGOs are also pushing for investment principle frameworks to incorporate green investment
in broad strategies and businesses, thus building a foundation for differentiated management of projects
with varying environmental impacté new initiative, the 6Green Investment Principles for the Belt and
Road(The GIFE has an explicit mandate to ensure that environmental friendliness, climate resilience, and
social inclusiveness are built into new investment projects in Belt and Road countries. Dyiveen b
stakeholder coalition from China atite United Kingdom the GIP is a set of voluntary principles dedicated

to incorporating lowcarbon and sustainable development practi¢B®x 6). Its 37 signatorieg® include

major Chinese and ne€@hinese financial institutions that lend to projects in the Belt and Road region. It
was developed with reference (but without mandatory application) to other guidingciplies such as
Equator Principles PRI and IFC Performance Standards. GIP encourages signatories to integrate
sustainability andEnvironmental] Social and Corporate Governance(ESG) factors into the company's
strategy and management system and adopttap-down approach to promote these factors; to
communicate environmental and social risks with stakeholders at the business level, through measures
including environmental risk analysis, informatisiaring and conflict resolution mechanisms; to adopt
advanced green financial instruments and green supply chain practices, and to build capability through
active cooperation anénowledgesharing

Box6: SevenGreen Investment Principles for the Belt aftbad

Embedding sustainability into corporate governance

Understanding Environmental, Social, and Corporate Governance risks
Disclosing environmental information

Enhancing communication with stakeholders

Utilizing green financial instruments

Adopting green supply chain management

Building capacity through collective action

Noos~wnpE

Surce¥y DNBSY Ly@gSaldYSvi tNAYOALX Sas d&! o2dzi DLt €

79 As of Septemér 2020.
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2.3.1.5 Information disclosure and reporting

NGOs have provided a multitude of best practices for integrated reportind) emvironmental
performance reporting. Among the most relevant are the Global Reporting Initiative (GRI) and th
Force on ClimateRelated FinancialDisclosurs (TCFD). Particularlghe GRI is a broadly applical
reporting framewaork that covers spectrum of sustainability topics and is widely applied.

Environment and climateelated accountingand disclosure standards and tools are an important part of
the management of climate and environmental risks and the transition to ackmvon economyfor
enterprises and financial institutions.

Investors around the world have complained for years that they needdpigliity and upto-date ESG data

to make decisions about the impact of environmental and climate risks on their businesses and future
investmens. However,in most emerging markets, this information is often inaccurate or nonexistent,
resulting in a large lack aata for investors to fully assess risks associated with their investment
environment.

NGOs can play an important role in setting gllodtandards for reporting due to their independence, sector
knowledge and global reach. Accordingly, a variety of NGOs and associations have issued standards and
JdZA RSt Ay Sa TFT2NJ LMzt A O NBLR NI A Y BloBafReldyStidtive -dlFF 2 NI | v
GRI)¢ 1997, uses an international independent standards organization that helps businesses, goveynments

and other organizations understand and communicate their impacts on issues such as climate change,
human rightsand corruption The GRrovides a tool for third parties to assess environmental impacts from

corporate activities and its supply chain. Its performance indicatmigde criteria on energy, biodiversity

and emissions.

NGOs and industry associations have also teamed upueldp environmental information reporting and
disclosure tools for Fls and investors. For example, the private slectdiaskForce on ClimateRelated
Financial DisclosurefCFDQ)2015 was initiated by the Financial Stability Board (FSB), a monitbddy

for global financial stability. It provides a voluntary framework for clirratated financial risk disclosures

for companies to inform investors and other members of the public about "the physical, liahiiiy
transition risks associated with itlate change and what constitutes effective financial disclosures across
industries"8 It suggests reporting on the four core elements of metrics and targets, risk management,
strategy and governanceAs of February 2020, over 1,000 organizations, repriésg a market
capitalization of over $12 trillion support the TCRDnumber of TFCGBligned reporting frameworks and
tools have flourished, such as tBASEustainabilityAccountingSandards (SASBandards) and th&€DSB
Framework for Reporting Environmental Information and Natural Capital (the CDSB FramewofkRIThe
and CDPare other examples of NGOs working with corporations and investors to ensure environmental
reporting and risk managemensausiness norrs, by provding frameworks, dateand guidance.

