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Implied Temperature Rise
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As the leading bank in the Zug economic region, we are aware of our responsibilities. We think and act in a future-oriented way,

and incorporate environmental and social aspects into our ambitious commercial objectives. By doing so we create added value - for

our stakeholder groups and for the environment.

The present version of this document is based on methodology
papers drawn up by MSCI ESG Research LLC.

Implied Temperature Rise is a metric de-
veloped to show the alignment of

companies and investment portfolios with
the global climate targets.

Paris Climate Agreement

Investors are increasingly focusing on the financial repercussions
of climate change. They want to know whether the companies

in which they invest are aligning their activities with the global
targets of the Paris Agreement. The Paris Agreement is a legally
binding, international treaty on climate change. It was adopted
by 196 contracting parties at the UN Climate Conference in
Paris on 12 December 2015. lts overarching goal is to hold “the
increase in the global average temperature to well below

2°C above pre-industrial levels” and pursue efforts “to limit the
temperature increase to 1.5°C above pre-industrial levels”.

The UN's Intergovernmental Panel on Climate Change (IPCC) has
indicated that crossing the 1.5°C threshold risks unleashing

far more severe climate-change impacts, including more frequent
and severe droughts, heatwaves and rainfall.

The concept of Implied Temperature Rise

Implied Temperature Rise (ITR) is a forward-looking metric showing
the extent to which companies and investment portfolios are
aligned with the global climate targets. Investors can use the ITR
to define decarbonisation targets and support engagement on
climate risks. Like any other forward-looking method, the TR is a
simplified representation of a possible future development that —
however — remains subject to a significant degree of uncertainty.

The key to understanding ITR is the concept of the carbon budget,
i.e. the amount the world is allowed to emit so that global
warming does not exceed 1.5°C by 2100, and the amount a com-
pany is still allowed to emit while making a fair contribution to

global decarbonisation. This involves referring to Scope 1-3 green-
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house gas emissions (see below). The methodology does not
take account of the costs, nor of the emissions avoided thanks to
the transition to a low-carbon economy.

The calculation is based on open-source 1.5°C decarbonisation
pathways provided by the NGFS (Network of Central Banks
and Supervisors for Greening the Financial System). The model
also uses sector-specific computed pathways whereby compa-
nies in the higher-emission sectors are given a larger carbon
budget than those in sectors with lower emissions. The basis is
greenhouse gas emissions Scope 1-3.

Key components of the ITR model
The following factors play a role in calculating the implied
temperature rise:

= High current emissions are a key contributor to
companies using up their carbon budget, which in turn
drives up the ITR.

= A company’s decarbonisation targets can help it to
lower its cumulative emissions going forward.

= A sector-specific decarbonisation pathway defines the
carbon budget that is aligned to the temperature
curve for comparable companies within a particular
sector. In the model, all pathways differ according

to the sector and region.

The overall amount by which a portfolio’s carbon emissions
overshoot or undershoot the global budget is then converted into
a temperature figure. For example, an implied temperature

rise of 1.5°C means that a company is expected to comply with
its share of a carbon budget that would limit global warming

to 1.5°C this century. By contrast, an ITR of 2.5°C would mean that
the company’s emissions imply a further rise in temperatures

that would cause greater damage.

Wir begleiten Sie im Leben.



Source: Greenhouse Gas Protocol
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05 q Key steps of ITR modelling at company level
Emission categories (scopes) v step 9 pany

Greenhouse gas emissions can be broken down into the
following three categories:

AN

= Scope 1: Direct emissions from owned or controlled
sources

= Scope 2: Indirect emissions relating to the production

of energy purchased for own consumption

= Scope 3: All other indirect emissions arising in the

company's value creation chain (upstream and down-

stream emissions)

