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Legal Update

Network for Greening the Financial System Issues Second
Iteration of Climate Scenarios

On June 8, 2021, the Network for Greening the Financial System (NGFS)'—a group of 91 central banks
and supervisors and 14 observers—issued the second iteration of its climate scenarios, noting that
such scenarios are “a true milestone in the race to better understand the risks from climate change.”
The NGFS also stated that because “climate scenario analysis is a vital tool that helps [...] prepare for a
range of future pathways” and the “challenges and costs of creating such scenarios are beyond most
individual firms or institutions,” the NGFS has designed its climate scenarios “to act as a foundation
for analysis across many institutions, creating much needed consistency and comparability of results.”

The NGFS chose six different climate scenarios to “show a range of lower and higher risk outcomes.”
The scenarios have been refined from the June 2020 iteration to “leverage the latest versions of
models, reflect the shifts in climate policy since 2018, and reflect the near-term IMF growth projection
from COVID-19.” The six scenarios and how they compare for risk are shown in the chart below from
the NGFS' report:
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https://www.ngfs.net/sites/default/files/medias/documents/ngfs_climate_scenarios_phase2_june2021.pdf

The NGFS climate scenarios are characterized by “their overall level of physical and transition risks,”
which are driven by “the level of policy ambition, policy timing, coordination and technology levers.”
This NGFS chart provides addition details on the risks for each:

Physical risk Transition risk
F__A__W r 1
Category Scenario Policy ambition  Policy reaction Technology Carbon dioxide  Regional policy Colour coding indicates
change removal variation* whether the characteristic
Orderly Net Zero 2050 1.5°C Immediate and Fast change Mediumuse  Medium variation makes the scenario more
smooth or less severe from a
Below 2°C 1.7°C Immediate and  Moderate change Medium use Low variation macm—ﬁnanflal risk
smooth perspective’
Disorderly Divergent Net Zero 1.5°C Immediate but Fast change Low use Medium variation Lower risk
Cvergent Moderate risk
Delayed transition 1.8°C Delayed Slow/Fast change Low use High variation . )
Hot HouseWorld  Nationally ~2.5°C NDCs Slow change Low use Low variation Higher risk
Determined
Contributions
(NDCs)
Current Policies 3°C+ None - current Slow change Low use Low variation
policies

+ countries and regions that have stronger policy. For example in Net Zero 2050 the EL, USA and Japan reach net zero GHGs by 2050, but globally only net

point.

% This assessment is based on expert judgment based on how changing this assumption affacts key drivers of physical and transition risk. For example, higher temperatures are
correlated with higher impacts on physical assets and the economy. On the transition side economic and financial impacts increase with:a) strong, sudden and/or divergent palicy,
b fasttechnological change even if carbon pi changes are modest, ¢) limited availability of carbon dioxide removal meaning the transition must be more abruptin other parts
of the economy, d) stronger policy in those particular countries and/or regions.

The NGFS' 51-page report includes further descriptions of the scenarios and their respective transition
and physical risks and economic impacts.

The NGFS climate scenarios were developed as a common starting point for analyzing climate risks to
the economy and financial system, and, while developed primarily for use by central banks and
supervisors, the scenarios may also be useful to the broader private sector, government and
academia.

For more information about the topics raised in this Legal Update, please contact the following lawyer.

J. Paul Forrester
+1312 701 7366
jforrester@mayerbrown.com

Endnotes

" The NGFS says that it is “committed to sharing best practices, contributing to the development of climate- and environment-related
risk management in the financial sector and mobilizing mainstream finance to support the transition toward a sustainable
economy.”

Mayer Brown is a distinctively global law firm, uniquely positioned to advise the world's leading companies and financial institutions on their most complex deals
and disputes. With extensive reach across four continents, we are the only integrated law firm in the world with approximately 200 lawyers in each of the world's
three largest financial centers—New York, London and Hong Kong—the backbone of the global economy. We have deep experience in high-stakes litigation
and complex transactions across industry sectors, including our signature strength, the global financial services industry. Our diverse teams of lawyers are
recognized by our clients as strategic partners with deep commercial instincts and a commitment to creatively anticipating their needs and delivering excellence
in everything we do. Our “one-firm” culture—seamless and integrated across all practices and regions—ensures that our clients receive the best of our
knowledge and experience.

Please visit mayerbrown.com for comprehensive contact information for all Mayer Brown offices.
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Any tax advice expressed above by Mayer Brown LLP was not intended or written to be used, and cannot be used, by any taxpayer to avoid U.S. federal tax penalties. If such advice
was written or used to support the promotion or marketing of the matter addressed above, then each offeree should seek advice from an independent tax advisor.

This Mayer Brown publication provides information and comments on legal issues and developments of interest to our clients and friends. The foregoing is not a comprehensive
treatment of the subject matter covered and is not intended to provide legal advice. Readers should seek legal advice before taking any action with respect to the matters
discussed herein.
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(England), Mayer Brown (a Hong Kong partnership) and Tauil & Chequer Advogados (a Brazilian law partnership) (collectively the “Mayer Brown Practices”) and non-legal service
providers, which provide consultancy services (the “Mayer Brown Consultancies”). The Mayer Brown Practices and Mayer Brown Consultancies are established in various
jurisdictions and may be a legal person or a partnership. Details of the individual Mayer Brown Practices and Mayer Brown Consultancies can be found in the Legal Notices
section of our website.
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