While reporting on climate performance and pollutiortie most advanced are#here isgrowingattention
and effort from NGOs to explore reporting on biodiversity iss@@songthem, the Taskforce for Nature-
Related Financial Disclosures (TNFD)was established in September 202Md supported by a number of
financial institutions andgovernments®! in identifying naturerelated risks and dependencighat
materially affect their portfoliosa framework applicablto further disclosure on biodiversity

80! h9t CAYLlIYyOS LyAauliRAGom@rénEnsive/Inkelstyr Buidé HeBdri@BdaddMethods for Climate Risk
raasSaavySyids AY wSalLkRyas i 2 GKS ¢/ C5¢ 0bSs C2N] Y
https://www.unepfi.org/wordpress/wpcontent/uploads/2019/05/TCHZhangingCourseOct-19.pdf.

81 Establishedby a coalition of partnes including Global Canopy, UNDP, UNEP Finance InjtattV®/WF. It is supported by

financial institutions like AXA, BNP Paribas, DBS Bank, Rabobank, First Rand, Yes Bank, Siorebliasthe governments

of the United Kingdom Francethe Netherlands and Switzerland.
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2.3.2 Best NG(ractices acrosgnvironmental aspects

2.3.2.1 Environmental pollution and climate change mitigation

NGOs have developed best practicels, platforms and databasesn key sectors such as climate (e.g.
CDP company disclosure tracker), infrastructure (Emyision rating system, SuRe Standard for Sustainable
and Resilient Infrastructu?é), energy (e.g.International Renewable Energy Ager(tRENA Sustainable
Energy Marketplace, Hydropower Sustaidi@piAssessment Protocol, water (e.gVWF Water risk filter,
WRI Aqueduct atlas), agriculture (. BAOSTAT, Climate Bonds Agriculture Criteria), transportation and
industry.

New platforms such a@Resource Watchdeveloped by WRI together with over 30ripeers, offeisexamples

of how nonprofits are increasingly using data analytics and indextgesed visualization tools to make
visible the potential environmental impact, ecological implication, or climate risk exposure of a certain
project when making westment decisions.

Apart from providing environmental and climate impact metrics for investment decisions at the early stages,
standards and methodologies developed by NGOs are widely used to support continuous assessment and
reporting of environmentalmpacts on investment activities. For example, to report on GHG emissions, the
oGreenhouse Gas Protog6l2002, developed by World Resources Institute/World Business Council for
Sustainable Development (WRI/WBCSD), establishes a comprehensive globadstedéfameworks for
corporations to measure and manage GHG emissions from private and public sector operations, value
chainsl YR YAGAAFGA2Yy I Ol EabpraDiscldsuraPkojdt (CRNJI HinZn2vftd A a (G KS

2.3.2.2 Biodiversity

ThedGlobal Standard for thedentification of Key Biodiversity Areas (KBAs) 6 L | / $sets oum c 0
globally agreed criteria for the identification of KBAs worldwide. The KBA Standard establishes a
consultative, sciencbased process for KBA identification, founded ondbesistent application of global

criteria with quantitative thresholds developed through an extensive consultation exercise spanning several
years.Sites qualify as global KBAs if they meet one or more of 11 criteria within five categories: threatened
biodiversity, geographically restricted biodiversity, ecological integrity, biological processes, and
ANNB LI I OSI 0 A fLividgiPtanef Repoi 2 RICERA bigidl Id&KIAALD | G ARWHNE | YR
Planet Index (LPJg®*of the Zoological Societyf London (ZSLare examples of comprehensive studies
reporting trends in global biodiversity and the health of the planet that also include specific indicators to
measure biodiversity.