2020 2025 2030 2035 2040 2045 2050
Approach at portfolio level
To calculate the ITR at portfolio level, the aggregated budget
Carbon budget overshoot Carbon budget undershoot
approach recommended as best practice by the Glasgow B Estimated annual CO2 emissions B Net-zero CO2 reduction pathway
Financial Alliance for Net Zero (GFANZ) is used. The sum of the
expected greenhouse gas emissions is compared with the
sum of the available carbon budgets of the underlying positions 1 Allocation and running of a net-zero carbon budget
in the portfolio. The model also uses sector-specific computed 2 Projection of companies’ future emissions taking their targets
pathways whereby companies in the higher-emission sectors are info account
given a larger carbon budget than those in sectors with lower 3 Comparison of 1 and 2 to measure overshoot/undershoot
emissions. 4 Conversion of overshoot/undershoot in degrees Celsius of
the ITR

Publications
Other publications on the subject of ESG can be found on our
web page www.zugerkb.ch/en/esg.

We are signatories to or members of the following organisations Contact

esg-investments@zugerkb.ch

Signatory of: SWiSS
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Legal disclaimer

This document has been prepared for information and marketing purposes only and does not constitute an offer or an invitation by, or on behalf of, Zuger Kantonalbank (ZugerKB) to buy or sell finan-
cial instruments or banking services. It is addressed to recipients designated by ZugerKB with residence in Switzerland for personal use and may not be reproduced, in whole or in part, changed or
distributed or disseminated to any other addressees without the written permission of ZugerKB. The information in this document is given as of a specific date and has been obtained from sources that
ZugerKB believes to be reliable. Nevertheless, ZugerKB cannot make any representation that the information is accurate, complete or up-to-date. ZugerKB does not accept liability for any loss arising
from an investment behaviour based on the information in this document. The prices and values of investments mentioned and any income resulting therefrom may fluctuate, rise or fall. A reference to
past performance does not include statements about future results. This document does not contain any recommendations of a legal nature or regarding accounting or taxes. Nor should it in any way
be construed as an investment or strategy that is appropriate for or tailored to the personal circumstances of the recipient. (V2025)

Certain information contained in this report (the «Information») originates from and/or is copyrighted by MSCl Inc., its subsidiaries (<MSCl») or information providers (the «MSCI Parties») and may have
been used to calculate scores, signals and other indicators. The information is intended for internal use only and may not be reproduced or redistributed in whole or in part without prior written per-
mission. This information does not constitute an offer to buy or sell and should not be construed as an advertisement or recommendation for any security, financial instrument or product, or trading
strategy, or as an indication or guarantee of future performance. Some funds may be based on or linked to MSCl indices, and MSCI may be compensated on the basis of fund assets under manage-
ment or other key metrics. MSCI has established an information barrier between index research and certain information. None of the Information in and of itself can be used to determine which secu-
rities to buy or sell or when to buy or sell them. The Information is provided without warranty of any kind. The user assumes the entire risk of their own use of the Information or its use by a third party
authorised by them. The MSCI parties shall not assume any warranty or guarantee for the authenticity, accuracy and/or completeness of the Information and expressly state that they disclaim any
warranties of an express or implied nature. The MSCI Parties shall not be liable for any errors or omissions in connection with the information contained herein, nor for any direct, indirect or special
damages, punitive damages, consequential or other damages (including lost profits), even if advised of the possibility of such damages.

THE USE BY Zuger Kantonalbank OF ANY MSCI ESG RESEARCH LLC OR ITS AFFILIATES (“MSCI") DATA, AND THE USE OF MSCI LOGOS, TRADEMARKS, SERVICE MARKS OR INDEX NAMES HEREIN,
DO NOT CONSTITUTE A SPONSORSHIP, ENDORSEMENT, RECOMMENDATION, OR PROMOTION OF Zuger Kantonalbank BY MSCI. MSCI SERVICES AND DATA ARE THE PROPERTY OF MSCI OR
ITS INFORMATION PROVIDERS, AND ARE PROVIDED ‘AS-IS" AND WITHOUT WARRANTY. MSCI NAMES AND LOGOS ARE TRADEMARKS OR SERVICE MARKS OF MSCI.
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Source: MSCI ESG Research