A series of global guidelindgr protected area practitionersvere jointly produced bythe International

Union for Conservation of Natur@dUCN World Commission on Protected Areasd havebeen widely
appliedn by a variety of financial institutions (e.d~CandWorld Bank) to avoid investments in these areas
orinlinfS gAGK (GKS 3dzA RSt Ay Sa o Pivit@yProtaciedrieds@18)i°k 8 2 @ D dzA R
for Measuring, Modelling, and Valuing Ecosystem Services(2018)¢ 8 a2 Af RSNy Saa t NP
Areas:ManagementGuidelines for IUCN Category Footected Areas(2016)é87andd ! NB 'y t NB (G S

N

N

c

2 dzwS3s a{ dzwSt p ¢ KS { G yyR{E NRy FNING { MzEd - dehyBrdard Srght wpRE wiSE i LI Bk k &

83 JUCN,A Global Standard for the Identification of Key Biodiversity Akéasion 1.0first edition (Gland: IUCN, 2016),
https://portals.iucn.org/library/sites/library/files/documents/201:648.pdf.
8 The LPI is one of a suite of global indicators used to monitor progress towaridhiTargetsof the Conventioron

Biological Dversity, F INBSR o6& G(KS /2y @SyldArzy 2yWWRahd Z5Haobyidal Secetg&FNE A (& Qa

[2YR2Yy X G AGAyYy 3 t-f ¢ FORKY ADS EJ2 NI dzLWJ Sy Sy G Y [ AGAY3 ttFySi
http://awsassets.panda.org/downloads/Ipr2018_technical_supplement_ffoi.pdf¢

85 Brent Mitchell et al.Guidelines for Privately Protected Argad. Craig Groves, 1st ed. (IUCN, International Union for
Conservation of Nature, 2018)itjs://doi.org/10.2305/I[UCN.CH.2018.PAG.29.en.

8 Neugarten et al.Toolsfor Measuring, Modelling, and Valuing Ecosystem Services

87 Locke et al.Wilderness Protected Areas
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Areas(2015)&%8To facilitate biodiversity considerations and the application of relevant finance instruments,
WWF produced an overview rep8tin 2019 on natural capital assessment tools. The report prewide
broad, representativeand upto-date overview of the tools available to economic actors. It covers factors
from biodiversity footprinting to mapping, from monetary tools for biodivergitptection to integrated
accounting. Another important contribution of NGOs is providing biodiversity monitoring data to support
and monitor investment activities.

TheWorld Database on Protected Areas (WDR#)he most comprehensive global database amdstrial

and marine protected areas. It is a joint project between the United Nations Environment Programme
(UNEP) and IUCN, managedW)MEP World Conservation Monitoring Centre (UNBRMC) Similarly,

WWF together with several partners jointly provideStAM#VFSIGHE® a global intelligence platform of
environmental assets including UNESCO World Heritage Biteected AreasKey Biodiversity Areas
Elephant, Chimpanzee, Lion Habitdtsrest Coveiland Ecological and Biologically Significant Marireasr

This technology allows users to bring together diverse spatial datasets and combine them with satellite
imagery to provide a near reéime, high-level understanding on the current status of conservation assets
around the globé*

88 Trzyna et al.Urban Protected Areas: Profiles and Best PracticeeGugs

89 WWHF,Natural Capital and Organization Strategies: An Overview of Available Tools

022 C3y qg22& {AIKGOD

MLAYAEI NI G22ta ta2 AyOftdzRS L!/b L.!'¢ YR 2wLQa Df20olf
on the biodiversity resources arassets.
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Chapter 3.Establish theBRI Project ClassificatioBystem

The mapping of best practicdsghlights that d¢assifying projects according to their environmental impact

is an important measure irshifting overseas investment from brown to greerRroject classification
providesa foundationfor and is closely linkedtother measuresThe best practices analysis in Chapter 2
spotlights some examplesof applying the classification approach, such the Equator Principlé€®
differentiation of A, B, C type projectslepending on their environmental riskthe EU Taxononfy a
3dzA R yOS 2y &A 3y A DaplSghificar®Ht yWilYNR oSdiakictigt 16 Pdsforniance
Standardsstipulation thatif there is a more environmentally friendly technology available to reestated
goal this technology should be applied. Chinathe China Banking and Insurance Regulatory Commission
(CBIRLCGreen Credit Statistics System encourages bankslassify ad differentiate projects.NDRC

Guidelines on Further Guiding and Regulating Overseas Investment, 2017, adopted a classification of

Sy 02 dzNI IS RY RNBRE KR 04 8§ B Rhé enuiindnenfaciais ang soFadzbt€eatured
in the considerabtns.

Thisstudytherefore proposes a methodology for classifying projects based on three main environmental
objectives pollution prevention, climate change mitigation, and biodiversity conservati®he
classificatiorprovidesa framework for environmental impact assessment and management of investment
projects.

3.1 Categories ofrojects

Three different levels of environmentaipact emerge: Green positive), Yellow (neutral) and Red
(negative. Specificallythese aredefined & follows:

Red Projectg Projects requiiing stricter supervision and regulatiofthe negative list)

Projects in this category have risks of significant and irreversible environmental harm in at least one
environmental aspect (climate, pollution, biodiversity). The environmental harm can only be
recovered through longerm effortsand athuge cost.

Yellow Projectsc Projects with moderate impact

t Ne2SOida Ay (GKAa OFiS3I2NEB G52 b2 {AIYyATFTAOIyd |
environmental harm can be mitigated by the project itself through affordable and effective measures
within reasonable boundaries.

Green Projectg Ehcouraged projectgthe positive list)

t NE28OGa Ay GKA&a 6OFGS3I2NBE KIQGS y2 &AIYATAONIYQ

positively contribute to at least one environmental aspg@rticularly if theysupportthe achievement
of international environmental agreements and conventions.

Projects can improve their impact categorizatiolepending on the project type and projeetpecific
environmental management measures to mitigate tlevironmentalharm or even contribute to at least
one environmental dimension, to become red/green or red/yellow. Tdllsws for flexible project
categorization with evaluation ofprojects consideringlocal circumstances and needs in different BRI
countries.

The report defines the following terms in classifying projects

Pollution is defined in accordance the United Nations 2019 resolution that includes air, water, land/soil,
marine and coastal pollutigrand the crosscutting issues of chemicals and w&lt is caused by the
introduction of harmful materials into the environmefit Air pollution, for example, is understood in line

92 United Nations EnvironmentiAd SYof & 2F (K 'YAGSR blriAz2zya 9YOBANRYYSYI
PollutionCNB S tf I ySidQé
Bl dA2yltf DS2ANILIKAO {20AS0esx at2ffdzirazy dé
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with the World Health Organization (WHO), which sees that particulate matter (PM), ozgnhai{fdgen
dioxide (N®), and Sulphur dioxide (S{contribute to pollution with adverse health effects

Climate changeshall be defined in accordance with thimited Nations Framework Convention on Climate
Change(UNFCCand Intergovernmental Panel on Climate ChanteGg frameworks, where by 2017
human activities are estimated to have caused approximately 1.0 degrees Celsius of global warming above
preindustrial levels through economic activity that produces various GHG.§43eKS emissions are risking
further global temperature increases with negative impacts for livelihodtls, environment and
ecosystemsSevengreenhouse gases are covered by UNFEE@ntlyt carbon dioxide (CQ) methane

(CH), nitrous oxide (bD), hydroflorocarbons (HFCs), perfluorocartsgRFCs), Sulphur hexafluoridegSF

and nitrogen trifluoride (N4j.

Biodiversityshall be defined in accordance with the Convention on Biological Diversity (CBD). Accordingly,
biodiversity means the variability amongifig organisms from all sources including, inter alia, terrestrial,

marine and other aquatic ecosystemand the ecological complexes of which they angart.°¢ The CBD

focuses on the three core objectived) conservation of biological diversit{2) sustainable use of its
components, and3) fair and equitable sharing of benefits arising out of the use of genetic resglirces

which were formalized through the AicHiargets of the Convention on Biologicavédsity and are

negotiated in the Post-2020 GIobaI Ebdiversity Frameworkd ! C)C)Z NRAy3Ifesxs aO2yaSND
YEAYOGFAYyAy3 SO2aeaidSYy aSNBAOSAI |y Rara timddntekaltb 6 & |
BRI investments.

Significant negativeenvironmental risk potential means a largescale alteration in environmental
conditiong one that imposes permanent, or nearly permanetctianges in those conditis. Significance
encompasses the following dimensioffs

w Extend and spread magnitude of tirepact for exampledoes the project have a direct spatial impact
on more than the micreenvironment directly surrounding the project, or indiréchpact through
transfer to associated projects and activities, such asangd downstreamactivities?

w Duration for examplearet K S  LINBn8e§udncedaithe environment duringll project phases
(construction, operation, decommissioning) reversible within a reasonable time?

w Sensitivity of the affected arefor exampledoes the project acroach a protected or nefragmented

area, and/or can the affected habitat be fully reconstituted or sustainably moved elsewhere?

Manageabilityfor examplewill affordable and effective measures avoid or mitigate potential impacts?

Accidents for exampé, does the project have a high risk of environmental consequences no matter

the risk of occurrencdpr example through breakwater, explosiqmrtc.?

w
w

Irreversible means the risk of permanent destruction of wildlife, riskeatinction of species, or #Hsof

permanently altering a pristine environment, particularly when restoration to the status quo is impossible

or at best extremely difficult, at least on a relevant timesddf¢ KAt S GKS 02y OSLIi 2F 4.
difficult to operationalize'°* the Precautionary Principle adopted in 1992 by the United Nations shall apply:

42 KSNBE GKSNBE IINBE GKNBIFGa 2F aSNA2dza 2NJ ANNBISNBRAO
as a reason for postponing cesffective measures to preventenvifoy Sy G £ R$ANI RI GA2Yy D€

The Project Classificatiomethod considers the following fetors:

9“2 1 hs d21h p ' YOASYydG ' AN t2tftdziAz2yyY t2ftdzil yiaoé

BSLt/ /X G{dzYYINE F2NIt2f A0eYlI{SNEET YR aDfz2aalNE 2F ¢ SN¥aod¢
%) 2y@SyiAzy 2y A2t 23A0lf 5A QS Nibdical DXersity/(SeofataBay of heGobnvenSob (i = ¢ | 2
on Biological Diversity, November 2, 2006), https://www.cbd.int/convention/articles/?a6&d

97 Brooks et al.Best Policy Guidance for the Integration of Biodiversity and Ecosystem Services in Standards

BLC/ I at SNF2NXIYOS {dFyRINR cY . A2RAQGSNAAGE [/ 2YyasSNBIGAZ2Yy |
99 Based on study of various Environmental and S&igkt ManagemerESRM) frameworks of financial institutions as well

as! b5tz a{20Alt IyR 9y@ANRYYSyiGlt {ONBSyAy3a t NBOSRdAz2NBE ®

00/ 34 {dzyalGSAyzZ ac¢gz2 [/ 2y0SLIia 2F LNNBOSNEAGES 9YyGBANRYYSyll

School, 2008),
https://chicagounbound.uchicago.edu/cgi/viewcontent.cgi?article=1362&context=public_law_and_legal_theory.
0 dzy aGSAYZ ac¢g2 [/ 2y0SLIia 2F LNNBOSNBAGES OYQBANRYYSYyGEt I I N

020 vyAGSR bliAz2ya DSYySNIt !aa8Syofés awA2 5S8SO0fFNIGARZY 2y 9y DA
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1. Provides an evaluation matrix of projects in regardheir potential positive environmental impact in
any of the three environmental dimensions of pollution, GHG emisséntsbiodiversity;

2. Provides an evaluation of their potential risks of negative environmental impact in any of the three
environmental dinensions of pollution, GHG emissipaad biodiversity;

3. Provides pathways for mitigation and adaptation of negative environmental impacts, which allows
projects to upgrade to a better category;

4. Borrows from Chinese and international best practices, incgdhe updated Chinese Green Bond
Catalogue, the Green Industry Catalogue, the Green Bond Guidelines, the SDG Finance Taxonomy
(China), and other internationally recognized green finance standards.

It is important to acknowledge that the classification ppwsed in this report focuses only on
environmental aspectassociated with the projects and does not make judgments on the financial viability
of a project or the social aspects. The classification must be used in line with other risk evaluation and risk
management tools summarizeldere and with the nine recommendations in Chaptes (such as the
application of environmental impact assessments, information disclosure, public participation, etc.).

3.2 Project Classification Process

The classification process ceiderstwo major factorsregarding environmentakisks the evaluationof
positive contribution and possible negative environmental impacts, as well as the availability of
mitigation/compensation/adaptation mechanism#he report highlights the combination of a taxonomy
based approach and a procestsindard approach that finaiel institutions apply across all countriebere

they invest:

w Taxonomy:Thetaxonomybased approach is applied in China and Eeopean UnionEU, among
others, to allow financial institutions to easily identify projects (edinese Green Credit @iigue)
or define green by applying environmental emission thresholds, (Eld. Taxonomy) for different
sectors based on scientmsed thresholds for green and ngneen projects.

w Process and managemernito support the taxonomipased approactseveral institutions, such as the
World Bank, IFCand various NGOs, provide process standards to ensure environmental risk
management through safeguard procedures and sespmcificEnvironmentl, Health, and Safety
(EHS) procedures that are appliecilhcountries.

A processombirningthe two approaches iproposed(seeFigure3-1).

In the first step of project classification, projestare evaluated regarding their significant negative
environmental risk potentialin pollution, climate and biodiversityIf a project las no significant harm
LRGSYGdAlf S Al o¢Af fRSIFS bk ¢gaiforedtat adriributich 4f a project

has negative harmpotentid & A& FTANRG O2yaARSNBR GNBR¢ o0dzi &aKz2dzZ F
the mitigation hierarchy®to avoid, minimizeor compensate for environmental harm as wellfas its

potential for positive contribution.

The positive evaluation impact potential is evaluated in the second step. A project can have a direct
significant positive envil YSY (i € O2y iNAROdziA2Y LRIGSYGALIt ® G{AIYAT
ecological positive impact on more than the mi@ovironment directly surrounding (spatial dimension)

and that the impact is cumulativelgnd significantly positive throughouall project phases (temporal

dimension) as specified iBection3.1 definitions Projects that have no significant harm risk and have at
fSrad 2yS arA3ayATAOIyG LI aA EABKAG2SY (iNGeeatidlinkggtiie K- 2NI&I O 2
impactand posih @S O2y i NROdziA2Yy £ NB O2yaARSNBR aeStt2g

103 Concept emerged from biodiversity protgan, refers to a sequence of measuresimid, mitigate, restore or rehabilitate
and finally offset or, failing that, compensate achieve no overall negative impact on biodiversity or on balance a net gain
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Figure3-1: ProjectQassificationProcess for the BRI Green Light System

Source Authors

For projects identified as having significant harm potentialstep 1(red projects) the secondstep is to

evaluate their ability to manage the environmental riskBrough compensation and/or mitigation efforts

In this way,the Green Light SysterfGL$ Project Classification provides a flexible project evaluation
meOKFyAayY GKFG Fff2ga cadgBriéeéndidg orilgcal dirdoni@anteRaHd needk S A NJ
Accordingly, projects that apply environmental managemeith measures to mitigate, compensate for

or adapt to address potential environmental risks cggrade their impact categoryhat is,from red to
@Stft2s 2N eStft2g G2 3INBSY (2 06S02YS AGaNBR¢ LINR2SC
red/green projects).

Mitigation and compensation activities should neutralize environmental risks (te@rfrom red to yellow)

through acceptable avoidance, mitigatiaand compensation measures applicable to the local context and

in line withmultilateral RS @St 2 LIYSy G FAYlI yOS AyaltAddziazyaQ GSOKyA
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